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INDEPENDENT AUDITORS” REPORT

To the Board of Direclors
Nashville & Eastern Railroad Authority

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and the major fund of
Nashville & Eastern Railroad Autharity, as of and for the year ended June 30, 2014, and the related noles Lo the
financial statements, which collectively comprise.the Nashville & Eastern Railroad Authority's basic financial
statements as listed in the tabie of contents.

Management’s Responsibility for the Financlal 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 o the preparation and fair presentation of financiai
statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is {o express opinions on these financial stalements based on our audit. We conducted our
audit in accordance with auditing standards generally accepled in the United Stales of America and the standards
applicable 1o financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the Uniled States. Those standards require that we plan and perform the audit lo obtain reasonable assurance
about whether the financial statements are free from malerial misstatement.

An audit invelves 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 misstalement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers interna!l control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audil procedures that are appropriate in the circumstances, but nol for the
purpose of expressing an opinion on the effectiveness of the entity’s internal conltrol. Accordingly, we express no
such opinion. An audil 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 sufficienl and appropriate to provide a basis for our audil
opinions.

Opinions

In our opinion, the financial statements referred 1o above present fairly, in all material respects, the respeclive
financial position of the governmental activilies and the major fund of the Nashville & Easlern Railroad Authority,
as of June 30, 2014, and the respective changes in financial position thereof for the year then ended in
accordance with accounling principies generally accepted in the United States of America.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United Stales of Amenca require that the managemenl's
discussion and analysis pages 5-8 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statemenls, is required by the Governmental Accounting Standards
Board, who considers it to be an essential parl of financial reparling for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required suppiemenlary information in accordance with audiling standards generally accepted in the United
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Stales of America, which consisled of inquiries of management about the methods of preparing the information
and comparing the infermation for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we oblained during our audit of the basic financial stalements. We do not
express an opinion or provide any assurance on the information because the limited procedures do nol pravide us
with sufficient evidence to express an opinion or provide any assurance,

Other Information

Qur audit was conducied for the purpose of forming opinions on the financial statements that colleclively comprise
the Nashville & Eastern Railroad Authority's basic financial statements. The Schedule of State & Federal Contract
Expenditures and Schedule of Fidelily Bonds of Principal Officials are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The schedule of state and federal contract expenditures is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audil of the basic
financial statements and certain additional procedures, including comparing and reconciling such information
directly 1o the underlying accounting and other records used to prepare lhe basic financial stalements or to the
basic financial statements themselves, and olher addilional procedures in accordance with auditing standards
generally accepted in the United States of America. [n our opinion, the schedule of state and federal contracl
expenditures is fairly stated in all materizl respects in relation to the basic financial statements as a whole.

The schedule of fidelity bonds of principal officials have not been subjected lo the auditing procedures applied in
the audit of the basic financial stalements and, accordingly, we do not express an opinion or provide any
assurance onit.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated April 16, 2015, on our
consideralion of the Nashville & Eastern Railroad Authority's internal control over financial reporting ang on our
tests of its compliance with certain provisions of laws, regulations, contracls, and grant agreements and other
matters. The purpose of that report is 10 describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not 1o 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 Standards in considering Nashville & Eastern Rairoad Authority’s internal contral over
financial reporting and compliance.

Lebanon, TN
April 16, 2015



Management’s Discussion and Analysis

This section of the Nashville & Eastern Railroad Authority’s (the Authority) audited financial
statements presents our discussion and analysis of the Organization’s financial performance
during the fiscal year that ended on June 30, 2014. Please read it in conjunction with the
financial statements, which follow this section.

Financial Highlights

The Organization’s net position decreased $1,049,110 over the course of this year’s operations
caused by the Class 1 railroad industry filing a discrimination Jawsuit against the State of
Tennessee.

The Tennessee Shortline system of 800 plus miles serves 35 out of 95 Counties plus small to
medium size urban areas. The 800 miles generates a wide economic footprint developing the
industrial landscape that brings jobs to Tennessee.

The change in net position is a 2.60 % decrease from the fiscal year ended June 30, 2013.

The total cost of the Organization’s expenditures in 2014 increased 2.69% from the fiscal year
ended June 30, 2013. Balances of cash increased $120,065 during the fiscal year ended June 30,
2014.

Overview of the Financial Statements

This annual report consists of three parts — management’s discussion and analysis (this section),
the basic financial statements, and required supplementary information. The basic financial
statements include two kinds of statements that present different views of the Nashville &
Eastern Railroad Authority:

The first two statements are government-wide financial statements that provide both long-term
and short-term information about the Authority’s overall financial status.

The remaining statements are fund financial statements that focus on individual parts of the
governioent, reporting the Authority’s operations in more detail than the government-wide
statements. The govermmental funds statements tell how general government services were
financed in the short term as well as what remains for future spending.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of required
supplementary information that further explains and supports the information in the financial
statements,



Government-wide Statements

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

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

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

Fund Financial Statements

The fund financial statements provide more detailed information about the Authority’s most
significani funds — not the Authority 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 propecly using taxes.

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

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



Financial Analysis of the Organization as a whole

Net Position. The Organization’s net position decreased $1,049,110 between fiscal years 2013
and 2014. In comparison, net position for the fiscal year ended June 30, 2013 increased $250,139
from the fiscal year ended June 30, 2012, Income from ongoing operations decreased

$1,242 804 during the fiscal year ended June 30, 2014 from the fiscal year ended June 30, 2013.

Nashville & Eastern Railroad Authority
Net Position
June 30, 2014 and June 30, 2013
Changed several numbers in the table below:

2014 2013 % Change
Current and Other Assets $ 489,150 511,647 -4.40%
Capital Assets 47,851,889 48,635,093 -1.61%
Total Assets 48,341,039 49,146,740 -1.64%
Current and Other Liabilities 8,798,715 1,612,726 445.58%
Long Term Liabilities 250,000 7,192,581 -96.52%
Total Liabilities 9,048,715 8,805,307
Net Position
Net Investment in Capital Assets 30 870,495 40,653,698 -1.93%
Unrestricted (578,171) (312,264) 85.15%
Total Net Position $ 39,292,324 $ 40,341,434 -2.60%

Changes In Net Position. The Authority’s total revenues decreased $1,242,804 during the fiscal
year. The Authority’s primary sources of revenue are appropriations from the Tennessee
Department of Transportation for railroad improvements and a lease agreement between the
Authority and railroad operator which requires the operator to pay 4% - 6% of gross revenues
from freight hauled on the railroad back to the Authority as a lease fee. Revenues from the
Department of Transportation decreased $983,746. The total cost of all programs increased by
$36,168.



Nashville & Eastern Railroad Authority
Changes In Net Position
June 30, 2014 and June 30, 2013
Made several changes below:

2014 2013 % Change
Total Operating Revenues $ 1,104,806 2.347,610 -52.94%
Total Operating Expenses 2,153916 2,097,471 2.69%
Operating Income/{Deficit) (1,049,110) 250,139 -519.41%
Increase/(Decrease) in
Net Position $ (1,049.110) $ 250,139 -519.41%

Capital Assets. As of June 30, 2014, the Organization had invested $39,870,495 n capital
assets net of related debt and accumulated depreciation. The principal capital asset of the
Authority is the railroad itself which has been in the process of being upgraded since it was
purchased by the Authority in 1986.

The Organizations fiscal year 2015 capital budget is uncertain. All funds once available from
The General Assembly through TDOT have been sequestered as a result of a federal lawsuit
regarding discrimination between modes of transportation.

Contacting The Organization’s Financial Management

This financial report is designed to provide the citizens, taxpayers, and customers of the
Nashwville & Eastern Railroad Authority information about the Organization’s finances and to
demonstrate the Organization’s accountability for the money it receives. If you have questions
about this report or need additional information, contact the Nashville & Eastern Railroad
Authority at 206 South Maple Street, Lebanon, TN 37087.
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NASHVILLE & EASTERN RAILROAD AUTHORITY
STATEMENT OF NET POSITION

JUNE 30, 2014

ASSETS
Cash and Cash Equivalents
Accounts Receivable
Total Current Assets

Property & Equipment
(Net of Accumulated Depreciation)

Total Assets
LIABILITIES

Accounts Payable
Accrued Interest
State Contract Revenues for Future Projects
Current Portion of Long-Term Debt
Total Current Liabtlities

Notes Payable
Total Liabilities

NET POSITION
Unrestricted (deficit)
Net Investment in Capital Assels

Total Net Position

Governmental Activities

$ 391,330
97,820
489,150

47,851,889

48,341,039

16,850
460,180
340,291

7,081,394
8,798,715

250,000
9,048,715

(578,171)
39,870,495

§ 39,292,324

See Accompanying Notes To Financial Statements.



Functions/Programs
Governmental Activitics
Infrastructure Development
General & Administrative
Interest on Long-Term Debt

NASHVILLE & EASTERN RAILROAD AUTHORITY
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Program Revenues
Charges For Grants
Expenses Services and Contributions
$ 1,692,995 § 1,105,006 $
111,445 1,800 -
349,476 = 2
2,153916 1,104 806 -

General Revenues
Interest Income
Total General Revenues, Special [tems, & Transfers

Change In Net Position
Net Position - Beginning of Year
Net Position - End of Year

See Accompanying Notes To Financial Statements
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Net (Expense) Revenue

and Changes in Net Position

$

(589.989)
(109,645)
(349,476)

(1,049,110}

(1,049,110)
40,341,434

39,292,324




FUND STATEMENTS
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NASHVILLE & EASTERN RAILROAD AUTHORITY
BALANCE SHEET
JUNE 30, 2014

ASSETS
Current Assets

Cash and Cash Equivalents h) 391,330
Accounts Receivable - Other 97,820
Total Current Assets $ 489,150
LIABILITIES AND FUND BALANCE

Current Liabilities
Accounts Payable h) 16,850
State Contract Revenues to be used for future projects 340,291
Fund Balances
Unassigned 132,009
Total Liabilities, Deferred Inflows & IFund Balance $ 489,150
Total Fund Balance Per Fund Financial Statements $ 132,009
Reconciliation to the Statement of Net Position:
Fixed assets are not included in the fund

financial statements prepared on the

modified accrual basis of accounting. 47,851,889
Accrued interest on bonds are not included

in the fund financial statements prepared

on the modified accrual basis of accounting. (460,180)
Long term debt is not included 1o the fund

financial statements prepared on the modified

accrual basis of accounting (8,231,394)

Net Position S 39,292,324

See Accompanying Notes to Financial Statements
13



Revenues
State of Tennessee

NASHVILLE & EASTERN RAILROAD AUTHORITY
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED JUNE 30, 2014

Nashville & Eastern Rail Corp.
Federal Emergency Management Agency

Rent
Tota! Revenues

Expenditures

Rail Rehabilitation
Audit

Directors' Fees
Legal Services
Administration
Intevest Expense

Managing Director Fees

Total Expenditures

Excess of Revenues over Expendilures

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

Reconciliation to Statement of Activities:
Nel Change in Fund Balances - Total Governmental Funds

Purchases of fixed assets are an expenditure in the governmental
funds, but are increases in property and equipment on the
statement of net position in the government-wide statements.

Change in accrued interest in the statement of activities does not
require use of current financial resources and is not reported
as an expendhture in governmental funds.

Depreciation is not recorded in the fund financial statements
but is reported in the government-wide financial stalements.

Change in net position

See Accompanying Notes to Financial Statements
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$ 876,687
922,757

3,562

1,800

1,104,806

909,791
6,000
3,150

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

1.064,189
40,617

91,392

5 132,009

5 40,617

909,791

{306,523)

(1,692,995)

$ (1,049,110)




NASHVILLE & EASTERN RAILROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Reporting Entity

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

Government-Wide and Fund Financial Statements

The government-wide financial statements include the statement of net position and the
statement of activities. These statements report financial information for the Nashville &
Eastern Railroad Authority as a whole. Individual funds are not displayed in the
government-wide financial statements and the Organization has only governmental
activities supported by government allocations.

The statement of activities reports the expenses of a given function offset by program
revenues directly connected with the functional program. A function is an assembly of
similar activities and may mclude portions of a fund or summarize more than one fund to
capture the expenses and program revenues associated with a distinct functional activity.
Program revenues include: (1) charges for services which report fees, fines and forfeitures,
and other charges to users of the Board's services; (2) operating grants and contributions
which finance annual operating activities incJuding testricted investment income; (3) capital
grants and contributions which fund the acquisition, construction, or rehabilitation of capital
assets and include fees Lo developers. Other revenue sources not properly included with
program revenues are reported as general revenues.

Fund Financial Statements

Fund financial statements are provided for the governmental fund.



NASHVILLE & EASTERN RAILROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

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

The financial statements of the Nashville & Easiern Railroad Authority are prepared in

accordance with generally accepted accounting principles (GAAP).

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

flows.

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

incurred.

The Board’s general spending prioritization policy is to counsider restricted resources to have
been used first, followed by committed, assigned, and unassigned amounts when
expenditures have been incurred for which resources in more than one classification could

be used.

D. Fund Types and Major Funds

The Nashville & Easiern Railroad Authonty reports the following major govermmental

fund:

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

another fund.

E. Other Significant Policies

Bad Debt - The Nashville & Eastern Railroad Authority has recorded no provision for bad

debts as all accounts receivable are considered fully collectible.



NASHVILLE & EASTERN RAILROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 2 — CASH AND CASH EQUIVALENTS

At June 30, 2014 the bank balance of cash and cash equivalents is $401,221. This account was not
designated as a governmental fund and therefore the excess over FDIC hmit, $151,221, was
uninsured and uncollateralized.

Various restrictions on deposits and investments are imposed by state statutes. These restrictions
are summarized as follows: All deposits with financial institutions other than savings and loan
associations must be collateralized in an amount equal to 105% of the value of the deposit secured
thereby. The collateral must be placed by the depository bank in an escrow account in a second
bank for the benefit of the authority,

Deposits with savings and loan associations must be collateralized by one of the following
methods; 1) By an amount equal to 105% of the face amount of unminsured deposits 1t the collateral
is of the same character as that required for other financial institutions; 2) By an irrevocable letter of
credit 1ssued by the Federal Home Loan Bank; or, 3) By a surety bond issued by an insurance
company licensed under the laws of the State of Tennessee whose claims paying ability is rated in
the highest category by at least two nationally recognized statistical rating services.

The promissory notes must be in an amount equal to 150% of the amount of uninsured deposits.
Nashville & Eastern Railroad Authority had no deposits with savings and loan associations during

the period under audil.

NOTE 3 — RISK MANAGEMENT

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

NOTE 4 — LEASES

The Authority originally entered into a ten-year lease, dated August 28, 1986, with Nashville and
Eastern Railroad Corporation to operate the line. The operator will provide appropriate
maintenance of the line. Currently, quarterly lease payments of 4% of the gross freight revenues
on the first $3,695,267.06; 5% between $3,695,267.07 and $4,927,022.73; and 6% of operating
revenues over $4,927,022.74 are due. For commuter rail service, the Authority receives 10% of
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NASHVILLE & EASTERN RATLROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014
NOTE 4 - LEASES, CONTINUED

the gross commuter rail track usage or other passenger mileage fees. Finally, the Nashville and
Eastern Railroad Corporation pays to the Authority $1,250 per month for the use of its
maintenance faciiity in Lebanon begioning in January 2005 and $700 per month for the use of its
storage facihity beginning July 20)2. This lease agreement has been renewed through the year
2063 in order to comply with the need to provide the long-lerm capabilities involved in the
proposed commuter rail program between Lebanon and Nashville, Tennessee. Revenues from
the leases totaled $222,757 for the year ended June 30, 2014.

The Authorily leases a piece of properly purchased in the prior fiscal year under a month to
month lease. Revenues from this lease amounted to $1,800 for the year ended June 30, 2014,

At June 30, 2014, the Authority had a receivable related (o these leases in the amount of $97,820

NOTE 5 -~ CONTRACTS & GRANTS

FEDERAL RAILROAD ADMINISTRATION (F.R.A)) — The FRA granl is an agreement
between the State of Tennessee, acting through its Department of Transportation and the
Authority. Funds provided from FRA grants are to be used for further rehabilitation work along
the branchline. The payments create a contingent interest in the branchline for the State of
Tennessee. If the Authority sells, abandons, or disposes of the branchline, they shall repay to the
State the federal share as determined in accordance with attachment N to OMB Circular No.
A102. The Authority received no federal funds 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,
rehabilitate, and maintain the line. In the event of disposition of the branchline the Authority
shall return to the State a portion of the sales price or the appraised value, whichever is
applicable, which is in proportion to the State's prorata share of the total purchase price plus the
total rehabilitation expenditures prior to the date of the sales.

Deferred grant revenues al June 30, 204 are $340,291, This represents amounts received 1n
prior years under State grant GG-10-33918-00 that were used to fund the flood repairs until the
FEMA grant money was received. Since the FEMA money has been received, the State funding
received in prior years will now be used to fund future rail rehabilitation projects as directed by
the State. This is reported in the financial statements as a current liability.

NOTE 6 - FIXED ASSETS

In the government wide financial statements, fixed assets are recorded at cost and depreciated
over their estimated useful lives. Office equipment is generally depreciated over 5 years,
furniture and fixtures over 7 years, leasehold improvements over 30 years, and improvements to
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NASHVILLE & EASTERN RAILROCAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014
NOTE 6 - FIXED ASSETS, CONTINUED

the railroad over 40 years using the straight line method.

A summary of fixed assets for the fiscal year ended June 30, 2014 1s presented below:

Balance Addiuions Balance
July 1, 2013 (Deductions) June 30, 2014
Nondepreciable Assets
Land $ 499 666 3 - 5 499 666
Total Nondepreciable Assets 499,666 - 499 666
Depreciable Assets
Buildings 1,001,808 1,001,808
Branchline and Right of Way 2,168,227 - 2,168,227
Rail Rehabilitation 64,547,271 909,791 65,457,062
68,216,972 908,791 69,126,763
Accumulated Depreciation
Buildings 301,550 25,045 326,595
Branchhine and Right of Way 1,574,304 54,206 1,628,510
Rail Rehabilitatuon 17,706,025 1,613,744 19,319,769
19,581,879 1,692,995 21,274,874
Capital Assets, Net $ 48,635,093 $ (783,204) $ 47,851,880

Depreciation expense for the fiscal year ended June 30, 2014 was $1,692,995.
NOTE 7 - COMMUTER RAIL

The Regional Transportation Authonty was approved by the U.S. House of Representatives for a
grant from the Federal Transit Administration to cover 80% of the cost of construction of the first
leg of a commuter rail system which would link the cities of Nashville, Mt. Juliet, Lebanon,
Gallatin, Hendersonville, Lavergne, Smyma, Murfreesboro, Franklin, and Kingston Springs.
Construction on the commuter rail project to bring the railroad up to FRA Class Il Safety
Standards and link the cities of Lebanon, MLt Juliet and Nashville began during the fiscal year
ended June 30, 2005. The Authority has agreed to fund up to 2.5 million (10%) of the cost of this
upgrade and estabhshed a line of credit with First Tennessee Bank in that amount in order to
assist with the commuter rail project. Nashville and other local governments will share in the
remaining 10% of the cost of the project.

Construction on the commuter rail project was completed during the fiscal year ended June 30,
2007. Those improvements have been capitalized in the government wide financial statements
of the Nashville & Eastern Railroad Authority and are being depreciated over an estimated useful
hte of 40 years.
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NASHVILLE & EASTERN RAILROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014
NOTE 7- COMMUTER RAIL, CONTINUED

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

NOTE 8 - BUDGET TO ACTUAL

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

NOTE 9 - NOTES PAYABLE

As mentioned in note 7, the Nashville & Eastern Railroad Authority established a line of credit
with First Tennessee Bank in the amount of $2.5 million to fund 10% of the cost of the first stage
of the commuter rail program. At June 30, 2014, the Authority had an outstanding balance of
$£929 983 on that line which was used to fund the commuter rail costs. The note bears interest at
4.56%, with annual payments of $250,000 being due beginning June |, 2006. The loan matures
January 15, 2014. The loan currently is in default, but there has been a forbearance agreement
signed by both parties. The forbearance agreement states “the Lender hereby agrees to forbear
from exercising its remedies under the Loan Documents until the earlier of (i) July 15, 2015, or
(ii) the occurrence of a Termination Evenl, as defined in Seclion 3 of this Agreement”. Also, see
Note 11 regarding this line of credit. In addition, the Nashville & Eastern Railrecad Authority did
not meet all of the requirements of the debt caovenant. This is currently the amount due on the
loan:

Principal Interest
2015 § 920983 § 19,563

The Nashville & Eastern Railroad Authority made one payment during the fiscal year ended June
30, 2014.

In September of 2006, the Nashville & Eastern Railroad Authority was approved for a
$7,202,000 Joan from the United States Department of Agriculture to make the necessary
improvements to the branch line between the cities of Algood and Monterey. At June 30, 2014
the outstanding balance on the loan is $7,051,411. The loan accrues interest at 4.125% per
annum and is secured by the improvements being made to the railroad. Annual payments of
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NASHVILLE & EASTERN RAILROAD AUTHORITY
NOTES TO FINANCIAL STATEMENTS
TUNE 30, 2014
NOTE 9 - NOTES PAYABLE - CONTINUED

principal and interest in the amount of $404,895 will be due through March of 2045. The loan is
currently in default. According to the loan document, “upon default in the payments of any
principal and accrued interest on the bonds or in the performance of any covenant or agreement
contained herein or in the instruments incident to making or insuring the Joan, the USDA at its
option may (a) declare the entire principal amount then outstanding and accrued interest
immediately due and payable, (b) for the account of the Associalion (payable from the source of
funds pledged to pay the bonds or any other Jegally permissible source), incur and pay reasonable
expenses for repair, maintenance, and operation of the facility and such other reasonable
expenses as may be necessary to cure the cause of default, and/or (c¢) take possession of the
facility, repair, maintain, and operate or rent it. Default under the provisions of this resolution or
any instrument incident to the 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 the
Association, and default under any such instrament may be construed by the USDA to constitute
default hereunder.” See Note 10 — Uncertainties. This is currently the amount due on the toan:

Principal Interest
2005 § 7,051,411 & 440,617

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

Long-term liability activity for the year ended June 30, 2014 was as follows:

Beginning Ending Amounts Duc
Balance Additions Reductions Balance Within 1 Year
State of Tennessec $ 250,000 $ -3 - § 250,000 3§
First Tennessee Bank 029,983 - 929,983 929,983
USDA 7,051 411 . 7051411 7,051 411
$ 8,231,394 § - 3 - 8§ 8231394 § 7,98),394
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NASHVILLE & 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
‘Transportation involving all active grant contracts. The Stop Work Notice was in response (o a
ruling against the Tennessee Department of Revenue involving sales tax charged on diesel fuel
sales to railroads. As this is the main source of funding for the grant contracts awarded to the
Authority, and the length of time that the Stop Work Notice will be in effect is unknown, the
effect on the future operations of the Authority are uncertain.

The USDA loan is currenlly in default. According to the USDA, they do have a work out
agreement that is only good tor 12 months, and only one workout agreement per loan is allowed.
Therefore, the USDA intends to meet with the Authority to determine how much, if any, of the
debt can be paid or if the Authority must wait on settlement of the lawsuit against the State of
Tennessee mentioned above. A planned workout agreement will also be discussed; however, the
ultimate outcome of these negotiations or its effect on the Authority cannot be determined at this
tme.

NOTE 11 - SUBSEQUENT EVENTS

On January 30, 2015, the Authority enteved into an Amended and Restated Promissory Note
(“Note™) with First Tennessee Bank National Association. The Note was to pay back the funds
still owed to First Tennessee on the line of credit dated December 3, 2004. In the Note, the
amount the Authority owed to First Tennessee was $929,591.93. The Authority has a principal
pay down of $250,000 for the Lender to accept the Note. Therefore, the Note principal is
$679,591.93. The Note shail mature on the earlier of: (a) July 15, 2017 or (b) the date on which
the unpaid amount of this Note has been declared or automatically has become due and payable,
whether by acceleration or otherwise (the “Maturity Date”). The Note defines that all principal
outstanding hereunder shall earn interest at a fixed rate of interest equal to 4.81% per annum.
This Note shall be repaid as follows: (a) commencing March 31, 2015, and on the last day of
each quarter thereafter through June 30, 2017, the Authority shall pay to First Tennessee a
principal payment of $16,990, plus accrued interest outstanding as of quarter-end.
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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 Authority

We have audited, in accordance with the auditing standards generally accepted in the Uniled States of America
and the standards applicable to financial audits contained in Goverament Auditing Standards issued by the
Comptrolier General of the United States, the financial statements of the governmental activilies and the major
fund of Nashvilie & Eastern Railroad Authority, as of and for the year ended June 30, 2014, and the related noles
lo the financial statements, which collectively comprise Nashvilie & Eastern Railroad Authority's basic financial
statements and have issued our report thereon dated April 16, 2015

Internal Control over Financial Reporting

In planning and performing our audit of the financial statemenls, we considered Nashville & Eastern Railroad
Authority’s internai control aver financia! reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, bul nol
for the purpose of expressing an opinion an the effectiveness of Nashville & Eastern Railroad Authority’'s internal
controf. Accordingly, we do not express an opinion on the effecliveness of Nashville & Eastern Railroad
Authority’s internal control.

Qur consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in nternal control that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, we did identify certain deficiencies in internal control, described below that we consider to be malerial
weaknesses.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, lo prevent, or detecl and correct,
misstatements on a limely basis. A malerial 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 entily's financial statemenls
will not be prevented, or detected and correcied on a timely basis. We consider the deficiencies described below
to be material weaknesses:

The Nashville & Eastern Railroad Authority does not have personnel with the training and experience to prepare
financial statements in accordance with generally accepted accounting principles.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than
a material weakness, yet impertant enough to menlt attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Nashville & Eastern Railroad Authority’s financial
slatements are free from material misstatement, we performed tests of ils compliance with cerlain provisions of
laws, regulations, conlracts, and grant agreemenls, noncompliance with which could have a direcl 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 audil, and accordingly, we do not express such an opinion. The
resuits of our tesls disclosed the foliowing inslance of noncompliance or other matters that are required lo be
reporied 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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stale deposits or in the collateral pool”. Nashville & Easlern 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 collaleral pool, but the funds were
not collateralized in accordance with state statlutes because the account was not designated as a
governmental account, The Authority should moniter amounts on deposil that could possibly exceed
FOIC limits and make sure the account type has been changed to a governmental account.

Nashville & Eastern Railroad Authority’s Response to Findlngs

Nashville & Eastern Railroad Authority's response to the findings identified in our audit is described below.
Nashville & Eastern Railroad Authority’s response was nol subjected to the auditing procedures applied in the
audit of the financial 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 all areas of receipts and expenditures as necessary.
We feel the expense to add additional expertise Is unnecessary, due to the low volume of accounting transactions.
A cosl/benefil ratio would never rise o a posulwe level and we have never experienced any major accounting
deficiencies in our adopled procedures.

Response to noncompliance or other matters: 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 tesling of internal control and compliance and lhe
results of that testing, and not! to provide an opinion on the effectiveness of the enlity's internal control or on
compliance. This reporl is an integral part of an audt performed in accordance with Government Audiiing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suilable for any other purpose.

Lebanon, TN
April 16, 2015
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Nashwille Eastern Railroad Authority
Schedule of State and Federal Contract Expenditures

June 30, 2014
Grantor Balance Balance
Number Agency July 01, 2013 Receipts Expenditures June 30, 2014
GG-10-33918-00 TN Department of Transportation $ (340,291) $ - $ - $ (340,291)
Z-12-RR1024-00 TN Department of Transportation - 37,397 37,397 -
Z-12-RE1049-00 TN Department of Transportation - 9,800 9,800 -
Z-13-RE2011-00 TN Department of Transportation 450 23,121 22,671
Z-13-RR2029-00 TN Department of Transportation 1,724 37,559 35,835 -
Z-13-RR1021-00 TN Department of Transportation 70,027 399,450 329,423 -
Z-13-RE1022-00 TN Department of Transportation - 246,912 246,912
Z-14-RR1001-00 TN Department of Transportation - 194,648 194 648 -
Total State Contracts (268,090) 948 887 876,686 (340,291)
FEMA-1909-DR-TN TN Emergency Management Agency 3,290 3,290 - -
FEMA-1937-DR-TN TN Emergency Management Agency 81,803 85,365 3,562 -
Total Federal Contracts 85,093 88,655 3.562
Total Federal and Stale Contracts $ (182.997) $ 1,037,542 3 880,248 $ (340,291)
Reconcihation to Statement of Net Position:
Deferred Revenue - State Contracls - see Note 5 $ 340.251)

See Accompanying Notes to Financial Statements
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NASHVILLE & EASTERN RATLROAD AUTHORITY
SCHEDULE OF SALARIES AND FIDELITY BONDS
OF PRINCIPAL OFFICIALS (UNAUDITED)

JUNE 30.2014
Official Title Bond
Mike Jennings Chairman $ 200,000
Eldon Leslie Vice-Chairman $ 200,000
Henry Schumpf Treasurer $ 200,000
Michael Nesbitt Secretary - § 200,000
Val Kelley Managing Director $ 200,000

See Accompanying Notes To Financial Statements
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