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Summary of Audit Findings
Annual Financial Report
Fayette County, Tennessee
For the Year Ended June 30, 2015

Scope

We have audited the basic financial statements of Fayette County as of and for the year ended
June 30, 2015.

Results
Our report on Fayette County’s financial statements is unmodified.

Our audit resulted in 14 findings and recommendations, which we have reviewed with
Fayette County management. Detailed findings, recommendations, and management’s
responses are included in the Single Audit section of this report.

Findings
The following are summaries of the audit findings:

OFFICE OF COUNTY MAYOR

¢  The General and General Debt Service funds required material audit adjustments for
proper financial statement presentation.

¢  The office had deficiencies in purchasing procedures.

Expenditures exceeded appropriations.

¢  The office had accounting deficiencies.

*

OFFICE OF DIRECTOR OF SCHOOLS

. General ledger cash accounts were not properly reconciled with county trustee reports.

The School Department had deficiencies in budget operations.

. General ledger payroll deduction accounts were not reconciled with payroll reports and
payments.

¢  The School Federal Projects Fund had a cash overdraft and a deficit in unassigned fund
balance at June 30, 2015.

. Some invoices were not paid timely.

*




OFFICE OF TRUSTEE

. The trustee paid warrants issued by the School Federal Projects Fund that exceeded
available funds.

¢  The office did not review its software audit logs.

OFFICE OF REGISTER OF DEEDS

. Bank statements were not reconciled with the general ledger, and lists of outstanding
checks were not prepared.

OFFICE OF SHERIFF

¢  Duties were not segregated adequately.

FAYETTE COUNTY

. Fayette County has a material recurring audit finding.
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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT

DIVISION OF LOCAL GOVERNMENT AUDIT
SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-1402
PHONE (615) 401-7841

Independent Auditor's Report

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

To the County Mayor and Board of County Commissioners:
Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of Fayette County, Tennessee, as of and for the year ended
June 30, 2015, and the related notes to the financial statements, which collectively comprise
the county’s basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States
of America; this includes the design, implementation, and maintenance of internal control
relevant 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 did not audit the financial statements of the Fayette County Emergency Communications
District, which represent 5.7 percent, 8.7 percent, and 1.5 percent, respectively, of the assets,
net position, and revenues of the aggregate discretely presented component units. Those
statements were audited by other auditors whose report has been furnished to us, and our
opinion, insofar as it relates to the amounts included for the Fayette County Emergency
Communications District, is based solely on the report of the other auditors. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
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America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

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

Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of
the governmental activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of Fayette County, Tennessee, as of
June 30, 2015, and the respective changes in financial position and the respective budgetary
comparisons for the General and Highway/Public Works funds for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Change in Accounting Principle

As described in Note V.B., Fayette County has adopted the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 68, Accounting and Financial Reporting
for Pensions; GASB Statement No. 69, Government Combinations and Disposals of
Government Operations; and GASB Statement No. 71, Pension Transition for Contributions
Made Subsequent to the Measurement Date. Our opinion is not modified with respect to this
matter.

Emphasis of Matter

We draw attention to Note I.D.8. to the financial statements, which describes prior-period
adjustments increasing the beginning net position of the primary government on the
Government-wide Statement of Activities by $735,942 and decreasing the discretely
presented Fayette County School Department’s beginning net position by $505,230. These
adjustments were necessary because capital assets had been omitted in prior years for the
primary government and capital assets had been added in error to the School Department.
These adjustments were also necessary because in the prior year, note principal and interest
requirements were shown as payable by the primary government; however, the requirements
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are being paid from contributions of the School Department beginning July 1, 2014. Our
opinion is not modified with respect to these matters.

We also draw attention to Notes I.D.9. and VI.D.5. to the financial statements, which describe
restatements increasing the beginning Governmental Activities net position by $318,542, and
decreasing the discretely presented Fayette County School Department’s net position by
$4,325,272 and the discretely presented Fayette County Emergency Communications
District’s net position by $9,858 on the Government-wide Statement of Activities. These
restatements were necessary because of the transitional requirements of GASB Statement
No. 68, Accounting and Financial Reporting for Pensions. Our opinion is not modified with
respect to these matters.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 15 - 22 and the schedules of changes in the
county’s net pension liability (asset) and related ratios, schedules of county and school
contributions, schedule of school’s proportionate share of the net pension asset, and schedule
of funding progress — other postemployment benefits plans on pages 97 - 103 be presented to
supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Fayette County’s basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements, budgetary comparison
schedules of nonmajor governmental funds and the General Debt Service Fund, combining
and individual fund financial statements of the Fayette County School Department
(a discretely presented component unit), and miscellaneous schedules are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The combining and individual nonmajor fund financial statements, budgetary comparison
schedules of nonmajor governmental funds and the General Debt Service Fund, combining
and individual fund financial statements of the Fayette County School Department
(a discretely presented component unit), and miscellaneous schedules are the responsibility
of management and were derived from and relate directly to the underlying accounting and
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other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements
and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the combining and individual nonmajor fund financial statements, budgetary
comparison schedules of nonmajor governmental funds and the General Debt Service Fund,
combining and individual fund financial statements of the Fayette County School
Department (a discretely presented component unit), and miscellaneous schedules are fairly
stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory section has not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 25, 2016, on our consideration of Fayette County’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on 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 Fayette County’s internal
control over financial reporting and compliance.

Very truly yours,
%L/éj/r—/

Justin P. Wilson
Comptroller of the Treasury
Nashville, Tennessee

February 25, 2016

JPW/sh
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Fayette County Government (the county), we offer readers of the
county’s financial statements this narrative overview and analysis of the financial activities
of the county for the fiscal year ended June 30, 2015.

Accounting principles generally accepted in the Unites States of America for governmental
entities are established by the Governmental Accounting Standards Board (GASB). The
county follows all GASB standards as well as other authoritative literature known
collectively within the accounting profession as “generally accepted accounting principles.”

Management’s Discussion and Analysis (MD&A) serves as an introduction to, and should be
read in conjunction with, the financial statements and required supplementary information.
The MD&A represents management’s examination of the county’s financial condition and
performance.

FINANCIAL HIGHLIGHTS

Management believes that the county’s financial condition is strong. The county as a whole
is within its budget, and continues to implement procedures and controls to improve the

accuracy and effectiveness of its financial reporting. The following are some key financial
highlights:

e Total assets and deferred outflows of resources at year-end exceeded liabilities and
deferred inflows of resources by $17,541,719 (i.e., net position).

o Total revenues of the governmental funds were $24,289,813, an increase of $1,424,883
from fiscal year 2014.

o Total expenditures of the governmental funds were $27,909,331, a decrease of
$1,884,394 from fiscal year 2014.

OVERVIEW OF THE ANNUAL FINANCIAL REPORT

The Annual Financial Report consists of three sections: 1) the government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements.
These statements are organized so the reader can understand the county as a financial whole.
The statements then proceed to provide an increasingly detailed look at specific financial
activities.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the county’s finances in a manner
similar to a private-sector business. These statements include all assets and liabilities using
the accrual basis of accounting. This basis of accounting takes into account all of the current
year’s revenues and expenses regardless of when cash is received or paid. Because these
statements are designed to give a broad overview, they use highly summarized information.
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The Statement of Net Position presents information on all of the county’s assets plus deferred
outflows of resources and liabilities plus deferred inflows of resources, with the difference
between the two reported as net position. Over time, the increases or decreases in net position
may serve as a useful indicator of whether the financial position of the county is improving
or deteriorating.

The Statement of Activities presents information illustrating the changes in the county’s net
position during the fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for some items that will
only result in cash flows in future fiscal periods (e.g. uncollected taxes and earned but unused
vacation leave).

Both of the government-wide financial statements distinguish functions of the county that
are principally supported by taxes and intergovernmental revenues, known as governmental
activities, from other functions that are intended to recover all or a significant portion of their
costs through user fees and charges, known as business-type activities. The governmental
activities of the county include: general government; finance; administration of justice; public
safety; public health and welfare; social, cultural, and recreational services; agriculture and
natural resources; highways/public works; education; and interest on long-term debt. These
services are funded primarily by taxes and intergovernmental revenues including federal and
state grants and other shared revenues.

The government-wide financial statements not only include the county, known as the
primary government, but also legally separate entities for which the county is financially
accountable. These entities, Fayette County School Department and Fayette County
Emergency Communications District, are listed as component units and are reported
separately from the financial information presented for the primary government itself. This
discussion and analysis is devoted to the county rather than the component units.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or objectives.
The county, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All funds of the county can
be divided into two categories: governmental and fiduciary.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may
be useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of
the government’s near-term financing decisions. Both the governmental fund balance sheet
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and the governmental fund statement of revenues, expenditures and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds
and governmental activities.

Fayette County maintains 11 individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund statement
of revenues, expenditures and changes in fund balances for the General, Highway/Public
Works, General Debt Service, and Educational Capital Projects funds, all of which are
considered to be major funds. Data from the other governmental funds are combined into a
single, aggregated presentation. Individual fund data for each of these nonmajor
governmental funds is provided in the nonmajor governmental funds combining statements
elsewhere in this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the government-wide
financial statements because the resources of those funds are not available to support the
county’s programs.

Notes to the financial statements. The notes to the financial statements provide
additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements. “Notes” is the traditional term applied to
this information; however the term is misleading in that the notes can vary in length from
one paragraph to several pages. Please refer to the table of contents to locate these notes.

Other information. In addition to the basic financial statements and accompanying notes,
this report also presents certain required supplementary information concerning pension
information and other postemployment benefits information. This required information has
been presented in the required supplementary information section of this report.

The combining statements referred to earlier in connection with non-major governmental
funds are presented immediately following the required supplementary information.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s
financial position. Fayette County’s assets and deferred outflows of resources exceeded
liabilities and deferred inflows of resources by $17,541,719 at the close of the most recent
fiscal year for the governmental activities. The Constitution for the State of Tennessee allows
only the local legislative body authorization to issue debt. Therefore, whenever the Fayette
County Board of Education requires additional money to fund school construction and
equipment, the related debt must be issued by the Fayette County Government. As of
June 30, 2015, Fayette County had outstanding debt totaling $21,365,000 for capital
purposes for the Fayette County Board of Education, but the capital assets are reported in
the financial statements of the Fayette County Board of Education. As a result, the county
has incurred the related liability without a corresponding increase in the county’s capital
assets, thereby significantly decreasing its unrestricted net position.
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The amount listed under Expenses — Education on the Fayette County Changes in Net
Position are contributions of bond funds related to the construction of schools in Fayette
County.

Fayette County Net Position

Governmental Activities

2015 2014

Assets:

Current and Other Assets $ 24,341,084 $ 25,076,136

Capital Assets 38,599,463 39,972,996
Total Assets $ 62,940,547 $ 65,049,132
Deferred Outflows of Resources:

Deferred Charge on Refunding $ 46,755 $ 58,570

Pension Contributions after Measurement Date 599,672 0
Total Deferred Outflows of Resources $ 646,427 $ 58,570
Liabilities:

Other Liabilities $ 2,257,479 $ 2,685,477

Long-term Liabilities Outstanding 33,259,187 34,101,001
Total Liabilities $ 35,516,666 $ 36,786,478
Deferred Inflows of Resources:

Deferred Current Property Taxes $ 9,252,894 $§ 8,654,446

Pension Changes in Experience 19,334 0

Pension Changes in Investment Earnings 1,256,361 0
Total Deferred Inflows of Resources $ 10,528,589 $ 8,654,446
Net Position:

Net Investment in Capital Assets $ 26,444,133 $ 27,833,454

Restricted 6,653,017 8,931,256

Unrestricted (15,555,431)  (17,097,932)
Total Net Position $ 17,541,719 $ 19,666,778

By far the largest portion of the county’s net position reflects its investment in capital assets
(e.g., land, buildings, machinery, and equipment), less any related debt used to acquire those
assets that is still outstanding. Fayette County uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although
Fayette County’s investments in capital assets are reported net of related debt, it should be
noted that the resources needed to repay the debt must be provided from other sources, since
the capital assets themselves cannot be used to liquidate these liabilities.
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An additional portion of the county’s net position ($6,653,017) represents resources that are
subject to external restrictions on how they may be used.

Fayette County Changes in Net Position

Governmental Activities

2015 2014
Revenues:
Program Revenues:
Charges for Services $ 5,562,109 $ 5,101,650
Operating Grants and Contributions 3,034,080 2,711,015
Capital Grants and Contributions 550,657 643,891
General Revenues:
Property Taxes 9,322,742 8,839,673
Other Taxes 4,117,329 4,118,748
Grants and Contributions Not Restricted to
Specific Programs 1,429,456 1,134,687
Unrestricted Investment Income 23,618 73,638
Miscellaneous 46,507 105,141
Pension Income 104,728 0

Total Revenues $ 24,191,226 $ 22,728,443

Expenses:
General Government 2,438,865 2,610,576
Finance 1,131,461 1,123,044
Administration of Justice 1,177,390 1,221,860
Public Safety 8,046,801 7,950,118
Public Health and Welfare 3,362,507 3,360,997
Social, Cultural, and Recreational Services 323,236 234,898
Agriculture and Natural Resources 198,882 201,223
Highway/Public Works 5,174,667 4,942,712
Education 4,564,930 7,815,904
Interest on Long-term Debt 952,030 816,396

Total Expenses $ 27,370,769 $ 30,277,728

Change in Net Position $ (3,179,543) $ (7,549,285)
Net Position, July 1 19,666,778 26,781,063
Prior-period Adjustments 735,942 435,000
Restatement 318,542 0

Net Position, June 30 $ 17,541,719 $ 19,666,778
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Capital Assets and Debt Administration

Capital assets. The county’s investment in capital assets for its governmental activities as
of June 30, 2015, totaled $38,599,463 (net of accumulated depreciation). This investment in
capital assets includes land, buildings and improvements, other capital assets (includes
equipment), and infrastructure (roads, highway, and bridges). The total decrease in Fayette
County Government’s investment in capital assets for the current fiscal year was $1,373,533
(net of accumulated depreciation). This decrease was mainly attributable to depreciation
expense for the year.

Long-term debt. At the end of the current fiscal year, Fayette County had notes payable of
$1,491,332, of which $575,000 will be the responsibility of the Fayette County Board of
Education. Fayette County had a capital lease payable of $97,864 for sheriff’s vehicles, and
bonds payable of $31,695,000. Fayette County’s total long-term debt is $33,284,196, of which
$21,365,000 was for capital purposes for the Fayette County Board of Education, as
previously mentioned. All debt is backed by full faith and credit of the county.

Fayette County's Outstanding Debt
As of June 30, 2015
Governmental Activities

Notes Payable through General Debt Service Fund $ 916,332
Notes Payable by Board of Education Contributions 575,000
Total Notes Payable $ 1,491,332
Capital Leases Payable through General Debt Service Fund  §$ 97,864
Total Capital Lease Payable $ 97,864
Bonds Payable through General Debt Service Fund $ 31,695,000
Total Bonds Payable $ 31,695,000
Total Long-term Debt $ 33,284,196

OPERATIONAL HIGHLIGHTS
Fayette County Ambulance Service Added 4t Ambulance

In response to the hospital closure in Somerville, the Fayette County Ambulance Service took
one of its reserve ambulances and activated it as the fourth operational ambulance. This was
done in anticipation of longer run times to hospital/emergency rooms outside of the county.
Revenue from the additional runs is helping to pay for the increased costs of maintaining
four active ambulances.

The county is also consulting with an expert in the emergency medical services field to
perform a computerized time-distance analysis to identify ideal coverage in the county and
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the adequacy of the ambulance units now in service, or to identify the proper number of
ambulances needed without an emergency room in Fayette County. This will allow the county
to plan for the future emergency medical services on items that would provide the greatest
benefit to the citizens of Fayette County.

Insurance Services Office (ISO) rating

During the course of the ISO review, the Fayette County Fire Department was able to
improve its ratings from a 9 to 6/10. This score is used by insurance agencies to figure the
cost of home insurance. This was due to newer equipment and better training for the Fire
Department.

Adopt-a-Road Program

Fayette County recently adopted an Adopt-a-Road Program to help control roadside litter on
county roads. This will allow the county to utilize civic groups to clean the right-of-way on
county roads with a minimal cost to the county. There are several Tennessee trails and
byways that run through Fayette County, and they help to bring tourism to the county.
Keeping our county roads clean and well maintained is an important factor in encouraging
growth for the county.

ECONOMIC FACTORS

Unemployment: Fayette County vs. Tennessee vs. United States

The unemployment rates for June 2015 were 6.6, 6.3, and 5.5 percent, respectively, for
Fayette County, Tennessee, and the United States.

Resident Growth

Fayette County’s population has grown in the past few years. The 2010 census put the
county’s population at 38,413, and estimates the population for Fayette County at
July 1, 2014, the beginning of the fiscal year for the county at 39,011. This is an increase of
1.6 percent over the four years since the last census.

An increasing population is beneficial to the financial status of the county as long as the
increased revenues associated with increasing property values, increased sales tax revenue,
and intergovernmental revenues, exceed the increased demand for services. A steady
increase in population is more conducive to allowing the service capacity of the county to grow
as the demand for services increases without necessitating a large increase in capacity from
one year to the next.

Hospital Closure

Due to the closure of the Methodist Hospital in Somerville, there is no longer a hospital or
emergency room within the borders of the county. This creates an extra burden on the
Ambulance/EMS Department as an ambulance can’t deliver a patient to a minor medical
center. Depending on the location in the county where the call originates, the closest
hospital/emergency room could be in Brownsville, Bartlett, Collierville, or Memphis.
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Memphis Regional Megasite

The Memphis Regional Megasite is located on the northern border of the county in Haywood
County. This is a 4,100-acre industrial park owned by the State of Tennessee. The goal of
the park is to attract an automobile manufacturer/assembly plant. The park is projected to
create about 1,500 jobs on site, with another 1,500-3,000 jobs throughout the region. Progress
is being made to install the needed utilities and road system. The State of Tennessee is
marketing the park. The park is probably two to five years away from having a major tenant.

Memphis Regional Intermodal Facility

The Memphis Regional Intermodal Facility in southern Rossville near the Mississippi state
line is a railyard operated by Norfolk Southern Railroad and is the largest one in its system.
This railyard transfers containers between rail and truck for delivery in the region and
throughout the eastern United States. The yard opened in 2012 and is currently looking to
expand with a second phase. The operation employs only 150-200 workers, but offers a
service that is expected to create many jobs related to the distribution and logistics
industries. Interest is high in the area from businesses, and several have already located
across the state line in Mississippi.

Highway 385 Opening

The completion of State Highway 385 from Collierville to the Mississippi state line finishes
the Tennessee portion of an interstate quality four lane highway. This connects all of western
Fayette County to a transportation network that goes nationwide. This also opens up
opportunities for further commercial and residential growth.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of Fayette County’s finances
for all those with an interest in the county’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be
addressed to:

Fayette County Mayor’s Office
Attn: Accounting & Budgeting
P.O. Box 218

13095 North Main Street
Somerville, TN 38068
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Exhibit A

Fayette County, Tennessee
Statement of Net Position
June 30, 2015

ASSETS

Cash
Equity in Pooled Cash and Investments
Accounts Receivable
Allowance for Uncollectibles
Due from Other Governments
Due from Component Units
Property Taxes Receivable
Allowance for Uncollectible Property Taxes
Prepaid Items
Accrued Interest Receivable
Cash Shortage
Net Pension Asset - Agent Plan
Net Pension Asset - Cost-sharing Plan
Capital Assets:
Assets Not Depreciated:
Land
Construction in Progress
Assets Net of Accumulated Depreciation:
Land Improvements
Buildings and Improvements
Infrastructure
Other Capital Assets
Total Assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred Charge on Refunding

Pension Changes in Experience

Pension Contributions after Measurement Date
Total Deferred Outflows of Resources

LIABILITIES
Accounts Payable
Accrued Payroll
Payroll Deductions Payable
Cash Overdraft

Contracts Payable

Due to Primary Government

Accrued Interest Payable

Other Current Liabilities

Noncurrent Liabilities:
Due Within One Year
Due in More Than One Year (net of unamortized premiums
on debt)

Total Liabilities
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Component Units

Primary Fayette
Government County Emergency
Governmental School Communications
Activities Department District
43,834  $ 0 1,695,400
11,080,270 3,820,388 0
2,093,490 84,388 0
(1,417,999) 0 0
821,923 1,345,589 0
575,000 0 0
9,672,012 6,133,037 0
(226,411) (147,791) 0
0 0 24,283
0 0 3,209
0 8,325 0
1,698,965 1,928,203 0
0 51,435 0
2,041,595 349,377 0
0 12,717,996 0
0 1,978 0
12,630,377 7,116,119 0
20,391,563 0 0
3,535,928 1,982,305 411,140
62,940,547 $§ 35,391,349 2,134,032
46,755  $ 0 0
0 124,875 6,205
599,672 1,396,641 5,247
646,427 $ 1,521,516 11,452
0o 3 46,764 3,006
0 736,973 0
0 92,353 0
0 247,705 0
1,075 3,749 0
0 575,000 0
244,784 0 0
0 1,102 0
2,011,620 104,029 1,684
33,259,187 792,824 12,928
35,516,666  $ 2,600,499 $ 17,618
(Continued)



Fayette County, Tennessee
Statement of Net Position (Cont.)

DEFERRED INFLOWS OF RESOURCES

Deferred Current Property Taxes
Pension Changes in Experience

Pension Changes in Investment Earnings
Pension Other Deferrals

Total Deferred Inflows of Resources

NET POSITION

Net Investment in Capital Assets
Restricted for:

General Government

Finance

Administration of Justice

Public Safety

Public Health and Welfare
Highway/Public Works
Education

Operation of Non-instructional Services
Capital Outlay

Debt Service

Other Purposes

Unrestricted

Total Net Position

Exhibit A

Component Units

Primary Fayette
Government County Emergency

Governmental School Communications

Activities Department District
$ 9,252,894  § 5,855,523 0
19,334 21,943 0
1,256,361 5,663,896 4,794
0 497,978 0
3 10,528,589 $ 12,039,340 4,794
$ 26,444,133 $§ 22,167,775 411,140
190,875 0 0
217,728 0 0
114,619 0 0
496,206 0 0
182,858 0 0
295,930 0 0
150,069 2,228,808 0
0 634,847 0
796,787 4,728 0
2,698,980 0 0
1,698,965 0 0
(15,555,431) (2,763,132) 1,711,932
$ 17,541,719 § 22273,026 $ 2,123,072

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

Fayette County, Tennessee
Statement of Activities
For the Year Ended June 30, 2015

Net (Expense) Revenue and
Changes in Net Position

Program Revenues Primary Component Units
Operating Capital Government Fayette
Charges Grants Grants Total County Emergency
for and and Governmental School Communications
Functions/Programs Expenses Services Contributions Contributions Activities Department District
Primary Government:
Governmental Activities:
General Government $ 2,438,865 $ 715,434 $ 79,892 $ 45,482  $ (1,598,057) $ 03 0
Finance 1,131,461 860,344 0 0 (271,117) 0 0
Administration of Justice 1,177,390 753,305 68,713 0 (355,372) 0 0
Public Safety 8,046,801 1,598,900 92,924 97,880 (6,257,097) 0 0
Public Health and Welfare 3,362,507 1,566,732 350,691 0 (1,445,084) 0 0
Social, Cultural, and Recreational Services 323,236 9,844 12,500 0 (300,892) 0 0
Agriculture and Natural Resources 198,882 0 0 0 (198,882) 0 0
Highways/Public Works 5,174,667 57,550 2,122,283 407,295 (2,5687,539) 0 0
Education 4,564,930 0 307,077 0 (4,257,853) 0 0
Interest on Long-term Debt 952,030 0 0 0 (952,030) 0 0
Total Primary Government $ 27,370,769 $ 5,562,109 $ 3,034,080 $ 550,657 $ (18,223,923) $ 03 0
Component Units:
Fayette County School Department $ 28,643,366 $ 316,213 $ 4,710,515 $ 4,593,637 $ 0o $ (19,023,101) $ 0
Emergency Communications District 461,165 121,065 416,467 0 0 0 76,367
Total Component Units $ 29,104,631 $ 437,278 § 5,126,982 $ 4,593,537 $ 0 $ (19,023,101) $ 76,367
(Continued)
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Fayette County, Tennessee
Statement of Activities (Cont.)

Exhibit B

Net (Expense) Revenue and

Changes in Net Position

Program Revenues Primary Component Units
Operating Capital Government Fayette
Charges Grants Grants Total County Emergency
for and and Governmental School Communications

Functions/Programs Expenses Services Contributions Contributions Activities Department District
General Revenues:
Taxes:

Property Taxes Levied for General Purposes $ 9,322,742  $ 6,273,358 $ 0

Local Option Sales Tax 368,324 3,148,267 0

Wheel Tax 2,800,601 0 0

Litigation Tax 190,317 0 0

Business Tax 222,480 0 0

Adequate Facilities/Development Tax 454,615 0 0

Wholesale Beer Tax 68,754 0 0

Other Local Taxes 12,238 11,496 0
Grants and Contributions Not Restricted to Specific Programs 1,429,456 16,445,056 0
Unrestricted Investment Income 23,618 9,808 8,268
Miscellaneous 46,507 202,622 0
Pension Income 104,728 245,968 0
Total General Revenues $ 15,044,380  $ 26,336,575 $ 8,268
Change in Net Position $ (3,179,543) $ 7,313,474 $ 84,635
Net Position, July 1, 2014 19,666,778 19,790,054 2,048,295
Prior-period Adjustments (See Note 1.D.8) 735,942 (505,230) 0
Restatement - Pension Asset and Liability (See Note 1.D.9) 318,542 (4,325,272) 0
Restatement - Pension Liability (See Note VI.D.5) 0 0 (9,858)
Net Position, June 30, 2015 $ 17,541,719 $ 22,273,026 $ 2,123,072

The notes to the financial statements are an integral part of this statement.
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Fayette County, Tennessee
Balance Sheet
Governmental Funds

June 30, 2015

ASSETS

Cash

Equity in Pooled Cash and Investments
Accounts Receivable

Allowance for Uncollectibles

Due from Other Governments

Due from Other Funds

Property Taxes Receivable

Allowance for Uncollectible Property Taxes

Total Assets
LIABILITIES
Contracts Payable

Due to Other Funds
Total Liabilities

DEFERRED INFLOWS OF RESOURCES

Exhibit C-1

Deferred Current Property Taxes
Deferred Delinquent Property Taxes
Other Deferred/Unavailable Revenue
Total Deferred Inflows of Resources

Nonmajor
Funds
Major Funds Other

Highway / General Education Govern- Total
Public Debt Capital mental Governmental

General Works Service Projects Funds Funds
0$ 0$ 0 $ 0 43,834 43,834
5,135,933 1,700,392 2,906,126 515,218 822,601 11,080,270
2,056,882 0 0 0 36,608 2,093,490
(1,417,999) 0 0 0 0 (1,417,999)
359,390 459,208 0 0 3,325 821,923
44,085 0 0 0 0 44,085
8,730,483 941,529 0 0 0 9,672,012
(206,704) (19,707) 0 0 0 (226,411)
14,702,070 $ 3,081,422 § 2,906,126 $ 515,218 906,368 22,111,204
0$ 0 $ 0 $ 0 1,075 1,075
0 0 0 0 44,085 44,085
0 $ 0 % 0 % 0 45,160 45,160
8,345,673 $ 907,221 $ 0 $ 0 0 9,252,894
135,816 11,114 0 0 0 146,930
657,261 238,494 0 0 0 895,755
9,138,750 $ 1,156,829 $ 0 % 0 0 10,295,579
(Continued)
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Exhibit C-1

Fayette County, Tennessee
Balance Sheet
Governmental Funds (Cont.)

Nonmajor
Funds
Major Funds Other
Highway / General Education Govern- Total
Public Debt Capital mental Governmental
General Works Service Projects Funds Funds
FUND BALANCES
Restricted:
Restricted for General Government $ 39,974 $ 0$ 0$ 09 150,901 $ 190,875
Restricted for Finance 27,728 0 0 0 0 27,728
Restricted for Administration of Justice 114,619 0 0 0 0 114,619
Restricted for Public Safety 363,517 0 0 0 132,689 496,206
Restricted for Public Health and Welfare 182,858 0 0 0 0 182,858
Restricted for Highways/Public Works 0 0 0 0 150,069 150,069
Restricted for Education 0 0 0 0 150,069 150,069
Restricted for Capital Outlay 169,720 0 0 515,218 111,849 796,787
Restricted for Debt Service 0 0 2,897,009 0 0 2,897,009
Committed:
Committed for Public Safety 45,539 0 0 0 0 45,539
Committed for Public Health and Welfare 0 0 0 0 165,631 165,631
Committed for Social, Cultural, and Recreational Services 43,406 0 0 0 0 43,406
Committed for Other Operations 4,800 0 0 0 0 4,800
Committed for Highways/Public Works 0 1,924,593 0 0 0 1,924,593
Committed for Debt Service 0 0 9,117 0 0 9,117
Unassigned 4,571,159 0 0 0 0 4,571,159
Total Fund Balances $ 5,563,320 $ 1,924,593 $ 2,906,126 $ 515,218 $ 861,208 $ 11,770,465
Total Liabilities, Deferred Inflows of Resources, and Fund Balances $ 14,702,070 $ 3,081,422 $ 2,906,126 $ 515,218 $ 906,368 $ 22,111,204

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

Fayette County, Tennessee

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

June 30, 2015

Amounts reported for governmental activities in the statement of net position (Exhibit A)

are different because:

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

(1) Capital assets used in governmental activities are not
financial resources and therefore are not reported in
the governmental funds.

Add: land

Add: buildings and improvements net of accumulated depreciation

Add: infrastructure net of accumulated depreciation
Add: other capital assets net of accumulated depreciation

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

and therefore are not reported in the governmental funds.
Less: notes payable
Add: debt to be contributed by the School Department
Less: bonds payable
Less: capital lease payable
Add: deferred amount on refunding
Less: premium on debt
Less: compensated absences payable
Less: landfill postclosure care costs
Less: other postemployment benefits liability
Less: accrued interest on bonds, notes, and capital lease

(3) Amounts reported as deferred outflows of resources and deferred
inflows of resources related to pensions will be amortized and
recognized as components of pension expense in future years.

Add: deferred outflows of resources related to pensions
Less: deferred inflows of resources related to pensions

(4) Net pension assets of the agent plan are not current financial
resources and therefore are not reported in the governmental
funds.

(5) Other long-term assets are not available to pay for current-period
expenditures and therefore are deferred in the governmental funds.

Net position of governmental activities (Exhibit A)

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

30

$ 2,041,595
12,630,377
20,391,563

3,535,928

$ (1,491,332
575,000
(31,695,000)
(97,864)

46,755
(559,751)
(388,299)
(726,258)
(312,303)

(244,784)

$ 599,672

(1,275,695)

$ 11,770,465

38,599,463

(34,893,836)

(676,023)

1,698,965

1,042,685

$ 17,541,719



Fayette County, Tennessee

Statement of Revenues, Expenditures,
and Changes in Fund Balances

Governmental Funds

For the Year Ended June 30, 2015

Exhibit C-3

Nonmajor
Funds
Major Funds Other
Highway / General Govern- Total
Public Debt mental Governmental
General Works Service Funds Funds
Revenues
Local Taxes $ 9,444,441 $ 1,823,317 $ 1,875,117 $ 03 454,615 $ 13,597,490
Licenses and Permits 229,617 0 0 0 0 229,617
Fines, Forfeitures, and Penalties 236,825 0 0 0 78,903 315,728
Charges for Current Services 1,381,614 0 0 0 382,415 1,764,029
Other Local Revenues 254,187 74,603 0 0 186,635 515,425
Fees Received from County Officials 1,681,476 0 0 0 0 1,581,476
State of Tennessee 2,431,751 2,344,972 0 0 371,876 5,148,599
Federal Government 352,506 66,424 0 0 97,880 516,810
Other Governments and Citizens Groups 108,562 0 512,077 0 0 620,639
Total Revenues $ 16,020,979 $ 4,309,316 $ 2,387,194 $ 09 1,672,324 $ 24,289,813
Expenditures
Current:
General Government $ 1,264,826 $ 0% 0% 09 28,867 $ 1,293,693
Finance 994,998 0 0 0 0 994,998
Administration of Justice 893,926 0 0 0 4,150 898,076
Public Safety 7,303,431 0 0 0 63,871 7,367,302
Public Health and Welfare 2,231,343 0 0 0 912,364 3,143,707
Social, Cultural, and Recreational Services 206,847 0 0 0 0 206,847
Agriculture and Natural Resources 189,525 0 0 0 0 189,525
Other Operations 2,283,679 0 0 0 6,553 2,290,232
Highways 0 4,299,974 0 0 0 4,299,974
Debt Service:
Principal on Debt 0 0 1,452,591 0 0 1,452,591
Interest on Debt 113 0 1,027,095 0 0 1,027,208
Other Debt Service 14,700 0 24,436 0 0 39,136
(Continued)

31



Fayette County, Tennessee
Statement of Revenues, Expenditures,

and Changes in Fund Balances
Governmental Funds (Cont.)

Exhibit C-3

Nonmajor
Funds
Major Funds Other
Highway / General Education Govern- Total
Public Debt Capital mental Governmental
General Works Service Projects Funds Funds
Expenditures (Cont.)

Capital Projects $ 0% 0 0% 4,564,930 $ 141,112 §$ 4,706,042
Total Expenditures $ 15,383,388 $ 4,299,974 2,604,122 $ 4,564,930 $ 1,156,917 $ 27,909,331
Excess (Deficiency) of Revenues

Over Expenditures 3 637,591 $ 9,342 (116,928) $ (4,564,930) $ 415,407 $ (3,619,518)
Other Financing Sources (Uses)

Notes Issued $ 830,180 $ 0 0$ 0$ 0$ 830,180

Insurance Recovery 5,707 40,211 0 0 0 45,918

Transfers In 0 126,667 286,093 0 50,000 462,760

Transfers Out (82,760) 0 0 0 (380,000) (462,760)
Total Other Financing Sources (Uses) $ 753,127 $ 166,878 286,093 $ 0$ (330,000) $ 876,098
Net Change in Fund Balances $ 1,390,718 $ 176,220 169,165 $ (4,564,930) $ 85,407 $ (2,743,420)
Fund Balance, July 1, 2014 4,172,602 1,748,373 2,736,961 5,080,148 775,801 14,513,885
Fund Balance, June 30, 2015 $ 5,563,320 $ 1,924,593 2,906,126 $ 515,218 §$ 861,208 $ 11,770,465

The notes to the financial statements are an integral part of this statement.
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Exhibit C-4

Fayette County, Tennessee

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

For the Year Ended June 30, 2015

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

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

(1) Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of these assets is allocated over their
useful lives and reported as depreciation expense. The difference between
capital outlays and depreciation is itemized as follows:
Add: capital assets purchased in the current period $ 1,871,634

Less: current-year depreciation expense (3,471,069)

(2) The net effect of various miscellaneous transactions involving capital
assets (sales, trade-ins, and donations) is to decrease net position.
Less: proceeds received from the disposal of capital assets

(3) Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds.
Add: deferred delinquent property taxes and other deferred June 30, 2015 $ 1,042,685

Less: deferred delinquent property taxes and other deferred June 30, 2014 (1,064,611)

(4) The issuance of long-term debt (e.g., bonds, notes, leases) provides current
financial resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial resources of
governmental funds. Neither transaction, however, has any effect on net
position. Also, governmental funds report the effect of premiums, discounts,
and similar items when debt is first issued, whereas these amounts are
deferred and amortized in the statement of activities. This amount is the effect
of these differences in the treatment of long-term debt and related items.

Less: note proceeds $ (830,180)
Add: change in premium on debt issuances 38,651
Add: principal payments on bonds 1,190,000
Add: principal payments on notes 216,005
Add: principal payments on capital lease 46,586
Less: contributions from the School Department for notes (205,000)
Less: change in deferred amount on refunding debt (11,815)

(5) Some expenses reported in the statement of activities do not require
the use of current financial resources and therefore are not reported
as expenditures in the governmental funds.

Change in accrued interest payable $ 75,178
Change in compensated absences payable (11,957)
Change in other postemployment benefits liability (11,255)
Change in landfill postclosure care costs (335)
Change in net pension asset 1,380,423
Change in deferred outflows related to pensions 599,672
Change in deferred inflows related to pensions (1,275,695)

$ (2,743,420)

(1,599,435)

(15,040)

(21,926)

444,247

756,031

Change in net position of governmental activities (Exhibit B)

The notes to the financial statements are an integral part of this statement.
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Exhibit C-5

Fayette County, Tennessee

Statement of Revenues, Expenditures, and Changes
in Fund Balance - Actual and Budget

General Fund

For the Year Ended June 30, 2015

Variance
with Final
Budget -
Budgeted Amounts Positive
Actual Original Final (Negative)
Revenues
Local Taxes $ 9,444,441 $ 9,062,753 $ 9,063,253 $ 381,188
Licenses and Permits 229,617 203,000 203,000 26,617
Fines, Forfeitures, and Penalties 236,825 99,950 99,950 136,875
Charges for Current Services 1,381,614 1,375,000 1,375,000 6,614
Other Local Revenues 254,187 256,500 256,500 (2,313)
Fees Received from County Officials 1,581,476 1,295,000 1,456,100 125,376
State of Tennessee 2,431,751 2,117,400 1,942,409 489,342
Federal Government 352,506 52,000 361,432 (8,926)
Other Governments and Citizens Groups 108,562 83,500 83,500 25,062
Total Revenues $ 16,020,979 $§ 14,545,103 $§ 14,841,144 $ 1,179,835
Expenditures
General Government
County Commission $ 80,217 $ 74,329 $ 97,014 $ 16,797
Beer Board 415 700 700 285
County Mayor/Executive 106,236 108,333 108,333 2,097
Personnel Office 29,667 0 30,276 609
County Attorney 81,091 59,183 82,121 1,030
Election Commission 293,565 314,064 314,065 20,500
Register of Deeds 140,129 19,850 180,079 39,950
Development 178,589 215,581 193,721 15,132
Building 96,437 84,255 106,333 9,896
County Buildings 183,459 179,625 197,399 13,940
Other Facilities 16,718 2,300 17,700 982
Other General Administration 58,303 58,664 58,664 361
Finance
Accounting and Budgeting 179,389 207,473 184,514 5,125
Property Assessor's Office 260,246 269,984 271,934 11,688
Reappraisal Program 45,448 47,500 46,700 1,252
County Trustee's Office 204,382 200,660 207,559 3,177
County Clerk's Office 305,533 302,443 312,144 6,611
Administration of Justice
Circuit Court 164,597 174,726 180,826 16,229
General Sessions Court 149,756 160,754 169,156 19,400
General Sessions Judge 203,571 200,188 213,489 9,918
General Sessions Court Clerk 68,407 70,804 71,235 2,828
Drug Court 64,338 70,000 70,001 5,663
Chancery Court 182,863 192,165 192,165 9,302
Juvenile Court 47,811 55,016 56,016 8,205
Other Administration of Justice 12,583 37,371 37,371 24,788
Public Safety
Sheriff's Department 2,461,716 2,465,134 2,593,488 131,772
Drug Enforcement 248,521 233,367 256,667 8,146
Jail 2,733,735 2,822,016 2,812,616 78,881
Fire Prevention and Control 1,572,065 762,385 1,642,408 70,343
Civil Defense 123,682 132,578 154,004 30,322
Rescue Squad 1,366 6,618 6,618 5,252
Other Emergency Management 2,678 7,000 7,000 4,322
County Coroner/Medical Examiner 30,645 36,400 36,500 5,855
(Continued)
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Fayette County, Tennessee

Statement of Revenues, Expenditures, and Changes
in Fund Balance - Actual and Budget

General Fund (Cont.)

Exhibit C-5

Variance
with Final
Budget -
Budgeted Amounts Positive
Actual Original Final (Negative)
Expenditures (Cont.)
Public Safety (Cont.)
Other Public Safety $ 129,023 $ 144,820 $ 144,820 $ 15,797
Public Health and Welfare
Local Health Center 60,020 73,742 73,742 13,722
Rabies and Animal Control 75,942 87,648 88,648 12,706
Ambulance/Emergency Medical Services 1,751,743 1,592,355 1,882,733 130,990
Dental Health Program 249,970 291,000 291,000 41,030
Crippled Children Services 2,216 2,216 2,216 0
Other Local Health Services 1,534 1,634 1,634 0
Appropriation to State 25,761 25,761 25,761 0
Aid to Dependent Children 1,265 2,750 2,750 1,485
Other Local Welfare Services 7,500 7,500 7,500 0
Sanitation Education/Information 55,392 55,855 56,955 1,563
Social, Cultural, and Recreational Services
Senior Citizens Assistance 11,924 11,925 11,925 1
Libraries 194,923 206,388 206,388 11,465
Agriculture and Natural Resources
Agricultural Extension Service 124,791 134,878 134,878 10,087
Soil Conservation 64,734 66,146 66,146 1,412
Other Operations
Industrial Development 1,026 1,730 1,730 704
Airport 232,082 346,243 290,382 58,300
Veterans' Services 14,437 15,585 15,850 1,413
Other Charges 329,237 321,487 351,487 22,250
Contributions to Other Agencies 51,062 51,062 51,062 0
Employee Benefits 1,649,579 1,753,036 1,675,843 26,264
Miscellaneous 6,256 1,000 4,200 (2,056)
Interest on Debt
General Government 113 20,000 113 0
Other Debt Service
General Government 14,700 0 14,887 187
Total Expenditures $ 15,383,388 $§ 14,786,127 $ 16,311,366 $ 927,978
Excess (Deficiency) of Revenues
Over Expenditures $ 637,591 $ (241,024) $ (1,470,222) $ 2,107,813
Other Financing Sources (Uses)
Notes Issued $ 830,180 $ 0$ 830,180 $ 0
Insurance Recovery 5,707 0 5,707 0
Transfers Out (82,760) 0 (82,760) 0
Total Other Financing Sources $ 753,127 $ 0 $ 753,127 $ 0
Net Change in Fund Balance $ 1,390,718 $ (241,024) $ (717,095) $ 2,107,813
Fund Balance, July 1, 2014 4,172,602 3,876,790 3,876,790 295,812
Fund Balance, June 30, 2015 $ 5,563,320 $ 3,635,766 $ 3,159,695 $ 2,403,625

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

35



Fayette County, Tennessee

Statement of Revenues, Expenditures, and Changes
in Fund Balance - Actual (Budgetary Basis) and Budget

Highway/Public Works Fund
For the Year Ended June 30, 2015

Exhibit C-6

Actual Variance
Revenues/ with Final
Actual Less: Add: Expenditures Budget -
(GAAP Encumbrances Encumbrances  (Budgetary Budgeted Amounts Positive
Basis) 7/1/2014 6/30/2015 Basis) Original Final (Negative)
Revenues
Local Taxes 1,823,317 0$ 0$ 1,823,317 $ 2,148,769 $ 2,148,769 $ (325,452)
Other Local Revenues 74,603 0 0 74,603 36,500 36,500 38,103
State of Tennessee 2,344,972 0 0 2,344,972 2,763,000 2,763,000 (418,028)
Federal Government 66,424 0 0 66,424 0 0 66,424
Total Revenues 4,309,316 0 $ 0 $ 4,309,316 $ 4,948,269 $ 4,948,269 $ (638,953)
Expenditures
Highways
Administration 199,617 0$ 0$ 199,617 $ 209,924 $ 209,924 $ 10,307
Highway and Bridge Maintenance 1,443,343 0 0 1,443,343 1,581,805 1,606,305 162,962
Operation and Maintenance of Equipment 437,011 0 0 437,011 567,000 567,000 129,989
Other Charges 209,395 0 0 209,395 217,000 220,000 10,605
Employee Benefits 616,880 0 0 616,880 697,500 680,500 63,620
Capital Outlay 1,393,728 (154,035) 254,134 1,493,827 1,711,580 2,240,080 746,253
Total Expenditures 4,299,974 (154,035) $ 254,134 $ 4,400,073 $ 4,984,809 $ 5,523,809 $ 1,123,736
Excess (Deficiency) of Revenues
Over Expenditures 9,342 154,035 $ (254,134) $ (90,757) $ (36,540) $ (575,540) $ 484,783
Other Financing Sources (Uses)
Insurance Recovery 40,211 03 0 $ 40,211 $ 03 39,000 $ 1,211
Transfers In 126,667 0 0 126,667 0 0 126,667
Total Other Financing Sources 166,878 0 $ 0 $ 166,878 $ 0 $ 39,000 $ 127,878
Net Change in Fund Balance 176,220 154,035 $ (254,134) $ 76,121 $ (36,540) $ (5636,540) $ 612,661
Fund Balance, July 1, 2014 1,748,373 (154,035) 0 1,594,338 1,743,690 1,743,690 (149,352)
Fund Balance, June 30, 2015 1,924,593 0 $ (254,134) $ 1,670,459 $ 1,707,150 $ 1,207,150 $ 463,309

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

Fayette County, Tennessee

Statement of Fiduciary Assets and Liabilities
Fiduciary Funds

June 30, 2015

ASSETS
Cash
Equity in Pooled Cash and Investments
Accounts Receivable

Due from Other Governments

Total Assets

LIABILITIES

Due to Other Taxing Units
Due to Litigants, Heirs, and Others

Total Liabilities

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

37

Agency

Funds

2,666,927
42,792
12,479

476,948

3,099,146

519,740

2,679,406

3,099,146
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FAYETTE COUNTY, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fayette County’s financial statements are presented in accordance with generally
accepted accounting principles (GAAP). The Governmental Accounting Standards
Board (GASB) is responsible for establishing GAAP for state and local governments.

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

A. Reporting Entity

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

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

The Fayette County School Department operates the public school system in
the county, and the voters of Fayette County elect its board. The School
Department is fiscally dependent on the county because it may not issue debt,
and its budget and property tax levy are subject to the County Commission’s
approval. The School Department’s taxes are levied under the taxing authority
of the county and are included as part of the county’s total tax levy.

The Fayette County Emergency Communications District provides a simplified
means of securing emergency services through a uniform emergency number
for the residents of Fayette County, and the Fayette County Commission
appoints its governing body. The district is funded primarily through a service
charge levied on telephone services. Before the issuance of most debt
instruments, the district must obtain the County Commission’s approval.

The Fayette County School Department does not issue separate financial
statements from those of the county. Therefore, basic financial statements of
the School Department are included in this report as listed in the table of
contents. Complete financial statements of the Fayette County Emergency
Communications District can be obtained from its administrative office at the
following address:
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Administrative Office:

Fayette County Emergency Communications District
P.O. Box 159
Somerville, TN 38068

Related Organization — The Fayette County Industrial Development Board
is a related organization of Fayette County. The county mayor nominates and
the Fayette County Commission confirms the board members, but the county’s
accountability for the organization does not extend beyond making the
appointments.

Government-wide and Fund Financial Statements

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

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

Fayette County issues all debt for the discretely presented Fayette County
School Department. Net debt issues totaling $4,564,930 were contributed by
the county to the School Department during the year ended June 30, 2015.

Separate financial statements are provided for governmental funds and
fiduciary funds. The fiduciary funds are excluded from the government-wide
financial statements. Major individual governmental funds are reported as
separate columns in the fund financial statements.
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Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

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

Fund financial statements of Fayette County are organized into funds, each of
which is considered to be a separate accounting entity. Each fund is accounted
for by providing a separate set of self-balancing accounts that constitute its
assets, deferred outflow of resources, liabilities, deferred inflow of resources,
fund equity, revenues, and expenditures. Funds are organized into three major
categories: governmental, proprietary, and fiduciary. An emphasis is placed on
major funds within the governmental category. Fayette County has no
proprietary funds to report.

Separate financial statements are provided for governmental funds and
fiduciary funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. All other governmental funds are
aggregated into a single column on the fund financial statements. The
fiduciary funds in total are reported in a single column.

Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they become both measurable
and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the county considers revenues other
than grants to be available if they are collected within 30 days after year-end.
Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met and the revenues are
available. Fayette County considers grants and similar revenues to be
available if they are collected within 60 days after year-end. Expenditures are
generally recognized under the modified accrual basis of accounting when the
related fund liability is incurred. Principal and interest on long-term debt are
recognized as fund liabilities when due or when amounts have been
accumulated in the General Debt Service Fund for payments to be made early
in the following year.

Property taxes for the period levied, in-lieu-of tax payments, sales taxes,
interest, and miscellaneous taxes are all considered to be susceptible to accrual
and have been recognized as revenues of the current period. Applicable
business taxes, litigation taxes, state-shared excise taxes, fines, forfeitures,
and penalties are not susceptible to accrual since they are not measurable
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(reasonably estimable). All other revenue items are considered to be
measurable and available only when the county receives cash.

Fiduciary funds financial statements are reported using the economic
resources measurement focus, except for agency funds, which have no
measurement focus, and the accrual basis of accounting. Revenues are
recognized when earned, and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows.

Fayette County reports the following major governmental funds:

General Fund - This is the county’s primary operating fund. It
accounts for all financial resources of the general government, except
those required to be accounted for in another fund.

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

General Debt Service Fund — This fund accounts for the resources
accumulated and payments made for principal and interest on
long-term general obligation debt of governmental funds.

Education Capital Projects Fund — This fund accounts for debt
issued by Fayette County that is subsequently contributed to the
discretely presented Fayette County School Department for
construction and renovation projects.

Additionally, Fayette County reports the following fund type:

Agency Funds — These funds account for amounts collected in an
agency capacity by the constitutional officers, local sales taxes received
by the state to be forwarded to the various cities in Fayette County, and
assets held in a custodial capacity for a watershed district. Agency
funds are custodial in nature (assets equal liabilities) and do not involve
measurement of results of operations. They do, however, use the accrual
basis of accounting to recognize receivables and payables.

The discretely presented Fayette County School Department reports the
following major governmental funds:

General Purpose School Fund — This fund is the primary operating
fund for the School Department. It is used to account for general
operations of the School Department.

Education Capital Projects Fund — This fund is used to account for

the receipt of debt issued by Fayette County and contributed to the
School Department for building construction and renovations.
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Additionally, the Fayette County School Department reports the following
fund type:

Special Revenue Funds — These funds account for and report the
proceeds of specific revenue sources that are restricted or committed to
expenditures for specified purposes other than debt service or capital
projects.

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

Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net
Position/Fund Balance

1. Deposits and Investments

State statutes authorize the government to make direct investments in
bonds, notes, or treasury bills of the U.S. government and obligations
guaranteed by the U.S. government or any of its agencies; deposit
accounts at state and federal chartered banks and savings and loan
associations; repurchase agreements; the State Treasurer’s Investment
Pool; bonds of any state or political subdivision rated A or higher by any
nationally recognized rating service; nonconvertible debt securities of
certain federal government sponsored enterprises; and the county’s own
legally issued bonds or notes.

The county trustee maintains a cash and internal investment pool that
is used by all funds and the discretely presented Fayette County School
Department. Each fund’s portion of this pool is displayed on the balance
sheets or statements of net position as Equity in Pooled Cash and
Investments. Most income from these pooled investments is assigned to
the primary government’s Solid Waste/Sanitation Fund. Fayette
County and the School Department have adopted a policy of reporting
U.S. Treasury obligations, U.S. agency obligations, and repurchase
agreements with maturities of one year or less when purchased on the
balance sheet at amortized cost. Certificates of deposit are reported at
cost. Investments in the State Treasurer’s Investment Pool are
reported at fair value. The State Treasurer’s Investment Pool is not
registered with the Securities and Exchange Commission (SEC) as an
investment company, but nevertheless has a policy that it will, and
does, operate in a manner consistent with the SEC’s Rule 2a7 of the
Investment Company Act of 1940. Accordingly, the pool qualifies as a
2a7-like pool and is reported at the net asset value per share (which
approximates fair value) even though it is calculated using the
amortized cost method. State statutes require the state treasurer to
administer the pool under the same terms and conditions, including
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collateral requirements, as prescribed for other funds invested by the
state treasurer. All other investments are reported at fair value. No
investments required to be reported at fair value were held at the
balance sheet date.

Receivables and Payables

Activity between funds for unremitted current collections outstanding
at the end of the fiscal year is referred to as due to/from other funds.

All ambulance and property taxes receivables are shown with an
allowance for uncollectibles. Ambulance receivables allowance for
uncollectibles is based on historical collection data. The allowance for
uncollectible property taxes is equal to 1.22 percent of total taxes levied.

Property taxes receivable are recognized as of the date an enforceable
legal claim to the taxable property arises. This date is January 1 and
is referred to as the lien date. However, revenues from property taxes
are recognized in the period for which the taxes are levied, which is the
ensuing fiscal year. Since the receivable is recognized before the period
of revenue recognition, the entire amount of the receivable, less an
estimated allowance for uncollectible taxes, is reported as a deferred
inflow of resources as of June 30.

Property taxes receivable are also reported as of June 30 for the taxes
that are levied, collected, and reported as revenue during the current
fiscal year. These property taxes receivable are presented on the
balance sheet as a deferred inflow of resources to reflect amounts not
available as of June 30. Property taxes collected within 30 days of
year-end are considered available and accrued. The allowance for
uncollectible taxes represents the estimated amount of the receivable
that will be filed in court for collection. Delinquent taxes filed in court
for collection are not included in taxes receivable since they are neither
measurable nor available.

Property taxes are levied as of the first Monday in October. Taxes
become delinquent and begin accumulating interest and penalty the
following March 1. Suit must be filed in Chancery Court between the
following February 1 to April 1 for any remaining unpaid taxes.
Additional costs attach to delinquent taxes after a court suit has been
filed.

Capital Assets

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

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

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

Major outlays for capital assets and improvements are capitalized as
projects are constructed.

Property, plant, equipment, and infrastructure of the primary
government and the discretely presented School Department are
depreciated using the straight-line method over the following estimated
useful lives:

Assets Years
Land Improvements 10
Buildings and Improvements 25
Other Capital Assets 5-10
Infrastructure:
Roads 10 - 20
Bridges 15- 30

Deferred Outflows/Inflows of Resources

In addition to assets, the Statement of Net Position will sometimes
report a separate section for deferred outflows of resources. Deferred
outflows of resources represent a consumption of net position that
applies to a future period(s) and so will not be recognized as an outflow
of resources (expense/expenditure) until then. The government has
items that qualify for reporting in this category. Accordingly, the items
are reported in the government-wide Statement of Net Position. These
items are for the deferred charge on refunding, pension changes in
experience, and employer contributions made to the pension plan after
the measurement date.

In addition to liabilities, the Statement of Net Position will sometimes
report a separate section for deferred inflows of resources. Deferred
inflows of resources, represent an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow
of resources (revenue) until that time. The government has items that
qualify for reporting in this category. Accordingly, the items are
reported in the government-wide Statement of Net Position and the
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governmental funds balance sheet. These items are from the following
sources: current and delinquent property taxes, pension changes in
experience and investment earnings, pension changes in proportionate
share of contributions, and various receivables for revenues, which do
not meet the availability criteria in governmental funds. These
amounts are deferred and recognized as an inflow of resources in the
period that the amounts become available.

Compensated Absences

Fayette County permits employees to accumulate earned but unused
vacation and sick pay benefits. There is no liability for unpaid
accumulated sick leave since Fayette County does not have a policy to
pay any amounts when employees separate from service with the
government. All vacation pay is accrued when incurred in the
government-wide financial statements for the county. A liability for
vacation pay is reported in governmental funds only if amounts have
matured, for example, as a result of employee resignations and
retirements.

The discretely presented Fayette County School Department permits
12-month administrative and supervisory employees to accumulate a
limited amount of earned but unused vacation benefits, which will be
paid upon separation from service. There is no liability for unpaid
accumulated sick leave since the School Department does not have a
policy to pay any amounts when employees separate from service with
the government. All vacation pay is accrued when incurred in the
government-wide financial statements for the School Department. A
liability for vacation pay is reported in governmental funds only if
amounts have matured, for example, as a result of employee
resignations and retirements.

Long-term Obligations

In the government-wide financial statements, long-term debt and other
long-term obligations are reported as liabilities in the applicable
governmental activities Statement of Net Position. Debt premiums and
discounts are deferred and amortized over the life of the new debt using
the straight-line method. Debt issuance costs are expensed in the period
incurred. In refunding transactions, the difference between the
reacquisition price and the net carrying amount of the old debt is
reported as a deferred outflow of resources or a deferred inflow of
resources and recognized as a component of interest expense in a
systematic and rational manner over the remaining life of the refunded
debt or the life of the new debt issued, whichever is shorter.

In the fund financial statements, governmental funds recognize debt

premiums and discounts, as well as debt issuance costs, during the
current period. The face amount of debt issued is reported as other
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financing sources. Premiums received on debt issuances are reported as
other financing sources, while discounts on debt issuances are reported
as other financing uses. Issuance costs, whether or not withheld from
the actual debt proceeds received, are reported as debt service
expenditures.

Only the matured portion (the portion that has come due for payment)
of long-term indebtedness, including bonds payable, is recognized as a
liability and expenditure in the governmental fund financial
statements. Liabilities and expenditures for other long-term
obligations, including compensated absences, landfill postclosure care
costs, and other postemployment benefits, are recognized to the extent
that the liabilities have matured (come due for payment) each period.

Net Position and Fund Balance

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

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

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

c. Unrestricted net position — All other net position that does not
meet the definition of restricted or net investment in capital
assets.

The government-wide Statement of Net Position reports $6,653,017 of
restricted net position for the primary government, of which $451,039
is restricted by enabling legislation.

As of June 30, 2015, Fayette County had $21,365,000 in outstanding
debt for capital purposes for the discretely presented Fayette County
School Department. This debt is a liability of Fayette County, but the
capital assets acquired are reported in the financial statements of the
School Department. Therefore, Fayette County has incurred a liability
significantly decreasing its unrestricted net position with no
corresponding increase in the county’s capital assets.
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It is the county’s policy that restricted amounts would be reduced first
followed by unrestricted amounts when expenditures are incurred for
purposes for which both restricted and unrestricted fund balance is
available. Also, it is the county’s policy that committed amounts would
be reduced first, followed by assigned amounts, and then unassigned
amounts when expenditures are incurred for purposes for which
amounts in any of these unrestricted fund balance classifications could
be used.

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

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

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

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

Assigned Fund Balance — includes amounts that are constrained
by the county’s intent to be used for specific purposes, but are
neither restricted nor committed (excluding stabilization
arrangements). The County Commission has by resolution
authorized the county’s Budget Committee to make assignments
for the general government. The Board of Education makes
assignments for the School Department.

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

to specific purposes within the General and General Purpose
School funds.
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8. Prior-period Adjustments

Capital assets of the primary government were restated (increased by
$240,942) from the prior year because two buildings, land, and road
improvements had been omitted. Capital assets of the discretely
presented Fayette County School Department were restated (decreased
by $10,230) because land and a building actually owned by the primary
government had been incorrectly added to the School Department’s
capital assets in a prior year. Also, the beginning balances of the
primary government’s and the School Department’s net position of
governmental activities were restated by an increase of $495,000 and a
decrease of $495,000, respectively. These adjustments were necessary
because in the prior year, note principal and interest requirements were
shown as payable by the primary government; however, the
requirements are being paid by contributions of the School Department
beginning July 1, 2014. As a result of the adjustments noted above, the
beginning balance of the primary government’s net position of the
governmental activities was increased by a total of $735,942, and the
discretely presented Fayette County School Department’s net position
of governmental activities was decreased by a total of $505,230.

9. Restatements

In prior years, the government was not required to recognize a liability
for its defined benefit pension plans. However, with the implementation
of GASB Statement No. 68, government employers are required to
recognize a net pension liability in their Statement of Net Position.
Therefore, a restatement increasing Fayette County’s net position by
$318,542 has been recognized on the Statement of Activities. In
addition, a restatement decreasing the Fayette County School
Department’s beginning net position by $4,325,272 has been recognized
on the Statement of Activities for assets of the pension agent plan of
$361,523 and liabilities of the pension cost-sharing plan of $4,686,795.

Pension Plans

Primary Government

For purposes of measuring the net pension liability, deferred outflows of
resources and deferred inflows of resources related to pensions, and pension
expense, information about the fiduciary net position of Fayette County’s
participation in the Public Employee Retirement Plan of the Tennessee
Consolidated Retirement System (TCRS), and additions to/deductions from
Fayette County’s fiduciary net position have been determined on the same
basis as they are reported by the TCRS for the Public Employee Retirement
Plan. For this purpose, benefits (including refunds of employee contributions)
are recognized when due and payable in accordance with the benefit terms of
the Public Employee Retirement Plan of TCRS. Investments are reported at
fair value.
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Discretely Presented Fayette County School Department

For purposes of measuring the net pension liability, deferred outflows of
resources and deferred inflows of resources related to pensions, and pension
expense, information about the fiduciary net position of the Teacher
Retirement Plan and the Teacher Legacy Pension Plan in the Tennessee
Consolidated Retirement System, and additions to/deductions from fiduciary
net position have been determined on the same basis as they are reported by
the TCRS. For this purpose, benefits (including refunds of employee
contributions) are recognized when due and payable in accordance with the
benefit terms of the Teacher Retirement Plan and the Teacher Legacy Pension
Plan. Investments are reported at fair value.

IL. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL

STATEMENTS

A.

Explanation of certain differences between the governmental fund
balance sheet and the government-wide Statement of Net Position

Primary Government

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

Discretely Presented Fayette County School Department

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

Explanation of certain differences between the governmental fund
Statement of Revenues, Expenditures, and Changes in Fund Balances

and the government-wide Statement of Activities

Primary Government

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

Discretely Presented Fayette County School Department

Exhibit I-5 includes explanations of the nature of individual elements of items
required to reconcile the net change in fund balances — total governmental
funds with the change in net position of governmental activities reported in
the government-wide Statement of Activities.
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I11.

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A.

Budgetary Information

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

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

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

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

At June 30, 2015, Fayette County and the Fayette County School Department
reported the following significant encumbrances:

Fund Description Amount

Primary Government:
Major Fund:
Highway/Public Works Paving Project $ 254,134

School Department:
Major Fund:
General Purpose School Roofing Project 138,980

Cash Overdraft and Fund Deficit

The discretely presented School Federal Projects Fund had a cash overdraft of
$247,705 and a deficit in unassigned fund balance of $125,239 at
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June 30, 2015. The cash overdraft resulted from the issuance of warrants
exceeding cash on deposit with the county trustee, and the deficit in
unassigned fund balance resulted from expenditures exceeding available
funds.

Cash Shortage — Prior Years

On April 27, 2010, a special report was issued on the Fayette County School Food
Service Department for the period July 1, 2007, through December 15, 2009. This
report disclosed that the food service supervisor circumvented purchasing
procedures, resulting in a cash shortage of $142,433. In addition, the food service
supervisor altered time sheets of a part-time cafeteria worker, resulting in a cash
shortage of $35,196.93. In May 2010, the School Department’s insurance carrier
paid the department $149,500. Three individuals entered into plea agreements.
As of June 30, 2015, the restitution outstanding totaled $8,325.

Expenditures Exceeded Appropriations

Expenditures exceeded total appropriations approved by the County
Commission in the Solid Waste/Sanitation Fund by $9,703. Also, expenditures
exceeded appropriations approved by the County Commission in the following
major appropriation categories (the legal level of control) of the following funds:

Amount
Fund/Major Appropriation Category Overspent
Primary Government:
General:
Other Operations - Miscellaneous $ 2,056
General Debt Service:
Other Debt Service - General Government 2,436
School Department:
General Purpose School:
Support Services - Other Student Support 16,814
Support Services - Special Education Program 1,113
Support Services - Director of Schools 23,432
Support Services - Human Services/Personnel 4,081
Support Services - Central and Other 5,922
Other Financing Uses - Transfers Out 120,607
School Federal Projects:
Instruction - Vocational Education Program 68

Expenditures that exceed appropriations are a violation of state statutes.
These expenditures in excess of appropriations were funded by available fund
balances.
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IV.

DETAILED NOTES ON ALL FUNDS

A.

Deposits and Investments

Fayette County and the Fayette County School Department participate in an
internal cash and investment pool through the Office of Trustee. The county
trustee is the treasurer of the county and in this capacity is responsible for
receiving, disbursing, and investing most county funds. Each fund’s portion of
this pool is displayed on the balance sheets or statements of net position as
Equity in Pooled Cash and Investments. Cash reflected on the balance sheets
or statements of net position represents nonpooled amounts held separately by
individual funds.

Deposits

Legal Provisions. All deposits with financial institutions must be secured by
one of two methods. One method involves financial institutions that participate
in the bank collateral pool administered by the state treasurer. Participating
banks determine the aggregate balance of their public fund accounts for the
State of Tennessee and its political subdivisions. The amount of collateral
required to secure these public deposits must equal at least 105 percent of the
average daily balance of public deposits held. Collateral securities required to
be pledged by the participating banks to protect their public fund accounts are
pledged to the state treasurer on behalf of the bank collateral pool. The
securities pledged to protect these accounts are pledged in the aggregate rather
than against each account. The members of the pool may be required by
agreement to pay an assessment to cover any deficiency. Under this additional
assessment agreement, public fund accounts covered by the pool are considered
to be insured for purposes of credit risk disclosure.

For deposits with financial institutions that do not participate in the bank
collateral pool, state statutes require that all deposits be collateralized with
collateral whose market value is equal to 105 percent of the uninsured amount
of the deposits. The collateral must be placed by the depository bank in an
escrow account in a second bank for the benefit of the county.

Investments

Legal Provisions. Counties are authorized to make direct investments in
bonds, notes, or treasury bills of the U.S. government and obligations
guaranteed by the U.S. government or any of its agencies; deposits at state and
federal chartered banks and savings and loan associations; bonds of any state
or political subdivision rated A or higher by any nationally recognized rating
service; nonconvertible debt securities of certain federal government sponsored
enterprises; and the county’s own legally issued bonds or notes. These
investments may not have a maturity greater than two years. The county may
make investments with longer maturities if various restrictions set out in state
law are followed. Counties are also authorized to make investments in the
State Treasurer’s Investment Pool and in repurchase agreements. Repurchase
agreements must be approved by the state Comptroller’s Office and executed
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in accordance with procedures established by the State Funding Board.
Securities purchased under a repurchase agreement must be obligations of the
U.S. government or obligations guaranteed by the U.S. government or any of
its agencies. When repurchase agreements are executed, the purchase of the
securities must be priced at least two percent below the fair value of the
securities on the day of purchase.

The county had no pooled and nonpooled investments as of June 30, 2015.

Capital Assets

Capital assets activity for the year ended June 30, 2015, was as follows:

Primary Government

Governmental Activities:

* Restated
Balance Balance
7-1-14 Increases Decreases 6-30-15

Capital Assets Not

Depreciated:
Land $ 2,041,595 $ 0$ 0$ 2,041,595
Construction in Progress 252,017 0 252,017 0
Total Capital Assets

Not Depreciated $ 2,293,612 $ 0 $ 252,017 $ 2,041,595
Capital Assets Depreciated:
Buildings and

Improvements $ 21,333,829 $ 0$ 0 $ 21,333,829
Infrastructure 117,024,355 912,516 0 117,936,871
Other Capital Assets 9,756,862 1,211,135 457,344 10,510,653
Total Capital Assets

Depreciated $ 148,115,046 $ 2,123,651 $ 457,344 $ 149,781,353
Less Accumulated

Depreciation For:
Buildings and

Improvements 3 7,936,975 $ 766,477 $ 0$ 8,703,452
Infrastructure 95,705,277 1,840,031 0 97,545,308
Other Capital Assets 6,552,468 864,561 442 304 6,974,725
Total Accumulated

Depreciation $ 110,194,720 $ 3,471,069 $ 442,304 $ 113,223,485
Total Capital Assets

Depreciated, Net $ 37,920,326 $ (1,347,418) $ 15,040 $ 36,557,868
Governmental Activities

Capital Assets, Net $ 40,213,938 $ (1,347,418) $ 267,057 $ 38,599,463

* See Note 1.D.8. for prior-period adjustment.
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Depreciation expense was charged to functions of the primary government as

follows:

Governmental Activities:

General Government $ 299,461
Finance 3,482
Administration of Justice 154,821
Public Safety 903,050
Public Health and Welfare 176,994
Social, Cultural, and Recreational Services 10,200
Highway/Public Works 1,923,061
Total Depreciation Expense -

Governmental Activities $ 3,471,069
Discretely Presented Fayette County School Department

Governmental Activities:

* Restated
Balance Balance
7-1-14 Increases Decreases 6-30-15

Capital Assets Not

Depreciated:

Land 3 349,377 $ 0 $ (VI 349,377
Construction in Progress 8,244,774 4,473,222 0 12,717,996
Total Capital Assets

Not Depreciated $ 8,594,151 $ 4,473,222 $ 0 $ 13,067,373
Capital Assets Depreciated:

Land Improvements 3 127,792 $ 0 3 0 3 127,792
Buildings and Improvements 34,345,933 0 0 34,345,933
Infrastructure 394,280 0 0 394,280
Other Capital Assets 6,648,422 515,551 16,169 7,147,804
Total Capital Assets

Depreciated $ 41,516,427 $ 515,551 $§ 16,169 $ 42,015,809
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Governmental Activities (Cont.):

* Restated
Balance Balance
7-1-14 Increases Decreases 6-30-15
Less Accumulated
Depreciation For:
Land Improvements $ 125,814 $ 0% 09 125,814
Buildings and Improvements 26,510,879 718,935 0 27,229,814
Infrastructure 394,280 0 0 394,280
Other Capital Assets 4,744,341 423,853 2,695 5,165,499
Total Accumulated
Depreciation $ 31,775,314 $ 1,142,788 $ 2,695 $ 32,915,407
Total Capital Assets
Depreciated, Net $ 9,741,113 $ (627,237) $ 13,474 $ 9,100,402
Governmental Activities
Capital Assets, Net $ 18,335,264 $ 3,845,985 $§ 13,474 $ 22,167,775

* See Note 1.D.8. for prior-period adjustment.

Depreciation expense was charged to functions of the discretely presented
Fayette County School Department as follows:

Governmental Activities:

Instruction $ 671,205
Support Services 403,538
Operation of Non-instructional Services 68,045

Total Depreciation Expense -
Governmental Activities $ 1,142,788

Construction Commitments

At June 30, 2015, the Highway Department had uncompleted construction
contracts of approximately $254,134 for a paving project. Also, at
June 30, 2015, the School Department had uncompleted construction contracts
of approximately $138,980 for a roofing project and $391,049 for a new school
building in the General Purpose School and Education Capital Projects funds,
respectively. Funding has been received for these future expenditures.
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D. Interfund Receivables, Pavables, and Transfers

The composition of interfund balances as of June 30, 2015, was as follows:

Due to/from Other Funds:

Receivable Fund Payable Fund Amount

Primary Government:
General Nonmajor governmental $ 44,085

Discretely Presented School

Department:
General Purpose School Nonmajor governmental 109,614
Nonmajor governmental General Purpose School 32

These balances resulted from the time lag between the dates that interfund
goods and services are provided or reimbursable expenditures occur and
payments between funds are made.

A portion of the receivable in the General Purpose School Fund ($6,810) was
in transit from the Central Cafeteria Fund at June 30, 2015.

Due to/from Primary Government and Component Unit:

Receivable Fund Payable Fund Amount

Component Unit:
Primary Government: School Department:

Governmental Activities Governmental Activities §$ 575,000

The Due to the Primary Government from the School Department is the
balance of notes payable issued by the county for the School Department as
discussed in Note IV.G. The School Department has agreed to contribute the
funds necessary to retire the debt.

Interfund Transfers:

Interfund transfers for the year ended June 30, 2015, consisted of the following
amounts:
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Primary Government

Transfers In

Highway/ General
Public Debt Nonmajor
Works Service Governmental
Transfers Out Fund Fund Funds
General Fund $ 0$ 32,760 $ 50,000
Nonmajor governmental funds 126,667 253,333 0
Total $ 126,667 $ 286,093 $ 50,000

Discretely Presented Fayette County School Department

Transfers In

General
Purpose Nonmajor
School Governmental
Transfers Out Fund Funds
General Purpose School Fund $ 0$ 120,607
Nonmajor governmental funds 27,098 0
Total $ 27,098 $ 120,607

Transfers are used to move revenues from the fund that statute or budget
requires to collect them to the fund that statute or budget requires to expend
them and to use unrestricted revenues collected in the General Fund to finance

various programs accounted for in other funds in accordance with budgetary
authorizations.

Operating Leases

The discretely presented Fayette County School Department rents copiers
under operating leases considered to be noncancelable.  The rental
expenditures for the year ended June 30, 2015, were $143,280. There are no
provisions for contingent or sublease rentals in the agreements. The future
minimum lease payments for these leases are as follows:

Year

Ending

June 30 Amount
2016 $ 143,280
Total $ 143,280
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Capital Lease

On November 2, 2011, Fayette County entered into a five-year lease-purchase
agreement for ten patrol cars. The terms of the agreement require total lease
payments of $233,180 plus interest of 3.27 percent. Title to the patrol cars
transfers to Fayette County at the end of the lease period. The lease payments
are made by the General Debt Service Fund.

The assets acquired through the capital lease are as follows:

Governmental
Assets Activities
Other Capital Assets $ 233,180
Less: Accumulated Depreciation (170,997)
Total Book Value $ 62,183

Future minimum lease payments and the net present value of these minimum
lease payments as of June 30, 2015, were as follows:

Year Ending Governmental
June 30 Funds
2016 $ 51,381
2017 51,381
Total Minimum Lease Payments $ 102,762
Less: Amount Representing Interest (4,898)

Present Value of Minimum
Lease Payments $ 97,864

Long-term Obligations

Primary Government

General Obligation Bonds and Notes

Fayette County issues general obligation bonds to provide funds for the
acquisition and construction of major capital facilities for the primary
government and the discretely presented School Department. In addition,
general obligation bonds have been issued to refund other general obligation
bonds. Capital outlay notes are also issued to fund capital facilities and other
capital outlay purchases, such as equipment.

General obligation bonds and capital outlay notes are direct obligations and
pledge the full faith and credit of the government. General obligation bonds
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and capital outlay notes outstanding were issued for original terms of up to
23 years for bonds and up to 12 years for notes. Repayment terms are generally
structured with increasing amounts of principal maturing as interest
requirements decrease over the term of the debt. All bonds and notes included
in long-term debt as of June 30, 2015, will be retired from the General Debt
Service Fund.

General obligation bonds, capital outlay notes, and the capital lease
outstanding as of June 30, 2015, for governmental activities are as follows:

Original
Interest Final Amount Balance
Type Rate Maturity of Issue 6-30-15
General Obligation Bonds 2to 4 % 4-1-36 $ 13,585,000 $ 13,090,000
General Obligation Bonds -
Refunding 1.25t0 3.5 4-1-30 21,090,000 18,605,000
Capital Outlay Notes 2.49 to 4.25 3-1-25 2,544,969 1,491,332
Capital Lease 3.27 11-10-16 233,180 97,864

The annual requirements to amortize all general obligation bonds and notes
outstanding as of June 30, 2015, including interest payments, are presented in
the following tables:

Year Ending Bonds

June 30 Principal Interest Total
2016 $ 1,315,000 $ 891,833 $ 2,206,833
2017 1,500,000 865,530 2,365,530
2018 1,540,000 835,533 2,375,533
2019 1,500,000 801,480 2,301,480
2020 1,555,000 768,282 2,323,282
2021-2025 8,695,000 3,254,641 11,949,641
2026-2030 9,810,000 1,997,157 11,807,157
2031-2035 4,735,000 733,100 5,468,100
2036 1,045,000 39,100 1,084,100
Total $ 31,695,000 $ 10,186,656 $ 41,881,656
Year Ending Notes

June 30 Principal Interest Total
2016 $ 300,913 $ 45,441 $ 346,354
2017 179,960 31,029 210,989
2018 182,468 26,327 208,795
2019 189,998 21,553 211,551
2020 194,547 16,586 211,133
2021-2025 443,446 27,436 470,882
Total $ 1,491,332 $ 168,372 $ 1,659,704
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There 1s $2,906,126 available in the General Debt Service Fund to service
long-term debt. Debt per capita, including bonds, notes, and the capital lease
totaled $866, based on the 2010 federal census.

The School Department is currently contributing funds to service some of the
debt issued on its behalf by the primary government as noted in the table
below. This debt is reflected in the government-wide financial statements as
Due to the Primary Government in the financial statements of the School
Department and as Due from Component Units in the financial statements of
the primary government.

Outstanding
Description of Indebtedness 6-30-15
Notes Payable
Contributions from the General Purpose School Fund
School Capital Outlay Note $ 135,000
School Buses 440,000
Total $ 575,000

Changes in Long-term Obligations

Long-term obligations activity for the year ended June 30, 2015, was as follows:

Governmental Activities: Capital
Bonds Notes Lease
Balance, July 1, 2014 $ 32,885,000 $ 877,157 $ 144,450
Additions 0 830,180 0
Reductions (1,190,000) (216,005) (46,586)
Balance, June 30, 2015 $ 31,695,000 $ 1,491,332 $ 97,864
Balance Due
Within One Year $ 1,315,000 $ 300,913 $ 48,133
Landfill Other
Compensated Postclosure Postemployment
Absences Care Costs Benefits
Balance, July 1, 2014 $ 376,342 $§ 725,923 $ 301,048
Additions 358,732 11,085 33,310
Reductions (346,775) (10,750) (22,055)
Balance, June 30, 2015 $ 388,299 $§ 726,258 $ 312,303
Balance Due
Within One Year $ 336,824 $ 10,750 $ 0
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Analysis of Noncurrent Liabilities Presented on Exhibit A:

Total Noncurrent Liabilities, June 30, 2015 $ 34,711,056
Less: Balance Due Within One Year (2,011,620)
Add: Unamortized Premium on Debt 559,751

Noncurrent Liabilities - Due in
More Than One Year - Exhibit A $ 33,259,187

Compensated absences will be paid from the employing funds, primarily the
General, Solid Waste/Sanitation, and Highway/Public Works funds. Landfill
postclosure care costs will be paid from the Solid Waste/Sanitation Fund. Other

postemployment benefits will be paid from the employing funds, primarily the
General and Highway/Public Works funds.

Discretely Presented Fayette County School Department

Changes in Long-term Obligations

Long-term obligations activity for the discretely presented Fayette County
School Department for the year ended June 30, 2015, was as follows:

Governmental Activities:

Other
Compensated Postemployment
Absences Benefits

Balance, July 1, 2014 $ 205,592 $ 762,093
Additions 82,066 146,786
Reductions (183,629) (116,055)
Balance, June 30, 2015 $ 104,029 $ 792,824
Balance Due Within One Year $ 104,029 $ 0
Analysis of Noncurrent Liabilities Presented on Exhibit A:
Total Noncurrent Liabilities, June 30, 2015 $ 896,853
Less: Balance Due Within One Year (104,029)
Noncurrent Liabilities - Due in

More Than One Year - Exhibit A $ 792,824
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Compensated absences will be paid from the employing funds, primarily the
General Purpose School and School Federal Projects funds. Other
postemployment benefits will be paid from the employing funds, primarily the
General Purpose School Fund.

On-Behalf Payments — Discretely Presented Fayette County School
Department

The State of Tennessee pays health insurance premiums for retired teachers
on-behalf of the Fayette County School Department. These payments are made
by the state to the Local Education Group Insurance Plan and the Medicare
Supplement Plan. Both of these plans are administered by the State of
Tennessee and reported in the state’s Comprehensive Annual Financial Report.
Payments by the state to the Local Education Group Insurance Plan and the
Medicare Supplement Plan for the year ended June 30, 2015, were $55,905 and
$28,713, respectively. The School Department has recognized these on-behalf
payments as revenues and expenditures in the General Purpose School Fund.

Short-term Debt

Fayette County issued tax anticipation notes in advance of property tax
collections and deposited the proceeds in the General ($25,000) and General
Purpose School ($1,007,100) funds. These notes were necessary because funds
were not available to meet operating expenses coming due before current tax
collections. Short-term debt activity for the year ended June 30, 2015, was as
follows:

Balance Balance
7-1-14 Issued Paid 6-30-15
Tax Anticipation Notes $ 0 $ 1,032,100 $ (1,032,100) $ 0

V. OTHER INFORMATION

A.

Risk Management

Primary Government

Liability, Property, and Casualty

Fayette County participates in the Local Government Property and Casualty
Fund (LGPCF), which is a public entity risk pool established by the Tennessee
County Services Association, an association of member counties. The county
pays an annual premium to the LGPCF for its general liability, property, and
casualty insurance coverage. The creation of the LGPCF provides for it to be
self-sustaining through member premiums. The LGPCF reinsures through
commercial insurance companies for claims in excess of $100,000 for each
insured event.
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Workers' Compensation Insurance

Fayette County participates in the Local Government Workers’ Compensation
Fund (LGWCF), a public entity risk pool established under the provisions of
Section 29-20-401, Tennessee Code Annotated (TCA), by the Tennessee County
Services Association to provide a program of workers’ compensation coverage
to employees of local governments. The county pays an annual premium to the
LGWCF for its workers’ compensation insurance coverage. The LGWCF is to
be self-sustaining through member premiums and reinsures through
commercial insurance companies for claims exceeding $300,000.

Employee Health Insurance

Fayette County participates in the Local Government Group Insurance Fund
(LGGIF), a public entity risk pool established to provide a program of
health insurance coverage for employees of local governments and
quasi-governmental entities that was established for the primary purpose of
providing services for or on behalf of state and local governments. In
accordance with Section 8-27-207, TCA, all local governments and
quasi-governmental entities described above are eligible to participate. The
LGGIF 1is included in the Comprehensive Annual Financial Report of the
State of Tennessee, but the state does not retain any risk for losses by this
fund. The state statute provides for the LGGIF to be self-sustaining through
member premiums.

Discretely Presented Fayette County School Department

Liability, Property, Casualty, and Workers’ Compensation Insurance

The School Department participates in the Tennessee Risk Management Trust
(TN-RMT), which is a public entity risk pool created under the auspices of the
Tennessee Governmental Tort Liability Act to provide governmental insurance
coverage. The School Department pays an annual premium to the TN-RMT
for its general liability, property, casualty, 