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INDEPENDENT AUDITOR’S REPORT
To the Board of Commissioners of
Chuckey Utility District
Greeneville, Tennessee

Report on the Financial Statements
I have audited the accompanying financial statements of Chuckey Utility District as of and for the

year ended June 30, 2013, and the related notes to the financial statements, which collectively
comprise Chuckey Utility District’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

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

An audit includes 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 refevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
arc appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, I express no such opinion. An audit
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. '

I believe that the audit evidence I have obfained is sufficient and appropriate to provide a basis for
my audit opinions.

Leighton House ¢ 132 Depot Street Wast » Greeneville, Tennessee 37743
' {423) 787-0855 = Fax (423) 639-0124



Opinions

In my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of Chuckey Utility. District as of June 30, 2013, and the respective
changes in financial position, and cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles genierally accepted in the United States of America require that the
management’s discussion and analysis and schedule of funding progress on pages 5 through 8 and
page 26-27 be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Govermmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the financial
statements in an appropriate operational, economic; or historical context. I 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 my Inquiries, the. basic financial statements and other knowledge 1
obtained during my audit of the basic financial statements. I do not express an opinion or provide
any assurance on the information because the limited procedures do not provide me with sufficient
evidence to express an opinion or provide any assurance.

Other nformation

My audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Chuckey Utility District’s basic financial statements. The supplementary
information on pages 28 through 33 is presented for purposes of additional analysis and is not a
required part of these financial statements,

The schedule of board of commissioners and officers on page 1 has not been subjected to the
auditing procedures applied in the audit of the basic financial statements and, accordingly, I do not
express an opinion or provide any assurance on it.

The supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and
reconeiling 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 my opinion, the supplementary information is fairly stated in all material respects in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, 1 have also issued a report dated December 2,
2013, on my consideration of Chuckey Utility District’s internal control over financial reporting and




on my tests of its comphance w1th certam prov:slon of"aws, regulations, contracts and grant
agreements and other matters.  The purpose of that leport is to-describe the scope of my testing of
internal control over financial reporting. and. comphance and the results of that testing, and not to
provide an opinion on internal contio] over financial repomng or on compliance. That report is an
integral part of an audit performed in ‘accordance with Goversment Auditing Standards in
considering Chuckey Utihty Dlstrlct’s mtemai con‘ﬂol ove _.ﬁnanclat reporting and compliance,

David M. Ellis, CPA
Greeneville, TN 37743
December 2, 2013




Managemeni‘"s :'D'i'sc_ussiéii:and Analysis

As management of the Chuckey- Utlhty Dlstnc’s of Greene and Washmgton County (the District),
we offer readers of the District’s financial’ statements this narrative overview and analysis of the
financial activities of the District for the fiscal year ended June 30, 2013, Please note, the District
presents ptior comparative fi _nanmai information when available.

Financial Highlights

¢ The assets of the District exceeded Hfs habllitaes at the close of the most recent fiscal year
by $4,309,707 (net position).

o As of the close of the current fiscal year, the Dlstnct reported ending net position of
$4,309,707, an increase of $345,349 in comparison with the prior year.

e The District’s total debt dect eased by $I 59,610(5 peicent) during the current fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as-an introduction to the District’s basic
financial statements. The District’s basic financial statements are comprised of two components:
(1) fund financial statements, and (2) notes to the financial statements. This report also contains
other supplementary information in addition to the basic financial statements themselves,

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 District,
like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The District maintains one fund, a
proprietary fund, which is considered to be an enterprise fund.

Notes to the financial statements The notes provide additional information that is essential to a
full understanding of the data provided in the fund financial statements. The notes to the
financial statements can be found on pages 15 through 25 of this report.

Financial Analysis of the District’s Funds

The statement of net position presents information on all of the District’s assets and liabilities,
with the difference between the two reported as net position. Over time, increases or decreases in
net position may serve as a useful indicator of whether the financial position of the District is
improving or deteriorating.

Chuckey Utility District of Greene and Washington County
Statement of Net Position

2013 2012
Current and Other Assets $ 895534 $ 965,062
Capital Assets 7,332,400 7,024,912
Total Assets $ 8.227.934 $ 7.989.974




Current Liabilities .- " § 236396 $ 244,306

Long-term Liabilities 3681831 3.781.310
Total Liabilities - . o 3918227 4,025,616
Inve.sted in Capital Aéséts; Net of‘Relétéd Déb;c _ 3,585,797 3,114,329
Unrestricted Net quition. ' ' 723,910 850,029
Total Net Position | ' o | - $ 4,309,707 $ 3,964,358

The balance of um‘estricted'net. position, $723,910, may be used to meet the District’s ongoing
obligations to citizens and creditors. :

At the end of the current fiscal year, the District is able to report a positive balance in the net
position category.

The District’s net pésition increased by $345,349 durihg the current fiscal year,

The statement of revenues, expenses and changes in net position presents information showing
how the District’s net position changed during the most recent fiscal year. All changes in net
position are reported as soon as the underlying event giving rise to the change occurs, regardiess
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. The following is a
summary of financial activities for the District during the fiscal year ended June 30, 2013:

Chuckey Utility District of Greene and Washington County
Statement of Revenues, Expenses, and Changes in Net Position

2013 2012
Revenues:
Operating Revenues:
Charges for services $2,043,423 $1,859,574
Non-Operating Revenues:
Capital contributions 431,812 131,082
Other 0 0
Interest incoine 1.543 2,157
Total Revenues 2.476.778 1,992,813
Expenses:
Operating Expenses 1,886,418 1,656,660
Non-Operating Expenses 152,315 129.651
Total Expenses 2,038,733 1,786,311
Change in net position 438,045 206,502
Beginning net position 3,964,358 3,757,856
Prior period adjustment (92.696) 0

Beginning net position restated 3871662  3.757.856




Ending Net Position e §4,_3§1_9',"ZQZ $3,964,358
As noted earlier, the District uses fund acc'()l'mtzﬁg 10 ensure and demonstrate compliance with
finance-related legal wqmrements The I}ssﬁ wt mamtams one fund, a proprietary fund, which is
considered fo be an enterprise fund.
Budgetary Highlights
There were no changes to the original budget.
Capital Asset and Debt Administration
The District’s investment in capital assets for its activities as of June 30, 2013, amounts to
$7,332,400 (net of accumulated depreciation). This investment in capital assets includes
improvements, machinery and equipment, and software. .
Major capital asset events during the current fiscal yéar included the following:

s Line extensions at a cost of $466,866.

Chuckey Utility District of Greene and Washington County’s Capital Assets

(Net of Depreciation)
2013 2012
Land 536,185 $ 536,188
Distribution system 6,278,714 6,421,985
Equipment 19,028 32,417
Buildings 31,607 32,732
Construction in progress 466,866 1,590
Total capital assets $ 7,332,400 $ 7,024,912

Additional information on the District’s capital assets can be found in Note 3 on page 18 of this
report.

Long-term debt
At the end of the current fiscal year, the District had total bonded debt outstanding of $3,665,758.
The District’s debt represents bonds secured solely by specified revenue sources (i.c., revenue

bonds).

Chuckey Utility District of Greene and Washington County’s Outstanding Debt
Revenue Bonds

2013 2012
Revenue bonds $ 3,665,758 $ 3,825,368
Unamortized premium 80,845 85,215
Less: Current portion 135,470 159.613

53,611,133 $ 3,750,970



The District’s total debt decreased by $E59 610 (5 pelcent) durmg the current fiscal year.
Additional information on the sttnct’ long-term debt can be found in Note 4 on page 18-20 of
this report.

Joint Venture

During the year, the District partlcipa’sed ina jomt ventme w;th Cross Anchor Utility District to
provide the labor and equipment for line extensions. and major repairs. The District contributed
$200,383 to the Force Account and had: 1elated expenses of $208,840, leaving an equity interest
of $2, 638 at the end of the fiscal year S ;

Economic Factors and Next Year 5 Budget and Rates

Short-term interest rates on investments for the Distuct’s opetatmg funds decreased slightly
during fiscal year 2013. These factors Wele con&deieci in ‘preparing the District’s budget for
fiscal year 2014. A,

A rate increase was not approved for ﬁécal yea'r-'ZO_l 3 |
Requests for Information

This financial report is designed to provide a general overview of the Chuckey Utility District of
Greene and Washington County’s finances for all those with an interest in the District’s finances.
Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to Chuckey Utility District of Greene and Washington
County, 800 West Andrew Johnson Highway, Greeneville, TN 37745.




CHUCKEY UTILITY DISTRICT

OF GREENE AND WASHINGTON COUNTY, TENNESSEE

STATEMENT OF NET POSITION

ASSETS

Current Assets
Cash and equivalents
Certificates of deposit
Accounts receivable (nef)
Accounts receivable -other
Prepaid insurance
Prepaid tap expense
inventory

Total Current Assets

Restricted Assets
Customer deposits
Construction
Debt service reserve
Total Restricted Assets

Capital Assets
Land
Distribution system
Equipment
Buildings
Construction in progress
Less: Accumulated depreciation
Total Capital Assets

Other Assets
Investment in joint venture

TOTAL ASSETS

LIABILITIES

Current Liabilities
Accounts payable
Accrued interest
Accrued taxes
Accrued payroll
Current portion of bonds
Prepaid tap fees

Total Current Liabilities

Long Term Liabilities

$ 215,991
100,000
171,049

25,448
37,843
3,564

92,124

3 646,019

11,540
3,895

231,441

246,876

536,185
9,873,947
494,385
41,827
466,866

(4,080,810)

7,332,400

2,639

8,227,934

55,892
6,708
16,422
18,904
135,470

3,600

236,396

The accompanying notes to financial statements are an integral part of this statement.
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CHUCKEY U’I‘ILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY TENNESSEE
STATEMENT ()F NET POSITiON
' June 30 2913

Meter deposits
Net OPEB obligation

Bonds payable - net of current pomon and unamornzed

premiums

Total Long Term Liabilities

TOTAL LIABILITIES

NET POSITION

Net investment in capital assets
Restricted
Unrestricted

TOTAL NET POSITION

$

11,540
59,158

3,611,133

3,585,797

723,910

3,681,831

3,918,227

$4,309,707

The accompanying notes to financial statements are an integral part of this statement.
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CHUCKEY UTILETY DISTRIC’I‘
OF GREENE AND- WASHINGTON COUNTY TENNESSEE
STATEMENT OF REVENUES, EXPENSES: AND:CHANGES IN NET POSITION
For the Year ended June 30, 2813

Revenues

Water sales (net of $19,996 bad debt expense)

Penalties charged
Connection fees

Tap fees-operating
Service charges
Miscellaneous receipts

Total Revenues

Operating Expenses
Cost of water purchased
Salaries and wages
System repairs and maintenance
Pepreciation
Utihties
Vehicle expense
Materials and supplies
Retirement
Medical insurance
Payroll taxes

Total Operating Expenses

General and Administrative
Uniforms
Commissioners' fees
Postage and office supplies
General insurance
Telephone/cable/internet
(General taxes and licenses
Professional services
Dues and memberships
Meeting expenses
Travel-commissioners
Travel-management
Travel-other employees
OPEB ARC
Subcontract
Miscellaneous expenses

$1,710,271
39,696
29,830
61,100
25,440
177,086

2,043,423

$ 512,938

554,510
2422
229,567
26,452
32,106
53,340
44,436
135,635

38,475

$1,651,680

2,779
3,500
15,214
50,924
3,495
240
7,400
9,741
112
835
967
653
61,023
56,355

21,500

The accompanying notes to financial statements are an integral part of this statement.
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CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
For the Year ended Juiie 30, 2013

Total General and Administrative -~~~ § 234738
Total Expenses _ S 1,886,418

Operating Income o 157,005

Other Income and Expenses

Interest income ' 1,543

Connection fees - non-operating -

Interest expense o ' | (152,315)

‘Total Other Income and Expens;es ' (150,772)

Income Before Capital Contributions _ 6,233
Capital contributions 431,812

Change in Net Position 438,045
Net position - June 30, 2012, as previously reported 3,964,358
Prior period adjustment (52,696)
Net position - June 30, 2012, as restated 3,871,662
Net position - June 30, 2013 $4,300,707

The accompanying notes to financial statements are an integral part of this statement.
12



CHUCKEY UTILITY DISTRICT

OF GREENE AND WASHINGTON COUNTY, TENNESSEE
STATEMENT OF CASH FLOWS
For the Year ended June 30,2013

Cash flows from operating activities: -

Receipts from customers and users .~ - _. o _ $ 2,076,946
Payments to suppliers : o (1,076,410)
Payments to employees S (554,510}
Net cash provided (used) by operating activities 446,026

Cash flows from capital and related financing activities:

Cash paid for equipment additions - : {7,520}
Cash paid for plant additions ' (529,536)
Principal paid on revenue bonds (163,980)
Capital contributed 431,812

Connection fee revenue - nonoperating -
Loan proceeds -

Interest paid (152,315)
Net cash provided (used) by capital and related financing activities (421,539)

Cash flows from investing activities:

Transfers (to)/from restricted assets 133,304
Transfers (to)/from certificates of deposit (100,000)
Cash contributed to joint venture 8,457
Interest received 1,543
Net cash provided (used) by investing activities 43,304
Net increase (decrease) in cash 67,791
Cash -- beginning of year 148,200
Cash -- end of year $ 215991

The accompanying notes to financial statements are an integral part of this statement,
13




CHUCKEY UTILITY I)ISTR}C’I‘

OF GREENE AND WASHINGTGN COUNTY TENNESSEE
STATEMENT OF CASH FLOWS
For the Year ended June 30 2013

Reconciliation of operating income to nef. casb
provided (used) by operating activztles L
Operating Income o :
Adjustments to reconcile opexatmg income fo net cash
provided by operating activities: . o
Depreciation _
(Increase) decrease in accourits teceivable
(Increase) decreasé in other receivables
(Increase) decrease in prepe_iid-eﬁp.enses '
(Increase) decrease in inventories-
Provision for losses on accounts receivable
Increase (decrease) in accounts payable
Increase (decrease) in meter deposits
Increase {(decrease) in prepaid tap fees_
Increase in OPEB Obligation
Increase (decrease)} in accrued expenses

Total adjustments
Net cash provided (used) by operating activities
Supplemental Disclosures of Cash Flow Information:

Cash received during the year for interest
Cash paid during the year for interest

157,005

229,567
7,667
(24,574)
(1,879)
4,524
17,125
16,653
(18,800)
(2,600)
59,158

2,180
289,001

446,026

1,543
152,315

The accompanying notes to financial statements are an integral part of this statement.
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: CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
NOTES TO F INANCIAL STATEMENTS
o June 30 2013 '

NOTE 1 - ACCOUNTING POLICIES

A. GENERAIL: The District is a nonﬂproﬁt publlc entity and is not subject to federal income
tax. There are 4,310 active custoiners.

B. REPORTING ENTITY, MEASBREMENT_-FOCUS, BASIS OF ACCOUNTING AND
FINANCIAL STATEMENT PRESENTATION:
The District is the complete reporting entity with no excluded potential component units.,
The commissioners exercise no authority over other entities, nor do they have any
responsibility to do se.

The financial statements are reporied using the economic resources measurement focus and
the accrual method of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regaldiess ef the tnnmg of related cash flows,

The financial statements distinguish operatmg revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal ongoing
operations. The principal operating revenues of the District are charges to customers for
sales and services. The District also recognizes as operating revenue the portion of tap fees
intended to recover the cost of connecting new customers to the system. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses,

A proprietary activity may apply FASB proneuncements and APB opinions issued after
November 30, 1989, except for those that conflict or contradict GASB pronouncements. The
District has adopted as policy this application for its proprietary activities.

When both restricted and unrestricted resources are available for use, it is the District’s
policy to use restricted resources first, then unrestricted resources as they are needed.

C. NET POSITION — Net position contains the various net earnings from operating and non-
operating revenues, expenses, capital contributions, and special items. Net position are
classified in the following three components:

Net position - restricted — This component of net assets consists of assets which have
constraints imposed by creditors (such as through debt covenants), grantors, contributors,
or laws or regulations of other governments or constraints imposed by law through
constitutional provision or enabling legislation.

Net investment in capital assets — This component of net position consists of 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. If there are significant unspent related debt
proceeds at year end, the portion of the debt attributable to the unspent proceeds is not

15



CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
NOTES TO FINANCIAL STATEMENTS
- June 30,2013 .

included in the calculation of -net_inve_étment in capital assets. Rather, that portion of the
debt is included in the same net position component as the unspent proceeds.

Net position - unrestricted — This cbmponent of net position consists of net position
that do not meet the definition of “net position ~ restricted™ or “net investment in capital
assets”.

D. NET POSITION FLOW ASSUMPTION - Sometimes the District will fund outlays for a
particular purpose from both restricted and unrestricted resources. In order to calculate the
amounts to report as net position — restricted and net position — unrestricted a flow
assumption must be made about the order in which the resources are considered to be
applied. It is the District’s policy to consider net position — restricted to have been depleted
before net position — unrestricted is applied. '

E. DEFERRED OUTFLOWS AND DEFERRED INFLOWS OF RESOURCES - In
addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element
represents a consumption of net position that applies to a future period and so will not be
recognized as an outflow of resources (expense) until then.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element
represents an acquisition of net position that applies to a future period and so will not be
recognized as an inflow of resources (revenue) until that time.

For the fiscal year end June 30, 2013, the District has neither a deferred inflow nor a deferred
outflow of resources.

F. UTILITY PLANT, PROPERTY AND EQUIPMENT: Capital assets are defined by the
District as assets with an initial, individual cost of more than $2,000 (amount not rounded)
and an estimated useful life in excess of one year. The distribution lines and other additions
are stated at cost and are being depreciated on the straight-line method over estimated useful
lives of 25 to 50 years. The building is being depreciated on the straight-line method over
25 years. Land is recorded at cost. Equipment is being depreciated on the straight-line
method over its estimated useful life of 5 to 10 years. Repairs are expensed as the costs are
incurred. Interest paid on funds borrowed to finance system construction is capitalized
where material.

G. RESTRICTED ASSETS: Certain assets are restricted for specific purposes. On the
statement of net position, cash and certificates of deposit totaling $246,876 represents meter
deposits held for customers of $11,540, construction of $3,895, and debt service reserve,
bond principal and interest reserves, of $231,441.

16



CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
NOTES TO FINANCIAL. STATEMENTS
June 30 2913

H. INVENTORY: Inventory consmts of parts used for repan s and installation of new taps and
is stated at cost, determined ona f“ rst m f“ rst out basm

I. ACCOUNTS RECEIVABLE: Accoi.mts recelva'ble of $234,212 is stated at recorded
amount fess allowance for uncollectible accounts of $63,163. Net estimated realizable
value of $171,049 is reported on the statement. of net position.

J. USE OF ESTIMATES: The preparation _of financial statements in conformity with
generally accépted accounting principles requirés management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and labilities at the date of the financial statements and the reported
amounts of revenues and expenses durmg the reporting period. Actual resulis could differ
from those estimates.

K. MEASUREMENT OF ACTUARIAL INFORMATION: The District’s postemployment
benefits, other than retirement, has elected to calculate information of an actuarial nature
using the alternative measurement method permitted by GASB Statement 43 for plans with
fewer than one hundred employees.

NOTE 2 - CASH AND EQUIVALENTS

The District considers highly liquid investments (including restricted assets) with an original
maturity when purchased of three months or less to be cash equivalents. The certificates of
deposit, classified as investments, and funds restricted for construction are not treated as cash in
the Statement of Cash Flows.

The District is allowed to invest in (1) obligations of the United States or its agencies and
instrumentalities; (2) direct obligations of the State of Temnessee or its agencies; (3) other
obligations, the principal of and interest on which are unconditionally guaranteed or insured by
the State of Tennessee or the United States; (4) obligations of states, agencies, countries, cities
and other political subdivisions of any state having been rated as to investment quality by a
nationally recognized investment rating firm and having received a rating of not less than “AA”
or its equivalent; (5) certificates of deposit issued by state and national banks, domiciled in
Tennessee, that are guaranteed or insured by the Federal Deposit Insurance Corporation or its
successor, or secured by obligations mentioned above; and (6) fully collateralized direct
repurchase agreements having a defined termination date.

Custodial credit risk, in the case of deposits, is the risk that in the event of a bank failure, the
District’s deposits may not be returned to it. I is the District’s policy for deposits to be 105%
secured by collateral valued at market less the amount of the Federal Deposit Insurance
Corporation insurance. As of June 30, 2013, all of the District’s interest bearing deposits were
insured by the Federal Deposit Insurance Corporation or collateralized by securities held by the
pledging financial institution.

17



CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
NOTES TO FINANCIAL STATEMENTS

NOTE 3 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013 was ag follows: -

Capital assets, not being depreciated:

Construction in Progress
Land

Total capital assets, not being depreciated

Capital assets, being depreciated:

Distribution system
Equipment
Buildings
Total capital assets, being depreciated

Less accumulated depreciation for:
Distribution system
Equipment
Buildings
Total accumulated depreciation

Total capital assets, being depreciated, net

Total capital assets, net

NOTE 4 - LONG TERM LIABILITIES

A. BONDS PAYABLE:

Ending

o :;Baia'n'c_'e Increases  Decreases Balance
1,590 8529537 $64261 466,866
536,186 0 I $536,185
: 53_7,'77_6_ 529,537 64,262 1,003,051
9,809,687 64,260 0 9,873,947
486,865 7,520 0 494 385
41,827 1\ 0 41,827
10,338,379 71,780 0 10,410,159
3,387,700 207,533 0 3,595,233
454,448 20,909 0 475,357
9,095 1,125 0 10,220
3,851,243 229,567 0 4,080,810
6,487,136 (157,787 0 6,329,349
$7,024,912 $371,750 $64,262 $7,332,400

The District has issued revenue bonds where the District pledges income derived from the
The revenue bonds were issued to finance
construction projects to expand distribution facilities. Revenue bonds outstanding at year

constructed assets o pay debl service.

end are as follows:
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CI{UCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY TENNESSEE
NOTES TO FINANCIAL STATEMENT S
' Jlme 39 2(}13

Wiley Bros, F.ar.mer's Rl
: . Home Development

Issue Issue - - Iasue

1 ' 18 RN

Date of Issue 01/28/10 _ 04/06/07 '_ “40/15/11
Original Amount $2,480,000 $517,000 $1,140,000
Interest Rate - 2-3% 4.125% . 4375%
Term 22 years 38 yeais . 38 vears

The annual debt service iequiremems to matur:ty mchdmg principal and interest, are as

follows:
Year ended June 30 Principal Interest
Payments Paymeiits
2014 135,467 153,550
2015 136,362 150,355
2016 127,295 146,960
2017 123,269 143,173
2018 124,286 139,031
2019-2023 668,308 620,045
2024-2028 831,293 441,667
2029-2033 557,153 264,682
2034-2038 262,771 180,689
2039-2043 325472 117,988
2044-2048 309,683 46264
2049-2053 64,399 1641
$3,665,758 $2,406,045
Unamortized premium
80,845
$3,746,603

All property constituting the distribution system is pledged under a statutory mortgage lien in
favor of the bondholder.

B. LONG TERM LIABILITIES:

Long-term liability activity for the year ended June 30, 2013, was as follows:
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CHUCKEY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
NOTES TO FINANCIAL STATEMENTS

June 30, 2(}13 o
Beginning o Ending  Due Within
Balance Additions - Reductions Balance One Year
Meter deposits $ 30340 $ 0% 18800 $ 11,540 $ 0
Bonds payable 3,825,368 0 159610 _3.665.758 135,470
Total $3,855,708 § 0 $.178410 $3,677298 § 135470

NOTE § - RISK MANAGEMENT

The District handles risk through commercial insurance policies designed to minimize exposure.
Past experience indicates this approach is adequate.

NOTE 6 —~ JOINT VENTURE

The District, in conjunction with Cross Anchor Utility District, created the Chuckey Cross
Anchor Force Account (FA). The FA provides labor and equipment to both Chuckey and Cross
Anchor to construct line extensions and replace existing lines. Both Chuckey and Cross Anchor
contributed equally to purchase FA assets and have an ongoing financial responsibility. The FA
does not have audited financial statements. The District contributed $200,383 to the FA during
the year and had related expenses of $208,840, leaving a balance of $2,638 for the investment in
the joint venture at year end.

NOTE 7 - RETIREMENT PLAN

Plan Description

Employees of the District are members of the Political Subdivision Pension Plan (PSPP), an
agent multiple-employer defined benefit pension plan administered by the Tennessee
Consolidated Retirement System (TCRS). TCRS provides retirement benefits as well as death
and disability benefits. Benefits are determined by a formula using the member’s high five-year
average salary and years of service. Members become eligible to retire at the age of 60 with five
(5) years of service or at any age with 30 vears of service. A reduced retirement benefit is
available to vested members at the age of 55. Disability benefits are available to active members
with five years of service who become disabled and cannot engage in gainful employment. There
is no service requirement for disability that is the result of an accident or injury occuiring while
the member was in the performance of duty. Members joining the system after July 1, 1979
become vested after five years of service and members joining prior to July 1, 1979 were vested
after four years of service. Benefit provisions are established in state statute found in Title 8,
Chapters 34-37 of the Tennessee Code Annotated (TCA). State statutes are amended by the
Tennessee General Assembly. Political subdivisions such as the District participate in the TCRS
as individual entities and are liable for all costs associated with the operation and administration
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Jlme 36 2013

of their plan. Benefit impr ovements are not apphcable to a polmcal subdivision unless approved
by the chief governing body. -

The TCRS issues a publicly available financial report that includes financial statements and
required supplementary information for the PSPP. That report may be obtained by writing to
Tennessee Treasury Department, C(msohdated Retirement System, 10" Floor Andrew Jackson
Building, Nashville, TN 37243-0230 or can-be a_cc;essed at hitp://treasury.state.tn.us ficrs/PS/.

Funding Policy :
The District requires employees to contr 1bute 5. 0 pelcent of earnable compensation,

The District is required to contribute at.an actua_riaily det’c_a_rmined rate; the rate for the fiscal year
ending June 30, 2013, was 8.10% of annual covered payroll. The contribution requirement of
plan members is set by state statute. The contribution xequnement for the District is established
and may be amended by the TCRS Board of Trustees.

Annual Pension Cost

For the year ending June 30, 2013, the District’s annual pension cost of $57,567 to TCRS was
equal to the District’s required and actual contributions. The required contribution was
determined as part of the July 1, 2011 actuarial valuation using the frozen entry age actuarial cost
method, Significant actuarial assumptions used in the valuation include (a) rate of return on
investment of present and future assets of 7.5 percent a year compounded annually, (b) projected
3.0 percent annual rate of inflation, (c) projected salary increases of 4.75 percent (graded) annual
rate (no explicit assumption is made regarding the portion attributable to the effects of inflation
on salaries), (d) projected 3.5 percent annual increase in the Social Security wage base. The
actuarial value of assets was determined using techniques that smooth the effect of short-term
volatility in the market value of total investments over a ten-year period. The District’s unfunded
actuarial accrued liability is being amortized as a level dollar amount on a closed basis. The
remaining amortization period at July 1, 2011, was 20 vears. An actvarial valuation was
performed as of July 1, 2011, which established contribution rates effective July 1, 2012.

Trend Information

Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cast (APC) Contributed Obligation
June 30, 2013 $57,567 100.00% $0.00
June 30, 2012 $65,916 100.00% $0.00
June 30, 2011 $69,651 100.00% $0.00
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Funded Status and Funding Pragreés

As of July 1, 2011, the most recent actuaiial valuation date, the plan was 48.39 percent funded.
The actuarial accrued liability for benefits was $0.79 million, and the actuarial value of assets
was $0.38 million, resulting in an unfunded actuarial accrued liability (UAAL) of $0.41 million.
The covered payroll (annual payroll of active employees covered by the plan) was $0.60 million,
and the ratio of the UAAL to the covered payroll was 68.18 percent.

The schedules of funding progress, presented as required supplementary information (RSI)
following the notes to the financial -statements, present multiyear trend information about
whether the actuarial values of plan assets are increasing-or decreasing over time relative to the
AALs for benefits. : '

NOTE 8 - POSTEMPLOYMENT BENEFITS

The Board of Commissioners approved the provision of medical insurance coverage to
substantially all employees retiring for a period of 3 to 6 years, depending on years of service,
through the District’s group health insurance plan, which covers both active and retired
employees. To qualify for healthcare benefits under the plan, a full time employee is required to
work for the District at least 15 years and be at least 59 years of age when service with the
District terminates. Employees qualify for an additional year for each five years of service after
the initial 15 year requirement up fo 6 years.

Retirees may elect to purchase health insurance for their spouse while participating in the plan,
Retirees would be required to pay 100% of the cost of their spouse’s healthcare insurance
premiums, The District provides a maximum benefit equal to 90% of the cost of the monthly
premium of a full-time employee which, during fiscal year ended June 30, 2013, -was $691.04 per
month. The cost is funded and expensed as the coverage is provided. One retiree was covered for
medical insurance at June 30, 2013.

This plan is a single-employer defined benefit healthcare plan. The plan is funded on a pay-as-
you-go basis with expense calculated under the provisions of GASB 45 as described below. The
plan does not issue stand-alone financial reports.

In July 2004, the GASB issued GASB No. 45, “Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions.” GASB No. 45 requires
employers that participate in single-employer or agent multiple-employer defined other
postemployment benefit (OPEB) plans to measure and disclose an amount for annual OPER cost
on the accrual basis of accounting.

As of June 30, 2013, the actuarial accrued liability (AAL) for benefits was $377,908, and the
actuarial value of assets was $0, resulting in an unfunded actuarial accrued Hability (UAAL) of
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$377,908 and a funded ratio of 0. O{)% “The coveaed payroil (annuai payroll of active employees
covered by the plan) was $664,800, and the ratzo of the UAAL to the covered payroll was 56.9%.

The projection of future benefit paymen_ts for an- ongomg.plar_l involves estimates of the value of
reported amounts and assumptions about the ‘probability ‘of occurrence of events far into the
future. Examples include assumptions -about future ‘employment, mortality, and the healthcare
cost trend, Amounts determined regardirig-the funded status of the plan and the annual required
contributions of the employer ‘(ARC) are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the future, The schedule of
funding progress, presented as required suppiementary information following the notes to the
financial statements, piesents multi-year trend information about whether the actuarial value of
plan assets is increasing or decreasing over time relative to the actuarial accrued Habilities for
benefits. :

Projections of benefits for financial reporting purposes are based on the substantive plan (the
plan as understood by the employer and plan merbers) and include the types of benefits
provided at the time of each valuation and the historical pattern of sharing of benefit costs
between the employer and plan members to that point. The methods and assumptions used
include techniques that are designed to reduce the effects of short-term volatility in actuarial
accrued liabilities and the actuarial value of assets, consistent with the long-term perspective of
the calculations.

The following simplifying assumptions were made:

Retirement age for active employees — Active full time plan members were assumed fo retire at
age 59, which is the historical average age of retirement for employees of this employer. If an
employee would not qualify for benefits at age 59, the employee is assumed to work until the
year in which she/he becomes eligible, at which time the employee is assumed to retire. Active
full time employees age 59 or older who have qualified for postemployment benefits under the
plan are assumed to retire in the first projected year. Retirees are assumed to not elect coverage
for their spouses while on the plan.

Mortality — N/A in this case since benefits end at Medicare eligible age.

Marital status — N/A in this case since retirees are assumed to not elect coverage for their
spouses.

Turnover — The probability that an employee will remain employed until the assumed retirement
age was determined using non-group-specific-age based turnover data provided in Table 1 in
paragraph 35b of Statement 45. In addition, the expected future working lifetimes of employees
were determined using Table 2 in paragraph 35¢ of Statement 45,

Healthcare cost trend rate — The expected rate of increase in healthcare insurance premiums is
based on the most recent projections as of the calculation date made by the Office of the Actuary
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at the Centers for Medicare & Medibaid_' _S_er-_v-ices,“as i'p'u.blished in National Health Care
Expenditures Projections: 2010-2020, Table 3: Nationial Health Care Expenditures, Aggregate &
Per Capita Amounts, Percent Distribution, and Average Annual Percent Change by Sources of
Funds: Selected Calendar Years 2010-2020. (www.cms.hhs.gov)

Healthcare insurance premiums are expected to increase as follows:

For year ended 6/30 Inctease from previous year
2013 5.9%
2014 6:0%
2015 5.6%
2016 6.2%
2017 6.4%
2018 6.5%
2019 6.7%
2020 6:8%

Health insurance premiums — Because the terms of the plan cover the cost of healthcare
insurance premiums for retired premiums and premiums are not currently assessed separately for
the retiree group, the amount of current healthcare insurance premiums has been used as a basis
for calculating the present value of benefits to be paid. For the vear ended June 30, 2013, health
insurance premiums were $6,888.36. The employer pays premiums monthly, However, for
purposes of the calculations, it is assumed that the contributions are made at the end of the year.

Discount rate — Because the District finances OPEB using a pay-as-you-go approach, the
discount rate is based on the historical (and expected future) returns of its short-term investment
portfolio. The District expects to earn an average of 1.0 percent on these investments in the
future.

Other economic assumptions — The expected long-term inflation assumption of 3.6 percent is
based on projected changes in the Consumer Price Index for Urban Wage Earners & Clerical
Workers (CPI-W) in the 2011 Annual average indexes. The payroll growth is assumed to equal
the Tong~term inflation assumption.

Actuarial cost method — The ARC is determined using the entry age actuarial cost method.
Actuarial valne of plan assets — The District does not accumulate assets in a dedicated trust, or

equivalent arrangement, for purposes of funding its retiree healthcare obligation, Therefore, the
actuarial value of plan assets is zero.
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Annual required contributions of the employer- - The unfunded actuarial accrued liability is
amortized on an open basis over the aveiage expected future working lifetime at entry age or
thirty years, whichever is shorter. :

NOTE 9 - LINE OF CREDIT

During the year, the District entered into a line of credit agieement with Heritage Community
Bank. The agreement bears interest at a rate of 7.0% and matures on March 20, 2016. There was
no balance on the line of credit at year end. The line of credit was closed in October 2013.

NOTE 10 - PRIOR PERIOD ADJUSTMENT

As a result of implementing GASB Statement No. 65, ltems Previously Reported as Assets and
Liabilities, which reclassifies, as deferred outflows of resources or deferred inflows of resources,
certain items that were previously reported as assets and liabilities. Per the new statement, debt
issuance costs are recorded as an expense in the period incusred. Therefore, the District has
restated the beginning net position in the Statement of Net Position, effectively decreasing net
position as of June 30, 2013 by $92,696. The decrease results from no longer deferring and
amortizing bond issuance costs.

NOTE 11 - COMMITMENTS

The District entered into a contract with the formal general manager totaling $182,335 for
consulting services regarding construction and design services of the District’s waterlines over a
two year period. As of year-end, $22,792 had been expended on this contract.

NOTE 12 - SUBSEQUENT EVENTS

In preparing these financial statements, the District has evaluated events and transactions for
potential recognition or disclosure through December 02, 2013, the date the financial statements
were available to be issued.

After year end, the District entered into an agreement with Payment Services Network (PSN) to
begin offering customers the opportunity to electronically pay their bills. The anticipated
implementation date is November 19, 2013.
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OF GREENE AND WASHI COUNTY, TENNESSEE
SCHEDULE OF FUNDING PR@GRES ' TCRS RETIREMENT PLAN
: June 30, 013__ g

(Dollar Amounts in Thousands)

Adtuarial.

Acerved o UAAL as a
Actuarial Actuarial Liability Unfunded L Percentage
Valuation Value of (AAL) — AAL B '.Fg_z_nded Covered of Covered
Date Plan Assets ~ Entry. Age '_ (_UAAL) - Ratio Payrolil Payroll

(@ S (1) S i_)_(_)b 2 (o) ) ((b-a)lc)

July 1, 2011 $384 $793 . "_$4()_9 L 4839% $600 68.18%
July 1, 2009 $181 $759 $S78 '23.82% $549 105.28%

July 1, 2007 $0 s 86 000% $0 0.00%

The Governmental Accounting Standards Board (GASB) requires the plan to prepare the Schedule of
Funding Progress using the entry age actuarial cost method. The requirement to present the Schedule
of Funding Progress using the Entry Age actuarial cost method went into effect during the year of the
2007 actuarial valuation; therefore, only the three most recent evaluations are presented.
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CHUCKEY UTILIT - DISTRICT .
OF GREENE AND WASHING’I‘ON C()UNTY TENNESSEE
SCHEDULE OF FUNBING PROGRESS OPEB PLAN
g June 30 2913 '

(Dollar Amounts in Thousands)

Actuarial

Acerued o UAALasa

Actuarial Actuarial Liability - Unfunded Annual Percentage

Valuation Value of (AAL)— ~ AAL . " Funded Covered  of Covered
Date Plan Assett  EntryAge - (UAAL) -~ - Ratio Payroll Payroll
(a) (TR f,,_)_L)b a (arb) () ((b-a)c¢)

April 30, 2013 $0 $378 - $378 o _-..-d_:of)% $665 0.00%

The Governmental Accountlng Standards B{)a:d {GASB) ;equues ihe plan to prepare the Schedule of
Funding Progress using the entry age actuarial cost method. The plan went into effect during the year
of the 2013 actuarial valuation; therefore, only the most recent evaluation is presented.
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2014
015
Wte
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
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2032
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2034
2035
2036
2037
038
2039
2040
2041
2042
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CHUCKEY.UTILITY DISTRICT .

OF GREENE AND WASHINGTON COUNTY, TENNESSEE
. SCHEDULE OF-BOND DI

- " JUNE 30,2013

BOND 1 Co Y RoNB S S BONDR TOTALS

Pencipal . Intefest ) Pl‘il‘lbi[‘}f‘if L "fnté.rés_t. s ] fingijal Interest Principal Interest
115,000 L 851325 R R TR0 D 4BETS S 135467 0§ 153,550
115,000 83025 . L 7ISL P £ V3 48093 & 16362 5 150,355
105,000 80563 - ROT BFIE: 4486 & 127295 § 6960
100,000 77,750 CURAES L NEETE L L iaess 46851 § 123260 8§ 3173
100,000 74,625 SN -1 U 37t BRSO A . £ 46,183 S 12428 & 139,031
100,000 71,250 T A & L A [+ 45495 5 125348 § 34504
100,600 67,625 B -7 BN - T SBR[ 77 44772 8 1264355 § 129862
100,606 63,750 Cleey L URIeS L1708 44016 § 127681 § 124,831
110,600 59,000 303400 . IGeAR T asdnT 43227 S 138817 § 118878
120,800 53,250 oS eaEy 19302 42402 0§ 156077 S 111,883
125,600 47,125 SL228. L ISTE0 . G led 4540 s 156,392 § 104,428
130,000 40,750 . EL700 5288 2n0se 40640 S 152,764 § 96,678
135,000 34,125 12,493 14796 D rraed 39706 §  J9.19% § 85,621
145,000 7,25 T4 iagsd 0T 2 3878 % 06w S 80,127
125,000 20,375 o 3388 Cxgse. 24013 37691 5§ 162251 § 71816
90,000 15000 CaEIUs. IR Zshes 36620 5 IBEW § 64813
95,000 10,375 4375 L MRe s 2 35500 S B35S0 § 58,488
30,060 6,000 14,979 - 1'2:,'0_0:'9. s rara 34330 % 122353 8 52,339
80,000 2000 . 15609 CILaT L 98596 3108 § 1205 0§ 46487

. . 6365 dems. .- 203 31832 8 46,137 - § 42,555
- . 16949 19,039 T 3106 0498 § 41558 40,337
. - 17,661 9327 32,599 29165 8 50260 § 38,432
- . 18,404 8584 © 34,054 27650 % 52458 8 16,234
- - 19,178 7,810 35574 26130 8 547528 33,940
- . 19,984 7,004 37,162 24,562 § STUE  $ 31,546
- - 20,824 6,164 38,821 22383 S 59615 8 29,047
. - 21,699 5,289 40,553 21,158 & 62,250 § 26,440
- - 22,611 4,377 42,364 19,340 § 64,975 s 23N7
- - 23,562 3,426 44,253 17449 § 67817 20,875
- - 24,533 2,435 46,220 15,474 5 T0,783 $ 17,969
- - 25,585 1,403 48,194 13416 8 3EW 0§ 14,813
- - 20,083 356 50449 11,255 $ 70,337 $ 18,505
. - . - 52,702 9003 § 52,702 0§ 9,003
- - . . 55,054 6650 $ 55054 8 6,650
. - - - 57,511 4193 § 51518 4,193
- - - - 60,079 1,623 5 60,079 £ 1,625
. - - - 4320 6 s 430§ 16
$2070,060 § 949638 S 477,335  § 375,749 1118423 LIDZ258 S 3665758 $ 2406045




92,063, 483 -£7vas S
$5.50 '131’1000 gllons {GS)
$1,561.10) §/Hi13i0n gakilons

43.7%
13,18
1§47, 961
$218, %73
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CHUCI{EY UTILITY DISTRICT
OF GREENE AND WASHINGTON COUNTY, TENNESSEE
June '30" 2813

WATER RATES |

Effective March 1, 2012 7

Residential B T A e

First 1,000 gallons per month (mzmmum bzll) $17.77
Over 1,000 ga]lons pez month (pez 1 OOO gal ons) $5.50
Corporate . RPN TS SR S

First 1,000 gallons per month (mlmmum blH) $60.00
Over 1,000 gallons per month (per 1 000 gaiions) $5.50

NUMBER OF CUSTOMERS

The District has 4,310 active customers.
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CHUCKEY UTILITY DISTRICT OF GREENE
AND WASHINGTON COUNTIES, TENNESSEE

Residential
Coinmercial

Total

Customer

KDM Inc.

Chuckey School
Freshour Park
Tennessee Dept of Environment
Dani¢l Tyson Restaurant
State of Tennessee
Profile Tennessee

South Central School
Charles Love

Gibson's Apartimenis

Total

CUSTOMERS AND CGNSUMPTION
JUNE 3{) 2913 '

N umber of Customers

4 296

4310

’I‘en__Lar_géSé' Cnstmnél?s o

Annual cons&mptaon (MG)
: . - 2.60
2.41

2.18

1.0

(.66

0.63

0.60

0.59

0.52

046

11.66

Water Consumption and Billing

Total revenues
$14,930.35
$13,899.65
$12,667.65
$6,211.20

$3,800.89
$4,126.15
$3,963.90
$3,892.40
£3,004.49
$3,179.60

$69,676.28

The following sets forth the number of gallons (in MG) of water sold and the annual water billings
(prior to sales adjustments) of the District during the fiscal year.

Residential
185.4
$1,685,704

Commercial
11.11
£70,310

Uncoliected Amounts

$19,996 was uncollected during the fiscal year.
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CHUCKEY UTILITY _l_)I - TRICT_ OF GREENE

DEBT SERVICE C(}VE
JUNE 30, 2013

2013

Operating Revenues : N e T

Water Sales ST R 1710 271
Other Operating Revenues ' IR R AN 333,152
Interest Barned - L e 1,543

Total Operating Revenues : S s 2,044,966

Operating Expenses, excluding depreciation S 1,656,851
Net Revenue Available for Debt Service el - 3 _ 388,115
Maximum Annual Debt Service S X - ; o $ 289,017

Debt Service Coverage ( based on Maximum Annual Deb_t“Se;vicé__)_ AT . - 1.34
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Accrued Invoices

Project Related Labor

Equipment Parchased During Year

Other Payments
Cash Contributed During Year
Distributions to Utility

Expenses Paid by Joint Venture
Related to District

Total Expenses
Net

Equity Invested in Joint Venture at
Beginning of Year

Equity Invested in Joint Venture at
Year End

Cross Anchor

e - Utility District Total
98483 L0327 168,810
o310 31338 54,948
78200 L 90,903 169,193
_"_ZQQ,'?'»S's_-_"'- 192,568 392,951
208,840 159,183 368,023
- 208,840 159,183 368,023
(8457 33,385 24,928
11,095 47,285 58,380
$ 2,638 $ 80,670 83,308

33



DAVID M. ELLIS

Certified Public Accountant

Member, American Institute of
Certified Public Accountants

Member, Tennessee Society of
Certified Public Accountants:

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLEANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of
Chuckey Utility District
Greeneville, Tennessee

I have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards  issued by the Comptroller General of the United States, the financial statements of
Chuckey Utility District, as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise the Chuckey Utility District’s basic financial
statements, and have issued my report thereon dated December 2,2013.

Internal Control over Financial Repor{ing.

In planning and performing my audit of the financial statements, I considered Chuckey Utility
District’s internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing my opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Chuckey Utility
District’s internal control. Accordingly, I do not express an opinion on the effectiveness of Chuckey
Utility District’s internal control. '

A deficiency in Internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. I consider the deficiencies described in the accompanying schedule of
findings and recommendations as 13-01, 13-02, 13-05, 13-06, 13-07, 13-08, 13-09, 13-10, and 13-11
to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is_
less severe than a material weakness, yet important enough to merit attention by those charged with
governance. 1 consider the deficiency described in the accompanying schedule of findings and
recommendations as 13-12, 1313, 13-15, 13-16, and 13-17 to be significant deficiencies,

Leighton House » 132 Depot Street Wgst » Greeneville, Tennessee 37743
- (423) 787-0855 = Fax (423) 639-0124



Compliance and Other Matters R e

As part of obtaining reasonable assurance about whethe Chuckey Ut}hty Distnct’s financial
statements are free from material misstatement,. I per f'ormed tests of its compliance with certain
provisions of laws, regulations, contracts and. g:ant agreements, noncomphance with ‘which could
have a direct and material effect on ‘the. detezmmation of financial statement amounts. However,
providing an opinion on compl;ance wﬂzh those provisions was'not an- objectnre of my audit and,
accordingly, I do not express such an: opm:on “The results ¢ f .:my tests disclosed certain instances of
noncompliance or other matters ‘that are: requared to’ be, reported undet Government Auditing
Standards and which are descrlbed in the: accompanying. scheduie of ﬁndmgs and recommendations
as items 13-01, 13-03, 13-04, 13- 06 13 08 13 09 13-11, 13- 13 and 13-14.

Purpose of this Report

The purpose of this report is solely to desm ibe the scope of my testulg of internal control and
compliance and the results of that testing, and not to: provzde an‘opinion on the effectiveness of the
entity’s internal control or on compliance: This: rep(nt is anintegral part of an audit performed in
accordance with Government Auditing St&ndaids in c0n51deung ‘the entity’s internal control and
compliance. Accordingly, this commumcatmn ES niot: suitabie for any. other purpose.

Dl N EM..

David M. EHis, CPA
Greeneville, TN
December 2, 2013
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CHUCKEY UTILITY DISTRICT
SCHEDULE OF FINDINGS AND RECOMMENDATIONS
' June 30 2913 SR

Financial Statement Findings

Prior Year Finding

12-01 Deposits not properly collateralized;
Condition: Dépoéits.are not properly'collatéraiized at year end.
Criteria: The Internal Control and Compliance Manual for Tennessee Utility Districts Title
5 Chapter 7 Section 11 require coilatexahzatlon of 105 percent on all deposits above the
FDIC insured amounts.

Cause: Deposits were higher due to project not completing before year end.

Effect: In the unlikely event of a bank closure, the Districts uncollateralized deposits could
be lost.

Recommendation: The District should follow the guidance in the Internal Control and
Compliance Manual for Tennessee Utility Districts.

Management’s Comments: Management agrees with the finding.

This finding no longer continues to apply.

Current Year Findings

13-01 Unsuthorized Bonuses

Condition: The manager effected a holiday and longevity bonus check for the former
manager, as well as bonuses for herself and selected others without apparent authority or
approval from the Board.

Criteria: Tennessee Code section 7-82-309(a) (7) states in part:

“The Board of Commissioners of any District shall have the power and
authority to........ fix the salaries....... of employees. .....

Effect: Payment of unauthorized bonuses violates state law.

Recommendation: The Board should specifically approve all bonuses, rates of pay and
raises, review implementation of the decisions, and document the actions appropriately.

Management’s Comments: Management concurs.
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13-02 Defectively Executed Cons‘uiting Co’ﬁ’érﬁb ' .: :

Condition: A consultmg contract between the d;stuct and the former manager was
apparently signed by the Board president;. aithough he does not recall signing it. The Board
secretary did not attest the contract. Further, the minutes approving the contract appear to
have been altered after signature by thé'Bdardi.-PreSident.(See finding 13-04).

Criterier. The By-Laws of the Board of C’omm:suoners of Chuckey Utility District Article
IV Section I ftem 1 states in part:

All contracts.......... shail be s;gned by the President........and attested
by the Secretary.............

Effect:  Uncertainty arises regafding the intent of the parties and the validity and
enforceability of the document.

Recommendation: Contracts of any nature should be signed and attested according to the
requirements of the By-Laws, and approprlately recorded in the minutes of the meeting
where such contract was approved.

Management's Comments: Management concurs.

13-03 Duty Requirements Unrelated to District Business

Condition: Several employees were required at various times to perform duties at the
managers’ discretion which were unrelated to District business, but wages were paid from
District funds.
Criteria: Tennessee Code Section 7-82-113 states:

“Expenditures must be made for a lawful district purpose.”

Ejffect: The District is in violation of State law.

Recommendation: Employees should not be required to perform tasks unrelated to district
purposes.

Management’s Comments: Management concurs.

13-04 Meeting Minutes Unreliable or Incomplete

Condition: Minutes of meetings were maintained by the manager. Some actions
remembered by the Board were absent from the record, while one instance of alteration
was apparent and the ensuing entries were not familiar to board members.
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Criteria: Tennessee Code Section 7_-82»308(0)"s'tat.és: |

“The Secretary shall keep a 1ec01d of a!l pxoceedmgs of the commission,
which shall be available for inspection as other public records, and shall
be custodian of all official records of the c_h_stl fet.”

Effect:  Without a reliable record of each meeting’s proceedings, actions taken and
discussed in those meetings ‘bear no ewdence of applovai by the Board and violate State
law.

Recommendation: The Commission Secretary should take complete minutes in accordance
with State law, and should read those minutes at the next regular meeting (in accordance
with the By-Laws) for approval or additions and corrections.

Management’s Comments: Management concurs.

13-05 QPEB Plan not Properly _Authoriz_ed

Condition: The Board entered into an Other Post-Employment Benefits confract and Trust
agreement, but documents did not bear the Board Secretary’s attestation. Subsequent
revisions to the documents bear the Board president’s signature but he denies that he
signed them.

Criteria. See the reference for findings 13-02 (contract attestation) above.

Effect: The District is bound by a plan that was not executed according to the provisions of
the By-Laws.

Recommendation: Commissioners should carefully evaluate all significant matters to come
before it, and prior to any independent action by management employees. All applicable
law and controlling regulations should be adhered to.

Management’s Comments: Management concurs.

13-06 Unauthorized Fuel Purchases

Condition: An employee was paid mileage for reading the master water meters. However,
he had a Fuelman credit card on which he regularly purchased gasoline. He does not drive
a company vehicle. Diesel purchases from a local market were also charged to the card,
which was issued through the force (joint venture) account, but force account employees
purchase diesel at the local Co-Op which does not accept Fuelman cards. Chuckey
employees do not purchase diesel at the local Co-Op, but there are separate Fuelman cards
for each piece of off-road equipment.

Crireria: Tennessee Code Section 7-82-113 states:
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“Expenditures must be for a ia_wfu]. district ;purp_'osé.”

Effecr: The District is in violation of State law and_féiis_'to safeguard its resources.

Recommendation: Management should establish adequate controls over the use of credit
cards and reimbursements.

Management's Comments: Management concurs.

13-07 Improper Signatures

Condition: Several documents examined displayed the signature of the Board president but
he has repeatedly denied they are his.

Criteria: The Internal Control and Compliance Manual Jor Tennessee Municipalities, Title
3, Chapter 1, Section 1, states:

“The board should have processes in place to identify potential risks due
to changing circumstances. Technological developments, employee
turnover, new programs....The board should review all operations
periodically and reassess the risks related to entity-wide and activity-
level objectives.”

Effect: Lack of adequate oversight elevates the potential for fraud, waste and abuse in the
organization.

Recommendation:  Management should adopt a plan to assess the risks of changing
circumstances and periodically review operations in varying levels of detail in an increased

effort to safeguard entity resources.

Management’'s Comments. Management concurs,

13-08 Undocumented Expense Reimbursements

Condition: Several employees receive fixed annual reimbursement amounts for business
use of their personal cell phones. They are not required to justify or account for the
business usage nor must they request the reimbursement. Board members were unaware
the amounts were being paid and no approval was evident in the minutes. .

Criteric:.  The “Chuckey Utility District Reimbursement of Expenses for Utility District
Personnel” policy guide, Item 3 states:

“Expenses eligible for reimbursement must be actual, ordinary and
necessary in the conduct of district business.”
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Effect: Because there is no objecﬁvé method of accounting for actual business usage, the
district is violating its own.policy and ceuid be overspendmg for a service for which bids
could be taken and meaningful compax isons made

Recommendation: Consider ai’temat_iVes to the' curren't reimbursement program.

Management’s Comments: Management concurs.

13-09 Inadequate Purchasing Policy

Condition: While the District 'has adopted a purchasing policy that is compliant with
Tennessee Code Section 7-82-801, it is not detailed enough to define discretionary
purchase authority/limits applicable to management; amouints above which Board approval
is required. The utility manager held a retivement party for the retiring manager at a total
cost of approximately $ 7,600. The Board’s input regarding appropriate cost was not
sought. As a result, the Board had no opportunity to evaluate whether the cost was in
compliance with applicable law.

Criterig: Tennessee Code Section 7-82-113 states:
“Expenditures must be for a lawful district purpose.”

Add’l Criteria: Tennessee Code Section 7-82-403 states:
“...the board of commissioners is to collect reasonable rates to provide
for the operation and maintenance of the system. It is the board of
commissioners’ responsibility to ensure that district staff uses ratepayer

funds prudently. “

Effect: The cost of the occasion could not meet the commissioners’ determination of
“prudent” since it was not consulted, and so failed to safeguard district assets.

Recommendation: The adopted purchasing policy should be amended to clearly define
discretionary spending authority by employees other than commissioners.

Management’s Comments: Management concurs,

13-10 Failure to Communicate Infbrmation

Condition: The manager was routinely provided essential financial information (financial
statements and bank reconciliations) by the District accountant to present at the regular
Board meetings. The manager did not deliver the documents for the Board’s consideration.
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Criteria: “By-Laws of the Board -'of borﬁf}iiséiohe?s ” Ar'ticl'é 11T Item § states in part:

“The accountmg system shaii at ail times be subject to the supervision
and control of the Board.” :

Effect:  Commissioners must reiy on mfo:mative monthiy reports for insight into the
District finances regarding revenues and. expenses. Failure of the manager to provide the
Board with the prepared documents prevents the Board members from accomplishing their
fiduciary and oversight duties.

Recommendation: The Board sh_ouidtrev_iew and queétion (if warranted) various financial
reports prepared monthly by the District accountant.

Management's Comments: Management conours.

13-11 Inadequate Control of Credit Card Purchases

Condition: A MacBook Pro computer was purchased on a District credit card by the
manager, however the unit could not be found on District property or in District vehicles.
Further, all District technology operates on the Microsoft platform. A significant charge to
the Olive Garden restaurant was made, but no details regarding business purpose were
available,
Criteria: Tennessee Code Section 7-82-113 states:

“Expenditures must be for a lawful district purpose.”

Additional Criteria: The Internal Control and Compliance Manual for Tennessee Utility
Districts’ Title 5 Chapter 13 Section 6 states in part:

“The district purchasing policy should clearly define the types of
purchases permitted to be made using credit cards........

FEffecr: District resources may have been expended in violation of State law and were made
without Board knowledge or approval.

Recommendation: The Board should review existing policies, revise them as needed, and
implement a plan to monitor purchases on credit cards.

Management’s Comments. Management concurs.
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13-12 Vacation Policy Inconsistently Apnlif_:d
Condition: The manager effected pay for unused vacation for herself and selected others
while promulgating the belief among remaining employees that vacation days were to be
used or lost, and a payment option was not offered.

Criteria: The “Chuckey Utility District General Policy” manual states:

“Vacation time may not be accumulated and cartied forward to the next
year.,”

Effect: Stated intentions by the Board of Commissmneas to treat all employees fairly and
equitably may have been circumvented,

Recommendation: 'The Board should claufy the po icy staternent to eliminate uncertainty
in the future,

Management’s Comments: Management concurs.

13-13 Improper Reporting to the Tennessee Consolidated Retirement Systemn

Condition: The former manager was paid bonuses which were not approved by the Board
of Commissioners, and which were reported to TCRS as earnable compensation.

Criteria:  Tennessee Code Section 8-34-101(14) defines earnable compensation as the
compensation payable to a member for services rendered to an employer. Earnable
compensation can include bonuses as long as certain conditions are met. These conditions
are:

1. Payment is authorized by resolution legally adopted and approved by
the chief governing body of the entity;

2. The resolution provides the payment shall be included as earnable
compensation for retirement purposes; and

3. The payment is not made for the purpose of increasing a member’s

retirement benefit or inducing a member to retire.

Effect: The unapproved bonuses paid to management do not meet the criteria for earnable
compensation and should not have been reported to the Tennessee Consolidated Retirement

System as such,
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Recommendation: Management should take appropnate steps to Immediately correct the
record with TCRS, and should ablde the above referenced state faw in future bonus
declarations. -

Management’s Comments: Management concurs,

13-14 Missing Records

Condition:  Numerous receipts for credit card purchases, fuel purchases and check
stubs/receipts for payroll payments to managers could not be found in the office or other
District owned locations.

Criteria: The Internal Control and Compliance Manual for Tennessee Ultility Districts’
Title 5 Chapter 14 Section 6 states in part:

“NOTE: All disbursements, regardless of the accounting procedures,
must be supported by invoices, cash tickets, or other adequate supporting
documentation. The documentation should be sufficient to determine that
the expenditure was for a district purpose. (Statements are not adequate
supporting documentation.)”

Effect: District resources may have been expended in violation of State law and were made
without Board knowledge or approval.

Recommendation: The Board should review existing policies, revise them as needed, and
implement a plan to monitor purchases.

Management’s Comments: Management concurs.

13-15 Improper Bmployment Practices

Condition: Management (non-Board) fostered an employment environment that exposed
the District to legal challenges in the areas of whistleblower policies, retaliatory discharge,
and wage and hour violations. This occurred through direct threats to several employees
for their continued employment if they were guilty of upstream information transfers. They
were also pressed for duty unrelated to District business and mandated duty without

appropriate pay.

Criteria: The “Chuckey Utility District General Policy’ manual states under Division of
Responsibility.

“The Manager of the utility shall be responsible for the administration of
these Personnel Policies.”

Under “duthority” which preambles the above statement, the policy states:
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“These rules are intended to comply w1th the iiilflioz‘ity provided by; and
to be consistent with, all -app]icable;l&ws.of the United States, the State of

Tennessee and all &pphcable ruies and regu lations of administrative
agencies having jurisdiction over Utilities.” '

Effect: Employment practices and 1ndzv1dual treatment expose the District to undue risk
and liability from violation of well-established faw.

Recommendation: The Board should take appropriate steps to empower a qualified human
resources officer to manage -employment issues and minimize exposure to legal action from
inappropriate practices. Management and supervisors should be trained to recognize and
respond to potential issues.

Management’s Comments: Management concurs.

13-16 Unauthorized Loans

Condition: 'The manager of Chuckey Utility District (and also Cross Anchor Utility
District) caused the Cross Anchor Utility District to write a check for a Chuckey debt (a
tank painting invoice in the approximate amount of § 53,000) from the Cross Anchor
money market account because cash flow was such that Chuckey could not pay the bill
when due. The effect of this transaction was to create a debt to another (Cross Anchor)
Diistrict.

Criteriar Chuckey Utility Debt Management Policy-Debt Management Strategies Section
C Number 3 states:

“All debt shall be approved by resolution of the Governing Body.”
Effect: Borrowing funds without Board approval violates Debt Management Policy and
requirements promulgated by the Tennessee State Funding Board (2010), which gave rise

to those policies.

Recommendation:  Funds transferred between Districts should never be commingled
without both Board’s direction and oversight.

Management’s Comments: Management concurs,

13-17 Purchasing Policy not Followed

Condition: The District has adopted a purchasing policy that is compliant with Tennessee
Code Section 7-82-801, however the manager failed to acquire bids and document
compliance with procedures for equipment purchases in excess of $ 10,000 per item in
accordance with that code section and policy section.
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Criteria: Tennessee Code Section 7 82 801 states
“purchases in excess of $ 10 000 1ot otherwme excepted .shall be
solicited from vendors-on such (TAUD) hst 11“ pubflc adveitlsement is not

used.” AN i

Add’] Criteria: Chuckey Utiiity D{szribt.iali-réﬁASiﬁg'-iao3l'icy;'

..the district shall- not be . req_mred to seek competatwe bids on
1tems costmg less: thanSi?.OOO” et

Effect: The purchases violate both’ state iaw and the Distnct s pmchasmg policy.

Recommendation: The adopted puwhasang pol;cy shouid be foHowed to avoid misuse of
District funds. .

Management’s Comments: Management.concurs.
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