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STATE OF TENNESSEE
William R. Snodgrass COMPTROLLER OF THE TREASURY

Comptroeller STATE CAPITOL
NASHVILLE, TENNESSEE 37243-0264

PHONE (615) 741-2501
December 3, 1998

The Honorable Don Sundquist, Governor
and

Members of the General Assembly

State Capitoi

Nashville, Tennessee 37243
and

Board of Directors

Northwest Community Services Agency

Union City, Tennessee 38281

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Northwest Community
Services Agency, formerly the Northwest Community Health Agency, for the year ended June
30, 1997. You will note from the independent auditor’s report that an unqualified opinion was
given on the faimess of the presentation of the financial statements.

Consideration of internal control over financial reporting and tests of compliance
disclosed a deficiency. which is detailed in the Results of the Audit section of this report. The
agency’s management has responded to the audit finding; the response is included following the
finding. The Division of State Audit will follow up the audit to examine the application of the
procedures instituted because of the audit finding.

Very truly yours,

T s e

W. R. Snodgrass
Comptroller of the Treasury

WRS/m
98/018



State of Tennessee

Audit Highlights

Comptroller of the Treasury Division of State Audit

Financial and Compliance Audit
Northwest Community Services Agency
For the Year Ended June 30, 1997

AUDIT OBJECTIVES
The objectives of the audit were to consider the agency’s internal control over financial
reporting; to determine compliance with certain provisions of laws, reguiations, contracts, and
grants; to determine the fairness of the presentation of the financial statements: and to
recommend appropriate actions to correct any deficiencies.

COMPLIANCE FINDING

Funds Committed Without Approval
The agency entered into a contract before the Plan of Operation was approved, thus agreeing to
perform services before it had the approval to do so (page 7).

OPINION ON THE FINANCIAL STATEMENTS

The opinion on the financial statements is unqualified.
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Northwest Community Services Agency
For the Year Ended June 30, 1997

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financial and compliance audit of the Northwest Community
Services Agency. The audit was conducted pursuant to Section 37-5-313, Tennessee Code
Annotated, which authorizes the Comptroller of the Treasury to “make an annual audit of the
program established by this part as part of the comptroiler’s annual audit pursuant to Section 9-3-
211

BACKGROUND

Tennessee’s 12 community health agencies were created by Chapter 567 of the Public
Acts of 1989, known as the Community Health Agency Act of 1989. This legislation established
a defined system of health services to make health care available to the indigent citizens of
Tennessee. The community health agencies determined areas of need in their geographic areas
and ensured that services were available to meet those needs.

In May 1996, legislation known as the Community Services Agency Act of 1996
replaced the community health agencies with the community services agencies. The purpose of
these agencies is to coordinate funds and programs designated for care of children and other
citizens in the state. '

The Northwest Community Services Agency comprises the following counties: Benton,
Caroll, Crockett, Dyer, Gibson, Henry, Lake, Obion, and Weakley. The agency’s administrative
offices are in Union City, Tennessee.

The governing body of the Northwest Community Services Agency is the board of
directors. As of June 30, 1997, the board was composed of nine members. (See Appendix.)

An executive committee, consisting of three board members, has the authority to act on
behalf of the board of directors in the management of the agency’s property, affairs, and funds in
extraordinary circumstances when the governing board cannot convene.

The agency’s programs are carried out by a staff under the supervision of the executive
director, who is appointed by the Commissioner of the Department of Children’s Services,
subject to the approval of the board.



AUDIT SCOPE

The audit was limited to the period July 1, 1996, through June 30, 1997, and was
conducted in accordance with generally accepted auditing standards and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller Gen-
eral of the United States. Financial statements are presented for the year ended June 30, 1997,
and for comparative purposes, the year ended June 30, 1996. The Northwest Community Serv-
ices Agency has been included as a component unit in the Tennessee Comprehensive Annual
Financial Report.

OBJECTIVES OF THE AUDIT

The objectives of the audit were
1. to consider the agency’s internal control over financial reporting to determine
auditing procedures for the purpose of expressing an opinion on the financial

statemnents;

2. to determine compliance with certain provisions of laws, regulations, contracts. and
grants;

3. 1o determine the fairness of the presentation of the financial statements; and

4. to recommend appropriate actions to correct any deficiencies.

PRIOR AUDIT FINDINGS

There were no findings in the pribr audit report.

OBSERVATIONS AND COMMENTS

During the audit period, the Northwest Community Services Agency entered into a
contract with the Department of Health, specifying that the agency would operate the

2



Community Development, Community Prevention Initiative, and Children’s Special Services
Care Coordination programs. The department’s participation in the Community Development
and Children’s Special Services Care Coordination programs, however, was greater than
indicated in the contract. The department operated the programs, and the agency served mainly
as a fiscal agent.

The Department of Health informed the community services agencies (CSAs) in Novem-
ber 1995 that all existing Community Development Program staff and equipment would be
transitioned to the department’s regional offices. Filled positions would move to the regional
offices as soon as space was available. The CSAs were responsible for posting the vacant
positions, but the Department of Health’s regional directors would interview applicants and make
recommendations to hire. The regional directors would also be responsible for supervising all
Community Development staff and for operating the program.

For the Children’s Special Services Care Coordination program, the Department of
Health selected the personnel to be hired and set the salary schedules. Those hired under the
contract for this program also worked in the counties or regional health offices and were
supervised by Department of Health employees.

The salaries for all program employees, travel costs, and other program costs were paid
by agency checks. The Department of Health reimbursed the agency for these costs, including
the agency’s administrative costs for serving as a fiscal agent.

The Attormey General has previously advised that contracts of this type are unauthorized.
The contracts with the Northwest Community Services Agency and other agencies serving the
Department of Health were also noted in the most recent audit report on the department.

RESULTS OF THE AUDIT

AUDIT CONCLUSIONS

Internal Contro} Over Financial Reporting

As part of the audit of the agency’s financial statements for the year ended June 30, 1997,
we considered internal control over financial reporting to determine auditing procedures for the
purpose of expressing an opinion on the financial statements, as required by generally accepted
auditing standards and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Consideration of
internal control over financial reporting disclosed no material weaknesses.



Compliance

The results of our audit tests disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards. An immaterial instance of noncompliance,
along with the recommendation and management’s response. is included in the finding and
recommendation.

Fairness of Financial Statement Presentation

The Division of State Audit has rendered an unqualified opinion on the financial
statements of the Northwest Community Services Agency.



STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT

_ SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESAEE 37242-0264
PHONE (615) T41-3637
FAX (618) 531-2765

Report on Compliance and on Internal Control Over Financial Reporting
Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

January 15 1998

The Honorable W. R. Snodgrass
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Snodgrass:

We have audited the financial statements of the Northwest Community Services Agency,
a component unit of the State of Tennessee, as of and for the year ended June 30, 1997, and have
issued our report thereon dated January 15, 1997. We conducted our audit in accordance with
generally accepted auditing standards and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the agency’s financial
staternents are free of material misstatement, we performed tests of the agency’s compliance with
certain provisions of laws, regulations, contracts, and grants, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and,
accordingly, we do not express such an opinion. .The results of our tests disclosed no instances
of noncompliance that are required to be reported under Government Auditing Standards.

We did, however, note an immaterial instance of noncompliance that we have included in
the Finding and Recommendation section of this report. We also noted certain other less signifi-
cant instances of noncompliance that we have reported to the agency’s management in a separate
letter.



The Honorable W. R. Snodgrass
January 15, 1998
Page Two

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the agency’s intemnal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be mate-
rial weaknesses. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving internal control over
financial reporting and its operation that we consider to be material weaknesses.

However, we noted other matters involving the internal control over financial reporting
that we have reported to the agency’s management in a separate letter.

This report is intended for the information of the General Assembly of the State of Ten-
nessee and management. However, this report is a matter of public record, and its distribution is

not limited.

Sincerely.

Arthur A, Hayes, Ir., CPA, Director
Division of State Audit

AAH/rm



FINDING AND RECOMMENDATION

The agency committed funds without approval

Finding

The Northwest Community Services Agency entered into a fiscal year 1998 contract with
the Department of Health before the fiscal year 1998 Plan of Operation was approved. The Plan
of Operation is the legal instrument governing the activities of the community services agency
[Tennessee Code Annorated, Section 37-5-310(a)] and must be approved by the Commissioner of
Children’s Services, the Commissioner of Finance and Admimistration, and the Comptroller of
the Treasury. Therefore, the agency agreed to perform services and may have committed state
and federal funds before it had approval to do so. According to the Community Health Agency
Rules and Regulations governing the community services agencies, the agency could have
continued operating under the fiscal year 1997 contract with the Department of Health, provided
funds were still available.

Recommendation

The Northwest Community Services Agency should not enter into contracts until the Plan
of Operation has been approved. If the new fiscal year Plan of Operation is not approved on
July 1, the agency should continue under the previous year’s plan, provided funds are available.

Management’s Comment

We concur. We agree that the specified contract with the Department of Health was, in
fact, executed prior to the formal approval of the Agency’s Fiscal Year 1998 Plan of Operations,
as we have also done in previous operating years without objection being voiced. The Agency
was informed by the Department of Health that under their policies no funds for continuing
program operations could be, or would be, made available to the Agency on or after July 1, 1997,
absent the Agency’s execution of the contract documents on the Department of Health’s
requested time schedule which ended prior to the final approval of the Fiscal Year 1998 Plan of
Operations. Therefore, the Agency executed the contract documents as requested by the
Department of Health with a focus on continuing to provide, on an uninterrupted basis, the
essential program services provided to the programs’ various clientele under this contract. Had
we not executed the contract as instructed by the Department of Health, we also would have been
placed in the position of having no reasonable choice but to discontinue these program
operations, thereby having to place all program staff on unpaid furlough status (a total of 3
employees). Additionally, we had submitted our Plan of Operations in a timely manner prior to
April 1, 1997 and we were under the impression that it would be approved by July 1, 1997, the
date on which the contract became effective. At no point did the Agency intend to circumvent
the applicable Rules and Regulations governing our operations. Our only intent was to ensure



that essential services to the population we serve were not interrupted. In the future, the Agency
will not execute such contractual agreements until such time as formal approval of our Plan of
Operations for the operating period has been obtained.
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STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT

DIVISION OF STATE AUDIT

SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37242-0264
PHONE (615) 741-3697
FAX (615) 532-2765

Independent Auditor’s Report
January 15, 1998

The Honorable W, R. Snodgrass
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Snodgrass:

We have audited the accompanying combined balance sheets of the Northwest
Community Services Agency, a component unit of the State of Tennessee, as of June 30, 1997,
and June 30, 1996, and the related statements of revenues, expenditures, and changes in fund
balances for the years then ended and the statement of changes in assets and liabilities of the
agency fund for the year ended June 30, 1997. These financial statements are the responsibility

of the agency's management. Our responsibility is to express an opinion on these financial
statements, based on our audits.

We conducted our audits in accordance with generally accepted auditing standards 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
of mate-rial misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Northwest Community Services Agency as of June 30,
1997, and June 30, 1996, and the results of its operations for the years then ended in conformity
with generally accepted accounting principles.



The Honorable W. R. Snodgrass
January 15, 1998
Page Two

As discussed in Note 8 to the financial statements, the agency implemented GASB State-
ment 27, “Accounting for Pensions by State and Local Government Employers,” in conformity
with generally accepted accounting principles.

The Schedule of Funding Progress for Northwest Community Services Agency is not a
required part of the basic financial statements but is supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. However, we did not audit the information and
€xXpress no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated
January 135, 1998, on our consideration of Northwest Community Services Agency’s internal
control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants,

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/mM
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NORTHWEST COMMUNITY SERVICES AGENCY

COMBINT.D) BALANCE SHEETS

ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1997, AND JUNE 30, 1996

Exhibit A

Grovernmental
_Fund Type

General
 Fund

Assets and other debnt
Assets

ash (Note 2) 5 56103789

[nvestments
Prepaid items
Accounts receivable

Due from primary government (Note 3} 0S5 8B %4

Gieneral fixed assets {(Note 4)
Fumntture and equapment
[Leased equipment
Other debit
Amount to be provided for retirement of
general long-term obligations (Note 5)

Total assets and other debat £ 65926797

Lialaties, other credil, and fund balances .

Liabilities

Accounts payabie $ 6514z
Accrued payroll 144 282 76
Accrued payroll taxes and benefits 10,166 53
Accrued annual leave (Note 5)

Capital lease obligations (Notes % and 7} -
Due to prinary government (Note 3} 93,980 0%

[ue to other community services agencies
Armounts held in custody for others

Total liabilittes 32201982

Other credit
I[nvestment in general fixed assets (Note 4}

Fund balance

Reserved for prepaid iterns 191572
Unreserved 33533243
Total other credit and (und balance 33724815

‘Total liabilities, other credit, and fund balance $ 659.26797

The notes 1o the-financial statements are an integral part of this statement

o

Account Governmenial Fiduciary
. Growps Yund Type  Fund Type
(eneral Cieneral Tolals
Fixed lLong-Term (Memorandum General Agency
Assetls _Obligations Only) Fund  Fund
3 - % S61.M789 $ 42341261 % -
- 85,855 26 - 48,762 44
- 191572 s N2 -
- 433 42 12,376 18 -
- 95,8800.94 22,137 09 -
107,322 89 - 107,322 8% - -
14,995 00 - 14,695 (0} . -
120,56744 129,567 44 ) - -

-8 -8 7265242 S 2200846 $ -
- - 144 282 76 135,833.82 -
- - 10,166 53 9,840 50 -
. 124,667 25 124,667 25 - -
290019 4500 19 - -
- - 93,980.98 76,582 65 -
. - 93713 - -
S e B5ES526 e L RT624
: (12956744 537442 52 WA5 4y BG4
1221789 - 122317 89 - -
- - 191572 915 72 -
S - 33533243 _33ee04s o
12211789 . 459,566 04 3457617 -

8585526 % 12211789 § 12956744 % 997.008 56 $ 55884160 3 4876244 % 10730430

Account
Groups

"General
Long-Term
~Obligations

_ 124,46 62

5_1?2,_]_1'_1'_89_ § 12956744 3”79??,003756 $ S55BB4160 §  4BT6244 8 10780430 £ 12404662

11522392
8,822 70

12404662

Totals
(Memorandum
.. Only}

423,412 61
48,762 4
9572
12,376 18
122,137.09

52,809 30
14,995 00

124,046 62

§ B394549%

22.008 45
135.833.82
9,840 50
11532392
B 52270
76,582.65

AR M

7088

107,804 .30

N5 7
313,650 45

 4nm047

$ 104662 S BINAS496



NORTHWEST COMMUNITY SERVICES AGENCY
STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
FOR THE YEARS ENDED JUNE 30, 1997, AND JUNE 30, 1996

Exhibit B

Revenues

State grants and contracts
TennCare contract services
Interest

Total revenues

Expenditures
Salaries and wages

Fringe benefits

Professional services

Supplies

Telephone

Postage

Occupancy

Equipment rental and maintenance
Printing and subscriptions
Travel/conferences

Insurance other than furnishings
Grants and subsidies

Specific assistance to individuals
Other nonpersonnel expenses
Furniture and equipment (Note 4)
Capital lease principal (Notes 5 and 7)
Capital lease interest

Other

Total expenditures

Excess (deficit) of revenues over
(under) expenditures

Fund balance, July 1
Fund balance, June 30

The notes to the financial statements arc an integral pari of this statement.

12

General Fund
For the Year For the Year
Ended Ended

June 30, 1997 June 30,1996
§ 353041284 $ 338873387
121,229.60 154.660.92
25,529.25 19.451.54
3,677171.69 3.562.846.33
2,360,233 .42 2,319,796.24
627,394 81 600,917.51
171,228.72 244,250.68
20,494.49 24,522.32
40,107.95 39,513.51
15,179.49 16,541.79
98.,061.89 935,890.96
56,004.09 49.5949.16
4,967.43 35.695.72
97,121.78 R6,978.29
6,054.00 5,691.00
104,798.32 27,770.19
29,568.53 -

3 87688 - 2,098.02
14,513.59 20,522.95
3,922.51 4,014.63
971.81 1,591.03

- 1,103.00
3,654,499 71 3,576,497.00
22,671.08 (13,650.67)
314,576.17 328,226.84

337,248.15

—_ 3T T



Exhibit C
NORTHWEST COMMUNITY SERVICES AGENCY

STATEMENT QF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUND
FOR THE YEAR ENDED JUNE 30, 1997

Ralance Balance
July 1, 1996 Addiliqn_s___ Dele!.E)_ni_ June 30, 199
Assels
Investments $ 4876244 § _41,360.21 $ 426739 $ 8585526
[.iabilities )
e Amounts held in custody for others $ 4876244 $ _41,360.21 s 47_2§'{39 $ 85,855.26

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



Northwest Community Services Agency
Notes to the Financial Statements
June 30, 1997, and June 30, 1996

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

In May 1996, the Tennessee General Assembly replaced the community health
agency (CHA) with the community services agency (CSA). Although the
agency’s mission has changed from providing health care services to indigent
citizens in the state to coordinating care for children and other citizens in the
state, CHA employees, financial assets and obligations, and fund balances now
belong to the CSA. The Northwest CSA works in conjunction with the
Tennessee Department of Children’s Services to coordinate “funds or programs
designated for care of children and other citizens in the state.”

Factors considered in determining reporting status were not affected by the
above legislation. Title 37, Chapter 5, of Tennessee Code Annotated established
the CSA as “a political subdivision and instrumentality of the state.” The
Northwest Community Services Agency is a component unit of the State of
Tennessee and is discretely presented in the Tennessee Comprehensive Annual
Financial Report. Although the CSA is a separate legal entity, the state is
financially accountable for the CSA because the state appoints a majority of the
CSA’s governing body and approves the CSA’s Plan of Operation (budget).

Basis of Presentation

The accompanying financial statements have been prepared in conformity with
generally accepted accounting principles as prescribed by the Governmental
Accounting Standards Board (GASB). Certain amounts presented for the
preceding year have been reclassified for comparative purposes.

Fund Structure, Basis of Accounting, and Measurement Focus

The financial records of the Northwest CSA are maintained on the modified
accrual basis of accounting. Under this basis, revenues are recognized when
they become measurable and available, and expenditures are recognized when
the related fund liability is incurred.:



Northwest Community Services Agency
Notes to the Financial Statements (Cont.)
June 30, 1997, and June 30, 1996

The general fund is presented using the flow of current financial resources
measurement focus. The agency fund is custodial in nature and does not meas-
ure results of operations or have a measurement focus.

The agency’s accounts are organized and operated on the basis of fund types
and account groups. A fund is an independent fiscal and accounting entity with
a self-balancing set of accounts. Fund accounting segregates funds according to
their intended purpose and is used to aid management in demonstrating compli-
ance with finance-related legal and contractual provisions. The minimum num-
ber of funds is maintained consistent with legal and managerial requirements.
Account groups are a reporting device to account for certain assets and
liabilities of the governmental fund not recorded directly in that fund.

The agency’s financial activities reported in the accompanying statements are
classified into two fund types and two account groups:

Governmental Fund Type

General Fund-—used to account for all resources not accounted for in
another fund.

Fiduciary Fund Type

Agency Fund—used to account for fnternal Revenue Code, Section 457.
deferred compensation plan balances.

Account Groups

General Fixed Assets Account Group {GFAAG)—used to account for all the
agency’s fixed assets. The GFAAG is not a fund, but rather a management
control and accountability listing of the agency’s general fixed assets.

General Long-Term Obligations Account Group—used to account for capi-
tal leases and annual leave obligations. The General Long-Term Obligations
Account Group is not a fund, but rather a separate set of self-balancing
accounts that provides certain information about the agency’s noncurrent
liabilities.

15



Northwest Community Services Agency
Notes to the Financial Statements (Cont.)
June 30, 1997, and June 30, 1996

D. Totals (Memorandum Only)

The total columns of the combined balance sheets are captioned “Memorandum
Only” to indicate that they are presented only to facilitate financial analysis.
Data in these columns do not present financial position in conformity with
generally accepted accounting principles. Neither are such data comparable to a
consolidation.

E. Budgetary Process

Legislation requires the CSA board to submit an annual plan of operation for
review and approval to the Commissioners of the Tennessee Departments of
Children’s Services and Finance and Administration and to the Comptroller of
the Treasury. As part of this plan, the CSA is to submit a financial plan for
operating and capital expenditures. The agency’s financial plan is prepared on
the modified accrual basis of accounting. The Plan of Operation may be
amended during the year with the written approval of the commissioners and the
Comptroller.

The agency does not have an annual appropriated budget. The Plan of Opera-
tion serves as an annual financial plan for budgetary purposes.

F. Investments
This classification consists of investments in the deferred compensation plan
valued at fair value.

G. Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting
periods and are recorded as prepaid items.

16



Northwest Community Services Agency
Notes to the Financial Statements (Cont.)
June 30, 1997, and June 30, 1996

NOTE 2.

NOTE 3.

DEPOSITS

The laws of the State of Tennessee require that state deposits be secured by
collateral securities with a market value of 105% of the face of the deposit not
secured by Federal Deposit Insurance (FDIC) coverage.

Deposits with financial institutions are required to be categorized to indicate the
level of custodial credit risk assumed by the agency. Category 1 consists of deposits
that are insured or collateralized with securities held by the agency or by its agent in
the agency’s name. Category 2 consists of deposits collateralized with securities
held by the pledging financial institution’s trust department or agent in the agency’s
name. Category 3 deposits are uncollateralized. This category includes any bank
balance that is collateralized with securities held by the pledging financial institution
or by its trust department or agent but not in the agency’s name.

At June 30, 1997, the carrying amount of the agency’s deposits was $2.985.41, and
the bank balance was $70,893.28. The entire balance was category 1.

At June 30, 1996, the carrying amount of the agency’s deposits was $1.745.72, and
the bank balance including accrued interest was $29,042.98. The entire balance was
category 1.

At June 30, 1997, and June 30, 1996, the agency had deposits in the State of
Tennessee Local Government Investment Pool administered by the State Treasurer

of $558,002.48 and $421.616.89, respectively.

At June 30, 1997, and June 30, 1996, petty cash on hand was $50.00.

DUE FROM/TO PRIMARY GOVERNMENT

June 30, 1997

Due From:
Department of Children’s Services—program funds $32,733.33
Department of Correction-program funds 62,685.31
Local Government Group Insurance 462.30
Total due from primary govemment $95,880.94

17



Northwest Community Services Agency
Notes to the Financial Statements (Cont.)
June 30, 1997, and June 30, 1996

Due to:
Department of Health—program funds $ 61,166.40
Department of the Treasury-retirement contributions 11,766.29
Department of Employment Security-unemployment taxes 150.80
Comptroller of the Treasury—audit fees 12,762.40
Department of Finance and Administration—

Office for Information Resources 8,135.09
Total due to primary government $ 93,980.98
June 30, 1996

Due From:
Department of Children’s Services—program funds $ 58,673.56
Department of Correction~program funds 63,463.53
Total due from primary government $122.137.09
Due to:
Department of Health—program funds $ 29,119.47
Department of the Treasury—retirement contributions 11,021.47
Department of Employment Security—unemployment taxes 135.23
Comptroller of the Treasury—audit fees 27,596.67
Department of Finance and Administration—
Office for Information Resources 8,709.81
Total due from primary government § 76,582.65

NOTE 4. GENERAL FIXED ASSETS

General fixed assets are recorded at cost and are not depreciated. Donations are
recorded at fair value at the date of the donation.

The following changes in general fixed assets occurred during the year ended
June 30, 1997:

18



Northwest Community Services Agency
Notes to the Financial Statements (Cont.)
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NOTE 5.

Balance : Balance
July I, 1996 Additions - Deletions June 30, 1997
Furniture and
equipment $107,804.30 $14,513.59 $ - $122,317.89

The following changes in general fixed assets occurred during the year ended
June 30, 1996:

Balance Balance
July 1, 1995 Additions Deletions June 30, 1996
Furniture and
equipment $87,281.35 $20,522.95 g - $107,804.30

GENERAL LONG-TERM OBLIGATIONS

The following changes in general long-term obligations occurred during the year
ended June 30, 1997:

Balance Increases Balance
July 1, 1996 {(Decreases) June 30, 1997

Amount to be provided for

retirement of general long-

term obligations $£124.046.62 $5.520.82 $129,567.44
Accrued annual leave $115,223.92 $9,443.33 $124,667.25
Capital lease obligations 8,822.70 (3,922.51) 4.900.19
Total general long-term

Obligations $124,046.62 $5,520.82 $129.567.44
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The following changes in general long-term obligations occurred during the year
ended June 30, 1996:

Balance Increases Balance
July 1, 1995 (Decreases) June 30, 1996
Amount to be provided for
retirement of general long-
term obligations $101,340.33 $22,706.29 $124.046.62
Accrued annual leave $88,597.56 $26,626.36 $115.223.92
Capital lease obligations 12.742.77 (3.920.07) 8.822.70
Total geﬁera] long-term
obligations $101,340.33 $22.706.29 $124,046.62
NOTE 6. OPERATING LEASES
The agency leases office space to carry out its activities and to administer the
various grant programs. Total expenditures under operating leases for space were
£73,900.00 for the year ended June 30, 1997, and $73,924.00 for the ycar ended
June 30, 1996. The leases were cancelable at the lessee’s option.
In addition, the State of Tennessee has entered into cancelable lease -agreements for
equipment on behalf of the agency. The agency reimburses the state for these lease
payments each month. Total reimbursements to the state for operating leases were
$48,835.88 for the year ended June 30, 1997, and $48,138.68 for the year ended June
30, 1996. The agency is not obligated to continue making the lease payments should
it discontinue use of the equipment.
NOTE 7. (CAPITAL LEASES

The agency has certain lease agreements in effect that are considered cépital leases.
These agrecments have beginning and ending dates ranging from August 1994 to
August 1998 and an imputed interest rate of 13.746%. The following is a schedule
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NOTE 8.

by years of future minimum lease payments under capital leases together with the
present value of the net minimum lease payments at June 30, 1997:

1997-98 | $4,894.32
1998-99 407.86
Total minimum lease payments 5,302.18
Less amounts representing interest " (401.99)

Present value of net
minimum lease payments $4,900.19

Capital leases for equipment are reported at $14,995.00 in the General Fixed Assets
Account Group at June 30, 1997.

DEFINED BENEFIT PENSION PLAN

During the year ended June 30, 1997, the agency implemented GASB Statement 27,
“Accounting for Pensions by State and Local Government Employers.” In
accordance with that statement, at transition it was determined that a pension liability
or asset does not exist for the plan.

A. Plan Description

All full-time employees 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). The TCRS admin-
isters a defined benefit pension plan that provides retirement, disability, and
death benefits as well as annual cost-of-living adjustments to plan members
and beneficiaries. Benefit provisions are established in state statute found in
Title 8, Chapters 34-37 of Tennessee Code Annotated. State statutes are
amended by the Tennessee General Assembly. Amendments to the TCRS are
not applicable to a political subdivision unless approved by the political
subdivision’s governing body.
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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 the Tennessee Department of the Treasury,
Consolidated Retirement System, 10th Floor Andrew Jackson Building,
Nashville, Tennessee 37243-0230, or by cailing 615-741-8202, ext. 139.

. Funding Policy

As authorized by the agency’s board of directors, the agency pays the total
pension contribution for its employees. A small number of employees whose
contribution rate was greater than 5% prior to the adoption of a noncontribu-
tory system still contribute the excess over 5%. The agency is required to con-
tribute an actuarially determined rate; the current rate is 8.29% of annual
covered payroll. The agency contributed $191,169 (8.29% of current covered
payroll) for the fiscal year ended June 30, 1997. The contribution requirements
of plan members are set by state statutes and approved by the political
subdivision’s governing body. Contribution requirements for the agency are
established and may be amended by the TCRS’ Board of Trustees.

Annual Pension Cost

The agency’s annual pension cost of $191,169 for fiscal year 1997 met the
agency’s required contribution.

The required contribution was determined as part of the June 30, 1995, actuar-
1a] valuation using the frozen initial liability actuarial cost method, a projected-
benefit cost method. Significant actuarial assumptions used include (a) rate of
return on investment of present and future assets of 8% a year compounded
annually, (b) projected salary increases of 7% a year (no explicit assumption 1is
made regarding the portion attributable to the effects of inflation on salaries)
compounded annually, (c) projected 6% annual increase in the social security
wage base, and (d) projected post-retirement benefit increases of 3% of the
retiree’s initial benefit. The actuarial value of the agency’s assets was deter-
mined using techniques that smooth the effect of short-term volatility in the
market value of investments over a five-year period. Amortized book value is
used for fixed-income securities. The agency’s unfunded actuarial accrued
liability is being amortized as a level-dollar amount of projected payroll on a
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NOTE 9.

closed basis. The remaining amortization period at June 30, 1995, was 23

years.
Three-Year Trend Information
Fiscal Year Annual Pension Percentage of APC Net Pension
Ended Cost (APC) Contributed Obligation
June 30, 1997 $191,169 100% h -

Information is shown only for the year available. Information for additional
years will be shown as it becomes available.

DEFERRED COMPENSATION PLAN

The Northwest Community Services Agency offers its employees a deferred
compensation plan in accordance with Internal Revenue Code, Section 457. The
plan, available to all agency employees, permits them to defer a portion of their
salaries until future years. The deferred compensation is not available to employees
until termination, retirement, death, or emergency.

Section 457 plan balances have been reported as an agency fund in the financial
statements. All amounts of compensation deferred under the plan, all property and
rights purchased with those amounts, and all income attributable to those amounts,
property, or rights, are (until paid or made available to the employee or other
beneficiary) solely the property and rights of the agency (without being restricted to
the provisions of benefits under the plan), subject only to claims of the agency’s
general creditors. Participants’ rights under the plan are equal to those of general
creditors of the agency in an amount equal to the fair value of the deferred account
for each participant. The agency has no liability for losses under the plan but does
have the duty of due care that would be required of an ordinary prudent investor.
The agency believes it is unlikely that it will use these assets to satisfy the claims of
general creditors in the future.
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NOTE 10.

NOTE 11.

NOTE 12.

CONTINGENCIES

Sick Leave-The agency records the cost of sick leave when paid. Generally, since
sick leave (earned one day per month with unlimited accumulation) is paid only
when an employee dies or is absent because of illness, injury, or related family death,
there is no liability for sick leave at June 30. The amount of unused sick leave was
$127,614.02 at June 30, 1997, and $99,120.74 at June 30, 1996.

Litigation-The agency is involved in several lawsuits, none of which are expected to
have a matenal effect on the accompanying financial statements.

DONATED FACILITIES

The Tennessec Department of Health donates office space, utilities, telephone
service, and copiers, and computer use and computers to the Northwest Community
Services Agency. The value of the donation is not recorded in the financial
staternents.

RISK MANAGEMENT

The agency 1s exposed to various risks of loss related to general liability; theft of,
damage to, and destruction of assets; errors and omissions; injuries to employees;
and natural disasters.

A. The agency carmies commercial insurance for risks of loss of its personal
property and surety bond coverage for risks of employee dishonesty. In the past
three fiscal years, the agency has not had any claims filed with the commercial
insurer.

B. The agency participates in the State of Tennessee’s Claims Award Fund, an
internal service fund in which the state has set aside assets for claim settlement.
This fund services all claims for risk of loss to which the state is exposed,
including general liability, automobile liability, professional malpractice, and
workers’ compensation. The fund allocates the cost of providing claims
servicing and claims payment by charging a premium to the participating
agencies based on a percentage of each agency’s expected loss costs, which
include both experience and exposures. This charge considers recent trends in
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actual claims experience of the state as a whole. An actuarial valuation is
performed as of each fiscal year-end to determine the fund liability and
premium allocation.

. The agency has elected to provide health coverage for its employees through a
health plan for eligible local governments and quasi-governmental agencies in
Tennessee. The Local Government Group Insurance Fund provides access to
affordable health insurance by pooling risk among the groups. The plan
provides for greater stability in controlling premium increases and, through a
structured managed care program, helps contain health care costs of
participating members.

The plan is administered by the State of Tennessee, using a separately
established fund. To this fund, premiums of participating units are deposited
and used to pay claims for health care costs of participants, as well as the state’s
administrative costs of the plan. The agency’s obligation under the plan is
limited to 80 percent of the total premiums. The employees are responsible for
the remaining 20 percent of the total premiums. Claims are administered by
Blue Cross Blue Shield of Tennessee, which i1s currently under contract to
provide these and other services to the state. Insurance premiums are adjusted
at the end of the year based on the claims experience of the pool. Individual
pool participants are not assessed additional premiums based on individual
claims experience. Employees and providers have 13 months to file medical
claims under Blue Cross Blue Shield of Tennessee.
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Schedule 1

Northwest Community Services Agency
Required Supplementary Information
Schedule of Funding Progress for
Northwest Community Services Agency

Unfunded
(Funding
Excess) AAL
‘ Actuarial Unfunded asa
Actuarial Actuarial Accrued {Funding Percentage of
Valuation Value of Liability Excess) Funded Covered Covered
Date Plan Assets {AAL) AAL Ratio Payroll Payroll
(a) (b) (b-a) (a/b) (c) ({b-a)/c)
6/30/97  $1,304,532 1,304,532 $ - 100% $2,306,019.51 0%

Information is shown only for the vear available. Information for additional years will be shown
as it becomes available.

Changes in Actuarial Assumptions

An actuarial valuation was performed as of June 30, 1997, which established subsequent
contribution rates. As a result of the June 30, 1996, experience study, significant actuarial
assumptions used in the valuation included (a) rate of return on investment of present and future
assets of 7.5% a year compounded annually, (b) projected salary increases of 5.5% a year (no
explicit assumption is made regarding the portion attributable to the effects of inflation on
salaries) compounded annually, (c) projected 4.5% annual increase in the social security wage
base, and (d) projected post-retirement increases of 3% annually of the retiree’s initial benefit.
The actuartal assumptions set forth in (a), (b), and (c) above for the June 30, 1997, valuation
differ from the assumptions used in the June 30, 1995, valuation. The June 30, 1997, actuarial
valuation also utilized a different methodology for the actuarial value of assets. The actuarial
value of assets was determined using techniques that smooth the effect of short-term volatility in
the market value of investments over a five-year period.
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