
 

AGENDA 
Utility Management Review Board 

December 4, 2014 
10:00 am 

Room 31, Legislative Plaza 
301 Sixth Avenue North 

(6th Avenue between Charlotte Avenue and Union Street) 
Nashville, Tennessee 

Call to Order 
 
 
Approval of Minutes        June 5, 2014   
     
 
Case:   O’Connor Utility District    White County 
   Cherokee Hills Utility District    Polk County 
   Mooresburg Utility District    Hawkins County 
 
Case – water loss:  East Sevier County Utility District   Sevier County 
   Crab Orchard Utility District    Cumberland County 
    
Status:   Lone Oak Utility District    Sequatchie County 
   Minor Hill Utility District    Giles County 
    
Complaint:  Craddock vs. Gladeville Utility District   Wilson County 
 
Investigative report:  Northeast Henry County Utility District   Henry County 
   Chuckey Utility District    Greene, Washington Counties 
   Cross Anchor Utility District    Greene County 
   Webb Creek Utility District    Sevier County 
 
Petition:   Luttrell-Blaine-Corryton Utility District   Union, Knox, Grainger Counties 

Crockett Public Utility District    Crockett County 
Sevier County Utility District    Sevier County  

   Middle Tennessee Natural Gas Utility District 
    Upper Cumberland Gas Utility District  Cumberland County 
 
Miscellaneous:  Depreciation presentation    Sheila Reed 

Commissioner training approvals 
Compliance Report 
Complaint log 

   Jurisdiction list 
Next UMRB regular meeting   

   
Open Discussion 
 
Visitors to the Legislative Plaza are required to pass through a metal detector and must present photo identification.  Individuals with disabilities who wish to 
participate in this meeting or to review filings should contact the Office of State and Local Finance to discuss any auxiliary aids or services need to facilitate such 
participation.  Such contact may be in person or by writing, telephone or other means, and should be made prior to the scheduled meeting date to allow time to 
provide such aid or service.  Contact the Office of State and Local Finance (Ms. Joyce Welborn) for further information. 

505 Deaderick Street, Suite 1500 
James K. Polk State Office Building 

Nashville, TN  37243-1402 
Telephone (615) 401-7864 

Fax (615) 741-6216 
Joyce.Welborn@cot.tn.gov 
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MINUTES 
of the 

UTILITY MANAGEMENT REVIEW BOARD MEETING 
June 5, 2014 

10:00 am  
 
The meeting of the Utility Management Review Board (UMRB) in Room 31 of the Legislative Plaza in 
Nashville, Tennessee, was opened by Chair Ann Butterworth. 
 
Board members present and constituting a quorum: 
Ann Butterworth, Chair, Comptroller Designee 
Tom Moss, Vice-Chair, Department of Environment and Conservation (TDEC) Commissioner Designee 
Don Stafford, Eastside Utility District Manager 
Pat Riley, Gibson County Utility District Manager 
Jim Hunter, West Wilson Utility District Commissioner 
Bruce Giles, First Utility District of Knox County Manager 
 
Members Absent: 
Loyal Featherstone, Citizen representative 
Jason West, Second South Cheatham Utility District Commissioner 
Rebecca Hunter, Hixson Utility District Commissioner 
 
Staff Present: 
Joyce Welborn, Comptroller’s Office 
John Greer, Comptroller’s Office 
Betsy Knotts, Comptroller’s Office 
 
Approval of Minutes 
 
Ms. Butterworth requested the members and staff to introduce themselves.  Ms. Butterworth noted 
that this was Mr. Giles first meeting. Mr. Giles is filling the vacancy due to the resignation of Mr. Troy 
Roach.  At 10:00am Ms. Butterworth called the meeting to order, declared a quorum, and stated that 
the first item on the agenda is consideration of the minutes of the meeting of April 3, 2014.  Mr. Stafford 
moved approval of the minutes of the April 3, 2014 meeting.  Mr. Riley seconded the motion, which was 
unanimously approved.  Ms. Butterworth then suggested rearranging the agenda to first take up the 
matters of those present at the meeting.   
 
Conflict of Interest 
 
Ms. Butterworth recognized Ms. Knotts.  Ms. Knotts read a statement regarding conflict of interest.  The 
statement referenced the rules of the UMRB which state that any Board member who has a financial 
interest, conflict of interest, or a contract of employment in a particular matter related to any case 
should not participate in any discussion of, or vote on, that particular matter.   
 
Investigative Report 
Powell Clinch Utility District  
In 2009, the Comptroller of The Treasury released an investigative audit of Powell Clinch Utility District.  
Based upon this audit, the Board voted in 2011 to initiate a contested case for removal against the 

3



commissioners for failure to fulfill the commissioners’ fiduciary responsibility in the operation or 
oversight of the district. 
 
Robert Lee, general counsel to the Comptroller, updated the Board on the case.  He explained that the 
Chancellor had remanded the case back to the Board ruling that a 2009 change of the law could not be 
applied retroactively.  The 2009 law change added the following ground for utility district commissioner 
removal: “failing to fulfill the commissioner’s or commissioners’ fiduciary responsibility in the operation 
or oversight of the district”.  With this ruling, many of the findings on which the Board’s removal action 
was based were now only eligible for consideration under the stricter standard for ouster of a public 
figure.  Mr. Lee recommended the Board take a voluntary dismissal of the pending petition without 
prejudice.  Ms. Butterworth clarified that the Board could still act on this matter at a later time if the 
Board subsequently reviewed the report and determined that the audit’s findings support conducting a 
contested case on whether the utility district commissioners should be removed from office for 
knowingly or willfully committing misconduct in office, or knowingly or willfully neglecting to fulfill any 
duty imposed upon the commissioners by law. 
Mr. Stafford made a motion for the Board to accept the recommendation of Mr. Lee.  Mr. Moss 
seconded the motion, which was unanimously approved.    
 
Northeast Henry County Utility District 
The Utility Management Review Board reviewed the investigative audit of Northeast Henry County 
Utility District at its August 1, 2013 meeting and voted to initiate a contested case hearing on whether 
the District commissioners should be removed from office for failing to fulfill the commissioner’s or 
commissioners’ fiduciary responsibility in the operation or oversight of the district..  Since the August 
2013 meeting, the decision in the Powell-Clinch case provides clearer guidance relating to the grounds 
for removal of a commissioner.  The case law defines a commissioner’s fiduciary responsibility as the 
duty to act with utmost good faith for the benefit of the district and not themselves—when exercising 
the duties, powers, and authority as defined in Title 7 Chapter 82, of the Tennessee Code Annotated.   
 
Ms. Knotts presented the background of the case.  Paul Matheny, chair of the District’s board of 
commissioners, was present to speak on behalf of the commissioners.  Mr. Matheny is the only 
commissioner presently at the District who was a commissioner during the scope of the investigative 
audit.  Ms. Knotts went over the investigative audit findings with Mr. Matheny and allowed him to 
provide a response to each of them.  Mr. Matheny stated that the District has changed managers since 
the time of the investigative audit.  Mr. Matheny also stated that a purchasing policy has always been in 
place – regardless of the information in the investigative audit.    Mr. Matheny stated that 
commissioners have never had control over the day to day operations of the District, nor should they.   

Regarding the investigative audit finding related to a commissioner receiving pay for work performed by 
a District employee, Mr. Matheny acknowledged that he was the commissioner/contractor who 
accepted money for the work performed.   Mr. Matheny stated to the Board, that the first day he went 
to the job site he realized a District employee had already completed a portion of the project for which 
he was hired.  Mr. Matheny then went to the District office to inform the other commissioners of what 
he had learned.  The other commissioners informed him that the Comptroller and TBI had been notified 
and they could not talk with him about this matter.   
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When questioned by a Board member, Mr. Matheny stated that he had not, nor had he offered to, 
reimburse the District for these costs.  After being prompted by a Board member, Mr. Matheny offered 
to reimburse the District for the amount of money that he had been paid for work actually done by a 
District employee.   

Mr. Moss made a motion to defer action on this matter until the next scheduled Board meeting.  Mr. 
Hunter seconded the motion, and asked Mr. Matheny to update the Board on the status of his 
reimbursement to the District before the Board takes up this matter again.  The motion was approved 
unanimously.   
 
Hearing 
 
Bent Creek Golf Village vs. Webb Creek Utility District 
At the previous Board meeting, the Board deferred action to the June 5, 2014 meeting pending receipt 
from Mr. Bart Kreps of the background information used in the rate study by Raftelis.  The information 
was submitted to the Board staff and counsel by April 11, 2014 and forwarded to the Board.   Counsel 
for each party submitted findings of fact and conclusions of law to the Board staff by May 15, 2014, as 
previously agreed. 
 
Ms. Knotts gave a brief summary of the findings of facts and conclusions of law submitted by both 
parties.  Counsels for both sides were asked to make a brief statement and remark if they had any 
disagreements with the information as Ms. Knotts had presented.   
 
Mr. Bob Vance represented Bent Creek.  Mr. Vance reiterated their position and asked that the Board 
grant Bent Creek’s petition.  Mr. Vance had no disagreements with Ms. Knotts summary.   
 
Mr. Jim Gass represented Webb Creek.  Mr. Gass reiterated their position. He asked that the Board 
accept the findings of fact and conclusions of law submitted on behalf of Webb Creek.   Mr. Gass had no 
disagreements with Ms. Knotts summary.   
 
After much discussion, Mr. Giles moved that the rates of the Webb Creek Utility District be found just 
and reasonable, that the Horizontal Property Act was not applicable in this case, the determination to 
use Equivalent Residential Units was acceptable under industry standards, and directed Board counsel 
to prepare any documentation needed as to this decision and disseminate such documentation.  Mr. 
Riley seconded the motion, which was unanimously approved.   
 
 
City of Elkton vs. South Giles Utility District 
As directed by the Board previously, the South Giles Utility District had a cost of service review 
performed.  Mr. John Hall with Tennessee Utility Assistance, LLC (TUA) gathered the information and 
prepared the review.  Mr. Dennis Dycus, TUA consultant, reviewed the information prepared by Mr. Hall 
and recommended that the District should be charging $43.30 per month per fire hydrant to recover 
their costs.  Mr. Bob Freudenthal with TUA was present but was not able to answer specific questions 
about the report. 
 
Elkton Mayor Carolyn Thompson made a presentation to the Board on behalf of the City.  Mayor 
Thompson made mention of the discrepancies in the report, stated that the City had never requested 
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the upgraded lines, and the City is not the only customer served by the “fire” infrastructure.  Mayor 
Thompson concluded that based upon these facts, the City should not be solely responsible for paying 
all cost related to the lines nor the percentage of the tank as reflected in the rate review.   
 
Ms. Cathy Dradt, manager for the District, presented information responding to the presentation by 
Mayor Thompson.  Ms. Dradt contended that the water lines had to be upgraded from 6” to 10” to 
maintain the fire service provided by the City.  She explained that the City pays the same per hydrant 
rate as the County and the State for hydrants located inside the District but outside the City limits of 
Elkton.   
 
Ms. Knotts explained that the Board has rules that provide suggested parameters for properly reviewing 
a rate challenge.  She also explained that the Board could ask for more information regarding the cost of 
service review, including the actual customers served by the water line upgrades.  Mr. Moss made a 
motion to defer until the next Board meeting and receive the cost of service documentation.  Ms. 
Butterworth seconded the motion.  Mr. Riley stated he believed it would be fair and just to take action 
on the matter at this time.  Mr. Moss and Ms. Butterworth withdrew their motions.  Mr. Stafford moved 
to find South Giles Utility District’s hydrant rates to be just and reasonable based on the study 
performed by TUA.  Mr. Riley seconded the motion.  The motion carried with four members voting yes.  
Two members (Mr. Moss and Ms. Butterworth) voted no on the motion. 
 
 
Status  
Lone Oak Utility District   
Lone Oak Utility District has been financially distressed since December 2006.  The Board has worked 
with the District to remedy their situation.  The Board asked that the commissioners be present on April 
3, 2014 to discuss their progress.  The commissioners failed to appear.  Due to the failure to appear, the 
Board voted to subpoena the commissioners of the District to require their attendance at the June 5, 
2014 meeting.   
 
Commissioners John Lyman, Bernard Stewart, and Carl Frazier were present at the meeting.  Mr. Lyman 
spoke on behalf of the Board of Commissioners.  Mr. Lyman explained that the District had exhausted all 
known solutions and no one wants to merge with them.  The lack of interest in merger is due to the low 
revenue (as received pursuant to the long term management and operating contract with Tennessee 
American) and high depreciation.  Sequatchie County declined to take them over because they currently 
do not operate a utility system and do not feel compelled to do so at this time.  The City of Dunlap and 
Walden’s Ridge Utility District are not interested in a merger due to Lone Oak’s poor financial 
performance.  Mr. Lyman explained that Tennessee American is responsible for all regular operation and 
maintenance, emergency repairs, and replacing of infrastructure.  The District’s position is that there is 
no need for depreciation due to the fact that the District has no responsibility to replace any assets.  Mr. 
Lyman also stated that he believes they are depreciating $500,000 worth of non-owned assets.  The 
spike in the amount of depreciation resulted from the failure of the former CPA who failed to do 
account for depreciation properly, and the current CPA will not overrule the previous one.  Tennessee 
American had originally agreed to provide an operating grant to the District to remove them from 
jurisdiction of the Board.  However, when the negative change in net position was revealed to be 
roughly $39,000 for the 2013 audit, Tennessee American would not make such a sizeable grant.  The 
commissioners at the District are exploring leasing the system totally to Tennessee American so that 
they could assume the depreciation.  Mr. Lyman stated that the contract with Tennessee American 
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stated that they must be in compliance with State Law.  When no explanation was offered for the failure 
of the commissioners to attend previously, Ms. Butterworth stated that the Board did not appreciate 
the commissioners failure to attend previous UMRB meetings when they were requested to do so.  
 
Mr. Moss moved that the commissioners of the District explore the legality of leasing the system to 
Tennessee American, explore the legality of the operations and management agreement with 
Tennessee American, and submit their findings and an action plan within 90 days to Board staff.  Mr. 
Riley seconded the motion, which was approved unanimously.   
 
Cases 
Financial Distress 
 
Surgoinsville Utility District 
Surgoinsville Utility District had been reported to the Board for having two consecutive years with a 
negative change in net position.  According to the District, an ongoing investigative audit by the 
Comptroller’s office delayed the compiling of the financial data, and preparation of the annual audits, 
for four consecutive fiscal years.  The District had to pay the equivalent of four fiscal years of financial 
data compiling fees and audit fees over the span of the 2012 fiscal year and 2013 fiscal year.    

The District increased rates by 25% for the January 2013 billing cycle, but unanticipated, drastic 
reductions in utilization/demand by an industry resulted in the effective increase in revenues of only 7%.  
Due to the expenses stabilizing (lack of abnormal accounting costs) the District is projecting a positive 
change in net position for the current fiscal year.   
 
Staff recommended the Board endorse the actions of Surgoinsville Utility District, and continue to 
monitor until an audit is received which reflects compliance.  Mr. Stafford moved that the Board accept 
the staff recommendation.  Mr. Giles seconded the motion, which passed unanimously.   
 
Unicoi Water Utility District 
Unicoi Water Utility District had been reported to the Board for having four consecutive years of a 
negative change in net position.  The original reason for the negative change in net position was related 
to the unsuccessful exploratory drilling for two new water wells which cost approximately $250,000.  
During this period the Board used cash on hand to cover the expenses instead of raising rates.   
 
The District recently signed a 20 year contract with the Town of Erwin to purchase water at $2.30 per 
thousand gallons.  On April 8, 2014, the District commissioners voted to increase the minimum bill by 
$8.00 to $33.00.  Any usage over 1,500 gallons was raised from $4.50 to $7.25 per thousand gallons.  
The District will also review rates annually beginning in January of 2015, and increase them by the cost 
of living, any increases from the Town of Erwin, or any other special circumstances.   
 
Staff recommended that the Board endorse the actions of Unicoi Water Utility District, and continue to 
monitor until an audit is received which reflects compliance.  Mr. Stafford moved that the Board accept 
the staff recommendations.  Mr. Riley seconded the motion, which passed unanimously.   
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Cagle-Fredonia Utility District 
The Cagle-Fredonia Utility District had been reported to the Board for having two consecutive years with 
a negative change in net position in its water system as of December 31, 2013.  The District purchases its 
water from Big Creek Utility District. Current cost of the water is $4.25 per thousand gallons.  Water 
costs have increased approximately $33,000 between FY 11 and FY 13. Approximately $30,000 in other 
expenses has increased during the same time period.  The District is projecting an annual increase in 
health insurance premiums from $12,000 to $40,000 in FY 14.  This cost increase was associated in part 
with adding the commissioners to the plan and changing insurance companies.  The current plan is 
through an affiliate of Tennessee Association of Utility Districts  
 
The District increased its rates $1.50 per 1,000 gallons effective April 2014.  The District is also in the 
process of changing to the State of Tennessee local government health insurance plan.  This will save the 
District an estimated $9,200 in the current fiscal year and $15,000 annually starting in FY15.   Due to this 
increase in rates and decrease in health related expenses, the budget has been revised to show a 
projected positive change in net position for the 2014 fiscal year. 
 
Staff recommended the Board endorse the actions of Cagle-Fredonia Utility District, and continue to 
monitor until an audit is received which reflects compliance.  Mr. Moss moved that the Board accept the 
staff recommendation.  Mr. Riley seconded the motion, which was unanimously approved.   
 
North Utility District of Rhea County 
The North Utility District of Rhea County had been reported to the Board for having two consecutive 
years with a negative change in net position as of September 30, 2013.  The financial and rate history is 
attached.  In 2010 Huber Engineered Woods, a specialty building products manufacturer, laid off 
approximately 75% of their staff.  At the end of 2011, the plant shut down operations completely.  This 
plant accounted for five to seven million gallons of water use per month, and approximately 50% of the 
usage in the entire system.  This loss was a contributing factor to the negative change in net position for 
FY12.  On January 1, 2013, Spring City raised the rates for water purchased by the District from $1.79 per 
1,000 gallons (up to 4.5 million gallons) to $5.09 per 1,000 gallons (up to 4.5 million gallons).     
 
On July 1, 2013, the District began purchasing water from the City of Rockwood for $1.85 per 1,000 
gallons.  Effective May 1, 2014, the District raised its 2,000 gallon minimum bill from $25.00 to $26.00.  
Any usage over the minimum was raised from $8.00 to $9.50 per 1,000 gallons.  Current projections by 
the District show a positive change in net position for FY 14 because of the increased rates combined 
with the decrease in water expense.   
 
Staff recommended the Board endorse the actions of North Utility District of Rhea County, and continue 
to monitor until an audit is received which reflect compliance.  Mr. Stafford moved that the Board 
accept staff recommendations.  Mr. Giles seconded the motion, which was unanimously approved.   
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Cases 
Water Loss 
 
Mooresburg Utility District 
Mooresburg Utility District had been reported to the Board for having a validity score of 62, and non-
revenue water of 57.60%.  The Board directed Ms. Welborn to get clarification regarding calibration of 
the District’s master meter.  Also, Ms. Welborn noted that the AWWA worksheet should be submitted at 
the same time as their annual audit, and not prepared subsequent to the audit. 
 
Spring Creek Utility District 
Spring Creek Utility District had been reported to the Board for having validity score of 54.  The Board 
directed Ms. Welborn to ask the District for more elaboration on their responses to the questionnaire 
they submitted.   
 
Clearfork Utility District 
Ms. Welborn provided the Board with information submitted by the District after the completion of the 
meeting packet.  The information was a follow up to a previous request of the Board.  No action was 
taken. 
 
Miscellaneous  
Water Loss Report: 
The annual report on water loss prepared by the Office of the Comptroller and submitted to the General 
Assembly had been included in the packet.  Board rules require the Board to review the report no less 
than annually to determine acceptable water loss percentage for public water systems.  Noting that 
systems are still adjusting to using the AWWA calculation, Mr. Riley made a motion to affirm the 
graduated requirements previously established by the Board, in coordination with the Water and 
Wastewater Financing Board, in 2012.  Mr. Moss seconded the motion which was unanimously 
approved.   The Water and Wastewater Financing Board had voted to affirm the current course of action 
the previous month. 
 
A customer complaint log, a list of utility districts under the jurisdiction of the Board and a water loss 
status list had been included in the packet.   
 
Compliance reports 
Carderview, Intermont, Northeast Henry, Sneedville, and Webb Creek Utility Districts have all submitted 
audits which reflect compliance with financial distress and/or water loss issues. 
   
New Legislation/AG Opinions: 
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Ms. Welborn shared two new pieces of legislation.  Public Chapter 536, Acts of 2014 changed the final 
appointment process for utility districts to be the County Commission – if the County Mayor did not 
choose from the recommended lists. Public Chapter 628, Acts of 2014 eliminated inconsistent language 
within the law regarding subsidies of tax dollars, required all water systems and wastewater facilities to 
operate as an enterprise fund by July 1, 2016, updated some accounting terminology, and deleted some 
obsolete verbiage.  Ms. Welborn also shared Attorney General Opinion 14-46 related to a City’s water 
and sewer rates outside corporate limits. 
 
Ms. Welborn stated at this time we do not any cases scheduled for the August 7, 2014 meeting.  At 
12:40 am Mr. Stafford made the motion to adjourn and Mr. Riley seconded it.  The motion carried 
unanimously.   
 
Respectfully submitted,  
 
 
 
Ann Butterworth      Joyce Welborn    
Chair        Utilities Board Manager  
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UTILITY MANAGEMENT REVIEW BOARD 
Case Study 

 
Case:    O’Connor Utility District 
Manager:   Tony Maggart 
Customers:   3,150 
Validity Score:  82 
Non-Revenue Water: 19% 
 
O’Connor Utility District has been reported to the Board as having two consecutive 
years with a negative change in net position as of December 31, 2013.  The 
financial and rate history is attached. 
 
In January 2013 the former manager of 31 years retired.  The new manager 
realized that certain financial aspects had been neglected, but did not want to 
immediately raise rates at the beginning of his tenure.   
 
The District has a high customer turnover rate that has led to uncollectible debts 
and unstable revenues.  District officials believe the area has also been negatively 
affected by the economic uncertainties of the past five years. 
 
The District buys all of its water from the City of Cookeville ($2.34 per thousand), 
and the City of Sparta ($2.20 per thousand).  Sparta also purchases water back 
from the District.  The District has electrical cost to pump water from Sparta, but 
has no electrical cost associated with receiving water from Cookeville.  Richards 
Leak Management was hired in March of 2014 to perform a leak survey.  Although 
the survey did not find any significant leaks, the District had approximately 
$150,000 of water loss in 2013. Grants have been applied for by the District to 
install new meters throughout their system.    
 
Effective January 1, 2014, the District raised water rates over all classes by 12% 
based on a recommendation by Stigall Engineering. Insurance cost and other 
expenses have also been reduced.  Due to the increased revenues and decreased 
expenses, the District is projecting a positive change in net position for the current 
fiscal year (FY14). 
 
 
Staff recommends the Board endorse the actions of O’Connor Utility 
District.  The District will remain under the jurisdiction of the UMRB until 
an audit is received which reflects compliance. 
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 Audited Audited Audited Audited Audited
FYE 12/31 2009 2010 2011 2012 2013
Water revenues 1,248,729$    1,291,698$    1,270,477$    1,279,631$    1,261,802$    
Other revenues 64,745$         64,966$         62,938$         89,226$         61,290$         
Capital Contributions  $         12,485  $       114,132 14,050$         17,887$         9,839$           

Total Revenue 1,325,958$    1,470,796$    1,347,465$    1,386,745$    1,332,932$    

Total Expenses  $    1,109,954  $    1,226,863 1,221,814$    1,374,227$    1,341,965$    

Operating Income  $       216,004  $       243,933  $       125,651  $         12,518  $         (9,033)
Interest Expense  $         42,937  $         40,989 38,732$         36,525$         34,703$         

Change/Net Assets 173,068$       202,944$       86,919$         (24,007)$        (43,736)$        

Add'l info
Principal payment 38,514$         43,427$         46,642$         36,581$         35,075$         
Depreciation 120,345$       122,864$       120,631$       129,505$       126,561$       

Customers 3,021             3,028             3,048             3,099             3,150             
Water Rates
First 1,000 gal (3/4" meters) 13.00$           13.00$           13.00$           13.00$           13.00$           
First 1,000 gal (1" meters) 25.00$           25.00$           25.00$           25.00$           25.00$           
First 1,000 gal (2" meters) 70.00$           70.00$           70.00$           70.00$           70.00$           
Over 1,000 gallons 7.00$             7.00$             7.00$             7.00$             7.00$             

Unaccounted for Water 36.68% 31.87% 32.18%
Validity Score          80                  82                  
Non-revenue water 16.60% 19.10%

HISTORY FILE
O' CONNOR UTILITY DISTRICT
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UTILITY MANAGEMENT REVIEW BOARD 
Case Study 

 
Case:    Cherokee Hills Utility District 
Manager:   L.J. Hoogendorn 
Customers:   110 Water 
Validity Score:  NA 
Non-Revenue Water: NA 
 
The Cherokee Hills Utility District has been reported to the Board as having two 
consecutive years with a negative change in net position as of December 31, 2013.  The 
financial and rate history is attached. 
 
Cherokee Hills has lost 13 customers during 2013.  This equates to $975 per quarter of 
lost revenue.  Many of the lost accounts are duplex style apartments that are no longer 
occupied.  The owner of these units has refused to maintain them and they are currently 
on the market for sale.  The last new tap put in the system was in 2009.  The availability 
of building lots limit growth to only 10 – 12 new customers.    
 
Also in 2013, Cherokee Hills spent approximately $1,200 to train a new operator.  The 
gentleman has resigned due to family matters and the search is under way to find 
another individual to train for this position.   
 
Expenses have been cut including: professional association dues, travel, and 
commissioner bill payment.  In lieu of meeting compensation, the commissioners were 
refunded their $300 payment at the annual meeting of the District.  Cherokee Hills is 
projecting a positive change in net position for the current fiscal year. 
 
Water Loss 
The UMRB voted to require the District to install one meter within each of the six Bac-T 
sampling areas.  However, District officials say that such an installation wills serve no 
purpose and refuse to do so.  Each six-inch meter would cost roughly $30,000 to install 
for a total cost of approximately $180,000. 
 
Staff recommends the Board endorse the actions of the Cherokee Hills Utility District 
for financial distress.  Staff also recommends the Board revisit the motion made at the 
December 5, 2013, meeting in regards to water loss.   
 
Cherokee Hills will remain under the jurisdiction of the UMRB until an audit is 
received which reflects compliance. 
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 Audited Audited Audited Audited
FYE 12/31 2010 2011 2012 2013
Water revenues 32,963$      33,207$      32,393$         31,754$         
Other revenues 1,513$        539$          609$              475$              

Operating Rev 34,476$    33,746$    33,002$        32,229$       

Operating Exp. 32,036$    30,412$    35,447$        32,499$       

Operating Income 2,440$        3,334$       (2,445)$          (270)$            

Interest Expense

Net position change 2,440$      3,334$      (2,445)$        (270)$           

Supplemental 
Principal payment
Depreciation 4,834$        4,834$       4,834$           4,834$           

Water Rates
Flat rate per quarter 70.00$        75.00$       75.00$           75.00$           
Customers 118            120            118                116               
Water Loss 100.00% 100.00% not provided not provided

CHEROKEE HILLS UTILITY DISTRICT
HISTORY FILE
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UTILITY MANAGEMENT REVIEW BOARD 
Case Study 

 
Case:    Mooresburg Utility District 
President:   Robbie Drinnon 
Customers:   475, Water 
Validity Score:   62 
Non-Revenue Water:  17.50% 
 
The Mooresburg Utility District has been reported to the Board as having two 
consecutive years with a negative change in net position as of December 31, 2013, and a 
low validity score of 62.  The financial and rate history is attached.  
 
The District purchased approximately 38% of its water from Bean Station Utility District 
in 2013.  Bean Station recently raised rates from 3% to 4% over their purchase cost from 
Morristown Utility System.  Mooresburg currently pays: $2.13 per 1,000 gallons up to 
50,000 gallons, $1.87 per 1,000 gallons next 50,000 gallons, and $1.66 per 1,000 gallons 
for all over 100,000 gallons.  Mooresburg also pays Bean Station a facility fee of $0.23 
per 1,000 gallons for all water purchased.  This charge is a pass through from 
Morristown Utility System.  The District is working towards being water self-sufficient in 
the next few years.  They are projecting a 50% decrease in water purchased for the 
current year.    
 
In response to a request made by the UMRB at the June 5, 2014 meeting, the District 
had its master meter calibrated during the week of October 20, 2014.  Also, older 
meters are being replaced and a meter replacement policy is being adopted.   All meters 
in the system will be inventoried and the meter numbers put in the District’s billing 
program for future reference.  Approximately 50 of the oldest meters in the system 
have been changed since January 1, 2013.    
 
The District has changed office staff and hired a new auditor in the last year.  They now 
have an independent bookkeeper handling their financial data on a regular basis.  All 
debt will be consolidated by the end of the year and all current lines of credit will be 
closed.  They are projecting an interest rate around 2% for the new consolidated debt 
package saving considerable interest expense.  Policies and procedures are being 
adopted to assure sound practices moving forward.    
 
In June the District raised rates by 5% on a minimum bill, and 10% on all overages.  The 
District is projecting a positive change in net position for the current year, 2014.   
 
Staff recommends the Board endorse the actions of the Mooresburg 
Utility District.  The District will remain under the jurisdiction of the 
UMRB until an audit is received which reflects compliance. 
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 Audited Audited Audited Audited Audited Audited Audited Audited Audited Audited Audited
Fiscal Year December 30 2002 2003 2004 2006 2007 2008 2009 2010 2011 2012 2013
Water revenues 114,031$      140,594$     133,193$    147,552$    162,900$     166,365$     185,914$    207,694$   209,289$    193,443$    229,095$   
Other revenues 5,490$          12,250$       -$               8,250$        12,135$       5,875$         2,630$        2,910$      4,100$        37,142$      41,163$     
Capital contributions 338,460$   138,540$    
Total Operating Revenues 119,521$    152,844$   133,193$  155,802$  175,035$   172,240$   188,544$  549,064$ 351,929$  230,585$  270,258$  

Total Operating Expenses 97,946$       118,868$   130,009$  141,503$  157,568$   190,598$   189,812$  218,124$ 198,167$  239,851$  215,334$  

Interest Expense 15,833$        23,679$       23,058$      24,036$      29,225$       27,082$       20,390$      33,461$    93,977$      62,255$      55,347$     

Change in Net Assets 5,742$         10,297$     (19,874)$   (9,737)$     (11,758)$   (45,440)$   (21,658)$   297,479$ 59,785$    
Change in Net Position (71,521)$  (423)$       
Supplemental Information
Principal payment 15,315$        14,943$       10,579$      6,265$        11,859$       14,663$       61,784$      61,784$      20,122$     
Depreciation 32,203$        30,939$       31,358$      34,682$      36,807$       38,212$       39,390$      41,300$    62,631$      69,449$      70,022$     

Water Rates - residential 1/1/2007
First 1,000 gallons 21.00$         21.00$        21.00$      21.00$        21.00$       21.00$       
First 2,000 gallons 16.60$          12.25$         16.50$        18.64$        20.47$         
All over 1,000 gallons 6.00$          6.00$          6.00$        6.00$         6.00$         6.00$         
All over 2,0000 gallons 2.85$            2.25$           2.85$          3.20$         3.20$          

Water Rates - commercial
First 1,000 gallons 26.00$         26.00$        26.00$      26.00$        26.00$       26.00$       
First 2,000 gallons 20.75$          18.50$         18.50$        24.38$        24.38$         
All over 1,000 gallons 6.96$          6.96$          6.96$        6.96$         6.96$         6.96$         
All over 2,0000 gallons 4.10$            3.25$           3.25$          6.96$         6.96$          
Customers 373 404 404 476 541 514 505 551 577 609 619
Validity Score 62 62 62
Water Loss 43.9% 68.623% 56.232%
Non-Revenue Water 60.20% 57.60% 17.50%
FY 05 Net asset change ($18,382) no other information available

MOORESBURG UTILITY DISTRICT
HISTORY FILE
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STATE OF TENNESSEE 

COMPTROLLER OF THE TREASURY 
Justin P. Wilson                                               JAMES K. POLK STATE OFFICE BUILDING, SUITE 1600 

Comptroller of the Treasury           505 DEADERICK STREET 

NASHVILLE, TENNESSEE  37243-1402 

PHONE (615) 401-7907 

FAX (615) 532-4499 

 

 

August 18, 2014 

 

 

 

Members of the Boards of Commissioners 

Chuckey Utility District 

Cross Anchor Utility District 

800 West Andrew Johnson Highway 

Greeneville, TN  37745 

 

Ladies and Gentlemen: 

 

 The Office of the Comptroller of the Treasury conducted a special investigation of 

selected records of the Chuckey Utility District and Cross Anchor Utility District which focused 

on the period July 1, 2011, through September 30, 2013. When warranted, this scope was 

expanded. 

 

 Presented in this report are the findings resulting from this special investigation. Copies 

of this report are being forwarded to Governor Bill Haslam, the State Attorney General, the 

District Attorney General, certain state legislators, and various other interested parties. A copy is 

available for public inspection in our office and may be viewed at 

http://www.comptroller.tn.gov/ia/. 

 

      Sincerely, 

 

       
      Stephanie S. Maxwell, Deputy General Counsel 

      Office of the Comptroller of the Treasury 

 

SSM/RAD 
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SPECIAL INVESTIGATION OF SELECTED RECORDS 
OF THE CHUCKEY UTILITY DISTRICT 

AND THE CROSS ANCHOR UTILITY DISTRICT 
FOR THE PERIOD JULY 1, 2011, THROUGH SEPTEMBER 30, 2013 

 
 

SUMMARY 
 
 The Office of the Comptroller of the Treasury performed a special investigation of 
selected records of the Chuckey Utility District and of the Cross Anchor Utility District, 
including the Force Account, which was created by an interlocal agreement between the two 
districts. The investigation focused primarily on the period July 1, 2011, through September 30, 
2013, and revealed the following: 
 

 The retired general manager, Shirley Collins, received $25,056 in bonuses in 
December 2012 that had not been approved by the boards of commissioners. 

 
 The former general manager, Kandie Jennings, used district funds totaling at least 

$2,064 to purchase a computer for her personal benefit. 
 
 Inconsistencies were noted regarding interpretation, authorization, and initiation date 

of a $182,334 employment contract with the retired general manager, Shirley Collins. 
 

 These matters were referred to the local district attorney general. 

 
 

BACKGROUND 
 

 Chuckey Utility District and Cross Anchor Utility District are separate legal entities with 
separate boards of commissioners, separate water lines, and separate customers. Until recently, 
the two districts shared a common staff, including upper management. Shirley Collins, a 30-year 
district employee, served as general manager for both districts until 2012, at which time the two 
districts appointed Ms. Collins’ daughter, Kandie Jennings, general manager1. Both boards of 
commissioners removed Ms. Jennings from that position in October 2013. For purposes of this 
report, Shirley Collins will be referred to as retired general manager and Kandie Jennings will be 
referred to as former general manager. 
 

                                                            
1Board of commissioners’ meeting minutes indicate that Cross Anchor Utility District appointed Ms. Jennings as 
general manager in May 2012 and Chuckey Utility District appointed Ms. Jennings as general manager in August 
2012. 
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 In addition, the two districts entered into an informal interlocal governmental agreement 
that created the Force Account. The Force Account was used as a method of pooling assets in 
order to provide manpower and equipment for line extensions and other capital projects for the 
two districts. 
 
 During the course of the investigation, questions emerged regarding the approval by 
individual board members of bonuses and other benefits. The power and authority of board of 
commissioners originate from the board’s actions as a governmental body, not from the actions 
of an individual member of the board. Section 7-82-301, Tennessee Code Annotated, states: “The 
powers of each district shall be vested in and exercised by a majority of the members of the 
board of commissioners of the district.” Section 7-82-309(a), states: “The board of 
commissioners of any district has the power and authority to: (1) Exercise by vote, ordinance or 
resolution all of the general and specific powers of the district.…” Therefore, individual 
commissioners have no authority to independently alter or establish district policies, to contract 
in the name of the district, or to commit and expend district funds.  

 
 

INVESTIGATIVE FINDINGS 
 
 The investigative findings resulting from this special investigation are shown below. 
These matters were referred to the local district attorney general. 
 
 
1. FINDING: Bonuses paid to retired general manager Shirley Collins without 

board approval 
 

Our investigation revealed that the former general manager, Kandie Jennings, paid 
district funds totaling $25,056 to her mother, retired general manager Shirley Collins, 
ostensibly for performance and longevity bonuses. Even though her daughter had 
assumed the role of general manager, Ms. Collins was still employed by the districts in an 
unspecified role. According to the minutes of the meetings, these bonuses were not 
approved by either district’s board of commissioners. In addition, in separate interviews, 
each individual board member stated that they did not approve and were not aware of the 
bonuses.  
 
Months after Ms. Jennings was named general manager, she directed two types of 
bonuses be paid to her mother. Ms. Collins received two performance bonuses totaling 
$9,168 in December 2012. Ms. Collins told investigators that this type of bonus had 
traditionally been given to most district employees over the last 10 years or more. Ms. 
Collins asserted the performance bonuses were most recently tied to performance 
evaluations, although she acknowledged that she had not received such an evaluation. 
Ms. Collins also received two longevity bonuses totaling $15,888 from the districts.  
 
Ms. Jennings told investigators that she conceived and developed the idea of a longevity 
bonus, and Ms. Collins was the only employee ever to receive this type of bonus. She 
further stated she had sought approval from the Cross Anchor Utility District’s Board of 
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Commissioners for this bonus. Ms. Jennings also explained that the Chuckey Utility 
District chairman, John Carter, had relayed to her through another district employee that 
he supported the bonus. As noted above, Cross Anchor Utility District and Chuckey 
Utility District commissioners maintained they were unaware of the bonuses. In addition, 
both Chairman Carter and the district employee named by Ms. Jennings indicated they 
had never discussed longevity bonuses with each other.  
 

 
2. FINDING: Former general manager made an unauthorized personal purchase of 

$2,064  
 

The former general manager, Kandie Jennings, used district funds totaling $2,064 to 
purchase an Apple computer and accessories for her personal benefit. On September 29, 
2012, Ms. Jennings used a district credit card to purchase an Apple MacBook Pro, along 

with three years of technology support and 
accidental damage from handling coverage, at 
Best Buy in Johnson City, Tennessee. In 
November 2012, district funds were used to pay 
for that charge. [Refer to Exhibit 1.]  

 
In October 2013, the two districts suspended and 
subsequently terminated Ms. Jennings. After Ms. 
Jennings’ suspension, staff discovered that the 
Apple computer and other equipment were not 
on district property. Ms. Jennings arranged the 
return of the Apple computer to district offices 
in March 2014. A forensic analysis of the 
computer’s hard drive by Comptroller staff 
revealed that no district-related software or files 
had been installed on the device. Instead, until 
October 5, 2013, the computer had been used 
exclusively for gaming, particularly the video 
game Minecraft®, and personal internet use. Ms. 
Jennings told investigators that although she had 
purchased the computer for district use, she had 
allowed a family member not employed by the 
district to use the computer beginning in January 
2013 and that it was never used for district 
business.

Exhibit 1 
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3. FINDING: Inconsistencies surrounding interpretation, authorization, and 
initiation date of an employment contract with retired general 
manager valued at $182,334  

 

Inconsistencies related to an undated consulting contract valued at $182,334 between 
Chuckey Utility District and retired general manager, Shirley Collins, created doubts and 
confusion about the interpretation, authorization, and initiation date of the contract. 
[Refer to Exhibit 2.] The Chuckey Utility District’s Board of Commissioners ostensibly 
approved the contract on August 15, 2012, according to the minutes of the board 
meeting2. [Refer to Exhibit 3.] The minutes contained no detailed discussion of the 
proposed contract, including cost or terms3, and did not include a copy of the contract. 
Ms. Collins told investigators that the contract, prepared by her daughter (former general 
manager Kandie Jennings), was signed by the board chairman, John Carter, at the board 
meeting. Both of the board members present at that meeting – John Carter and Dennis 
Adams – recalled agreeing to pay Ms. Collins’ health insurance premiums for two years 
following her retirement; however, neither recalled discussing a consulting contract or the 
terms of such a contract. In interviews with investigators, Mr. Carter stated he was unsure 
whether he signed the contract, but he would not have done so knowingly. 
 
The language of the contract indicated that Ms. Collins would become a consultant 
beginning the date the contract was executed and continuing for the next two years. Ms. 
Collins maintained the contract was executed on August 15, 2012; however, district 
payroll records revealed that during the following eight months, Ms. Collins’ 
employment status appeared to remain unchanged. Ms. Collins continued to receive her 
salary and other employee benefits – unchanged from when she was general manager. 
She also benefited from the generous employee bonuses referred to in Investigative 
Finding 1. She received her last payroll check from the district on April 15, 2013, and she 
received her first consulting check on April 26, 2013. 
 

                                                            
2Minutes of the Chuckey Utility District’s Board of Commissioners’ meetings were handwritten by either retired 
general manager Shirley Collins or her daughter, former general manager Kandie Jennings. 
3According to calculations found in Ms. Collins’ personnel file and based on subsequent payments to her, the 
contract was valued at $182,334 to be paid over two years in 24 monthly payments. 

59



Chuckey Utility District and Cross Anchor Utility District 

5 
 

Exhibit 2 
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Exhibit 3 

 

 

61



Chuckey Utility District and Cross Anchor Utility District 

7 
 

OTHER FINDINGS AND RECOMMENDATIONS 
 
 Presented below are the findings and recommendations related to internal control and 
compliance deficiencies noted during the investigation that we believe warrant the attention of 
Chuckey Utility District and Cross Anchor Utility District officials.   
  
 
1. FINDING: Lack of policy establishing reasonable expenses  
 

The former general manager, Kandie Jennings, spent at least $7,671 in district funds to 
arrange and finance a retirement party for her mother, retired general manager Shirley 
Collins. All the board members recall discussing the retirement party (and most attended 
the party); however, they failed to impose any restrictions on the cost of the event. The 
party was held the evening of Friday, June 28, 2013, at Ms. Collins’ home. It was open to 
employees, commissioners, other individuals related to the districts and their families.  
 
The districts paid for the rental of an 18-foot inflatable slide, an inflatable movie screen 
and projector, a Slushee machine, a cotton candy machine, and a hot dog machine. The 
cost included $1,944 for barbecue, which included 50 pounds of pulled pork and 40 racks 
of ribs. According to guests that helped clean up after that party, a considerable portion of 
the food was uneaten and was wrapped up and stored at Ms. Collins’ house.  
 
A second, private party for friends and family was held at Ms. Collins’ home the 
following day. According to guests who attended the private party, the rental items were 
used at the private party, and it appeared that the food served was left over from the 
district-funded party. Ms. Collins told Comptroller investigators that they may have 
served some of the leftovers from the district-funded party, but they also prepared other 
food themselves. In addition to the retirement party, the two districts spent $4,100 for 
Christmas parties in 2012.  
 
The districts failed to adopt policies and procedures specifically addressing the 
appropriateness, restrictions, and limits of disbursements not directly related to district 
operations. Section 7-82-403, Tennessee Code Annotated, addresses the fact that boards 
of commissioners should collect reasonable rates to provide for the operation and 
maintenance of the system. It is the responsibility of the board of commissioners to 
ensure that district staff understand and value the importance of prudent and sensible use 
of ratepayer funds. 
 
RECOMMENDATION: 
 
To help ensure that all district expenditures are for a valid district purpose and are 
reasonable and necessary for the purposes for which the districts exists, officials should 
consider establishing policies addressing the appropriateness of disbursements, such as 
the parties and meals noted above. 
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MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. Although disbursements not directly related to district operations, such as 
parties, are not specifically addressed in our current policy, all such disbursements will be 
formally approved by the board and recorded in the minutes along with an estimate of the 
anticipated cost prior to any disbursement. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. A new purchasing policy was adopted on June 9, 2014, based on TAUD 
guidance. Although disbursements not directly related to district operations, such as 
parties, are not specifically addressed in this policy. All such disbursements will be 
formally approved by the board and recorded in the minutes along with an estimate of the 
anticipated cost prior to any disbursement. 
 
 

2. FINDING: Violation of districts’ expense reimbursement policy 
 
Without the knowledge or approval of the boards of commissioners, former general 
manager, Kandie Jennings, paid herself and certain other employees of the districts a 
lump sum phone allowance of up to $3,600 per year. Ms. Jennings claimed that her 
allowance was to cover her cell phone, her home phone, and her home internet service. 
District files contained no documentation that these amounts represented actual expenses 
paid by employees for phone and internet use or that the reimbursements were for 
expenses reasonably related to and necessary for business of the districts. The districts’ 
expense reimbursement policies state that district employees are eligible for 
reimbursement for expenses that are actual, ordinary, and necessary in the conduct of 
district business.  
 
RECOMMENDATION: 
 
To help ensure all district funds are used only for valid district purposes, members of the 
boards of commissioners should confirm that any expense reimbursement is adequately 
documented and is for an actual, reasonable, and necessary district expense.  
 
MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. The board has approved a stipend to be paid weekly. This stipend will be 
reviewed annually by the board. 
 
 

  

63



Chuckey Utility District and Cross Anchor Utility District 

9 
 

Members of the Board of Commissioners of Cross Anchor Utility District: 
 

We concur. A mobile phone and texting use policy was adopted on June 9, 2014, based 
on TAUD guidance. This policy states that the board will determine a monthly stipend to 
be determined and reviewed on an annual basis. Cross Anchor employees are also now 
on the government plan through Verizon which will allow actual expenses to be 
monitored. 
 

 
3. FINDING: Failure to establish and follow policies regarding credit cards 

 
The boards of commissioners failed to establish policies related to credit cards issued in 
the districts’ names. We noted numerous deficiencies in internal controls and procedures 
related to district credit cards, including:  

 
a) District officials failed to adopt guidelines setting forth what type of 

transactions were permissible for charge on the district credit card, and 
specifically prohibiting cash advances. 

 
b) There was no thorough oversight or review of credit card charges by any 

official other than the authorized users to substantiate the appropriateness of 
purchases.  

 
c) Several charges on the district credit card had no invoices or other adequate 

documentation on file at the district offices. As a result, records were 
insufficient to determine if the districts received the benefit of these 
purchases. 

 
e) Officials failed to address custody and safekeeping of the physical credit 

cards. The authorized district credit card may have been given to other district 
employees from time to time; however, there was no log or other record to 
document whom was responsible for a particular charge.  

 
The Internal Control and Compliance Manual for Tennessee Utility Districts, page 46, 
states: 

 
[D]esignate individuals who are authorized to make purchases with 
district debit, credit, or p-cards. Clearly define the types of 
purchases permitted to be made using debit, credit, or p-cards. 
Such purchases must be approved in the same manner as any other 
purchase. If district officials authorize the use of debit, credit, 
and/or p-cards, the number of cards maintained should be kept to a 
minimum and should be properly accounted for. A record of the 
current holder(s)/user(s) should be maintained in the district’s files. 
Debit, credit, and/or p-cards should not be “loaned” to other 
employees. That is, if the card has been issued/signed out to one 
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employee, another employee should not be permitted to use that 
card. Personal charges should be strictly prohibited.  

 
RECOMMENDATION: 
 
To ensure only authorized, permissible charges are made on district credit cards, district 
officials should formulate clear, comprehensive credit card policies and procedures. 
 
MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. Two credit cards in two employees’ names have been approved by the board 
and the board will review all credit card statements at the monthly meeting. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. Although Cross Anchor did not have a credit card in its name, the Chuckey 
credit card was used for Cross Anchor purchases. One credit card in one employee’s 
name has been approved by the board and the board will review all credit card statements 
at the monthly board meeting. 
 
 

4. FINDING: Lack of adequate and complete minutes 
 

The former and the retired general managers failed to include in the minutes for the 
meetings of the boards of commissioners adequate detail of board discussions and actions 
taken, and in many instances did not include copies of relevant documents, such as 
contracts. For instance, the minutes included neither documentation of a detailed 
discussion of terms and costs nor a copy of a consulting contract between Chuckey 
Utility District and retired general manager Shirley Collins.  
 
 The Internal Control and Compliance Manual for Tennessee Utility Districts, pages 14–
15, state: 

 
The board should ensure that … complete minutes of actions taken 
by the board are maintained at the utility district’s office. The 
official minutes should be signed as approved by the secretary of 
the board (or other authorized individual) and kept together in date 
order and be easily accessible. The minutes should include the 
following: 
  
a. copies of all resolutions adopted (including utility rates, cut-off 
policy, tap fees, etc.) 
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b. schedules of personnel appointments and salary rates and 
changes (In larger districts where such information may not be 
practicably included in the minutes, the minutes should include 
documentation of: (1) all appointments and wage rates that must be 
set by the board; and (2) across the board wage increases. 
Adequate policies governing authorization of pay increases should 
be developed and maintained by the district. Wage and salary rates 
increases delegated by the board should be adequately documented 
in the personnel records.)… 
 
g. copies of contracts entered into by the board. The board must 
obtain a written contract for all agreements with other entities or 
individuals for services received or provided, regardless of whether 
payment is involved, including the following: 
  

(1) contract labor and consultant agreements, including 
computer services, day labor, and similar work 

  
(2) leases 
 
(3) rentals  
 
(4) management agreements  

 
RECOMMENDATION: 
 
To ensure that the boards’ wishes are clearly and accurately documented, district officials 
should include all relevant actions, and any related documentation, as part of the official 
minutes of the meetings of the boards of commissioners. The minutes should be carefully 
reviewed by the boards and then signed by designated board officials. 
 
MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. The office manager now records the actions taken at each meeting and all 
commissioners present approve and sign minutes. All new contracts and resolutions will 
be included in the future. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. The board secretary now records (written and audio) the actions taken at each 
meeting and all commissioners present approve and sign the minutes. All new contracts 
and resolutions will be included in the future. 
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5. FINDING: Lack of oversight of districts’ fueling system  

Our investigation revealed that district officials failed to provide adequate oversight 
related to the use of district fuel cards. Certain district employees were assigned fuel 
cards that allowed them to purchase fuel for the districts’ vehicles at retail fuel locations. 
However, officials did not monitor those purchases for accuracy or reasonableness. For 
instance, the districts failed to correctly identify each district vehicle to the fuel vendor. 
Likewise, the employees’ personal identification numbers often were not associated with 
the names of the actual current users. As a result, the fuel usage reports generated by the 
fuel vendor were inaccurate as to which employee was obtaining fuel and to which 
vehicle he or she was fueling.  
 
RECOMMENDATION: 
 
To reduce the risk of fraud, waste, or abuse, district officials should review, monitor, and 
reconcile fuel purchases charged to district accounts. Officials should ensure that vehicle 
and user information provided to the fuel management vendor is up to date and accurate. 
Any discrepancies should be investigated immediately. 
 
MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. All vehicles have a separate card and each employee has a unique PIN to be 
used for fuel purchases. The receipts are turned in to the office personnel to be reconciled 
to the weekly and/or monthly statements from the vendor. All discrepancies are discussed 
with the vendor in a timely manner. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. All vehicles have a separate card and each employee has a unique PIN to be 
used for fuel purchases. The receipts are turned in to office personnel to be reconciled to 
the weekly and/or monthly statements from the vendor. All discrepancies are discussed 
with the vendor in a timely manner. 
 
 

6. FINDING: Interlocal agreement not formally adopted  
 
Neither board of commissioners ever formally adopted the Force Account, a joint venture 
created by Chuckey Utility District and Cross Anchor Utility District to provide 
manpower and equipment for capital projects. In addition, the two districts failed to 
define in writing specific aspects of the agreement, such as the duration of the joint 
venture, provisions for an administrator, and the method to be employed for partial or 
complete termination of the agreement. Section 12-9-101, et al., Tennessee Code 
Annotated, sets forth the requirements and responsibilities of public entities entering into 
interlocal agreements. 
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RECOMMENDATION: 
 
Members of the boards of commissioners should ensure that any interlocal agreement is 
properly established and all filing requirements are followed.  
 
MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. The joint venture between Chuckey and Cross Anchor Utility Districts has 
been terminated. All equipment and employees associated with the joint venture have 
been realigned according to the mutual agreement of the boards. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. The joint venture between Chuckey and Cross Anchor has been terminated. 
All equipment and employees associated with the joint venture have been realigned 
according to the mutual agreement of the boards. 
 
 

7. FINDING: Personal use of utility districts’ vehicles  
 
Some district employees used their district-issued vehicles for nondistrict purposes. One 
former employee frequently drove his son from Greeneville to a private school in 
Morristown in the morning and back home after school, a round trip of more than 65 
miles, between October 2010 and December 2011. The former employee suggested that 
on many of these trips to his son’s school, he also conducted legitimate district business 
in the area. However, the districts’ policy manuals prohibit personal use of district 
vehicles. In addition, the boards of commissioners were not aware and did not authorize 
the personal use of district vehicles. 
 
Routinely diverting district vehicles for personal use could be considered working outside 
the scope of a governmental and proprietary function4. As a result, the government tort 
liability act would not provide protection to the districts in the event an injury or damages 
occurred as a result of these personal errands performed by the districts’ employees. Such 
activity exposes the utility districts to unknown and potentially unlimited liability.  
 
RECOMMENDATION: 
 
Members of the board of commissioners should strictly enforce the vehicle use polices. In 
addition, to protect the districts from potential liability, management should prohibit 
employees from transporting passengers for purposes unrelated to district business. 
 

                                                            
4Section 29-20-201, Tennessee Code Annotated 
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Other Findings and Recommendations 

14 
 

MANAGEMENT’S RESPONSE: 
 
Members of the Board of Commissioners of Chuckey Utility District: 
 
We concur. The board plans to adopt TAUD’s vehicle use policy. 
 
Members of the Board of Commissioners of Cross Anchor Utility District: 
 
We concur. A revised utility vehicle use policy was adopted June 9, 2014, based on 
TAUD guidance. Each operator of the utility district’s vehicles received a copy of the 
policy which defines the concept of “de minimus” use. 
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STATE OF TENNESSEE 
COMPTROLLER OF THE TREASURY 

FINANCIAL AND COMPLIANCE INVESTIGATIONS 
Justin P. Wilson                    JAMES K. POLK STATE OFFICE BUILDING, SUITE 1600 
Comptroller of the Treasury                             505 DEADERICK STREET 

NASHVILLE, TENNESSEE  37243-1402 
PHONE (615) 401-7907 

FAX (615) 741-1709 
 

September 3, 2014 
 
Board of Commissioners 
Webb Creek Utility District 
3625 Lindsey Mill Road 
Gatlinburg, Tennessee 37738 
 
Gentlemen: 
 
We performed an investigation, in conjunction with the Fourth Judicial District Attorney 
General, of selected records of the Webb Creek Utility District for the period              
January 1, 2010, through April 30, 2013; however, we expanded the scope as necessary.  
The investigation revealed the following deficiencies: 
 

• Questionable purchases totaled $43,929.42 during the period examined. 
 

• A customer’s account balance was written-off by a former district manager in 
exchange for a firearm for personal use. 
 

• The board of commissioners did not provide adequate oversight of the district’s 
operations. 

 
• Duties were not segregated adequately. 

 
• The utility district did not have written policies concerning the collection and     

write-off of customer accounts. 
 

The investigative findings and recommendations as a result of our investigation are 
presented below.  These findings and recommendations have been reviewed with 
management to provide an opportunity for their response.  Also, these findings and 
recommendations have been reviewed with the district attorney general.  The utility 
district terminated the district manager’s and the assistant district manager’s employment 
on August 2, 2013.  During interviews conducted in April 2013, the district manager and 
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the assistant district manager provided written statements that they used district funds for 
personal gain.   
 
BACKGROUND 
 
The Webb Creek Utility District is a public utility chartered in 1979 specifically to serve 
and meet the needs of its customers for safe drinking water and wastewater treatment.  
The district is managed by a three member board of commissioners.  A district manager 
runs the day-to-day operations and serves as an advisor to the board.  The district, which is 
located in Gatlinburg, currently serves less than 1,000 customers in Sevier County.  The 
district is required to follow the Internal Control and Compliance Manual for Tennessee 
Utility Districts (UD Manual) prescribed by the Tennessee Comptroller of the Treasury.   
 

 
 

INVESTIGATIVE FINDINGS AND RECOMMENDATIONS 
 
 
FINDING 1 QUESTIONABLE SPENDING BY DISTRICT MANAGEMENT 

TOTALED $43,929.42 DURING THE PERIOD EXAMINED 
 
Based on our examination of accounting records, various policies and procedures, and 
interviews, we noted questionable purchases totaling $43,929.42 during the period January 
1, 2010, through April 30, 2013.  These purchases included gifts of iPads, laptops, TVs, gift 
cards, plus entertainment venues, credit card charges for food, meals at restaurants, 
personal use of district cellular devices, and the payment of unearned leave.  These 
questionable purchases are detailed below: 

 
A. During the period examined, the assistant district manager used district funds to 

purchase gifts for employees and at least one board member totaling $19,320.24. These 
gifts included various electronic items such as laptop computers and iPads (with    
multi-year warranty plans for usage), as well as gift cards.  We were advised that these 
items were purchased as Christmas gifts for all employees. These purchases were not 
approved by the board of commissioners; and in one instance, a board member received 
an iPad as a Christmas gift (see Exhibit 3).  We determined from a review of the Sam’s 
Club account activity that at least $7,230.42 in items purchased as gifts were 
subsequently returned to Sam’s Club, and the cash was refunded to district employees. 
Furthermore, district management acknowledged these gifts were given to employees, 
and they were aware that certain district employees subsequently returned the items 
for a cash refund.  
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In addition to the electronic items purchased as Christmas gifts, the assistant district 
manager purchased $6,795 in VISA and Wal-Mart gift cards for district employees.  
During interviews, district employees advised that they received two gift cards each 
year at Christmas; one $350 VISA gift card and one $25 Wal-Mart gift card.  The 
purchase of the Wal-Mart gift cards was made with the district credit card.  In three 
instances, the assistant district manager incurred an additional $45 in bank fees to 
make these gift card purchases.  The purchase of these gift cards was not approved by 
the board of commissioners (see Exhibit 2). 
 
The following table is a summary of unauthorized gifts to employees by calendar year:  

 

Date of 
Purchase

$350 VISA 
gift cards

$25 Wal-
Mart gift 

cards
Electronic 

Items

Multi-Year 
Warranty 

Service Plans Total

10-27-10 2,115.00$   150.00$    3,895.00$       399.80$       
Entertainment 
Notebook Laptop (6)

11-23-11 2,115.00    150.00      3,294.00         359.28         Inspiron 5110 (6)
11-26-12 2,115.00    150.00      4,158.00         419.16         iPad 4 32G (7)

Total 6,345.00$   450.00$    11,347.00$      1,178.24$     19,320.24$              

 
 
 

B. During the period examined, the assistant district manager made monthly credit card 
purchases of food at a local Food City totaling $7,964.68.  Items purchased often 
included pastries, deli meat, chips, and candy.  The assistant district manager advised 
us that she used district funds to purchase food for personal use. Although we noted 
some food items at the utility district office, we were unable to ascertain whether these 
purchases were business-related or personal in nature (see Exhibit 1). 
 

C. We noted questionable purchases totaling $3,852.57 at Sam’s Club for the period        
January 1, 2010, through April 30, 2013.  These purchases included items such as meat 
products, ribbon, gift wrap, sodas, and other miscellaneous food items that we were unable 
to ascertain whether these purchases were business-related or personal in nature.  
 

D. We identified meals purchased at various restaurants with the district credit card 
totaling $2,655.66.  The majority of these meal purchases were at the Alamo 
Steakhouse ($2,327.98).  In many instances, there were no detailed receipts; therefore, 
we could not determine what was purchased.  The district’s travel policy provides for 
reimbursement of meals only when an employee is on overnight travel status.   

 
E. The assistant district manager purchased one 32” TV, two UltraBook laptop computers, 

and three 40” TVs at Sam’s Club totaling $3,807.68. These items could not be located at 
the utility district office.  We were advised by the district manager that some of these 
items were returned for cash; however, we could not determine what, if any, items had 
been returned. Furthermore, upon the termination of the district manager’s 
employment, he returned one of the 40” TVs to the district that had been purchased by 
the assistant district manager.  
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F. The assistant district manager and district manager purchased gift cards with the 

district credit card totaling $2,025 during the period.  The district could not provide 
detail as to who received 60 of those gift cards totaling $1,575. 
 

G. Several credit card purchases did not include supporting documentation or the 
supporting documentation was not complete (receipts not itemized).  In one instance, a 
charge of $646.88 to BBJ Group Sales made on May 23, 2011, was not properly 
supported with a detailed receipt as to what was purchased.  The vendor, identified as 
an entertainment venue, was contacted and confirmed it was for the purchase of variety 
show tickets in either Gatlinburg or Pigeon Forge.  The current district manager as well 
as district employees did not recall any reason for a purchase to be made at an 
entertainment venue.   
 

H. Three district employees and three board members received daily meal allowances 
totaling $969.  The employees and board members were not on overnight travel status 
when they received this benefit.   The approved travel policy only provides for 
reimbursement of meals when district personnel are traveling overnight on behalf of the 
district.  
 

I. District funds totaling $1,919.52 were spent for the personal use of three 4G mobile 
broadband devices for the assistant district manager and the district manager. These 
devices appear to have been authorized by the assistant district manager.  The devices 
were returned to the district when the district manager’s and assistant district 
manager’s employment was terminated.   

 
J. The district manager received payment of an additional 43 hours ($1,218.19) in personal 

leave.  The district’s personnel policy provides each employee will receive one personal 
day per month without carryover.  The manager had used all of his personal time 
earned; however, he was paid as if he had a balance of 43 hours.  In addition, we noted 
time sheets were not always signed by employees or approved by a supervisor. Sound 
business practice dictates that employees should sign their time sheets as verification 
that the time reported is correct.  If supervisors do not review and approve employee 
time sheets, it increases the risk that time will be reported and paid incorrectly. 
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The questionable purchases are summarized in the following table: 
 

 
Description Amount

A. Gift Purchases $ 19,320.24
B. Food Purchases 7,964.68
C. Other Questionable Purchases 3,852.57
D. Meals Purchased 2,655.66
E. Missing Electronic Equipment 3,807.68
F. Unaccounted for Gift Cards 1,575.00
G. Entertainment Purchases 646.88
H. Unauthorized Meal Allowance 969.00
I. Personal Use of Cell Phones 1,919.52
J. Unearned Leave Paid 1,218.19

     Total $ 43,929.42
 

RECOMMENDATION 
 
Management should review the questionable purchases to determine the validity of the 
purchase and seek restitution for any non-business related purchase.  The office should 
maintain adequate documentation to support all purchases.  Supervisors should review and 
approve all employee time sheets. 
 
MANAGEMENT’S RESPONSE – BOARD OF COMMISSIONERS 
 
(A. through G., and I.) 
The board of commissioners and the current district manager plan to review questionable 
purchases with investigative auditors and seek restitution from responsible individuals for 
non-business related purchases.  The district management’s knowledge of gifts to 
employees, which were returned for cash, consisted of the former district manager and 
former assistant district manager.  The board of commissioners, as administered on a    
day-to-day basis by the district manager, has instituted strict supervision over the use of 
the district’s credit card for any purchases, has implemented changes in internal controls 
over district financial transactions, and for the presentation, including board approval, of 
bank account statements, credit card statements, and adjustments of customer accounts at 
monthly board meetings.  It is important to note that when the board of commissioners 
became aware of questionable conduct, the utility audit firm was notified and the same led 
to further investigation and the findings in this report. 
 
(H.) 
The board of commissioners and district manager will work with the investigative auditors 
to determine the amount of daily meal payments/reimbursements, which were paid to 
district employees and commissioners contrary to the district travel policy, and will seek 
restitution from affected individuals. 
 
(J.) 
The board of commissioners and the district manager will review the questionable payment 
with the affected employee and seek restitution of any payments, which were made 
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contrary to personnel policies.  The board of commissioners will revise personnel policies, as 
necessary, to make sure time sheets are prepared and signed by each employee and 
approved by the district manager. 
 

______________________________________ 
 
 
Exhibit 1 

 

 
 
Exhibit 2 
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Exhibit 3 
 

 
______________________________________ 

 
 
FINDING 2 A CUSTOMER’S ACCOUNT BALANCE WAS WRITTEN-OFF BY 

A FORMER DISTRICT MANAGER IN EXCHANGE FOR A 
FIREARM FOR PERSONAL USE 

 
Our investigation revealed that in September 2013, a former district manager wrote-off the 
balance of a customer’s account totaling $149.88. We were advised that the district 
manager had an agreement with the customer to pay two months of his utility charges in 
exchange for a .38 caliber revolver. The district manager subsequently reversed the     
write-off and wrote a personal check to the district in January 2014, after the district’s 
board of commissioners became aware of the transaction. The board of commissioners 
subsequently demoted the district manager from his position as district manager; however, 
he remains an employee of the utility district. 
 
RECOMMENDATION 
 
Customer accounts should only be written-off in compliance with a board of commissioners 
approved write-off policy. 
 
MANAGEMENT’S RESPONSE – BOARD OF COMMISSIONERS 
 
The board of commissioners has adopted a policy of approving customer account write-offs 
at each monthly board meeting.  

______________________________________ 
 
FINDING 3 THE BOARD OF COMMISSIONERS DID NOT PROVIDE 

ADEQUATE OVERSIGHT OF THE DISTRICT’S OPERATIONS 
 
The district’s board of commissioners did not provide adequate oversight of the district’s 
operations and did not establish internal controls to ensure accountability of district funds.  
The minutes of the board did not reflect any discussion related to employee gifts, and other 
major spending related to food purchases, employee and board member meal 
reimbursements, miscellaneous credit card purchases, cellular device usage by employees, 
and the payment of unearned leave.  The lack of oversight by the board of commissioners 
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directly contributed to the failure to properly account for district funds. 
 
RECOMMENDATION 
 
The board of commissioners should provide proper oversight of the district’s operations and 
the establishment of adequate internal controls to ensure the district complies with 
applicable laws, rules, and regulations.  Minutes of board meetings should adequately 
document the business conducted by the board.  
 
MANAGEMENT’S RESPONSE – BOARD OF COMMISSIONERS 
 
The board of commissioners has established procedures for internal controls consistent with 
the Internal Control and Compliance Manual for Tennessee Utility Districts prescribed by 
the Tennessee Comptroller of the Treasury.  Board meeting minutes are adequately 
prepared and reflect board approval for applicable expenditures. 

______________________________________ 
 
FINDING 4 DUTIES WERE NOT SEGREGATED ADEQUATELY 
  
Duties were not segregated adequately.  The assistant district manager was responsible for 
collecting and receipting funds, maintaining the accounting records, and preparing and 
making deposits.  The assistant district manager was also responsible for purchasing and 
writing all checks as well as co-signing the checks with a board member. Internal controls 
should be designed to give reasonable assurance of the reliability of financial reporting and 
of the effectiveness and efficiency of operations.  This deficiency is the result of a lack of 
board oversight.  
 
RECOMMENDATION 
 
Management should segregate duties to the extent possible using available resources. The 
board of commissioners and management should continually monitor and review internal 
control procedures. 
 
 
MANAGEMENT’S RESPONSE – BOARD OF COMMISSIONERS 
 
The board of commissioners has segregated duties to the extent possible with available 
personnel resources.  The board of commissioners has made changes to the list of 
authorized signatures on the district’s bank account, checks and fund transfer transactions, 
and for credit card transactions.  The board of commissioners, as administered on a        
day-to-day basis by the district manager, has instituted new procedures for the segregation 
of duties in the day-to-day handling of district funds, posting of customer account 
information, making bank deposits, and for the presentation, including board approval, of 
bank account statements, credit card statements, and adjustments of customer accounts at 
monthly board meetings.  The board of commissioners monitors and reviews internal 
control procedures with employees and encourages participation at utility industry 
seminars for continuing education on the latest available information. 

______________________________________ 
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FINDING 5 THE UTILITY DISTRICT DID NOT HAVE WRITTEN POLICIES 
CONCERNING THE COLLECTION AND WRITE-OFF OF 
CUSTOMER ACCOUNTS 

 
The utility district did not have written policies concerning the collection and write-off of 
customer accounts.  Sound business practice dictates that written policies concerning 
customer accounts should be adopted.  This deficiency is the result of the lack of 
management oversight.  Without formal policies for the collection and write-off of customer 
accounts, employees have no guidance for consistent and uniform treatment of customers. 
 
RECOMMENDATION 
 
The utility district should develop written policies concerning the collection and write-off of 
customer accounts and present these policies to the board of commissioners for its 
consideration. 
 
MANAGEMENT’S RESPONSE – BOARD OF COMMISSIONERS 
 
The board of commissioners has adopted a written policy for collection and adjustments to 
customer accounts. 

______________________________________ 
 
If you have any questions concerning the above, please contact this office.    
 
       Sincerely, 
  

        
       Justin P. Wilson 
       Comptroller of the Treasury 
JPW/kbh 
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Utility Management Review Board 

Compliance Reports 

December 4, 2014 

 

Clearfork Utility District 

December 31, 2013 Validity Score  72 

Non-revenue water 15.2% 

Change in net position $41,028 

Roan Mountain Utility District 

March 31, 2014  Validity Score 76 

Non-revenue water 7.4% 

Change in net position $14,662 

Natural Gas Utility District of Hawkins County 

March 31, 2014                 Change in net position $690,917 

 

Surgoinsville Utility District 

April 30, 2014                      Validity Score 68 

                                               Non-revenue water    11.7% 

                                               Change in net position     $21,438 

Spring Creek Utility District 

June 30, 2013 Validity Score 68 

 Non-revenue water   7.0%  

 Change in net position $1,321   
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DISTRICT COUNTY LAST AUDIT
Bedford County UD Bedford June-13
Cagle-Freedonia UD Sequatchie  December-13
Cherokee Hills UD Polk December-13
Clay Gas UD Clay  August-13
Crab Orchard UD                          WL Cumberland December-13
East Sevier UD                             WL Sevier June-13
Haywood County UD Haywood June-13
Iron City UD Lawrence  December-13
Lone Oak UD Sequatchie  December-13
Minor Hill UD                               WL Giles December-12
Mooresburg UD                           Hawkins   December-13
North UD of Rhea Rhea September-13
O'Connor UD White December-13
Samburg UD Obion  January-13
Tansi Sewer UD Cumberland February-14
Unicoi Water UD Unicoi September-13

SYSTEMS UNDER THE UMRB DECEMBER 2014
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UTILITY MANAGEMENT REVIEW BOARD 
Members: 9  Governor appoints: 7  Ex Officio: 2  (Comptroller of the Treasury or designee and Commissioner of Environment and Conservation or designee)
Terms:   4 years Meeting frequency: meets bimonthly

UMRB MEMBERS AND ADDRESSES PHONE E-MAIL REPRESENTING Term Ends
Ann Butterworth                                     
James K. Polk Building, 17th Floor 
Nashville, TN  37243-1402

615-401-7910 Ann.Butterworth@cot.tn.gov Designee, Comptroller No Term Limits

Pat Riley                                                                    
P.O. Box 350                                          
Trenton, TN 38382-0350

731-855-1441 pat@gcud.net Utility District Manager 10/31/2016

Bruce Giles                                         
122 Durwood Road                                  
Concord-Farragut, TN 37922-3220

865-777-2503 bgiles@fudknox.org Utility District Manager 10/31/2018

Rebecca Hunter, Commissioner             
TN Dept. of Human Resources            
505 Deaderick St, Ste 300         
Nashville, TN  37243-1402

615-741-2958 Rebecca.Hunter@tn.gov
Utility District 
Commissioner

10/31/2015

Jason West                                      
Lawrence Group                           
4007 Hillsboro Road                       
Nashville, TN 37215

615-491-4895 Jason.West@lawrencegroup.com
Utility District 
Commissioner

10/31/2015

Tom Moss                                    TDEC 
Compliance/Enforcement Division 
of Water Resources        William R. 
Snodgrass TN Tower          312 Rosa 
Parks Ave,  11th floor Nashville, TN  
37243-1102

615-532-0170 Tom.Moss@tn.gov
Dept. of Environment & 
Conservation

No Term Limits

Kevin Botts                                          
P. O. Box 681922                      
Franklin, TN  37068-1922

615-585-7688 botts@bottsstrategygroup.com Consumer member 10/31/2017

Jim Hunter                                    4099 
North Mount Juliet Road       Mount 
Juliet, TN  37122-3049

615-758-5627 
615-300-8067

Hunterj5@nationwide.com
Utility District 
Commissioner

10/31/2017

Donald Stafford                      Eastside 
Utility                             District PO 
Box 22037              Chattanooga, TN  
37422

423-892-2890 eud@vol.com Utility District Manager 10/31/2014
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