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CITY OF LAFOLLETTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity - The City of LaFollette (the “City”) is a primary government entity governed by an elected city
council consisting of the mayor and four council members. The accompanying financial statements present the
primary government and its discretely presented component unit which is included because of the significance of its
operational and financial relationship with the City. The component unit is reported in a separate column to
emphasize that it is legally separate from the City.

Discretely Presented Component Unit - The City of LaFollette Emergency Communications District (the
“District”) provides local emergency telephone service and a primary emergency telephone number for the
residents and businesses of the City of LaFollette. The District accounts for its operations as an enterprise fund.
It is governed by an eight-member Board of Directors (the Board) appointed by the City Council of the City of
LaFollette. A complete set of financial statements for the component unit may be obtained from the Finance
Director of the City of LaFollette.

The accounting and reporting policies of the City relating to the accounts included in the accompanying basic financial
statements conform to accounting principles generally accepted in the United States of America applicable to state
and local governments (GAAP). Accounting principles generally accepted in the United States of America for local
governments include those principles prescribed by the Governmental Accounting Standards Board (GASB), the
American Institute of Certified Public Accountants in the publication entitled Audits of State and Local Government
Units and by the Financial Accounting Standards Board (where applicable). All applicable GASB Statements have
been implemented.

Government-Wide Statements - The statement of net position and the statement of activities display information
about the primary government and its component unit. These statements include the financial activities of the overall
government. These statements distinguish between the governmental and business-type activities of the City.
Governmental activities are generally financed through taxes, intergovernmental revenues, and other non-exchange
transactions. Business-type activities are financed in whole or in part by fees charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues for the different
business-type activities of the City and for each function of the City's governmental activities. Direct expenses are
those that are specifically associated with a program or function and, therefore, are clearly identifiable to a particular
function. Program revenues include (a) fees and charges paid by the recipients of goods or services offered by the
programs and (b) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular program. Revenues that are not classified as program revenues, including all taxes, are presented as
general revenues.

The Statement of Net Position presents the City’s assets, deferred outflows of resources, liabilities and deferred
inflows of resources, with the difference reported as net position. Net position is reported in three categories:

e Net Investment In Capital Assets - This component of net position consists of capital assets, including
restricted capital assets, net of accumulated depreciation, and reduced by the outstanding balances of any
bonds, mortgages, notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. If there are significant unspent related debt proceeds at year-end, the portion
of the debt attributable to the unspent proceeds are not included in the calculation of net investment in capital
assets. Rather, that portion of the debt is included in the same net position component as the unspent
proceeds.

e Restricted - This component of net position consists of restrictions placed on net position use through external
constraints imposed by creditors (such as through debt covenants), grantors, contributors, or laws or
regulations of other governments or restrictions imposed by law through constitutional provisions or enabling
legislation.

s Unrestricted Net Position - This component of net position consists of net position that does not meet the
definition of “restricted” or “net investment in capital assets.” This net position is available for current use by
the City.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Financial Statements - The accounts of the City are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures or expenses, as
appropriate. Government resources are allocated to and accounted for in individual funds based upon the purpose
for which they are spent and the means by which spending activities are controlled. The various fund categories and
fund types presented in the financial statements are described below:

GOVERNMENTAL FUND TYPES

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

Special Revenue Funds - Special revenue funds are used to account for the proceeds of specific revenue sources
(other than special assessments or major capital projects) requiring separate accounting because of legal or
regulatory provisions or administrative action.

Capital Projects Funds - Capital projects funds are used to account for financial resources segregated for the
acquisition or construction of major capital facilities other than those financed by the enterprise funds.

PROPRIETARY FUND TYPES

Enterprise Funds - Enterprise funds are used to account for operations (a) that are financed and operated in a
manner similar to private business enterprises - where the intent of the governing body is that the costs (expenses,
including depreciation) of providing goods or services to the general public on a continuing basis are financed or
recovered primarily through user charges or (b) where the governing body has decided that periodic determination
of revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy,
management control, accountability, or other purposes.

The City of LaFollette - Board of Public Utilities (the Board) is a political subdivision of the City of LaFollette,
Tennessee. The Board is comprised of the Electric Department and the Water Department, which are reported as
separate enterprise funds of the City. The Electric Department operates under a board of commissioners and
services the majority of Campbell County and portions of Claiborne and Union Counties. The Electric Department
purchases its entire supply of electrical power from the Tennessee Valley Authority (TVA) under the terms of an all-
requirements contract with a 10-year rolling termination date. The Water Department operates under a board of
commissioners and provides water and wastewater services to the City of LaFollette and portions of Campbell and
Claiborne Counties.

Fund Balance Classifications - GAAP establishes fund balance classifications that comprise a hierarchy based
primarily on the extent to which a government is bound to observe constraints imposed upon the use of the resources
reported in governmental funds. These classifications include nonspendable, restricted, committed, assigned, and
unassigned and are based on the relative strength of the constraints that control how specific amounts can be spent.
These classifications are defined as follows:

Nonspendable Fund Balance - includes amounts that cannot be spent because they are either (a) not in
spendable form or (b) legally or contractually required to be maintained intact. These amounts include inventories
and prepaid items.

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

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

Committed Fund Balance - includes amounts that can only be used for specific purposes pursuant to constraints
imposed by formal resolutions of the City Council, the City’s highest level of decision-making authority. The
distinction between restricted and committed fund balances is the source and strength of the constraints placed
on them.



-37-
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assigned Fund Balance - includes amounts that the City intends to use for a specific purpose, but for which the
use is not legislatively mandated. City Council is the authorized body to make assignments.

Unassigned Fund Balance - the residual classification of the General Fund. This classification represents fund
balance that has not been assigned to other funds and that has not been restricted, committed, or assigned to
specific purposes within the General Fund.

When committed, assigned or unassigned fund balance amounts are available for use, it is the City's policy to
use the committed fund balance first; the assigned fund balance second; and then the unassigned fund balance,
as they are needed.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the accounts and
reported in the financial statements. Basis of accounting relates to the timing of the measurements made, regardless
of the measurement focus applied.

The government-wide financial statements are reported using the economic resources measurement focus and
accrual basis of accounting, as are the proprietary fund financial statements. Revenues are recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

The governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenue is recorded
when it becomes susceptible to accrual (measurable and available):

A. Revenue considered susceptible to accrual includes: property taxes, shared revenues, licenses, interest and
charges for services (collected within sixty days after year-end).

B. Interest and principal on general long-term debt indebtedness is not accrued but is recorded as an
expenditure on its due date.

C. Disbursements for purchase of capital assets providing future benefits are considered expenditures; bond
proceeds are reported as other financing sources.

D. Other tax and nonexchange revenue receivable includes local and state sales taxes, local beer tax, state
income tax, and state gasoline and motor fuel tax. Certain other nonexchange transaction revenue is not
recognized due to immateriality and not being susceptible to accrual.

The City’s proprietary funds use the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized when incurred.

The City reports the following major governmental fund: The General Fund which is the City's primary operating fund.
It accounts for all financial resources of the general government, except those required to be accounted for in another
fund.

The City reports the following major proprietary funds: Electric Department Fund and Water Department Fund.

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

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a proprietary
fund’s principal ongoing operations. The principal operating revenues of the enterprise funds are charges to
customers for services. Operating expenses for the enterprise funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition
are reported as nonoperating revenues and expenses.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Interfund Activity - As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are payment-in-lieu of taxes and other charges between the
City's electric, water and wastewater utilities and various other functions of the government. Elimination of these
charges would distort the direct costs and program revenues reported for the various functions concerned.

Cash and Cash Equivalents - Cash and cash equivalents consist of certificates of deposit, money market investment
accounts and other temporary investments (including restricted cash) maturing within 90 days of original purchase.

Property Taxes - The City's property taxes are levied each October 1 on the assessed value as of the prior
January 1 for all real and personal property located in the City. Assessed values are established by the State of
Tennessee at the following rates of assumed market value:

1. Public utility property - 55% (railroads - 40%)
2. Industrial and commercial property

a. Real - 40%

b. Personal - 30%
3. Residential property - 25%

Deferred Property Taxes - Property taxes for 2018 are recognized as an enforceable legal claim as of January 1,
2018. However, the revenue, net of estimated refunds and estimated uncollectible amounts, is recognized in the year
in which the taxes are levied, which occurs on October 1 of each year and therefore is deferred until the following
fiscal year.

Capital Assets - Governmental Funds - Capital outlay is recorded as expenditures in the governmental fund financial
statements and as assets in the government-wide financial statements to the extent the City’s capitalization threshold
of $5,000 is met. Depreciation on capital assets has been recorded using their estimated useful lives and the straight-
line method. All capital assets are valued at historical cost or estimated historical cost if actual historical cost is not
available. Donated assets are valued at their fair market value on the date donated. Estimated useful lives of
governmental funds' capital assets are as follows:

Land Improvements 10 - 17 years
Buildings and Improvements 25 - 50 years
Equipment 5-12 years
Vehicles 3-20 years
Infrastructure 15 - 60 years

Compensated Absences - The City records earned, but unused, vacation pay as a compensated absences liability.
It is also the City's policy to allow governmental fund employees to be paid for accumulated sick leave upon retirement
up to a maximum of 520 hours. In accordance with GAAP, a liability has been accrued for sick leave amounts that
management has determined are earned and probable of being paid in the future, using the termination payment
method. The amount of compensated absences due within one year on the balance sheet has been estimated based
on prior years' experience.

Budgetary Principles - Governmental Funds - Prior to the beginning of the fiscal year, the city council approves
an operating budget for all governmental funds and holds public hearings. All supplemental appropriations must also
be approved by city council. Actual expenditures and operating transfers out may not legally exceed "budget"
appropriations at the individual fund level. Budgetary control, however, is maintained at the departmental level.

Appropriations lapse at the close of the fiscal year to the extent that they have not been transferred to encumbrances.

The City prepares its budget in accordance with the modified accrual basis of accounting, which is consistent with
GAAP.

Use of Estimates - The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenues - Exchange and Nonexchange Transactions - Revenue resulting from exchange transactions, in which
each party gives and receives essentially equal value, is recorded on the accrual basis when the exchange takes
place. On a modified accrual basis, revenue is recorded in the fiscal year in which the resources are measurable and
become available. Available means that the resources will be collected within the current fiscal year or are expected
to be collected soon enough thereafter to be used to pay liabilities of the current fiscal year.

Nonexchange transactions, in which the City receives value without directly giving equal value in return, include
property taxes, grants, entittements, and donations. On an accrual basis, revenue from property taxes is recognized
in the fiscal year for which taxes are levied. Revenue from grants, entitlements, and donations is recognized in the
fiscal year in which all eligibility requirements have been satisfied.

Presentation of Certain Taxes - The City collects various taxes from customers and remits these amounts to
applicable taxing authorities. The City's accounting policy is to exclude these taxes from revenues and cost of sales.

Deferred Outflows/Inflows of Resources - In addition to assets, the statement of net position reports a separate
section for deferred outflows of resources. This separate financial statement element represents a consumption of
net position that applies to a future period(s) and so will not be recognized as an outflow of resources (expense) until
then. The City's governmental funds’ deferred outflows of resources consist of deferred pension outflows and the
business-type activities’ deferred outflows of resources consist of deferred bond refunding losses. In addition to
liabilities, the statement of net position reports a separate section for deferred inflows of resources. This separate
financial statement element represents an acquisition of net position that applies to a future period(s) and so will not
be recognized as an inflow of resources (revenue) until then. The City's governmental activities’ deferred inflows of
resources consist of deferred property taxes (see explanation above), deferred pension inflows, deferred OPEB
inflows and escrow for the hospital facilities lease (see Note 12).

Governmental Funds Employees’ Pension Plan - For purposes of measuring the net pension liability, deferred
outflows of resources and deferred inflows of resources related to this pension plan, and governmental fund
employees’ pension expense, information about the fiduciary net position of the City's participation in the Public
Employee Retirement Plan of the Tennessee Consolidated Retirement System (TCRS), and additions to/deductions
from the City’s fiduciary net position have been determined on the same basis as they are reported by the TCRS for
the Public Employee Retirement Plan. For this purpose, benefits (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms of the Public Employee Retirement Plan of
TCRS. Investments are reported at fair value.

Net Position Flow Assumption - Sometimes the City will fund outlays for a particular purpose from both restricted
(e.g., restricted bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to report as
restricted net position and unrestricted net position in the financial statements, a flow assumption must be made
about the order in which the resources are considered to be applied. When both restricted and unrestricted resources
are available for use, it is the City's policy to consider restricted net position to have been depleted before unrestricted
net position is applied.

Recent Accounting Pronouncements - During the fiscal year ended June 30, 2018, the City implemented GASB
Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions, which
addresses reporting by governments that provide postemployment benefits to their employees. The requirements of
this new standard and their effect on the financial statements are more fully explained in Note 8 and Note 14.

Evaluation of Subsequent Events - Management has evaluated subsequent events through January 11, 2019,
which is the date the financial statements were available to be issued, and has determined that there are no
subsequent events that require disclosure.

Electric Department - Additional Significant Accounting Policies

Related Party and Interfund Activities - For economic purposes and convenience, certain expenses incurred by
the Board are incurred jointly between the Electric Department and the Water Department. The joint expenses are
incurred for the use of the building, management, customer services, meter reading / service technicians, sharing of
transportation vehicles, office personnel, equipment, etc. Expenses of the Electric Department and Water Department
that cannot be directly attributed to the operations of each Department are allocated on a pro-rata basis of 66% and
34%, respectively, except for office building expenses which are allocated on a basis of 71% and 29%, respectively.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Electric Department - Additional Significant Accounting Policies (Continued)

Additionally, the Electric Department bills and collects water and wastewater charges for the Water Department.
These funds are periodically transferred to the Water Department. Accounts receivable and payable between the
Electric Department and Water Department represent operating cash advances related to the transfer of these funds
and the allocation of expenses mentioned above. These receivables and payables are included on the balance sheet
within Accounts Receivable - Customers, Net and Accounts Payable. As of June 30, 2018, balances due from the
Electric Department to the Water Department were $250,749.

Utility Plant - Utility plant and construction work in progress are stated at cost. Interest costs associated with long-
term construction projects are capitalized. Donated assets are valued at their estimated fair value on the date
donated. The Electric Department defines a capital asset as an asset with an initial individual cost or a project with a
cumulative total cost of more than $2,500 and estimated useful life in excess of one year. Major renewals and
improvements are charged to the plant account while replacements, maintenance, and repairs, which do not improve
or extend the life of the assets, are expensed currently. Utility plant items are depreciated over their estimated useful
lives on the straight-line group method. Depreciation on property and equipment used by the Electric Department is
charged as an expense against its operations. Accumulated depreciation is reported on the proprietary fund balance
sheet. Depreciation has been provided at a rate of 2% to 20% per year for the Electric Department property and
equipment.

Deposits and Investments - The Electric Department considers all highly liquid investments with a maturity of three
months or less when purchased to be cash equivalents. The department has not formally adopted an investment
policy and places no limit on the amount that may be deposited with any one issuer.

The Electric Department has no formal policy regarding interest rate risk. Deposits are structured in a manner that
ensures sufficient cash is available to meet the anticipated liquidity needs. Selection of deposit maturities must be
consistent with the cash requirements of the department in order to avoid the forced redemption of deposits prior to
maturity.

As authorized by statutes of the State of Tennessee (the State), the department may only invest in obligations of the
United States Treasury, its agencies and instrumentalities; money market funds; the Local Government Investment
Pool or in obligations which are rated in either of the two highest rated categories by a nationally recognized rating
agency.

As of June 30, 2018, the Electric Department has invested in certificates of deposit with various maturity dates not
more than 24 months.

Accounts Receivable/Allowance for Doubtful Accounts and Unbilled Revenue - The allowance for doubtful
accounts is determined using historical information and current evaluations of existing economic conditions.
Recognition has been given to unbilled revenue in the financial statements. At June 30, 2018, unbilled revenue was
estimated at approximately $2,086,000.

Materials and Supplies - Materials and supplies are valued at average cost.

Customer Deposits - The Electric Department requires customers to pay a refundable deposit when service is
connected. Customer deposits are refunded when the customer has made their payments timely for a two-year
period. The amount of customer deposits due within one year on the balance sheet has been estimated based on
the prior years' experience.

Compensated Absences - It is the Electric Department's policy to permit employees to accumulate earned, but
unused vacation leave up to a maximum of 240 hours. A liability representing the Electric Department's commitment
to fund such costs from future operations has been recorded. It is also the Electric Department's policy to allow
employees to be paid for accumulated sick leave upon retirement. In accordance with GAAP, a liability has been
accrued for sick leave amounts that management has determined are earned and probable of being paid in the future,
using the termination payment method. The amount of compensated absences due within one year on the balance
sheet has been estimated based on prior years' experience.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Electric Department - Additional Significant Accounting Policies

Presentation of Certain Taxes - The Electric Department collects various taxes from customers and remits these
amounts to applicable taxing authorities. The Electric Department’s accounting policy is to exclude these taxes from
revenues and cost of sales.

Revenue and Expenses - Revenue and expenses are recorded on the accrual basis in accordance with the Uniform
System of Accounts prescribed by the Federal Regulatory Commission (FERC).

Budgeting - The Electric Department adopts flexible annual operating and capital budgets. Budgets are adopted on
a basis consistent with generally accepted accounting principles. The current operating budget details the Electric
Department's plans to earn and expend funds for charges incurred for operation, maintenance, certain interest and
general functions, and other charges for the fiscal year. The capital budget details the plan to receive and expend
capital contributions, grants, borrowings and certain revenues for capital projects. The Electric Department's budgets
are not legally binding. During the year, management is authorized to transfer budgeted amounts between line items
within the Electric Department's departments.

Water Department - Additional Significant Accounting Policies

Related Party and Interfund Activities - For economic purposes and convenience, certain expenses incurred by
the Board are incurred jointly between the Electric Department and the Water Department. The joint expenses are
incurred for the use of the building, management, customer services, meter reading / service technicians, sharing of
transportation vehicles, office personnel, equipment, etc. Expenses of the Electric Department and Water Department
that cannot be directly attributed to the operations of each Department are allocated on a pro-rata basis of 66% and
34%, respectively, except for office building expenses which are allocated on a basis of 71% and 28%, respectively.

Additionally, the Electric Department bills and collects water and wastewater charges for the Water Department.
These funds are periodically transferred to the Water Department. Accounts receivable and payable between the
Electric Department and Water Department represent operating cash advances related to the transfer of these funds
and the allocation of expenses mentioned above. These receivables and payables are included on the balance sheet
within Accounts Receivable — Customers, Net and Accounts Payable. As of June 30, 2018, balances due from the
Electric Department to the Water Department were $250,749.

Utility Plant - Utility plant and construction work in progress are stated at cost. Interest costs associated with long-
term construction projects are capitalized. Donated assets are valued at their estimated fair market value on the date
donated. The Water Department defines a capital asset as an asset with an initial individual cost or a project with a
cumulative total cost of more than $2,500 and estimated useful life in excess of one year. Major renewals and
improvements are charged to the plant account while replacements, maintenance, and repairs which do not improve
or extend the life of the assets are expensed currently. Utility plant items are depreciated over their estimated useful
lives on the straight-line group method. Depreciation on property and equipment used by the Water Department is
charged as an expense against its operations. Accumulated depreciation is reported on the proprietary fund balance
sheet. Depreciation has been provided at a rate of 2% to 20% per year for the Water Department’s property and
equipment.

Accounts Receivable/Allowance for Doubtful Accounts and Unbilled Revenue - The allowance for doubtful
accounts is determined using historical information and current evaluations of existing economic conditions.
Recognition has been given to unbilled revenue in the financial statements. At June 30, 2018, unbilled revenue was
estimated at approximately $284,000.

Materials and Supplies - Materials and supplies are valued at average cost.

Compensated Absences - It is the Water Department's policy to permit employees to accumulate earned, but
unused vacation leave up to a maximum of 240 hours. A liability representing the Water Department's commitment
to fund such costs from future operations has been recorded. The Water Department allows employees to be paid
for accumulated sick leave upon retirement. In accordance with GAAP, a liability has been accrued for sick leave
amounts that management has determined are earned and probable of being paid in the future, using the termination
payment method. The amount of compensated absences due within one year on the balance sheet has been
estimated based on prior years' experience.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Water Department - Additional Significant Accounting Policies (Continued)

Presentation of Certain Taxes - The Water Department collects various taxes from customers and remits these
amounts to applicable taxing authorities. The Water Department’s accounting policy is to exclude these taxes from
revenues and cost of sales.

Revenue and Expenses - Revenue and expenses are recorded on the accrual basis in accordance with the Uniform
System of Accounts for Class A and B Water Utilities adopted by the National Association of Regulatory Utility
Commissioners. Labor, materials, and overhead costs of treated but unsold water are charged to operations as they
are incurred, and no attempt is made to inventory these at year-end. Certain revenue and expenses of the water
division and wastewater division that cannot be directly attributed to the operations of each division are allocated on
a pro-rata basis of 73% and 27%, respectively.

Labor, materials and overhead costs of treated, but unsold, water are charged to operations as they are incurred and
no attempt is made to inventory these at year-end.

Budgeting - The Water Department adopts flexible annual operating and capital budgets. Budgets are adopted on
a basis consistent with generally accepted accounting principles. The current operating budget details the Water
Department's plans to earn and expend funds for charges incurred for operation, maintenance, certain interest and
general functions, and other charges for the fiscal year. The capital budget details the plan to receive and expend
capital contributions, grants, borrowings and certain revenues for capital projects. The Water Department’'s budgets
are not legally binding. During the year, management is authorized to transfer budgeted amounts between line items
within the Water Department's divisions.

Emergency Communications District - Additional Significant Accounting Policies

Budget - Formal budgetary integration is employed as a management control device during the year for this fund.
This annual budget is prepared on a basis consistent with generally accepted accounting principles (GAAP) and is
approved by the District's Board of Commissioners. The budget may be amended by a majority vote of the Board of
Commissioners. Actual expenditures and operating transfers out may not legally exceed budget appropriations.
Budgetary control is maintained at the line item level. Appropriations lapse at the close of the fiscal year.

Capital Assets - Capital assets are carried at cost and defined as an asset with an initial individual cost, or project
with a cumulative total cost of more than $5,000 and estimated useful life in excess of one year. Depreciation is
computed using the straight-line method over an estimated useful life of five to twenty-five years.

NOTE 2 - CASH, CASH EQUIVALENTS AND CERTIFICATES OF DEPOSIT

Custodial Credit Risk - Deposits - For cash and cash equivalents, this is the risk that in the event of a bank failure,
the City’s deposits will not be returned or the City will not be able to recover collateral securities in the possession of
an outside party. The City follows State law regarding collateralization of deposits, which requires collateral to be
obtained on any deposits exceeding insurance coverage of the Federal Deposit Insurance Corporation (FDIC). As of
June 30, 2018, the book balances of cash, cash equivalents, and certificates of deposit totaled $12,975,464 and the
bank balances totaled $13,274,571 ($4,770,812 of which was covered by FDIC insurance, $2,724,327 was insured
by the Tennessee Bank Collateral Pool Board of the State of Tennessee Treasury Department and $5,779,432 which
is in a financial institution not participating in the bank pool, but this institution pledges collateral held in safekeeping
by a third party bank acting as an agent of the City in the City’s name).

As of June 30, 2018, the book balances of the District's cash accounts were $959,198 and the bank balances were
$980,750. Of the bank balances, $250,000 was covered by FDIC insurance and $730,750 was covered by collateral
held by the Tennessee Bank Collateral Pool Board of the State of Tennessee Treasury Department.
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NOTE 3 - INTERFUND TRANSFERS

Transfers From

Transfers To: General Fund
Special Police Fund $ 27,759
Drug Fund 19,210

Total $ 46,969

Transfers are used to move revenues from the fund that statute or budget requires to collect them to the fund that
statute or budget requires to expend them and use unrestricted revenues collected in the general fund to finance
various programs accounted for in other funds in accordance with budgetary authorizations.

NOTE 4 - CAPITAL ASSETS / RELATED PARTY TRANSACTION

Governmental Activities

Capital asset activity for the year ended June 30, 2018 is as follows:

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018

Capital Assets, Not Being Depreciated:

Land $ 577,099 $§ 24535 § 0 3 601,634

Construction In Progress 75,417 190,664 0 266,081
Total Capital Assets, Not Being Depreciated 652,516 215,199 0 867,715
Capital Assets, Being Depreciated:

Land Improvements 951,566 0 0 951,666

Buildings and Improvements 3,501,945 88,080 0 3,590,025

Equipment, Furniture and Fixtures 1,499,583 164,090 0 1,663,673

Vehicles 3,649,506 377,487 0 4,026,993

Infrastructure 14,693,873 0 0 14,693,873
Total Capital Assets, Being Depreciated 24,296,473 629,657 0 24,926,130
Less Accumulated Depreciation for:

Land Improvements 425617 43,012 0 468,629

Buildings and Improvements 1,306,383 118,934 0 1,425,317

Equipment, Furniture and Fixtures 1,011,238 110,796 0 1,122,034

Vehicles 2,173,131 308,114 0 2,481,245

Infrastructure 9,513,740 309,225 0 9,822,965
Total Accumulated Depreciation 14,430,109 890,081 0 15,320,190
Total Capital Assets, Being Depreciated, Net 9,866,364 (260,424) 0 9,605,940
Governmental Activities Capital Assets, Net $ 10,518,880 $ (45,225) $ 0 $ 10473655

Depreciation was charged to governmental functions as follows:

Administration and Finance $ 97,923
Police Protection 159,656
Fire Protection 117,145
Animal and Infectious Disease Control 2,617
Streets and Highways and General Public Works 421,875
Recreation Center and Library 90,865

$ 890,081



NOTE 4 - CAPITAL ASSETS / RELATED PARTY TRANSACTION (Continued)

Electric Department
Capital asset activity for the year ended June 30, 2018 is as follows:

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018

Capital Assets, Not Being Depreciated:

Land and Land Rights $ 971,162 § 104,184 $ 0 $ 1,075,346

Construction Work in Progress 823,456 2,696,695 (3,084,410) 435,741
Total Capital Assets, Not Being Depreciated 1,794,618 2,800,879 (3,084,410) 1,511,087
Capital Assets, Being Depreciated:

Structures and Improvements 5,178,877 13,771 0 5,192,648

Poles, Towers, and Transmission Assets 82,292,678 2,748,465 (668,481) 84,372,662

Street Lighting Systems 4,036,196 139,634 (30,678) 4,145,152

Equipment, Furniture and Fixtures 30,333,885 630,466 0 30,964,351
Total Capital Assets, Being Depreciated 121,841,636 3,632,336 (699,159) 124,674,813
Less Accumulated Depreciation for:

Structures and Improvements 1,037,874 105,176 0 1,143,050

Poles, Towers, and Transmission Assets 34,340,347 2,454 461 (616,153) 36,178,655

Street Lighting Systems 2,827,706 171,332 (30,529) 2,968,509

Equipment, Furniture and Fixtures 17,478,403 881,596 0 18,359,999
Total Accumulated Depreciation 55,684,330 3,612,565 (646,682) 58,650,213
Total Capital Assets, Being Depreciated, Net 66,157,306 (80,229) (52,477) 66,024,600
Capital Assets, Net $ 67951924 $ 2,720650 $ (3,136,887) $ 67,535,687

Water Department

Capital asset activity for the year ended June 30, 2018 is as follows:

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018

Capital Assets, Not Being Depreciated:

Land and Land Rights $ 169,537 $ 0 3 0 9 169,537

Construction Work in Progress 30,521 156,026 0 186,547
Total Capital Assets, Not Being Depreciated 200,058 156,026 0 356,084
Capital Assets, Being Depreciated:

Structures and Improvements 17,165,026 56,903 0 17,221,929

Furniture, Fixtures and Equipment 6,651,112 1,335,458 (11,396) 7,975,174

Distribution Reservoir and Standpipes 2,317,140 75,686 (2,125) 2,390,701

Transmission and Distribution Mains 29,856,721 8,040 0 29,864,761

Service Installations 6,920,513 350,312 (3,364) 7,267,461
Total Capital Assets, Being Depreciated 62,910,512 1,826,399 (16,885) 64,720,026
Less Accumulated Depreciation for:

Structures and Improvements 6,487,680 429,237 0 6,916,917

Furniture, Fixtures and Equipment 5,647,433 255119 0 5,902,652

Distribution Reservoir and Standpipes 979,197 46,959 0 1,026,156

Transmission and Distribution Mains 11,241,158 595,134 0 11,836,292

Service Installations 3,939,678 265,980 0 4,205,658
Total Accumulated Depreciation 28,295,146 1,592,429 0 29,887,575
Total Capital Assets, Being Depreciated, Net 34,615,366 233,970 (16,885) 34,832,451

Capital Assets, Net $ 34815424 § 389996 $ (16,885) $ 35,188,535
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NOTE 4 - CAPITAL ASSETS / RELATED PARTY TRANSACTION (Continued)

Emergency Communications District

Capital asset activity for the component unit for the year ended June 30, 2018 is as follows:

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018
Capital Assets, Not Being Depreciated:
Land and Land Rights 3 4000 $ 0 $ 0 % 4,000
Capital Assets, Being Depreciated:
Equipment, Furniture and Fixtures 611,554 21,517 0 633,071
Less Accumulated Depreciation for:
Equipment, Furniture and Fixtures 503,098 33,630 536,728
Total Capital Assets, Being Depreciated, Net 108,456 (12,113) 0 96,343
Capital Assets, Net $ 112456 § (12113) % 0 % 100,343

NOTE 5 - LONG-TERM DEBT

Changes in long-term debt for the year ended June 30, 2018 are as follows:

Balance Balance Current
June 30, 2017 Increases Decreases June 30, 2018 Portion
Governmental Activities:
General Obligation:
Capital Outlay Note $ 655,000 $ 0 8 (157,000) $ 498,000 $ 161,000
Capital Outlay Note 1,500,000 0 (132,000) 1,368,000 136,000
$ 2,155,000 $ 0 8 (289,000) $ 1,866,000 $ 297,000
Business-Type Activities:
General Obligation:
Loans Payable to PBA Clarksuille,

Series 2003, 2004, 2008 and 2010 $ 7,654,000 $ 0% (737,000) $ 6,917,000 $ 757,000
Loan Payable to PBA Montgomery County,

Series 2006 7,538,000 0 (426,000) 7,112,000 447,000
TLDA Loans 5,848,647 0 (444,984) 5,403,663 448,504
Series 2014A 7,535,440 0 (1,311,335) 6,224,105 1,295,000
Refunding, Series 2015A 5,230,000 0 (380,000) 4,850,000 380,000
Refunding, Series 2015B 3,725,000 0 (255,000) 3,470,000 260,000
Series 2017 8,360,000 0 0 8,360,000 0

Rural Development Revenue and Tax Bonds 1,714,414 0 (31,965) 1,682,449 32,773
$ 47,605501 $ 0 % (3,586,284) § 44,019,217 § 3,620,277

Governmental Activities

General obligation capital outlay notes and leases payable currently outstanding are as follows:

Interest Final Amount of Balance

Rates Date Issued  Maturity Date  Original Issue  June 30, 2018
General Obligation Capital Outlay Note 2.94% 10/27/10 10/01/20 $ 1,500,000 $ 498,000
General Obligation Capital Outlay Note 2.81% 04112117 03/01/27 1,500,000 1,368,000

$ 1,866,000
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Governmental Activities (Continued)

Annual debt service requirements to maturity of the primary government for the notes and lease are as follows:

Year Ending June 30, Principal Interest
2019 $ 297,000 $ 50,715
2020 306,000 42,087
2021 314,000 33,199
2022 147,000 26,667
2023 152,000 22,536
2024-2027 650,000 46,280
Total $ 1,866,000 $ 221,484

Electric Department
Changes in long-term obligations for the year ended June 30, 2018 are as follows:

Balance Balance Amounts Due
June 30, 2017 Increases Decreases June 30, 2018 Within One Year

Loan Payable to the Public Building Authority of the

City of Clarksuille, Tennessee - Series 2004

(PBA Clarksville, Series 2004) - Variable

Rate based on Bank of America Daily Rate $ 3,914,087 $ 0 $ (449,129) $ 3,464,958 § 460,229
Loan Payable to the Public Building Authority of the

County of Montgomery, Tennessee - Series 2006

(PBA Montgomery County, Series 2006) -

Variable Rate based on Bank of America Daily Rate 7,538,000 0 (426,000) 7,112,000 447,000
Loan Payable to the Public Building Authority of the

City of Clarksuille, Tennessee - Series 2008

(PBA Clarksville, Series 2008) - Variable

Rate based on Bank of America Daily Rate 1,406,102 0 (79,453) 1,326,649 82,066
GO Bonds
Series 2014A, 2.0% to 4.0% 6,640,000 0 (1,230,000) 5,410,000 1,255,000
GO Refunding Bonds
Series 2015A, 2.0% 5,230,000 0 (380,000) 4,850,000 380,000
GO Refunding Bonds
Series 2015B, 2.0% to 2.75% 3,725,000 0 (255,000) 3,470,000 260,000
GO Bonds
Series 2017, 2.0% to 3.25% 8,360,000 0 0 8,360,000 0
36,813,189 0 (2,819,582) 33,993,607 2,884,295
Plus Unamortized Premiums on Issuance 467,545 0 (40,519) 427,026 0
$ 37,280,734 § 0 $ (2,860,101) $ 34,420,633 § 2,884,295




NOTE 5 - LONG-TERM DEBT (Continued)

Electric Department (Continued)

The bonds and loans payable outstanding as of June 30, 2018 are as follows:
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Final Amount of Balance
Interest Rates Date Issued Maturity Date Original Issue June 30, 2018
Loan Payable to PBA - Clarksville, Series 2004 Variable 5/24/2005 5/25/2025 $ 8,538,600 § 3,464,958
Loan Payable to PBA - Montgomery County
- Series 2006 Variable 3/3/2008 5/25/2030 10,000,000 7,112,000
Loan Payable to PBA - Clarksville, Series 2008 Variable 10/31/2008 5125/2031 1,829,500 1,326,649
Electric System General Obligation Bonds, 2.00% - 4.00% 12/5/2014 3/1/2035 9,075,000 5,410,000
Series 2014A
Electric System General Obligation Refunding
Bonds, Series 2015A 2.00% 2/127/2015 3/1/2022 5,990,000 4,850,000
Electric System General Obligation Refunding
Bonds, Series 2015B 2.00% - 2.75% 3/31/2015 3/1/2030 4,225,000 3,470,000
Electric System General Obligation
Bonds, Series 2017 2.00% to 3.25% 5/25/2017 3/1/2037 8,360,000 8,360,000
$__ 33,993,607

Annual debt service requirements to maturity of the bonds and loans payable are as follows for the years ending

June 30:

2019
2020
2021
2022
2023
2024-2028
2029-2033
2034-2037

Total

Principal Interest
$ 2,884,295 $ 767,399
2,995,532 733,149
3,433,769 673,529
3,502,859 601,255
2,068,949 527,410
9,685,531 1,986,396
6,457,672 958,959
2,965,000 228,563
$ 33993607 $ 6,476,660

The general taxing authority of the City of LaFollette is pledged as collateral for all of the loans payable to Public
Building Authorities. Proceeds from these loans were also used to finance certain construction projects.

The 2014 and 2015 General Obligation Bonds are payable from but not secured by a pledge of the Electric
Department's revenues. The full faith and credit of the City of LaFollette is pledged as collateral for these bonds.

On May 25, 2017, the Electric Department issued $8,360,000 in General Obligation Bonds (Series 2017) to provide
funds for the acquisition of land and construction, renovation, extension and equipping of site improvements, facilities
and equipment for the City's electric system. The bonds are secured by a pledge of the Electric Department’s
revenues. The full faith and credit of the City of LaFollette is pledged as collateral for these bonds.



NOTE 5 - LONG-TERM DEBT (Continued)

Water Department

Changes in long-term obligations for the year ended June 30, 2018 are as follows:

Loan Payable to the Public Building Authority of the
City of Clarksuille, Tennessee - Series 2003
(PBA Clarksville, Series 2003) - Variable Rate
(Based on Bank of America Daily Rate)

Loan Payable to the Public Building Authority of the
City of Clarksville, Tennessee - Series 2004
(PBA Clarksville, Series 2004) - Variable Rate
(Based on Bank of America Daily Rate)

State Rewolving Fund Loan Payable to the Tennessee
Local Dewvelopment Authority - Series 2003
(TLDA, Series 2003)

State Rewlving Fund Loan Payable to
the Tennessee Local Development Authority
Series 2006 (TLDA, Series 2006)

Loan Payable to the Public Building Authority of the
City of Clarksville, Tennessee - Series 2008
(PBA Clarksville, Series 2008) - Variable Rate
(Based on Bank of America Daily Rate)

Rural Dewelopment Water and Sewer Revenue and
Tax Bonds - Series 2012 - Fixed Rate of 2.5%

Water System General Obligation Bonds,
Series 2014A, 2.00% to 2.75%

Plus: Unamortized Premiums on Issuance
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Amounts
Balances Balances Due Within
June 30, 2017 Increases Decreases June 30, 2018 One Year
$ 380,000 $ 0 8 (59,000) % 321,000 $ 61,000
669,913 0 (76,871) 593,042 78,771
473,399 0 (53,676) 419,723 54,064
5,375,248 0 (391,308) 4,983,940 394,440
1,283,898 0 (72,547) 1,211,351 74,934
1,714,414 0 (31,965) 1,682,449 32,773
420,000 0 (40,000) 380,000 40,000
10,316,872 0 (725,367) 9,591,505 735,982
7,895 0 (816) 7,079 0
$ 10,324,767 $ 0 % (726,183) $ 9,598,584 $ 735,982

The bonds, loans and notes payable outstanding as of June 30, 2018 are as follows:

Loan Payable to PBA - Clarksville, Series 2003
Loan Payable to PBA - Clarksville, Series 2004
Loan Payable to TLDA, Series 2003
Loan Payable to TLDA, Series 2006
Loan Payable to PBA - Clarksville, Series 2008
Rural Dewelopment Water and Sewer Revenue and
Tax Bonds, Series 2012
Water System General Obligation Bonds,
Series 2014A

Final Amount of Balance
Interest Rates Date Issued Matunty Date Original Issue June 30, 2018
Variable 12/29/2003 5/25/2023 $ 1,000,000 $ 321,000
Variable 5/24/2005 5/256/2025 1,461,400 593,042
0.71% 6/23/2003 6/30/2026 1,060,000 419,723
0.80% 6/25/2007 2/20/2030 7,997,945 4,983,940
Variable 10/31/2008 5/25/2031 1,670,500 1,211,351
2.50% 121412012 6/30/2051 1,825,000 1,682,449
2.00% to 2.75% 12/5/2014 3/1/2027 500,000 380,000

§ 8,591,505
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NOTE 5 - LONG-TERM DEBT (Continued)

Water Department (Continued)

Annual debt service requirements to maturity of the general obligation bonds, loans payable and notes payable
(assuming principal amounts are fully drawn) are as follows for the years ended June 30:

Principal Interest
2019 $ 735982 % 129,965
2020 746,127 124,633
2021 757,319 114,921
2022 768,719 105,010
2023 780,156 94,922
2024-2028 3,265,210 335,771
2029-2033 1,444,464 172,047
2034-2038 250,692 121,608
2038-2043 284,035 88,265
2044-2048 321,812 50,488
2049-2052 236,989 10,219
Total $ 9,591,505 § 1,347,849

The future net revenues of the Water Department, the general taxing authority of the City of LaFollette, and the City's
state-shared tax revenues are pledged as collateral for the loans payable to TLDA and Rural Development. Proceeds
from these loans provided financing for certain construction projects. The debt for which revenues have been pledged
is payable through 2051. Annual principal and interest payments on the debt are expected to require less than 9% of
annual net revenues of the Water Department. The total principal and interest remaining to be paid on the debt is
$8,142,640 based on rates in effect as of June 30, 2018. Principal and interest paid for the current year and total net
revenues of the Water Department were $564,204 and $6,714,959, respectively.

The general taxing authority of the City of LaFollette is pledged as collateral for all three of the loans from the Public
Building Authority of the City of Clarksville and the Revenue and Tax Bonds. Proceeds from these loans were also
used to finance certain construction projects.

The 2014A General Obligation Bonds are payable from but not secured by a pledge of the Water Department's
revenues. The full faith and credit of the City of LaFollette is pledged as collateral for these Bonds.

NOTE 6 - OTHER LONG-TERM LIABILITIES

Balance Balance Amounts Due
June 30, 2017 Increases Decreases June 30, 2018 Within One Year

Governmental Activities:
Accrued Compensated Absences $ 278,918 § 298,331 § (278,918) % 298,331 % 298,331
Accrued Post-Retirement Plan (OPEB) 1,017,793 117,334 (102,607) 1,032,520 0
$ 1,296,711 $ 415,665 $ (381,525) $ 1,330,851 § 298,331

Business-Type Activities:
Customer Deposits $ 2,153,311 % 478,382 $ (393,490) % 2,238,203 § 416,540
Accrued Compensated Absences 1,755,794 436,583 (704,054) 1,488,323 651,811
Accrued Retirement Plan 853,596 0 (117,706) 735,890 117,784
Accrued Post-Retirement Plan (OPEB) 778,834 245,987 (88,622) 936,199 0
$ 5541535 $§ 1,160,952 $ (1,303,872) $ 5,398,615 $ 1,186,135

The June 30, 2017 Accrued Post-Retirement Plan (OPEB) balances have been adjusted to reflect the restatement
discussed in Note 14.



