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Independent Auditors’ Report

Honorable Mayor,
City Manager and Members of the City Council
City of Kingston, Tennessee

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City of Kingston, Tennessee, as of and for the
year ended June 30, 2008, which collectively comprise the City’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City’s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Kingston, Tennessee, as of June 30, 2008, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America and the respective budgetary comparison for the
General Fund.

In accordance with Government Auditing Standards, we have also issued a report dated November 6, 2008, on our
consideration of the City of Kingston, Tennessee’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 7, and the required supplementary information on
page 29, are not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquires of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and express no
opinion on it.



Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the City of Kingston, Tennessee’s basic financial statements. The accompanying financial
information listed as supplemental financial information in the table of contents is presented for purposes of
additional analysis and is not a required part of the general purpose financial statements of the City of
Kingston, Tennessee. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly presented, in all material respects, in relation
to the basic financial statements taken as a whole.

Knoxville, Tennessee
November 6, 2008



CITY OF KINGSTON, TENNESSEE
Management’s Discussion and Analysis
June 30, 2008

As management of the City of Kingston, we offer readers of the City’s financial statements this narrative
overview and analysis of the financial activities of the City of Kingston for the fiscal year ended June 30,
2008. Readers are encouraged to consider the information presented here in conjunction with the City’s
financial statements.

Financial Highlights

e At June 30, 2008, the assets of the City of Kingston exceeded its liabilities by $10,874,366. Of this
amount, $2,430,985 is considered unrestricted funds and may be used to meet the City’s ongoing
obligations to citizens and creditors.

e The City issued new debt during the current fiscal year in the amount of $336,495 while the
amount paid down on debt totaled $563,346 resulting in a net decrease in debt of $226,851.

e At the end of the current fiscal year, the City’s enterprise (water and sewer) fund reported an
ending fund balance of $6,270,936. Of this amount, $637,829 or 10.17% is in restricted funds.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction of the City of Kingston’s basic financial
statements. The City of Kingston’s basic financial statements comprise three components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements.

Government-wide Financial Statements

The Government-wide Financial Statements are designed to provide readers with a broad overview of the
City of Kingston’s finances, in a manner similar to a private-sector business.

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

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

Both of the Government-wide Financial Statements distinguish functions of the City of Kingston that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a signification portion of their costs through user fees and
charges (business-type activities). The governmental activities of the City include general government,
public safety, highways and streets, drug enforcement, parks and recreation and waste management
services. The business-type activities include Kingston Utilities wastewater and waterworks services.

Fund Financial Statements

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



CITY OF KINGSTON, TENNESSEE
Management’s Discussion and Analysis (Continued)

Governmental Funds

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

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

Proprietary Funds

The City of Kingston maintains a Water and Sewer fund as an enterprise or proprietary fund. Enterprise
funds are used to report the same functions presented as business-type activities in the government-wide
financial statements. Proprietary funds provide the same type of information as the government-wide
financial statements, only in more detail. The proprietary fund financial statements provide separate
information of the Water and Sewer activities, which is also considered a major fund of the City.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Other Information
In addition to the basic financial statements and accompanying notes, this report also presents certain

required supplementary information concerning the City of Kingston’s budgetary fund balance, noting
variances with actual and final budget amounts.



CITY OF KINGSTON, TENNESSEE
Management’s Discussion and Analysis (Continued)

Government-wide Financial Analysis

The following table provides a summary of the City’s net assets at June 30, 2008 and 2007:

Increase/ % Increase/

June 30, 2008  June 30, 2007 (Decrease) (Decrease)
Current and other assets $ 4,040,186 $ 4,107,495 $  (67,309) -1.6%
Capital assets 17,158,492 17,393,559 (235,067) -1.35%
Total assets $ 21,198,678  $ 21,501,064 $ (302,376) -1.41%
Long-term liabilities outstanding $ 8,050,108 $ 8,333,766 $ (283,658) -3.4%
Other liabilities 2,274,204 2,184,224 89,980 4.1%
Net assets 10,874,366 10,983,064 (108,698) -0.99%
Total liabilities and net assets $ 21,198,678  $ 21501054 $ (302,376) -1.41%

The following table provides a summary of the City’s changes in net assets for the years ended June 30,
2008 and 2007:

Summary of Changes in Net Assets
Increase/ % Increase/
June 30, 2008  June 30, 2007 (Decrease) (Decrease)

Revenues

Governmental activities $ 4,309,121 $ 4,421,701 $ (112,580) -2.5%
Business-type activities 2,729,418 2,555,997 173,421 6.8%
Total revenues 7,038,539.00 6,977,698.00 60,841.00 0.9%

Expenses 7,147,237.00 6,654,197.00 493,040.00 7.4%

Change in net assets $ (108,698) $ 323,501 $ (432,199) -133.6%

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the City of Kingston, total assets exceeded liabilities by $10,874,366 at the close of this fiscal
year.

The largest portion of the City of Kingston’s net assets (71.77%) reflects its investment in capital assets
(e.g., land, buildings, vehicles, equipment, and infrastructure), less any related debt used to acquire those
assets that are still outstanding. The City of Kingston uses these capital assets to provide services to its
citizens; consequently, these assets are not available for future spending. Although the City of Kingston’s
investment in capital assets is reported net of related debt, it should be noted that the resources needed to
repay this debt must be provided from other sources, since the capital assets themselves cannot be used to
liquidate these liabilities.



CITY OF KINGSTON, TENNESSEE
Management’s Discussion and Analysis (Continued)

Financial Analysis of the City’s Funds

As noted earlier, the City of Kingston uses fund accounting to ensure and demonstrate compliance with
finance-related requirements.

Governmental Funds

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the City of Kingston’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of the City’s net
resources available for spending at the end of the fiscal year. As of June 30, 2008, the City of Kingston’s
general fund reported an ending fund balance of $1,070,294 a decrease in comparison with the prior year.
The Special Revenue Funds reported an ending fund balance of $1,427 an increase in comparison to the
prior year.

The general fund is the chief operating fund of the City of Kingston. At June 30, 2008, unreserved fund
balance of the general fund was $1,070,294. As a measure of the general fund’s liquidity, it may be useful
to compare both the unreserved fund balance and the total fund balance to total fund expenditures.
Unreserved fund balance represents 26.96% of total general fund expenditures. The fund balance increased
$30,622 as a result of the current fiscal year operations.

Proprietary Funds

The City’s proprietary fund provides the same type of information found in the government-wide financial
statements, but in more detail.

Unrestricted net assets of the Water and Sewer fund at the end of the year amounted to $528,500. The total
increase in net assets for the Water and Sewer fund was $137,256. The fund had $4,847,039 in net assets
invested in capital assets net of related debt. Factors concerning the financial position of this fund have
already been addressed in the discussion of the City’s business-type activities.

Capital Assets

The City of Kingston’s investment in capital assets for its governmental activities as of June 30, 2008,
amounted to $4,881,291. This investment includes land and land improvements, buildings, machinery, and
equipment. In the City’s proprietary fund, the utility plant in service (net of depreciation) as of June 30,
2008, is $12,277,201.

Major capital asset events during the current fiscal year included the following:
e Completion of Gallaher Road, Phase |
¢ Construction of new sewer lines



CITY OF KINGSTON, TENNESSEE
Management’s Discussion and Analysis (Continued)

Capital assets of the City of Kingston at June 30, 2008 are as follows:

Governmental Business-type

activities activities Total

Land $ 718,086 $ 46,361 $ 764,447
Buildings and improvements 2,506,142 - 2,506,142
Machinery and equipment 2,931,376 293,854 3,225,230
Water plant and distribution - 5,918,273 5,918,273
Sewer plant and transmission - 11,858,982 11,858,982
Other improvements 2,491,703 - 2,491,703
Construction in progress - 374,867 374,867
Total capital assets at cost 8,647,307 18,492,337 27,139,644
Accumulated depreciation (3,766,016) (6,215,136) (9,981,152)
Capital assets, net $ 4,881,291 $ 12,277,201 $ 17,158,492

Economic Factors and Next Year’s Budget and Rates

The following factors were considered in preparing the City’s budget for the 2008-2009 fiscal year.

Water and sewer rates were increased by 7%.

Property tax rate increased by 4%.

With the exception of business taxes, state shared revenues have increased somewhat over the
past few years.

Inflationary trends in health care and fuel costs continue to impact increases in next year’s
budget projections.

Requests for Information

This financial report is designed to provide a general overview of the City of Kingston’s finances.
Questions concerning any information provided in this report or requests for any additional financial
information should be addressed to the Office of the City Manager, City of Kingston, 125 W. Cumberland
St., Kingston, Tennessee 37763.



Assets
Current Assets
Cash and cash equivalents
Receivables, net
Inventories
Unbilled revenue
Due from other governmental units
Interfund receivable

Total current assets

Other Assets

Restricted cash
Unamortized bond discount
Start-up costs
Less: allowance for amortization
Capital assets

Land

Other capital assets, net

Total other assets
Total assets
Liabilities
Current Liabilities
Accounts payable
Accrued employee benefits
Accrued interest
Current portion of long-term debt

Interfund payable
Other

Total current liabilities

Long-Term Liabilities

Long-term debt
Accrued employee benefits
Deferred revenue - taxes

Total long-term liabilities

Net Assets

Investment in capital assets, net of related debt

Restricted for
special revenue
Unrestricted

Total net assets

CITY OF KINGSTON, TENNESSEE
Statement of Net Assets
June 30, 2008

Primary Government

Governmental Business-type

Activities Activities Total
$ 882482 $ 132,618 $ 1,015,100
1,854,395 181,489 2,035,884
- 98,242 98,242
- 160,000 160,000
37,349 - 37,349
21,522 - 21,522
2,795,748 572,349 3,368,097
- 637,829 637,829
- 21,399 21,399
- 128,611 128,611
- (115,750) (115,750)
718,084 46,361 764,445
4,163,207 12,230,840 16,394,047
4,881,291 12,949,290 17,830,581
$ 7,677,039 $ 13,521,639 $ 21,198,678
4,119 14,281 18,400
20,000 20,000 40,000
12,797 1,459 14,256
152,240 433,936 586,176
- 21,522 21,522
35,645 11,431 47,076
224,801 502,629 727,430
1,311,450 6,738,658 8,050,108
70,505 9,416 79,921
1,466,853 - 1,466,853
2,848,808 6,748,074 9,596,882
2,699,517 5,104,607 7,804,124
1,428 637,829 639,257
1,902,485 528,500 2,430,985
$ 4,603,430 $ 6,270,936 $ 10,874,366

See accompanying notes to financial statements.



CITY OF KINGSTON, TENNESSEE
Statement of Activities
Year Ended June 30, 2008

Program Revenues

Net Revenue (Expense) and
Changes in Net Assets

Operating Primary Government
Charges for Grants and Governmental Business-type
Function/Programs Expenses Services Contributions Activities Activities Total
Primary Government
Governmental activities
General government $ 1,067,082 $ 33,976 - $ (1,033,106) $ - $ (1,033,106)
State Street Aid 222,914 - 161,264 (61,650) - (61,650)
Public safety 1,590,740 - - (1,590,740) - (1,590,740)
Public welfare 1,386,082 - - (1,386,082) - (1,386,082)
Drug fund 2,890 4,061 - 1,171 - 1,171
Waste management 233,397 250,398 - 17,001 - 17,001
Interest on long-term debt 51,970 - - (51,970) - (51,970)
Total governmental activities 4,555,075 288,435 161,264 (4,105,376) - (4,105,376)
Business-type activities
Water and Sewer Fund 2,592,162 2,729,418 - - 137,256 137,256
Total business-type activities 2,592,162 2,729,418 - - 137,256 137,256
Total primary government $ 7,147,237 $ 3,017,853 161,264 (4,105,376) 137,256 (3,968,120)
General Revenues

Property taxes 1,502,294 - 1,502,294

Sales taxes 1,111,000 - 1,111,000

Business taxes 112,490 - 112,490

Other local taxes 245,882 - 245,882

Intergovernmental revenues 586,360 - 586,360

Licenses and permits 100,304 - 100,304

Fines and fees 82,241 - 82,241

Investment earnings 26,151 - 26,151

Rents 32,160 - 32,160

Other revenues 60,540 - 60,540

Total general revenues 3,859,422 - 3,859,422

Change in net assets (245,954) 137,256 (108,698)

Net assets, beginning 4,849,384 6,133,680 10,983,064

Net assets, ending $ 4,603,430 $ 6,270,936 $ 10,874,366

See accompanying notes to financial statements.




CITY OF KINGSTON, TENNESSEE
Governmental Funds

Assets
Cash and cash equivalents
Taxes receivables, net
Due from other funds
Due from other governmental units

Total assets

Liabilities and Fund Balance
Liabilities
Accounts payable
Accrued employee benefits
Accrued interest
Other current liabilities
Deferred revenue

Total liabilities
Fund balances
Unreserved

Reserved, reported in nonmajor
Special revenue funds

Total fund balances

Total liabilities and fund balances

Balance Sheet
June 30, 2008

Amounts reported for governmental activities in the statement of net assets

are different because:
Ending fund balance - governmental funds

Capital assets used in governmental activities are not financial resources and

therefore are not reported in the funds.

Certain revenues will be collected after year-end, but not within the period
considered available to pay current period expenditures. Therefore, these

amounts were deferred in the fund financial statements but have been
recognized as revenues under the accrual basis.

Some liabilities are not due and payable in the current period

and therefore are not reported in the funds.

Net assets of governmental activities

See accompanying notes to financial statements.

Other Total
Governmental Governmental

General Funds Funds
$ 881,054 $ 1,428 $ 882,482
1,854,395 - 1,854,395
21,522 - 21,522
37,349 - 37,349
$ 2,794,320 $ 1,428 $ 2,795,748
4,119 - 4,119
20,000 - 20,000
12,797 - 12,797
35,645 - 35,645
1,651,465 - 1,651,465
1,724,026 - 1,724,026
1,070,294 - 1,070,294
- 1,428 1,428
1,070,294 1,428 1,071,722
$ 2,794,320 $ 1,428 $ 2,795,748
$1,071,722
4,881,291
184,612
(1,534,195)
$_4,603430



CITY OF KINGSTON, TENNESSEE
Governmental Funds

Statement of Revenues, Expenditures, and Changes in Fund Balance
Year Ended June 30, 2008

Revenues
Local taxes
Intergovernmental
Public welfare
Licenses and permits
Rents
Fines and forfeitures
Drug fund
Waste management
Other revenues
Investment earnings

Total revenues

Expenditures

Current
General government
Public safety
Public welfare
Capital improvements

Debt service
Principal
Interest

Total expenditures

Deficiency of revenues
under expenditures

Other financing sources (uses)
Transfer in (out)

Total other financing sources (uses)

Excess (deficiency) of revenues and other
financing sources over (under) expenditures
and other financing uses

Fund Balance, beginning

Fund Balance, ending

See accompanying notes to financial statements.

Other Total
Governmental Governmental

General Funds Funds
2,719,587 $ - $ 2,719,587
702,602 - 702,602
33,976 - 33,976
212,794 - 212,794
32,160 - 32,160
82,241 - 82,241
- 4,061 4,061
- 250,398 250,398
173,728 - 173,728
26,151 - 26,151
3,983,239 254,459 4,237,698
816,441 2,890 819,331
1,421,517 - 1,421,517
1,495,923 233,397 1,729,320
29,454 - 29,454
154,313 - 154,313
51,970 - 51,970
3,969,618 236,287 4,205,905
13,621 18,172 31,793
17,001 (17,001) -
17,001 (17,001) -
30,622 1,171 31,793
1,039,672 257 1,039,929
1,070,294 $ 1,428 $ 1,071,722




CITY OF KINGSTON, TENNESSEE
Governmental Funds
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balance to the Statement of Activities
Year Ended June 30, 2008

Net change in fund balances - total governmental funds $

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives as depreciation
expense. This is the amount by which capital outlay ($29,454) was exceeded
by depreciation ($437,763) in the current period.

Certain revenues will be collected after year-end but not within the period
considered available to pay current period expenditures. Therefore, these
amounts were recognized as revenues in the statement of activities but were
not reported as revenues in the fund financial statements.

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

Note proceeds provide current financial resources to governmental funds,

but the issuance of debt increases long-term obligations for
governmental activities.

Repayment of debt principal is an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the statement of net assets. This
is the amount of principal repayments.

Change in net assets of governmental activities $

See accompanying notes to financial statements.

31,793

(408,309)

116,301

73,496

(213,548)

154,313

(245,954)
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CITY OF KINGSTON, TENNESSEE

General Fund

Statement of Revenues, Expenditures, and Changes in Fund Balance - Budget and Actual
Year Ended June 30, 2008

Variance
Budget Favorable/
Original Final Actual (Unfavorable)
Revenues
Local taxes $ 3,694,950 $ 3,694,950 $ 2,719,587 $ (975,363)
Licenses and permits 53,800 53,800 212,794 158,994
Intergovernmental revenues 225,780 225,780 702,602 476,822
Fines, fees and costs 78,000 78,000 82,241 4,241
Charges for service 51,400 51,400 66,136 14,736
Investment earnings 20,000 25,500 26,151 651
Other revenues 26,200 26,200 173,728 147,528
Total revenues 4,150,130 4,155,630 3,983,239 (172,391)
Expenditures
Current
General government 991,278 991,278 816,441 174,837
Public safety 1,359,559 1,359,559 1,421,517 (61,958)
Public welfare 1,553,189 1,553,189 1,495,923 57,266
Capital improvements 55,435 55,435 29,454 25,981
Debt service
Principal 139,188 145,288 154,313 (9,025)
Interest 78,667 72,567 51,970 20,597
Total expenditures 4,177,316 4,177,316 3,969,618 207,698
Excess of revenues over expenditures (27,186) (21,686) 13,621 35,307
Other financing sources (uses)
Transfers from other funds 27,186 21,686 17,001 (4,685)
Excess of revenues and other financing
sources over expenditures and other
financing uses - - 30,622 30,622
Fund balance, July 1, 2007 1,135,709 1,135,709 1,039,672 -
Fund balance, June 30, 2008 $ 1,135,709 $ 1,135,709 $ 1,070,294 $ 30,622

See accompanying independent auditors’ report.



CITY OF KINGSTON, TENNESSEE
Proprietary Fund - Water and Sewer
Statement of Net Assets
June 30, 2008

Assets
Current Assets
Cash and cash equivalents
Accounts receivable
Inventories

Total current assets

Other Assets
Restricted cash
Unamortized bond discount
Start up costs, net of accumulated amortization
Capital assets
Utility plant, net

Total other assets

Total assets

Liabilities and Net Assets

Current Liabilities
Accounts payable
Accrued employee benefits
Current portion of long- term debt
Interest payable
Sales tax payable
Due to general fund

Total current liabilities

Long-Term Liabilities
Accrued employee benefits
Bonds payable

Total long-term liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted
Unrestricted
Total net assets

Total liabilities and net assets

See accompanying notes to financial statements.

$ 132,618
341,489
98,242

572,349

637,829
21,399
12,861

12,277,201
12,949,290

$ 13521639

$ 14,281
20,000
433,936
1,459

11,431
21,522

502,629
9,416
6,738,658
6,748,074
5,104,607
637,829
528,500
6,270,936

$ 18,521,639



Proprietary Funds - Water and Sewer Fund
Statement of Revenues, Expenses, and Changes in Net Assets

Operating Revenue
Sales
Other operating revenue

Total operating revenues

Operating Expenses
Auditing and accounting
Legal and professional
Subscriptions and dues
Salaries
Payroll taxes
Retirement
Utilities
Telephones and pagers
Education and training
Chemicals and lab
Garbage disposal-landfill
Auto expense
Equipment maintenance
Stone
Infiltration inflow
Repairs
Ground maintenance
Building maintenance
Hospital and health insurance
Safety supplies
Insurance
Travel
Operating supplies
Contract operations
Uniforms and safety boots
Depreciation and amortization
Machinery and equipment
Bad debt expense
Other operating expenses

Total operating expenses

Operating income

Nonoperating Revenues (Expenses)
Interest income
Interest expense

Total nonoperating revenue (expenses)

Change in net assets
Net assets, July 1, 2007

Net assets, June 30, 2008

CITY OF KINGSTON, TENNESSEE

Year Ended June 30, 2008

See accompanying notes to financial statements.

$ 2,696,230
4,406

2,700,636

10,500
10,630
11,407
570,021
44,573
49,551
172,284
25,011
2,680
144,362
27,903
39,161
135,662
11,368
17,807
36,106
16,358
9,332
149,300
140
92,134
3,664
20,413
140,780
10,178
442,191
1,269
108,362
12,516

2,315,663
384,973

28,782
(276,499)

(247,717)

137,256
6,133,680
B 6270936
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CITY OF KINGSTON, TENNESSEE
Proprietary Funds - Water and Sewer Fund
Statement of Cash Flows
Year Ended June 30, 2008

Cash Flows From Operating Activities
Cash received from customers
Cash paid to suppliers
Cash paid to employees

Net cash flows from operating activities

Cash Flows From Capital and Related Financing Activities
Acquisition and construction of capital assets
Principal paid on long-term debt
Proceeds from long-term debt
Interest expense

Net cash flows from capital and related financing activities

Cash Flows From Investing Activities
Interest earned

Net cash flows from investing activities

Net decrease in cash and cash equivalents

Cash and restricted cash equivalents at the beginning of year
Less: Restricted cash

Cash and cash equivalents at end of year

Cash Flows From Operating Activities
Operating income
Adjustments to reconcile operating income to net
cash provided by operating activities
Depreciation
Amortization
Changes in operating assets and liabilities
(Increase) decrease in:
Accounts receivable
Inventories
Prepaid interest
Unamortized bond discount
Increase (decrease) in:
Accounts payable
Sales tax payable
Interest payable
Due to general fund

Net cash flows from operating activities

See accompanying notes to financial statements.

$

2,778,120
(1,272,110)

(664,145)

841,865

(389,445)
(412,772)
122,112

(276,499)

(956,604)

28,782

28,782

(85,957)

856,404

(637,829)

$

132,618

384,973

422,537
12,861

77,484

(55,254)
3,144
6,793

(6,405)
(311)
1,459

(5,416)

841,865
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements
June 30, 2008

NOTE 1 - REPORTING ENTITY

The City of Kingston, Tennessee was incorporated in 1903 under the provisions of the State of Tennessee
and operates under a Council-Manager form of government. It has the usual corporate powers of
municipalities, including taxation, entering into contracts, and issuing bonds. The following services are
authorized by Charter: Public Safety (Police and Fire), Streets, Sanitation, Health and Social Services,
Culture-Recreation, Public Improvements, Planning and Zoning, Water and Sewer and General
Administrative duties.

The City, for financial purposes, includes all of the funds relevant to the operations of the City of Kingston,
Tennessee. The financial statements presented herein do not include agencies which have been formed
under applicable state laws as separate and distinct units of government apart from the City of Kingston,
Tennessee.

The financial statements of the City include the General Fund, the Drug Fund, the Waste Management
Fund, and the Water and Waste Water Department.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Kingston, Tennessee, (the “City”) have been prepared in conformity
with accounting principles generally accepted in the United States of America as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard setting body for
establishing governmental accounting and financial reporting principles. The more significant accounting
policies of the City are described below:

Basic Financial Statements - Government-Wide Statements - The City’s basic financial
statements include both government-wide (reporting the City as a whole) and fund financial
statements (reporting the City’s major funds). Both the government-wide and fund financial
statements categorize primary activities as either governmental or business-type. The City’s public
safety, streets, sanitation, health and social services, culture-recreation, public improvements,
planning and zoning and general administrative services are classified as governmental activities.
The City’s water and sewer services are classified as business-type activities.

In the government-wide Statement of Net Assets, both the governmental and business-type
activities columns are presented on a consolidated basis by column, and are reported on a full
accrual, economic resource basis, which recognizes all long-term assets and receivables as well as
long-term debt and obligations. The City’s net assets are reported in three parts — invested in capital
assets, net of related debt; restricted net assets; and unrestricted net assets.

The government-wide Statement of Activities reports both the gross and net costs of each of the
City’s functions (public safety, streets, etc.) and business-type activities. The functions are also
supported by general government revenues (property, sales and use taxes, certain intergovernmental
revenues, fines, permits, and charges, etc.). The Statement of Activities reduces gross expenses
(including depreciation) by related program revenues and operating grants. Program revenues must

be directly associated with the function (public safety, streets, etc.) or a business-type activity.
Operating grants include operating-specific and discretionary grants. The City’s policy is to
eliminate internal activity by distinguishing overhead cost which are eliminated by inter-fund
services used and provided. The City does not allocate indirect costs on the Statement of Activities.

The net costs (by function or business-type activity) are normally covered by general revenue
(property, sales and use taxes, intergovernmental revenues, interest income, etc).

This government-wide focus is more on the sustainability of the City as an entity and the change in
the City’s net assets resulting from the current year’s activities.
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basic Financial Statements - Fund Financial Statements - The financial transactions of the City
are reported in individual funds in the fund financial statements. Each fund is accounted for by
providing a separate set of self-balancing accounts that comprises its assets, liabilities, reserves,
fund equity, revenues and expenditures/expenses. The various funds are reported by generic
classification within the financial statements.

The following fund types are used by the City:

Governmental Funds - The focus of the governmental funds’ measurement (in the fund
statements) is upon determination of financial position and changes in financial position (sources,
uses, and balances of financial resources) rather than upon net income. The following is a
description of the governmental funds of the City:

General Fund - The General Fund is the general operating fund of the City. All financial
resources, except those required to be accounted for in another fund, are accounted for in the
General Fund.

Special Revenue Funds - Special Revenue Funds are used to account for all proceeds of specific
revenue sources that are legally restricted to expenditures for specific purposes.

Proprietary Funds - The focus of proprietary fund measurement is upon determination of
operating income, changes in net assets, financial position, and cash flows. The accounting
principles generally accepted in the United States of America that are applicable are those similar
to businesses in the private sector. The following is a description of the proprietary fund of the
City:

Enterprise Fund - Kingston Utilities is an enterprise fund that falls under the proprietary fund
type. Proprietary fund types are used to account for activities conducted on a fee-for-service basis
in a manner similar to commercial enterprises providing services to the public. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. GASB Statement No. 20 gives
governments the option of applying all Financial Accounting Standards Board (FASB) statements
and interpretations issued after November 30, 1989, to its proprietary funds, unless they conflict
with or contradict GASB pronouncements. The City has elected not to implement FASB
statements and interpretations issued thereafter, unless they are adopted by GASB.

Basis of Accounting - 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.

Accrual - Both governmental and business-type activities in the government-wide financial
statements and the proprietary fund financial statements are presented on the accrual basis of
accounting. Revenues are recognized when earned and expenses are recognized when incurred.

Modified Accrual - The governmental funds financial statements are presented on the modified
accrual basis of accounting. Under the modified accrual basis of accounting, revenues are recorded
when susceptible to accrual; i.e., both measurable and available. “Available” means collectible
within the current period or within 60 days after year-end. Expenditures are generally recognized
under the modified accrual basis of accounting when the related liability is incurred. The
exception to this general rule is that principal and interest on general obligation long-term debt, if
any, is recognized when due.
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Budgets and Budgetary Accounting - The City follows these procedures in establishing the
budgetary data reflected in the financial statements:

(1) Formal budgetary integration is employed as a management control device during the
year for the General and Special Revenue Funds. These budgets are adopted on a basis
consistent with accounting principles generally accepted in the United States of
America.

(2) The combined statement of revenues and expenditures - budget and actual for the
General and Special Revenue Funds present comparisons of legally adopted budgets
with actual data on a budgetary basis.

(3) The City Council approves the budget at the beginning of each year. The City Manager
is then authorized by resolution to pay, without further Council action, bills and
charges as specified in the budget.

(4) Unused appropriations for annually budgeted funds lapse at the end of the year.

Accumulated Compensated Absences - The cost of vacation pay and sick leave benefits is
recognized as earned by employees. In the event of termination or retirement, an employee is
reimbursed for accumulated vacation days on a regular pay-period basis. In no event will an
employee who has not completed at least six months of service receive vacation pay upon
separation. Employees can accumulate sick leave, and upon retirement, employees are reimbursed
for 50% of their accumulated sick leave benefits not to exceed nine hundred sixty (960) work hours.

Capital Assets - The historical cost of capital assets (excluding infrastructure) are recorded in the
Government-Wide Statements. Infrastructure assets have been recorded at deflated replacement
cost. Depreciation is expensed based on the estimated useful lives of the assets on a straight line
basis. Assets with a cost of greater than $1,000 are capitalized. Estimated useful lives range from 4-
50 years.

Operating Revenue - Operating revenue consists primarily of charges for services provided by the
principal operations of the City. Operating revenue is recorded when the service is rendered, on a
cycle basis, and includes an estimate of unbilled revenue. Revenues are reported net of bad debt
expense of $108,362.

Non-operating Revenue - Non- operating revenue consists of revenues that are related to financing
and investing types of activities and result from non-exchange transactions or ancillary activities.

Expense - When an expense is incurred for purposes for which there are both restricted and
unrestricted net assets available, it is the City’s policy to apply those expenses to restricted net
assets to the extent such are available and then to unrestricted net assets.
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue Recognition

(1) Property taxes are levied on October 1 and are due and payable at that time. All unpaid

@)

taxes levied October 1 become delinquent March 1 of the following year. Property
taxes attach as an enforceable lien on property after one year of delinquency.

Property tax revenues are recognized when they become available. Available includes
those property tax receivables expected to be collected within sixty days after year-end.
Allowances for uncollectible taxes within the General Fund are based upon historical
experience in collecting taxes.

The assessed value at January 1, 2007, upon which the 2007 levy was based, was
$112,829,652 not including public utilities. The tax rate was $1.30 per $100. Current
tax collections for the year ended June 30, 2008 were 96% of the tax levy.

Sales taxes, which are collected by the State and subsequently remitted to the town, are
recognized as revenues and receivables upon collection by the State, which is generally
in the month proceeding receipt by the Town. Licenses, permits, fines and rents are
recorded as revenues when received.

Kingston Utilities records revenue as billed to its customers based on a monthly meter
reading cycle. Fees charged by Kingston Utilities to join an existing line or extension
of an existing line are recorded as operating income. The related costs are expensed.

Inventories - Enterprise fund materials and supplies inventories are recorded at average cost.

Allowance for Uncollectible Accounts - At June 30, 2008, the allowance for uncollectible taxes in
the General Fund was $20,000 and the allowance for uncollectible accounts receivable in the
enterprise fund was $25,000.

Cash Equivalents - Certificates of deposit with original maturities of three months or less are
considered to be cash equivalents.

Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 3 - DEPOSITS

At June 30, 2008, the bank balance of cash held with local financial institutions (checking and savings) was
$1,816,018 of which $200,000 was covered by federal depository insurance, and $1,616,018 was covered
by collateral held in the City’s name. The carrying balance of cash at June 30, 2008 was $1,652,928.

A summary of these deposits at June 30, 2008 is as follows:

Carrying Balance Per
Amount Bank
Deposits

Governmental activities
Cash on hand $ 500 $ -
Cash in checking and savings 881,981 1,040,174
882,481 1,040,174

Business-type activities
Cash on hand 200 -
Cash in checking and savings 770,247 775,844
770,447 775,844
Total cash and savings accounts $ 1,652,928 $ 1,816,018

State statutes require that all deposits with financial institutions must be collateralized by securities whose
market value is equal to 105% of the deposits, less amounts insured by the federal deposit insurance. The
collateral must be held by the City, its agent or by the Federal Reserve in the City’s name.

NOTE 4 - INTERFUND RECEIVABLES AND PAYABLES
Net amounts due from and to other funds at June 30, 2008 are summarized as follows:

Due from Due to

Water and sewer fund $ 21,522 $ -
General fund - 21,522

$ 21,522 $ 21,522
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)

NOTE 5 - CAPITAL ASSETS

June 30, 2008

Capital asset activity for the year ended June 30, 2008 was as follows:

Governmental activities:
Capital assets, not being depreciated
Land
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Building and improvements
Machinery and equipment

Other improvements

Total capital assets being depreciated

Less accumulated depreciation:
Total capital assets being depreciated, net
Governmental activities capital assets, net

Business-type activities:

Capital assets, not being depreciated
Land

Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated
Machinery and equipment
Water plant & distribution
Sewer plant & transmission

Total capital assets, being depreciated
Less accumulated depreciation:
Total capital assets being depreciated, net

Business-type activities capital assets, net

Beginning Ending
Balance Increases Decreases Balance
$ 718,086 $ - $ - $ 718,086

718,086 - - 718,086
2,506,142 - - 2,506,142
2,695,588 235,788 - 2,931,376
2,491,703 - - 2,491,703
7,693,433 235,788 - 7,929,221
(3,328,253) (437,763) - (3,766,016)
4,365,180 (201,975) - 4,163,205

$ 5,083,266 $ (201,975) $ - $ 4,881,291
$ 46,361 $ - $ - $ 46,361

312,367 77,500 (15,000) 374,867

358,728 77,500 (15,000) 421,228

155,219 138,635 - 293,854
5,918,273 - - 5,918,273
11,670,672 188,310 - 11,858,982
17,744,164 326,945 - 18,071,109
(5,792,599) (422,537) - (6,215,136)
11,951,565 (95,592) - 11,855,973

$ 12,310,293 $ (18,092) % (15,000) $ 12,277,201




CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 5 - CAPITAL ASSETS (Continued)
Depreciation for the year ended June 30, 2008 was expensed as follows:

Governmental activities:

General government $ 218,881
Public safety 109,441
Public welfare 109,441
Total depreciation expense - governmental activities $ 437,763

Business-type activities:

Water $ 147,167
Sewer 275,370
Total depreciation expense - business-type activities $ 422,537

NOTE 6 - PENSION PLAN FUNDS-TENNESSEE CONSOLIDATED RETIREMENT SYSTEM
Plan Description

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

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

Funding Policy
City of Kingston requires employees to contribute 5.0 percent of earnable compensation.

City of Kingston is required to contribute at an actuarially determined rate; the rate for the fiscal year
ending June 30, 2008 was 9.05% of annual covered payroll. The contribution requirement of plan members
is set by state statute. The contribution requirement for the City of Kingston is established and may be
amended by the TCRS Board of Trustees.



CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 6 - PENSION PLAN FUNDS-TENNESSEE CONSOLIDATED RETIREMENT SYSTEM
(Continued)

Annual Pension Cost

For the year ending June 30, 2008, City of Kingston’s annual pension cost of $192,202 to TCRS was equal
to City of Kingston’s required and actual contributions. The required contribution was determined as part
of the July 1, 2005 actuarial valuation using the frozen entry age actuarial cost method. Significant actuarial
assumptions used in the valuation include (a) rate of return on investment of present and future assets of 7.5
percent a year compounded annually, (b) projected salary increases of 4.75 percent (graded) annual rate (no
explicit assumption is made regarding the portion attributable to the effects of inflation and salaries), (c)
projected 3.5 percent annual increase in the Social Security wage base, and (d) projected post retirement
increases of 3.0 percent annually. The actuarial value of assets was determined using techniques that
smooth the effect of short-term volatility in the market value of total investments over a five-year period.
City of Kingston’s unfunded actuarial accrued liability is being amortized as a level dollar amount on a
closed basis. The remaining amortization period at July 1, 2005 was 0 years. An actuarial valuation was
performed as of July 1, 2007, which established contribution rates effective July 1, 2008.

Trend Information

Annual Percentage of
Fiscal Year Ending Pension Cost APC Net Pension
June 30, (APC) Contributed Obligation
2008 $ 192,202 100% $ -
2007 178,306 100% -
2006 139,593 100% -

2005 67,079 100% -
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CITY OF KINGSTON, TENNESSEE
Notes to Financial Statements (Continued)
June 30, 2008

NOTE 7 - LONG-TERM DEBT

Long-term debt consisted of the following at June 30, 2008:

$1,000,000 loan from the Tennessee Municipal Bond
Fund Variable Rate Pooled Loan Program
payments due annually and vary, interest rate
is 2.88% 