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INDEPENDENT AUDITOR’S REPORT 
 
To the Board of Commissioners of 
Rockwood Water, Wastewater and Natural Gas  
Rockwood, Tennessee 

Report on the Financial Statements 

We have audited the accompanying financial statements of Rockwood Water, Wastewater and Natural Gas (the 
Utility), an enterprise fund of the City of Rockwood, Tennessee as of and for the year ended June 30, 2017, and the 
related notes to the financial statements, which collectively comprise the Utility’s basic financial statements as listed 
in the table of contents.   

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor’s Responsibility 

Our responsibility is to express opinions 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 audits to obtain reasonable assurance 
about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no 
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 

Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of Rockwood Water, Wastewater and Natural Gas, Rockwood, Tennessee as of June 30, 2017, and the 
changes in financial position, and cash flows thereof for the year then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Emphasis of Matter 

As discussed in NOTE A, the financial statements present only Rockwood Water, Wastewater and Natural Gas, an 
enterprise fund, and do not purport to, and do not, present fairly the financial position of City of Rockwood, 
Tennessee, as of June 30, 2017, the changes in its financial position or its cash flows for the year then ended in 
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accordance with accounting principles generally accepted in the United States of America.  Our opinion is not 
modified with respect to this matter. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management’s  
discussion and analysis on pages 4-15 and the schedule of changes in net pension liability and related ratios based 
on participation in public employee pension plan of TCRS and the schedule of changes in contributions based on 
participation in the public employee pension plan of TCRS on pages 35 and 36 be presented to supplement the 
basic financial statements. Such information, although not a part of the basic financial statements, is required by 
the Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for 
placing the basic financial statements in an appropriate operational, economic, or historical context. We have 
applied certain limited procedures to the required supplementary information in accordance with auditing standards 
generally accepted in the United States of America, which consisted of inquiries of management about the methods 
of preparing the information and comparing the information for consistency with management’s responses to our 
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial 
statements. We do not express an opinion or provide any assurance on the information because the limited 
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance. 

Other Information 

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise 
the Rockwood Water, Wastewater and Natural Gas, Rockwood, Tennessee’s basic financial statements.  The 
accompanying introductory section and statements and schedules listed in the supplemental information section of 
the Table of Contents are presented for purposes of additional analysis and are not a required part of the basic 
financial statements.     

The statements and schedules listed in the supplemental information section of the Table of Contents are the 
responsibility of management and were derived from and relate directly to the underlying accounting and other 
records used to prepare the basic financial statements. Such information has been subjected to the auditing 
procedures applied in the audit of the basic financial statements and certain additional procedures, including 
comparing and reconciling such information directly to the underlying accounting and other records used to prepare 
the basic financial statements or to the basic financial statements themselves, and other additional procedures in 
accordance with auditing standards generally accepted in the United States of America. In our opinion, the 
supplemental information is fairly stated in all material respects in relation to the basic financial statements as a 
whole. 

The introductory section has not been subjected to the auditing procedures applied in the audit of the basic 
financial statements and, accordingly, we do not express an opinion or provide any assurance on it. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated March 16, 2018, on our 
consideration of Rockwood Water, Wastewater and Natural Gas, Rockwood, Tennessee’s internal control over 
financial reporting and on 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 
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering Rockwood Water, Wastewater and Natural Gas, 
Rockwood, Tennessee’s internal control over financial reporting and compliance. 

 

Parsons & Wright, CPAs 
Parsons & Wright 
Certified Public Accountants  
Kingston, Tennessee 
 
March 16, 2018 
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The Management's Discussion and Analysis (MD&A) portion of this audit has been prepared by the 
management of Rockwood Water, Wastewater and Natural Gas (Utility) and presents a narrative 
overview and analysis of the department's financial performance for the fiscal year ending June 30, 2017.  
Fund and account balances shown in the MD&A are taken directly from the accompanying financial 
statements for the year ending June 30, 2017.  These are proprietary enterprise funds.  The MD&A is 
intended as a generalized overview of the Utility's financial status and should be read in conjunction with 
the Utility's financial statements which follow this section.     
 
FINANCIAL HIGHLIGHTS 
 

Water and Wastewater Department 
o Total assets compared to the prior year, increased $1,900,846 to $18,156,409. 
o Total liabilities compared to the prior year, increased $1,635,169 to $7,381,934.   
o Operating revenue compared to the prior year, increased $183,575 to $3,891,442.  
o Operating expenses compared to the prior year, increased $24,477 to $2,793,379.  

 
Gas Department 

o Total assets compared to the prior year, increased $38,935 to $8,529,301.  
o Total liabilities compared to the prior year, decreased $21,310 to $517,928.   
o Operating revenue compared to the prior year, decreased $175,467 to $2,398,825.  
o Operating expenses compared to the prior year, increased $194,867 to $2,073,419. 

 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This annual report includes this management’s discussion and analysis report, the independent auditors’ 
report and the basic financial statements of the Utility.  The financial statements also include notes that 
explain, in more detail, some of the information in the financial statements.  
 
REQUIRED FINANCIAL STATEMENTS 
 
The financial statements of the Utility report information of the Utility using accounting methods similar to 
those used by private sector companies.  These statements offer short and long-term financial 
information about its activities.  The Statement of Net Position includes all of the Utility’s assets and 
liabilities and provides information about the nature and amounts of investments in resources (assets) 
and the obligations to Utility creditors (liabilities).  It also provides the basis for evaluating the capital 
structure of the Utility and assessing the liquidity and financial flexibility of the Utility.   
 
All of the current year’s revenues and expenses are accounted for in the Statement of Revenues, 
Expenses and Changes in Net Position.  This statement measures the success of the Utility’s operations 
over the past year and can be used to determine whether the Utility has successfully recovered all its 
costs through user fees and other charges. 
 
The final required financial statement is the Statement of Cash Flows.  This statement reports cash 
receipts, cash payments, and net changes in cash resulting from operations, financing and investing 
activities and provides answers to such questions as where did cash come from, what was cash used for, 
and what was the change in the cash balance during the reporting period. 
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FINANCIAL ANALYSIS OF THE UTILITY 
 
One of the most important questions asked about the Utility’s finances is “Is the Utility as a whole better 
off or worse off as a result of this year’s activities?”  The Statement of Net Position, and the Statement of 
Revenues, Expenses and Changes in Net Position report information about the Utility’s activities in a way 
that will help answer this question.  These two statements report the net position of the Utility and the 
changes in them.  One can think of the Utility’s net position – the difference between assets and liabilities 
– as one way to measure the Utility’s financial health.  Over time, increases or decreases in the Utility’s 
net position are one indicator of whether its financial health is improving or deteriorating.  However, one 
will need to consider other non-financial factors such as changes in economic conditions, population 
growth, and new or changed government legislation. 
 

NET POSITION 
 
To begin our analysis, a summary of the Utility’s Statement of Net Position by Fund is presented in Table 
A-1 W&WW and Table A-1 Gas.  
 

 
 

As can be seen from the table above, the net position of the Water and Wastewater department 
increased $302,478 to $10,853,308 in 2017 from $10,550,830 in 2016.  The increase in net position 
reflects the use of cash and loan proceeds for capital improvements and the use of cash to reduce the 
outstanding long-term debt. 
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NET POSITION – Continued 
 

 
 
As can be seen from the table above, the net position of the Gas department increased $153,646 to 
$7,949,079 in 2017 from $7,795,443 in 2016.  The increase in net position reflects an improved cash 
position, the depreciation of prior capital improvements, and a decrease in other liabilities. 
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NET POSITION – Continued 
 
While the Statement of Net Position shows the change in the Utility’s financial condition, the Statements 
of Revenues, Expenses, and Changes in Net Position provides answers as to the nature and source of 
these changes.   
 
A summary of the Utility’s Statements of Revenues, Expenses and Changes in Net Position by Fund is 
presented in Table A-2 W&WW and Table A-2 Gas. 
 

 
 
As can be seen in Table A-2 W&WW above, the income before capital contributions is $302,478 and 
capital contributions and grants are $0 in 2017. 
 
The Utility’s operating revenues increased by $183,575 to $3.89 million in 2017 from $3.70 million in 2016 
due to increased sales to commercial customers and wholesale customers and increased tap fees.  Non-
operating revenues decreased by $3,666 to $32,762 in 2017, from $36,428 in 2016.  This decrease is 
due to no gains on the sale of equipment.   Non-operating expenses increased by $13,372 to $150,121 in 
2017, from $136,749 in 2016.  This increase is due to increase in interest expense, loss on sale of 
equipment and the recognition of pension expense. 
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NET POSITION – Continued 
 

 
 
As can be seen in Table A-2 Gas above, the increase in Net Position is $153,646 in 2017. 
 
The Utility’s operating revenues decreased by $175,467 to $2.40 million in 2017 from $2.57 million in 
2016 due to decreased sales to residential, commercial and industrial and transportation customers.  
Non-operating revenues decreased by $1,581 to $1,030 in 2017, from $2,611 in 2016.  This decrease is 
due to no gains on the sale of equipment.  Non-operating expenses increased by $4,988 to $4,988 in 
2017, from $0 in 2016.  This increase is due to the loss on sale of equipment and the recognition of 
pension expense.  
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BUDGETARY HIGHLIGHTS 
 
The Utility adopts an annual Operating Budget by fund.  The Operating Budget includes proposed 
expenses and the means of financing them.  The Utility’s operating budget remains in effect the entire 
year and is not revised.  A Fiscal Year 2017 budget comparison and analysis is presented to 
management as interim financial statements; however, they are not reported on nor shown in the financial 
statement section of this report. 
 
A 2017 budget comparison and analysis by fund is presented in Table A-3 W&WW and Table A-3 Gas. 
 

 
 
Operating revenues were 4.0% more than budgeted revenues as a result of the following categories 
reporting more than budgeted amounts: $34,364 more than budget metered water sales, $72,410 more 
than budget wastewater sales, $1,478 more than budgeted forfeited discount and penalty income, 
$38,667 more than budget in other water revenues and $1,663 more than budget tap fees.  Non-
operating revenues were more than the budget due to more than expected interest income.  Some 
categories of operating expenses were more than budgeted and some were less than budgeted with the 
net operating expenses being more than budgeted.  Non-operating expenses were more than the budget 
due to more than expected loss on the sale of equipment and pension expense. 
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BUDGETARY HIGHLIGHTS – Continued 
 

 
 
Operating revenues were 8.62% less than budgeted revenues as a result of $275,781 less than expected 
residential and commercial gas sales after being combined with more than expected industrial sales, 
$29,179 more than expected tap fees, $6,723 less than expected forfeited discounts and penalties, 
$17,537 more than expected transport sales, and $9,613 more than expected other operating revenue.  
Non-operating revenues were more than the budget due to more gain on the sale of equipment.  Non-
operating expenses were more than the budget due to pension expense.  Some categories of operating 
expenses were more than budgeted and some were less than budgeted with the net operating expenses 
being less than budgeted.   
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CAPITAL ASSETS 
 
At June 30, 2017, the Utility has invested $29,738,781 in capital assets as shown in Table A-4 W&WW.  
The $1,687,521 increase in capital assets is made up of several items.  There are several major sewer 
construction projects underway.  The capital assets saw increases for water line extensions, GIS 
Mapping, tank-monitoring upgrades, water treatment conversion to liquid bleach, new truck, meters and 
software, and security upgrades.  
 

 
 
At June 30, 2017, the Gas fund has invested $5,807,233 in capital assets as shown in Table A-4 Gas.  
The $78,203 increase in capital assets is made up of several items including the main meter replacement, 
software upgrades, security upgrades, and a new truck and a TDOT project that remains in construction 
in progress.  
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CAPITAL ASSETS – Continued 
 
The Utility’s five-year capital plan includes capital improvements related to safety, security, sewer line 
upgrades, water plant and distribution improvements, automated meter reading, various service 
expansions into unserved areas and maintenance with an anticipated remaining cost of $1,247,000. 
 
The maintenance program has been minimized to only complete the minimum requirements for the 
various regulatory agencies during the past two years.  FY2017 is slated to have numerous projects in the 
survey, design and investigation stages in order to proceed with the capital improvements plan.  As these 
preliminary stages are completed, we anticipate that more needs will be exposed and they will be 
prioritized and added to the five-year capital plan or master plan as necessary based on cost estimates. 
 
DEBT ADMINISTRATION 
 
In order to meet the Utility’s debt requirements, the Utility maintains cash and investments in a sinking 
fund in an amount no less than what is required to meet the balance of the current year’s debt service 
requirements.  In addition, as required by the bond documents, the Utility maintains a debt service 
reserve fund with enough to pay one year’s principal and interest payments.  The Utility’s revenues are 
pledged as security for the outstanding debt.  Indebtedness outstanding at June 30, 2017 amounted to 
$6,397,530.  The Utility made principal payments during the fiscal year ending June 30, 2017 totaling 
$415,201 on outstanding debt.  A summary of the changes in Water & Wastewater Long-Term Debt for 
the fiscal year are shown in Table A-5.  The Gas fund does not have long-term debt. 

 
 
More detailed information regarding long-term debt is presented in Note J of the financial statements. 
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ECONOMIC FACTORS AND CONDITIONS OF FUTURE SIGNIFICANCE 
 
Residential and commercial development has continued to be slow in the year ended June 30, 2017. We 
are experiencing a slight upward trend in our tap fees. 
 
The Utility has been under multiple Director’s Orders during the past 20 years, the most recent being 
issued in 2011.  This Order resulted in a wastewater treatment plant upgrade which was completed in 
2014.  The Utility has proven its commitment to reduce I/I in its wastewater system by increasing the 
maintenance activities, replacing pipe and monitoring/modeling the flow in our system.  Due to the 
satisfaction of the requirements of the Order and continued communication of our on-going efforts, the 
Director’s Order was released on February 16, 2017. 
 
The wastewater system had three projects underway on one of the interceptor lines leading to the plant.  
The initial project (construction start July 2016) included rerouting and replacing approximately 1,700 LF 
of gravity sewer pipe that was determined to be a significant source of I/I and was located in an 
accessible location due to buildings and concrete surplus disposal.  Due to an issue with the engineering 
plans, it was necessary to add approximately 1650 LF of additional replacement upstream.  This was 
funded through a legal settlement between the Utility, the engineer and the contractor.  This line was 
open for use in November 2017.  The Utility experienced a failure in the same line downstream of the 
improvement in February 2017.  This emergency situation was handled by the replacement of another 
1800 LF of pipe which was completed in the Spring of 2017.  Funding for this unexpected replacement 
was obtained through a Capital Outlay Note.  These three projects provided almost a mile of new sewer 
main in a critical area.   
 
Plateau Park development along I-40 to the west is a large industrial park in the early stages of 
development.  This site is being marketed by the State and Local economic development boards to many 
industrial prospects.  The Plateau Park Partnership has applied for assistance in the construction of the 
gas facilities to the area.  The Utility had committed to provide a conceptual plan for service and to assist 
in the construction (no commitment of dollars until tenants and gas requirements are determined) with the 
Plateau Park Partnership and the industrial tenants.  Installing natural gas to this location would also add 
a potential of 500-600 residential customers in the Westel area to the Utility’s system.  The Utility 
estimates a total cost of 3-4M for the installation of the gas mains.  No time frame is set at this point.  The 
Partnership has also expressed an interest and need to consider providing water from the Rockwood 
plant to the development.  The Utility has authorized a conceptual design of the water extension to this 
area.  The existing water plant has adequate capacity to provide this area although additional storage 
would be required.  This development would not only benefit the Utility but would provide job options and 
new customers to our service area.  The Utility cannot project when this development will occur so the 
goal is to have the conceptual plan ready to proceed to construction plans and construction once funding 
and occupancy is scheduled. 
 
The Utility completed an interconnect with City of Kingston in 2012.  No water sales have been realized at 
this time but the connection is a critical segment of emergency management for both communities.  The 
Rockwood plant can provide water to the City of Kingston without capacity issues if at anytime they have 
a need. 
 
The Utility sells water (wholesale) to Roane Central Utility and North Rhea Utility District.  Both of these 
areas have economic growth occurring and therefore, the water sold is anticipated to continue to 
increase. 
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ECONOMIC FACTORS AND CONDITIONS OF FUTURE SIGNIFICANCE – Continued 
 
The Utility has provided a preliminary plan of service for wastewater in the area of Tom Fuller Park to the 
City to assist in the possible development of the water side area.  This plan has several stages in order to 
fully consider the future build out of the area.  Funding for this service would be provided by grants (in 
coordination with the City of Rockwood), developers, the City, and the Utility. The goal is to provide 
economic stimulus to the area. 
 
The natural gas division has completed surveys in several areas to consider the cost/benefit of extending 
our natural gas system.  There are many requests by residents for the service.  These surveys will be 
used to determine if and when extensions will occur.  
 
The sanitary survey for 2017 (water system and plant) received a score of 99.  The wastewater system 
and plant had a satisfactory inspection for 2017.  The natural gas system had no violations from the 
annual TPUC inspection. 
 
UTILITY RATES 
 
Water & Wastewater Rates:  The last increase was 2.5% for both minimum bill and over 200 CF.  This 
increase was approved by City Council in March 2017.  The wastewater rate remained at 160% of the 
water bill.  The rates are analyzed and recommended based upon recovery of the current and expected 
costs of operations, debt service requirements and anticipated capital projects. 
 
Natural Gas Rates: There continues to be both increases and decreases in the price of natural gas.  
With the overall volatility in the natural gas market, the Utility continues to apply long range planning for 
procuring natural gas at the best possible price.   
 
The Utility utilizes a Price of Gas Adjustment (PGA) policy, which calculates the actual cost of gas from 
the transportation charges, commodity charges, demand charges, storage charges, and consultant 
charges based on a Dekatherm (Dth).  Once the actual cost of a Dth of gas is determined each month, 
the Utility then adds $3.67 per Dth, which is the Utility’s cost of operations and includes, but is not limited 
to overhead, operating requirements, and capital retention.  This customer base rate was established by 
the Board in October 2016 to adequately cover the O & M expenses of the gas utility and were developed 
for all customers within the City Limits of Rockwood.  For those customers who live outside the City Limits 
of Rockwood, they have a Utility cost of operations factor of $6.17/Dth.  The June 2017 rate for a 
customer inside the City Limits of Rockwood for FY-16 was $7.55/Dth.  The cost to the Utility’s customer 
for a consumption of 72 Dth’s per year would have been $624.54.  At June 30, 2014, the Utility 
implemented deferred gas cost accounting whereby actual costs incurred for natural gas and costs 
recovered through the application of the PGA are reflected as a net deferred charge or credit on the 
balance sheet. 
 
In January 2016, the Utility began providing qualified industrial customers uninterruptable service through 
its FT-1 rates that were established by the Board in December 2015.  As of June 30, 2017 there are two 
industrial customers utilizing the FT-1 rate structure. 
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UTILITY RATES – Continued 
 
In addition to its firm gas sales customers, the Utility provides transportation to three (3) industrial 
interruptible customers.  The transport customers employ a marketing company to procure their gas 
needs and then rely on various interstate pipeline companies to supply the gas to the Utility’s purchase 
meter station with East Tennessee Natural Gas.  The Utility then provides transportation of the natural 
gas through its pipeline facilities and infrastructure to the transport customer’s facilities.  Each transport 
customer enters into a Natural Gas Transportation Agreement with the Utility, which outlines the 
transportation rate schedules and the Utility’s tariffs.  Each month the transport customers are billed 
according to the tariffs and the rate schedules. 
 
CONTACTING THE UTILITY’S FINANCIAL MANAGER 
 
This Financial report is designed to provide citizens, our customers and creditors with a general overview 
of the Utility’s finances and to demonstrate the Utility’s accountability for the money it receives.  If you 
have questions about this report or need additional financial information, contact:  
 
Rockwood Water, Wastewater & Gas 
110 N. Chamberlain Avenue 
Rockwood, TN 37854 
Telephone: (865) 354-0163 
 
If you have questions about the report or require additional information, contact: 
 

Darryl Meadows, Chairman 
   Loren Bone, Vice Chairman 
   Timothy Couch, Commissioner 
   Dudley Evans, Commissioner 
   Joe Moore, Commissioner 

Kim Ramsey, General Manager 
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NOTE A – HISTORY/PURPOSE 
 
Rockwood Water, Wastewater and Natural Gas (the Utility) was established in 1937 under Chapter 509 of the 
Private Acts of Tennessee 1937 and is an Enterprise Fund of the City of Rockwood, Tennessee. The Utility 
provides water, wastewater and natural gas services to residents of Rockwood, Tennessee and the 
surrounding area. The Utility is managed by a five member board, all of whom are appointed by the city 
council. All powers, duties, and responsibilities of the Utility were assumed by the five-member Board of 
Water, Wastewater and Natural Gas as a result of an August 31, 1991 council resolution. 
 
The Utility, for financial reporting purposes, includes the water, wastewater and natural gas departments of 
the City of Rockwood, Tennessee. The financial statements presented herein include only these departments. 
 
NOTE B - SUMMARY OF ACCOUNTING POLICIES 
 
The following items set forth the significant accounting policies, not disclosed elsewhere in the notes to the 
financial statements, which the Utility follows in presenting its financial statements: 
 
1. Reporting Entity 
 
The Utility is a self-supporting governmental enterprise fund of the City of Rockwood, Tennessee (the City). 
The Utility is managed and controlled by a Board of Commissioners which is appointed by the City. The Utility 
manages, operates and maintains the gas, water and sewer utilities servicing the citizens of the City and 
surrounding areas. The Utility issues an annual financial report. 
 
2. Basis of Presentation, Measurement Focus and Basis of Accounting 
 
The accounting and reporting policies of the Utility included in the accompanying financial statements conform 
to accounting principles generally accepted in the United States of America that are applicable to state and 
local governments. The Utility applies all applicable pronouncements of the Governmental Accounting 
Standards Board (GASB). 
 
The accounts for the Utility are maintained as an enterprise fund.  An enterprise fund is a proprietary type 
fund used to account for operations 1) 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 2) services to the general public on a continuing basis be financed or recovered primarily 
through user charges; or 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.  
 
In June 2011, the GASB issued Statement No. 63 (Financial Reporting of Deferred Outflows of Resources, 
Deferred Inflows of Resources and Net Position), effective for the Utility’s fiscal year beginning October 1, 
2012.  GASB Statement No. 63 amends the net asset reporting requirements in Statement No. 34 and other 
pronouncements. Under these new standards, financial statements include deferred outflows of resources 
and deferred inflows of resources, in addition to assets and liabilities, and will report net position instead of 
net assets.  GASB Statement No. 63 requires the classification of net position into three components – 1) net 
investment in capital assets; 2) net position - restricted; and 3) net position - unrestricted. 
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NOTE B - SUMMARY OF ACCOUNTING POLICIES – Continued 

 
2. Basis of Presentation, Measurement Focus and Basis of Accounting - Continued 
 
These classifications are defined as follows: 

 
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.  Deferred outflows of resources that are attributable to the 
acquisition, construction, or improvement of those assets or related debt also should be included in 
this component of net position.  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. 
 
Net Position – Restricted for Debt Service - This component of net position consists of restricted 
assets reduced by liabilities and deferred inflows of resources related to those assets.  Generally a 
liability relates to restricted assets if the assets result from a resource flow that also results in a 
recognition of a liability or if the liability will be liquidated with the restricted assets reported.  
Restrictions are constraints placed on net position use through external constraints imposed by 
creditors (such as through debt covenants), grantors, contributors, laws, or regulations of other 
governments or constraints imposed by law through constitutional provisions or enabling legislation. 
 
Net Position – Unrestricted - This component of net position consists of assets, deferred outflows of 
resources, liabilities and deferred inflows of resources that are not included in the determination of net 
investment in capital assets or the restricted component of net position. 

 
Measurement focus is a term used to describe “which” transactions are recorded in the financial statements.  
Basis of accounting refers to “when” transactions are recorded regardless of the measurement focus applied.  
The accompanying financial statements of the Utility are reported using the “economic resources 
measurement focus” and the “accrual basis of accounting.”  Revenues are recorded when earned and 
expenses are recorded when a liability is incurred regardless of the timing of related cash flows. 
 
 Implementation of GASB Statement No. 68 
 
During the year ended June 30, 2015, the District implemented GASB Statement No. 68, Financial Reporting 
for Pensions, which separates the accounting for pensions from the funding of pensions. It establishes a net 
pension liability (asset), pension expense (income) and established deferred outflows of resources related to 
pensions and deferred inflows of resources related to pensions.    
 
Significant accounting policies of the Utility are described below: 
 

Restricted and Unrestricted Resources – When both restricted and unrestricted resources are available 
for use, it is the government’s policy to use restricted resources first, then unrestricted resources as they 
are needed. 
 
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 and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period. Actual results could differ from the estimates. 
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NOTE B - SUMMARY OF ACCOUNTING POLICIES – Continued 
 
2. Basis of Presentation, Measurement Focus and Basis of Accounting - Continued 

 
Significant accounting policies of the Utility – Continued: 

 
Retirement Plan – The Utility participates in the Tennessee Consolidated Retirement System, an 
employee benefit plan established as an individual entity, and accrues all proportionate costs associated 
with the operation and administration of the plan. However, control over the operation and administration 
of the plan, including investment decisions, is vested in the State of Tennessee along with custody of plan 
assets. 
 
Compensated Absences – The Utility recognizes the cost of vacation and sick pay as it is earned.  
Accumulated vacation leave is recorded as an expense and liability as the benefits accrue to employees. 
Full-time employees are entitled to receive payment for any unused vacation leave upon retirement or 
termination of employment.  Full-time employees, upon retirement, are entitled to receive payment for up 
to a maximum of 960 hours of accumulated sick pay. Upon termination, the Utility has no obligation to pay 
employees for unused sick leave.   
 
Revenues and Expenses – Revenues and expenses are distinguished between operating and non-
operating items. Operating revenues generally result from providing services in connection with the 
Utility’s principal ongoing operations. The principal operating revenues of the Utility are fees for gas sales, 
water sales and sewer treatment services. 
 
Operating expenses include the costs associated with the Utility’s pumping, distribution, natural gas 
purchased, sewage treatment and operations, customer account services, administrative expenses, 
maintenance, taxes and depreciation on capital assets. All revenues and expenses not meeting these 
definitions are reported as non-operating revenues and expenses. 
 
Taxes – Municipal utilities are exempt from federal and state income taxes. 
 
Capitalization of Interest – Interest expense in excess of interest earnings on unexpended construction 
funds from related debt issues is capitalized when considered material. The amount of capitalized interest 
for the year ended June 30, 2017 was $0. 
 
Uncollectible Accounts Receivable – Charges to customers for services provided by the Water and 
Wastewater System are billed and collected by the Natural Gas System. Periodically, the Natural Gas 
System pays the other department for its respective share of customer billings. Uncollectible accounts are 
charged to the respective system. The allowance for uncollectible accounts was $30,000 for the Water 
and Wastewater Department and $15,000 for the Natural Gas Department for the year ended June 30, 
2017. 
 

3. Basis of Presentation, Measurement Focus and Basis of Accounting 
 
Cash Equivalents – Cash equivalents consist of certificates of deposit and money market investment 
accounts with local banks maturing in less than ninety days from date of acquisition.  In addition the Utility has 
cash and US Treasuries held in a broker account. 
 
Inventories – Inventories are recorded at lower of cost (first-in, first-out method) or market. 
 
Prepaid Expenses – Prepaid expenses include payments made to vendors that will benefit periods beyond 
the end of the current fiscal year. 
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NOTE B - SUMMARY OF ACCOUNTING POLICIES – Continued 
 
3. Basis of Presentation, Measurement Focus and Basis of Accounting - Continued 
 
Utility Plant – Utility plant is stated at historical cost for items constructed or acquired by purchase and at 
estimated fair market value on the date received for contributed capital. 
 
Depreciation of all exhaustible utility plant assets, including those acquired through intergovernmental grants 
externally restricted to capital acquisitions, is charged as an expense against operations. Accumulated 
depreciation is reported on the statement of net position. Depreciation is calculated using the straight-line 
method over the following estimated useful lives: 
 Structures and Improvements    40 – 50 years 
 Equipment        5 – 20 years 
 Transmission, Distribution  & Collection Plants  15 – 40 years 
 
Net interest costs during construction periods are capitalized for assets acquired by the issuance of long-term 
debt. Major additions and betterments $1,000 and greater are capitalized while expenditures for maintenance 
and repairs that do not add value to the asset or materially extend asset lives are charged to operations as 
incurred. 
 
Pensions – For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary net position of 
Rockwood’s participation in the Public Employee Retirement Plan of the Tennessee Consolidated Retirement 
System (TCRS), and additions to/deductions from Rockwood'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. 
 
Long-Term Liabilities – Bonds and notes payable are reported net of any applicable bond premiums and 
discounts. Bond premiums and discounts are deferred and amortized over the life of the bonds and notes 
using the straight-line method. Debt issuance costs are reported as deferred charges and amortized over the 
term of the related debt. 
 
Deferred Gas Costs and Over Recovered ACA – At June 30, 2015, the Utility implemented deferred gas cost 
accounting whereby actual costs incurred for natural gas and costs recovered through the application of the 
Purchased Gas Adjustment is reflected as a net deferred charge or credit on the balance sheet.  The Utility is 
calculating deferred gas costs in a manner that is similar to the Purchased Gas Adjustment Rules allowed for 
regulated entities.   Annually, the Utility measures the over or under recovered actual cost adjustment and 
adjusts the billing rates to either recover or to credit back the difference between the gas cost recovery and 
actual gas costs. 
 
 
 
 
 
 
 
 
 
 
 



ROCKWOOD WATER, WASTEWATER AND NATURAL GAS  
ROCKWOOD, TENNESSEE 

NOTES TO FINANCIAL STATEMENTS 
FOR THE YEAR ENDED JUNE 30, 2017 

25 
 

 
NOTE C – CASH AND CASH EQUIVALENTS 
 
Restricted and unrestricted cash and cash equivalents are carried at cost and consisted of the following at 
June 30, 2017: 

 
 
The carrying amount of the Utility's deposits, including restricted deposits, for the year ended June 30, 2017 
was $6,083,984.  The bank balance was $6,153,330.   The Utility was covered by $250,000 of federal 
depository insurance at June 30, 2017.  Additionally, the Utility was covered by the financial institution’s 
participation in the State of Tennessee Bank Collateral Pool for the bank balances.  In addition to bank 
balances the Utility had cash equivalents comprised of cash and one-month US Treasuries and Federally  
Home Loan Bank bonds with a maturity of 47 days or less of $1,041,429 in a brokerage account at June 30, 
2017. This account is a category 3. The bank balance is a category 1 for the year ended June 30, 2017.  The 
three categories of collateralization are as follows: 

 
(1) Insured or collateralized with securities held by the entity or by its agent in the entity's name. 
 
(2) Collateralized with securities held by the pledging financial institution's trust department 

or agent in the entity's name. 
 

(3) Uncollateralized.  (This includes any bank balance that is collateralized with securities 
held by the pledging financial institution or by its trust department or agent but not in 
the entity's name.) 

 
State of Tennessee law authorizes the Utility to invest in obligations of the United States or its agencies, 
non-convertible debt securities of certain federal agencies, other obligations guaranteed as to principal and 
interest by the United States or any of its agencies, secured certificates of deposit and other evidences of 
deposit in state and federal banks and loan associations, and the state treasurer’s investment pool. 
 
The pool contains investments in certificates of deposit, U.S. Treasury securities and repurchase 
agreements, backed by the U.S. Treasury securities. The Treasurer of the State of Tennessee administers 
the investment pool. Although the Utility may participate in the state investment pool, it elects not to. Utility 
policy dictates that collateral meet certain requirements, such as, be deposited in an institution which 
participates in the state collateral pool or be deposited in an escrow account in another institution for the 
benefit of the Utility and must be a minimum of 105% of the value of the deposits place in the institution less 
the amount protected by federal deposit insurance. 
 
The state collateral pool is administered by the State of Tennessee. Members of the pool may be required by 
agreement to pay an assessment to cover any deficiency. Under this additional agreement, public fund 
accounts covered by the pool are considered to be classified as category one insured credit risk in 
accordance with GASB Statement No. 3, Deposits with Financial Institutions, Investments (Including 
Repurchase Agreements) and Reverse Repurchase Agreements. 
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NOTE D – INTER-DEPARTMENTAL RECEIVABLES AND PAYABLES 
 
The balance due to the Gas Department from the Water and Wastewater Department was $346,924 at June 
30, 2017.  The balance of $346,924 at June 30, 2017 was paid to the Gas department in July 2017.  The 
balance due to the Water and Wastewater Department from the Gas Department was $26,596 at June 30, 
2017.  The balance of $26,596 at June 30, 2017 was paid to the Water Department in July 2017.  These 
balances resulted from the lag between dates that (1) interfund goods and services are provided or 
reimbursable expenditures occur, (2) transactions are recorded in the accounting system, (3) payments 
between funds are made.  
 
NOTE E – CAPITAL CONTRIBUTIONS AND GRANTS 
 
The Utility received no capital contributions or grants in the fiscal year ended 2017.  
 
NOTE F – RISK MANAGEMENT 
 
The Utility is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; 
errors and omissions; injuries to employees; and natural disasters. The Utility purchases commercial 
insurance for all of these risks of loss. Settled claims have not exceeded this commercial coverage in any of 
the past three fiscal years. 
 
NOTE G – PREPAID EXPENSES 
 
Prepaid expenses consisted of the following at June 30, 2017: 
 

 
 
NOTE H - LITIGATION 
 
There are no claims pending against Rockwood Water, Wastewater and Natural Gas at June 30, 2017. 
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NOTE I – CAPITAL ASSETS 
 
Activity for the Capital Asset and Accumulated Depreciation accounts was as follows: 
 

 
 
Depreciation expense charged to income for the year ended June 30, 2017 totaled $678,226 for the Water 
and Wastewater Department and $167,801 for the Gas Department.  
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NOTE J – LONG-TERM DEBT  
 
The following is a summary of changes in long-term debt for the year ended June 30, 2017: 

 
 
Long-Term Debt of $6,415,052 at June 30, 2017 on the Statement of Net Position includes Bond Premiums 
and Discounts (net of accumulated amortization) of $17,522. This is for the Series 2012 Bonds. 
 
During the year ended June 30, 2013, the Utility refunded Water and Wastewater Revenue Bonds, Series 
2003 with the issuance of Water and Sewer General Obligation Bonds, Series 2012. The refunding was 
undertaken to reduce total debt service payments over the next eighteen years by $110,399 and to obtain an 
economic gain difference (difference between the present value of the debt service payments of the refunded 
and refunding bonds) of $21,956. 
 
The Water and Sewer (original balance) $541,500 (balance is $487,818 at 06/30/2017) Rural Development 
Bond bears the interest at 4.50% and is payable in monthly installments of $2,481 through 2047 and is 
secured by the Water and Sewer Revenue and Tax Bond Series 2007. This Bond was used to pay off the 
interim financing for the Mountain View/Black Creek water line extension. The Rural Development Bond 
requires the Utility to deposit one tenth of one annual payment, $29,769, each year for ten years. The amount 
required to be deposited for the year ended June 30, 2017 was $23,815. These amounts were included in a 
restricted deposit account with balances of $795,852 at June 30, 2017. 
 
The Water and Sewer (original balance) $697,000 (balance is $662,481 at 06/30/2017) Rural Development 
2013A Bond bears the interest at 2.75% and is payable in monthly installments of $2,481 through 2052 and is 
secured by net revenues of the Utility.  The Rural Development Bond requires the Utility to deposit one tenth 
of one annual payment, $29,772, each year for ten years. The amount required to be deposited for the year 
ended June 30, 2017 was $11,908. These amounts were included in a restricted deposit account with 
balances of $795,852 at June 30, 2017. 
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NOTE J – LONG-TERM DEBT – Continued 
 
The Water and Sewer (original balance) $777,000 (balance is $733,376 at 06/30/2017) Rural Development 
2013A Bond bears the interest at 2.125% and is payable in monthly installments of $2,487 through 2052 and 
is secured by net revenues of the Utility.  The Rural Development Bond requires the Utility to deposit one 
tenth of one annual payment, $29,844, each year for ten years. The amount required to be deposited for the 
year ended June 30, 2017 was $11,938. These amounts were included in a restricted deposit account with 
balances of $795,852 at June 30, 2017. 
 
The Wastewater Department (original balance) $1,498,604 (balance is $493,855 at 06/30/2017) State 
Revolving Loan from the State of Tennessee (SRF 2000-139) bears interest at 2.20% and is payable in 
monthly installments of $7,724 through 2023 and is secured by the revenues of the Utility and state shared 
revenues. 
 
The Wastewater Department Capital Outlay Notes (original balance) $1,500,000 (balance is $1,500,000 at 
06/30/2017) bear an interest rate of 2.70% and are payable in annual principal installments ranging from 
$25,000 to $175,000. 
 
Interest costs incurred for the year ended June 30, 2017 was $138,866. Long-term debt consisted of the 
following at June 30, 2017: 
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NOTE J – LONG-TERM DEBT – Continued 
 
Future annual principal and interest maturities of the long-term debt payable, not including the bond premium, 
at June 30, 2017 are as follows: 

 
 
 
NOTE K - PENSIONS 
 
Plan description 
Employees of Rockwood are provided a defined benefit pension plan through the Public Employee 
Retirement Plan, an agent multiple-employer pension plan administered by the TCRS. The TCRS was 
created by state statute under Tennessee Code Annotated Title 8, Chapters 34-37. The TCRS Board of 
Trustees is responsible for the proper operation and administration of the TCRS. The Tennessee Treasury 
Department, an agency in the legislative branch of state government, administers the plans of the TCRS. The 
TCRS issues a publically available financial report that can be obtained at www.treasury.tn.gov/tcrs.  
 
Benefits provided 
Tennessee Code Annotated Title 8, Chapters 34-37 establishes the benefit terms and can be amended only 
by the Tennessee General Assembly. The chief legislative body may adopt the benefit terms permitted by 
statute. Members are eligible to retire with an unreduced benefit at age 60 with 5 years of service credit or 
after 30 years of service credit regardless of age. Benefits are determined by a formula using the member's 
highest five consecutive year average compensation and the member's years of service credit. Reduced 
benefits for early retirement are available at age 55 and vested. Members vest with five years of service 
credit. Service related disability benefits are provided regardless of length of service.  Five years of service is 
required for non-service related disability eligibility. The service related and non-service related disability 
benefits are determined in the same manner as a service retirement benefit but are reduced 10 percent and 
include projected service credits. A variety of death benefits are available under various eligibility criteria.   
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NOTE K – PENSIONS – Continued 
 
Member and beneficiary annuitants are entitled to automatic cost of living adjustments (COLAs) after 
retirement. A COLA is granted each July for annuitants retired prior to the 2nd of July of the previous year. 
The COLA is based on the change in the consumer price index (CPI) during the prior calendar year, capped 
at 3 percent, and applied to the current benefit. No COLA is granted if the change in the CPI is less than one-
half percent. A one percent COLA is granted if the CPI change is between one-half percent and one percent. 
A member who leaves employment may withdraw their employee contributions, plus any accumulated 
interest.   
 
Contributions 
Contributions for employees are established in the statutes governing the TCRS and may only be changed by 
the Tennessee General Assembly. Employees contribute 5 percent of salary.  Rockwood makes employer 
contributions at the rate set by the Board of Trustees as determined by an actuarial valuation. For the year 
ended June 30, 2017, the Actuarially Determined Contribution (ADC) for Rockwood was $147,719 based on a 
rate of 4.63 percent of covered payroll. By law, employer contributions are required to be paid. The TCRS 
may intercept Rockwood's state shared taxes if required employer contributions are not remitted. The 
employer's ADC and member contributions are expected to finance the costs of benefits earned by members 
during the year, the cost of administration, as well as an amortized portion of any unfunded liability. 
 
Net Pension Liability (Asset) 
Rockwood's net pension liability (asset) was measured as of June 30, 2017, and the total pension liability 
(asset)used to calculate net pension liability (asset) was determined by an actuarial valuation as of that date. 
 
Actuarial assumptions. The total pension liability as of June 30, 2017 actuarial valuation was determined 
using the following actuarial assumptions, applied to all periods included in the measurement: 
 

 
 
Mortality rates were based on actual experience from the June 30, 2012 actuarial experience study adjusted 
for some of the expected future improvement in life expectancy. 
 
The actuarial assumptions used in the June 30, 2016 actuarial valuation were based on the results of an 
actuarial experience study performed for the period July 1, 2008 through June 30, 2012. The demographic 
assumptions were adjusted to more closely reflect actual and expected future experience.  
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NOTE K – PENSIONS – Continued 
 
The long-term expected rate of return on pension plan investments was established by the TCRS Board of 
Trustees in conjunction with the June 30, 2012 actuarial experience study by considering the following three 
techniques: (1) the 25-year historical return of the TCRS at June 30, 2012, (2) the historical market returns of 
asset classes from 1926 to 2012 using the TCRS investment policy asset allocation, and (3) capital market 
projections that were utilized as a building-block method in which best-estimate ranges of expected future real 
rates of return (expected returns, net of pension plan investment expense and inflation) are developed for 
each major asset class. Four sources of capital market projections were blended and utilized in the third 
technique. The blended capital market projection established the long-term expected rate of return by 
weighting the expected future real rates of return by the target asset allocation percentage and by adding 
inflation of 3 percent. The target allocation and best estimates of arithmetic real rates of return for each major 
asset class are summarized in the following table: 

 
The long-term expected rate of return on pension plan investments was established by the TCRS Board of 
Trustees as 7.5 percent based on a blending of the three factors described above. 
 
Discount rate  
The discount rate used to measure the total pension liability was 7.5 percent. The projection of cash flows 
used to determine the discount rate assumed that employee contributions will be made at the current rate and 
that contributions from Rockwood will be made at the actuarially determined contribution rate pursuant to an 
actuarial valuation in accordance with the funding policy of the TCRS Board of Trustees and as required to be 
paid by state statute. Based on those assumptions, the pension plan's fiduciary net position was projected to 
be available to make projected future benefit payments of current active and inactive members. Therefore, the 
long-term expected rate of return on pension plan investments was applied to all periods of projected benefit 
payments to determine the total pension liability. 
 
Sensitivity of the net pension liability (asset) to changes in the discount rate. The following presents the net 
pension liability (asset) of Rockwood calculated using the discount rate of 7.5 percent, as well as what the net 
pension liability (asset) would be if it were calculated using a discount rate that is 1-percentage-point lower 
(6.5 percent) or 1-percentage-point higher (8.5 percent) than the current rate: 
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NOTE K – PENSIONS – Continued 
 
Pension Expense and Deferred Outflows of Resources and Deferred 
Inflows of Resources Related to Pensions 
 
Pension expense 
For the year ended June 30, 2017, Rockwood recognized pension expense of $17,204. 
 
Deferred outflows of resources and deferred inflows of resources 
For the year ended June 30, 2017, Rockwood reported deferred outflows of resources and deferred inflows of 
resources related to pensions from the following sources: 

 
 
Amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 

 
 
Payable to the Pension Plan 
At June 30, 2017, Rockwood reported a payable of $9,603 with Water and Wastewater representing $6,721 
and $2,882 representing Gas for the outstanding amount of contributions to the pension plan required at the 
year ended June 30, 2017. 
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NOTE L – INTERFUND RENT 
 
The Gas Department pays the Water and Wastewater Department $2,500 per month for the usage of the 
Church Street facility.  As of June 30, 2017, the total rent paid by the Gas Department was $30,000. 
 
NOTE M – COMMITTMENTS 
 
There were no commitments at June 30, 2017. 
 
NOTE N – SUBSEQUENT EVENTS 
 
The Utility’s management evaluated subsequent events through March 16, 2018, the date the financial 
statements were available to be issued, for items requiring disclosure in the financial statements.   
 
A reimbursement agreement between the Utility and Middle Tennessee Natural Gas expired on July 31, 
2017.  Upon the expiration of this agreement, the remaining unreimbursed construction costs will no longer be 
reimbursed.  This results in a write off of the receivable from Middle Tennessee Natural Gas and the related 
deferred revenue of a net amount of $191,636. 
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
 
 
The Board of Commissioners 
Rockwood Water, Wastewater and Natural Gas  
Rockwood, Tennessee 
 

We have audited, in accordance with the auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States, the financial statements of Rockwood Water, Wastewater and Natural 
Gas, Rockwood, Tennessee (Utility), as of and for the year ended June 30, 2017 and the related notes to the 
financial statements, which collectively comprise the Utility’s basic financial statements, and have issued our report 
thereon dated March 16, 2018. 

Internal Control Over Financial Reporting 

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

A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal 
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements 
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough 
to merit attention by those charged with governance. 

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and 
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant 
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. We 
did identify a certain deficiency in internal control, described in the accompanying schedule of findings, as Finding 
2017-001, that we consider to be a material weakness. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Utility’s financial statements are free from material 
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements, noncompliance with which could have a direct and material effect on the determination of financial 
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our 
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing Standards. 
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Rockwood Water, Wastewater and Natural Gas, Rockwood, Tennessee’s Response to Finding 

Rockwood Water, Wastewater and Natural Gas, Rockwood, Tennessee’s response to the finding identified in our 
audit is described in the accompanying schedule of findings. The Utility’s response was not subjected to the 
auditing procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the 
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on 
compliance. This report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not 
suitable for any other purpose. 

Parsons & Wright, CPAs 
Parsons & Wright 
Certified Public Accountants 
Kingston, Tennessee 
 
March 16, 2018 
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FINANCIAL STATEMENT FINDINGS 
 
Finding 2017-001 – Accounts Receivable and Due To/Due From Accounts 

 Were Not Reconciled on a Monthly Basis 
 
During the year, the Utility did not regularly reconcile their Accounts Receivable and Due To/Due From accounts.  
This resulted in a large journal entry being required at the end of the fiscal year.  The journal entry had to be 
further adjusted, during the audit, for the financial statements to be correctly stated within a material amount.  This 
could have led to the financial statements being materially misstated.    
 
Recommendation: 
 
The Utility should reconcile their Accounts Receivable and Due To/Due From accounts monthly to avoid large 
yearend adjustments and possible materially misstated financial statements. 
 
Management’s Response: 
 
Processes to monitor and reconcile the Accounts Receivable and the Due To/Due From accounts were put into 
place following the large journal entry at year end.  We believe there have been significant improvements in the 
monitoring and believe this has been resolved. 
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MANAGEMENT’S CORRECTIVE ACTION PLAN  

 
Finding 2017-001 – Accounts Receivable and Due To/ Due From Accounts 

 Were Not Reconciled on a Monthly Basis 
 
Response and Corrective Action Plan Prepared by: 
 
Kim Ramsey, Manager 
 
Persons Responsible for Implementing the Corrective Action: 
 
Joan Kerley, Chief Financial Officer 
 
 
Anticipated Completion Date of Corrective Action: 
 
July 31, 2017 
 
Repeat Finding: 
 
No 
 
Planned Corrective Action:  
 
With the assistance of our outside Certified Public Accountant, we have built processes to monitor and reconcile 
the Accounts Receivable and the Due To/Due From accounts as a part of the month end closing activities.  
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There were no prior findings reported. 


