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City of Clebeland

CLEVELAND, TENNESSEE
Shawn McKay
Assistant City Manager/CFO Municipal Building
smckay@clevelandtn.gov 190 Church Street, N.E.
Phone (423) 472.4551 P.O. Box 1519
Fax (423) 559.3302 Cleveland, Tennessee 37364-1519

December 20, 2016

Honorable Mayor,
Members of the City Council and
Citizens of the City of Cleveland, Tennessee

State law requires that all general-purpose local governments publish within six months
of the close of each fiscal year a complete set of financial statements presented in
conformity with generally accepted accounting principles (GAAP) and audit in
accordance with generally accepted auditing standards by a firm licensed certified public
accountant. Pursuant to that requirement, we hereby issue the comprehensive annual
financial report of the City of Cleveland for the fiscal year ended June 30, 2016.

This report consists of management’s representations concerning the finances of the City
of Cleveland.  Consequently, management assumes full responsibility for the
completeness and reliability of all of the information presented in this report. To provide
a reasonable basis for making these representations, management of the City of
Cleveland has established a comprehensive internal control framework that is designed
both to protect the city’s assets from loss, theft, or misuse and to compile sufficient
reliable information for the preparation of the City of Cleveland’s financial statements in
conformity with GAAP. Because the cost of internal controls should not outweigh its
benefits, the City of Cleveland’s comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial
statements will be free from material misstatement. As management, we assert that, to
the best of our knowledge and belief, this financial report is complete and reliable in all
material respects.

The City of Cleveland’s financial statements have been audited by Arnett, Kirksey,
Kimsey, Sullivan, Lay and Hall, PLLC, a firm of licensed certified public accountants.
The goal of the independent audit was to provide reasonable assurance that the financial
statements of the City of Cleveland, for the fiscal year ended June 30, 2016, are free of
material misstatement. The independent audit involved examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessing
the accounting principles used and significant estimates made by management; and
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evaluating the overall financial statement presentation. The independent auditor
concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the City of Cleveland’s financial statements, for the fiscal year
ended June 30, 2016, are fairly presented in conformity with GAAP. The independent
auditor’s report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City of Cleveland was part of a
broader, federally mandated “Single Audit” designed to meet the special needs of federal
grantor agencies. The standards governing Single Audit engagements require the
independent auditor to report not only on the fair presentation of the financial statements,
but also on the City of Cleveland’s internal controls and compliance with legal
requirements, with special emphasis on internal controls and legal requirements involving
the administration of federal awards. These reports are located in the Single Audit
Section at the end of this Comprehensive Annual Financial Report.

GAAP require that management provide a narrative introduction, overview, and analysis
to accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. The City of Cleveland’s MD&A can be found
immediately following the report of the independent auditors.

PROFILE OF THE CITY OF CLEVELAND

The City of Cleveland, incorporated in 1903, is located in the southeastern corner of the
state. Cleveland has a highly diversified economy, being the fifth largest industrial city
in the state with twelve Fortune 500 manufacturers, and being a regional shopping
destination and health care provider for surrounding counties. Its proximity to the
mountains, whitewater rafting, and Cherokee Indian heritage is increasing the tourism
component of the economy.

The City of Cleveland operates under the council-manager form of government,
established by an amended Private Act Charter in 1993, following a referendum. Five
council-members are elected from districts, and the mayor and two council members are
elected at large. All elections are non-partisan, and the terms are for four years, with half
the members elected every two years. Policy-making and legislative authority are vested
in the council. The council is responsible for, among other things, passing ordinances,
adopting the budget, appointing committees, hiring the city manager, and appointing the
city attorney and city judge. The city manager is responsible for carrying out the policies
and ordinances of the city council, overseeing the city’s day-to-day operations, and
appointing the heads of the various departments.

The city provides a full range of services which include police and fire protection;
sanitation services; the construction and maintenance of highways, streets, and
infrastructure; recreational activities and cultural events. In addition to general
government activities, the governing body exercises, or has the authority to exercise,
oversight of the Utilities Department and the Cleveland City Schools; therefore, these



activities are included in the financial statements. However, the Cleveland Housing
Authority, the Bradley/Cleveland Industrial Development Board and the Health and
Educational Facilities Board have not met the established criteria for inclusion; and,
accordingly, are excluded from this report.

The annual budget serves as the foundation for the City of Cleveland’s financial planning
and control. All departments of the city are required to submit capital requests by
December 31% and operating budget requests to the chief financial officer by March 1%
each year. The chief financial officer makes revenue estimates for the upcoming fiscal
year. A budget work session is held in the Spring, at which time department heads and
the city manager make presentations to the council. The chief financial officer and city
manager provide projections for the current fiscal year’s budget and the coming year’s
proposed operating budget for council review. In addition, the city manager presents the
council with his recommendation for a six-year capital improvements program based
upon the fall planning session held by the city council, city manager, and department
heads. After much review and debate among the council, the budget is revised to include
any recommendations of the city council. A proposed budget is submitted to the city
council by the second council meeting in May. The council is required to hold public
hearings on the proposed budget and to adopt a final budget and tax rate by June 30"
each year, which is the close of the city’s fiscal year. The appropriated budget is
prepared by fund, function (e.g., public safety), and department (e.g., police).
Departmental budget officers, with approval of the department head and chief financial
officer, may make transfers of appropriations within a department. However, transfers of
appropriations between funds require approval of the city council. Budget to actual
comparisons are provided in this report for each individual governmental fund for which
an appropriated annual budget has been adopted. For the general fund, this comparison is
presented on pages 24-46 as part of the basic financial statements for the governmental
funds. The school fund comparison is presented on pages 47-56. For nonmajor
governmental funds, with appropriated annual budgets, this comparison is presented in
the governmental fund subsection of this report, which starts on page 112.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it
is considered from the broader perspective of the specific environment within which the
City of Cleveland operates.

Local economy. The local economy has shown significant signs of sustaining economic
growth for the current year. The economic decline in previous years was not as drastic as
many other locations in the state or nation because of the diverse economy and the
proximity to several large industrial construction projects.

In the report titled 2016 Best-Performing Cities Where America’s jobs are Created and
Sustained, published by the Milken Institute in December, the Cleveland Metropolitan
Statistical Area (Cleveland MSA) ranked 22" overall out of 201 MSA’s in the Small
Cites category. Cleveland ranked 8™ in five-year job growth. Only the Nashville-



Davidson-Murfreesboro-Franklin MSA, in the Large Cities category, ranked higher than
Cleveland among Tennessee cities with an overall rank at 7,

A March 2016 report by Moody Analytics published a comparison of metropolitan area
economic performance using multiple measures to determine the leading locations for
business. Among 408 MSA'’s, Cleveland ranked first in 2-year employment growth and
14™ in expected five-year employment growth. The report also noted the city’s close
proximity to Chattanooga and that Cleveland’s lower cost of living makes it an appealing
place to reside. “As more people move to Southeast Tennessee, the number of commuters
will increase, lifting demand for housing and personal services” the report stated. The
Chattanooga Times-Free Press reported in July that Cleveland’s population growth was
6.3% from 2010 to 2015, second only to Collegedale in the Southeast Tennessee region.

Cleveland’s robust job growth is further evidenced by a report in the April 20, 2016
edition of the Chattanooga Times-Free Press, that according the U.S. Bureau of Labor
Statistics, Cleveland added more jobs in the past year than any other U.S. city.

Cleveland’s strong economy is supported by the following:

e Volkswagen continues its $900 million expansion of its manufacturing plant in
nearby Hamilton County. The plant will produce the Atlas SUV and add
approximately 2,000 auto assembly and 200 research and development jobs.
Production of the SUV is expected to start at the end of 2016.

e Wacker Chemie completed construction of its new facility in Bradley County
with a capital investment in excess of $2.5 billion. With more than 750 highly
skilled employees, the plant will produce 20,000 metric tons annually of
hyperpure polysilicon a year, a key component in photovoltaics for solar energy
and semiconductors for the electronics industry. In April 2016, Wacker officials
announced the addition of a $150 million pyrogenic silica facility at the site.

e Lee University continued to expand its campus south to the heart of downtown
with the construction of its School of Nursing located on Parker Street. This new
facility serves 220 nursing students and approximately 20 faculty members.

e Various commercial developments, totaling over $30 million, have begun during
FY2016. These include a Nissan dealership, LaQuinta and Towne Place Suites,
three restaurants and numerous retail establishments.

e Residential developments totaled over $6.2 million and included the new
Buchanan Way Apartments located off APD-40. This complex included 114
units, a club house and playground.



Long-term financial planning. On March 10, 2009, the voters approved an increase in
the local option sales tax rate from 2.25% to 2.75%, the highest rate allowed by state law.
The funds generated from the additional half cent rate increase, which became effective
on May 1%, would be used for capital needs of the City and the City Schools. This
additional revenue has provided much needed funds to purchase equipment and provide
paving in the city. It has also funded improvements to the schools including repaying
debt incurred for constructing a science wing at Cleveland High School.

The City worked with the Industrial Development Board, Bradley County, and Cleveland
Utilities to purchase land for a new industrial park. Spring Branch Industrial Park is 350
acres and can accommodate approximately two million square feet of
manufacturing/distribution facilities.

The City and Bradley County will each provide $2 million to match a TDOT grant of $4
million for the construction of two local interstate connectors (LIC) in southern area of
the City near the industrial park property. With the expansion of the Exit 20 Interchange
on I-75 completed, the local interstate connectors and the Mayor Tom Rowland
Interchange are expected to open in Spring 2017. The City believes the development of
this area will produce additional tax revenues and jobs.

Financial Policies

Revenue policies. The City will budget revenues conservatively so that the chance of a
revenue shortage during the year is remote. This also will help finance contingencies and
budget amendments that were unforeseen when the Budget was first adopted. The City
will review annually all fees and charges to assure that they maintain their inflation-
adjusted purchasing power. Since different revenue sources impact classes of taxpayers
differently, the City Council recognizes that the only way to minimize these different
impacts is to have a diversified revenue system. These impacts will be considered in
making any needed adjustments to the various sources of revenue. The City will make
every effort to avoid becoming too dependent on one source of revenue in order to
minimize serious fluctuations in any year. The City will consider market rates and rates
of comparable cities in the region when changing tax rates, fees, and charges. In this
regard, the City will make every effort to maintain its favorable comparative position
with other Tennessee cities which has contributed to our economic development success.

Reserve fund policy. It is the policy of the City Council to maintain a reserve in the
various operating funds for the City. The reserves are maintained at a level that is
sufficient for temporary financing of unforeseen emergency needs and to continue
orderly operations during the months of July through December when cash inflows are
less, because the majority of property tax collections occur in January and February. The
percentage is calculated by taking fund balance or working capital as a percentage of
expenditures or operating expenses and transfers to other funds. These reserves are
reviewed annually by the city manager and chief financial officer.



These policies along with Cleveland’s budgetary flexibility and strong liquidity resulted
in Standard and Poor’s Rating Services to raise its rating two notches, to ‘AA’ from ‘A+’
on Cleveland’s general obligation bonds.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Cleveland for its
comprehensive annual financial report (CAFR) for the fiscal year ended June 30, 2015.
This was the twenty-eighth consecutive year that the city has received this prestigious
award. In order to be awarded a Certificate of Achievement, the city published an easily
readable and efficiently organized CAFR. This report satisfied both GAAP and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current CAFR continues to meet the Certificate of Achievement program’s requirements
and we are submitting it to the GFOA to determine its eligibility for another certificate.

In addition, the city also received the GFOA'’s Distinguished Budget Presentation Award
for its annual budget document for the last eighteen fiscal years, beginning in Fiscal Year
1999. In order to qualify for the Distinguished Budget Presentation Award, the city’s
budget document was judged to be proficient in several categories, including as a policy
document, a financial plan, an operations guide, and a communications device.

The preparation of this CAFR on a timely basis was made possible by the dedicated
service of the employees of the finance department. We would like to express our
appreciation to all staff members who have assisted and contributed to this report, in
addition to the City’s independent certified public accountants. Credit must also be given
to the mayor and city council for their unfailing support for maintaining the highest
standards of professionalism in the management of the City of Cleveland’s finances.

Respectfully submitted,

Shawn McKay Joe Fivas
Assistant City Manager/Chief Financial Officer City Manager
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and Council
of the City of Cleveland
Cleveland, Tennessee

Report on the Financial Statements

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 Cleveland, Tennessee,
as of and for the year ended June 30, 2016, and the related notes to the financial statements, which collectively
comprise the City's basic financial statements.

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 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 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 opinions.



Opinions

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 Cleveland, Tennessee, as of June 30, 2016, and the respective changes
in financial position and, where applicable, cash flows thereof and the respective budgetary comparison for the
General Fund and School Fund, for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Change in Accounting Principle’

As described in note 18 to the financial statements, the City has adopted the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 72, Fair Value Measurement and Application;, (GASB)

Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments,;
and (GASB) Statement No. 79, Certain External Investment Pools and Pool Participants. Our opinion is not
modified with respect to these matters.

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 through 16 and the required supplementary information related to post-
employment benefits and pension liability as reported on pages 97 through 103 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 primarily 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. -

. Supplementary and Other Ihformation

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the City of Cleveland's basic financial statements. The introductory section, combining and individual
nonmajor fund financial statements and schedules, the statistical section and the other information section, are

. presented for purposes of additional analysis and are not a required part of the basic financial statements. The -
schedule of federal and state financial assistance activity is presented for purposes of additional analysis as
required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200,. Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards, and is also not a required part of the basic financial
statements.

The combining and individual nonmajor fund financial statements and schedules, and the schedule of federal
and state financial assistance activity are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements. Such
information has been subjected to auditing procedures applied in the audit of the 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 combining and individual nonmajor fund financial statements and
schedules and the schedule of federal and state financial assistance activity, are fairly stated in all material
respects in relation to the basic financial statements as a whole.

The introductory, statistical sections and other information have not been subj ected to the auditing procedures
applied in the aundit of the basic financial statements and, accordingly, we do not express an opinion or provide

any assurance on them. )



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated December 12, 2016,
on our consideration of the City of Cleveland's internal control over financial reporting and on our test 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 in considering the City's internal control over financial reporting and compliance.

WM,WMM %1 v %(

ARNETT, KIRKSEY, KIMSEY, SULLIVAN, LAY & HALL, PLLC
Certified Public Accountants

December 12, 2016



Management’s Discussion and Analysis

As management of the City of Cleveland, we offer readers of the city’s financial statements this
narrative overview and analysis of the financial activities of the City of Cleveland for the fiscal year
ended June 30, 2016. We encourage readers to consider the information presented here in
conjunction with additional information that we have furnished in our letter of transmittal, which
can be found in pages i—vi of this report.

Financial Highlights

» The assets and deferred outflows of the City of Cleveland exceeded its liabilities and deferred
inflows at June 30, 2016 by $250,441,202 (net position).

» Net position (defined as the difference in revenues and expenses) increased by $14,909,454.
The City of Cleveland’s changes in net position is detailed in the chart on page eight of this
report. Total revenues increased $3,542,157 which included an increase in capital grants
relating to public works projects. Expenses increased $3,017,241 over last fiscal year due to
increases in spending on public safety and education.

= The city’s property tax rate remained at $1.7655 per hundred dollars of assessment. This
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