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December 15,2007 

Honorable Mayor, 
Members of the City Council and 
Citizens of the City of  CleveI~d,  Tennessee 

State law requires that all general-purpose Iooal governments publish within six months 
of the close of each fisoal 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 30,2007. 

This report consists of management's representations concerning the fmances of the City 
of CIeveIand. ConsequentIy, management assumes fuIl responsibility fox 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 
CIeveIand has established a comprehensive internal control fimework 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 their 
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 materia1 misstatement. As management, we assert that, to 
the best of our knowledge and beIief, 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 and Lay, PLLC, a firm of licensed cerMed 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, 2007, are free of 
material misstatement. The independent audit involved examining, on a test hasis, 
evidence supporting the amounts and disclosures in the financial statements; assessing 



the accounting principles used and significant estimates made by management; and 
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, 2007, 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 Audityy 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, having the sixth largest number of 
manufacturing companies of any community in the state, 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 fiom 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, among other things, for 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, for overseeing the city's day-to-day operations, and 
for 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 
infkastructure; 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 BradleyICleveland 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 to the city 
manager by February 1'' and operating budget requests to the finance director by March 
lSt each year. The city manager and finance director make revenue estimates for the 
upcoming fiscal year. A budget work session is held in late March or early April, at 
which time department heads and the city manager make presentations to the council. 
The finance director and city manager present projections for the current fiscal year's 
budget and the preliminary 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 first 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 
finance director, may make transfers of appropriations within a department. Transfers of 
appropriations between funds, however, 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 22-44 as part of the basic financial statements for the 
governmental funds. The school fund comparison is presented on pages 45-54. For 
nonmajor governmental funds, with appropriated annual budgets, this comparison is 
presented in the governmental fund subsection of this report, which starts on page 80. 

Factors Affecting Financial Condition 

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

Local economy. The economic growth of the City of Cleveland has continued to 
increase, primarily due to its commercial and industrial diversification. The City of 
Cleveland and parts of Bradley County were declared an Urbanized Area in FY2002, 
which makes the city eligible for transportation, planning, and construction monies 
through the Metropolitan Planning Organization (MPO) process. The city was declared a 
Metropolitan Statistical Area in July 2004 which made Cleveland eligible for other 
federal funds, such as Community Development Block Grants. This designation will 
help economic development activities by increasing the appeal of Cleveland to national 



fkanchise companies. Certain federal reimbursements will also increase in the health 
industry and to individuals. 

Several local manufacturers have started or continued expansion projects during FY2007. 
Among those are construction of a $6 million facility for Schering-Plough and Coca Cola 
announced a $1 3.5 million expansion. Other projects permitted during FY07 included 
$2.6 million for a Fairfield Inn, $3.1 million for additions to the YMCA, $5 million for a 
new facility for Toyota of Cleveland and $4.8 million for a Target store. The Target will 
be located in the new Cleveland Towne Center, which is expected to include Kohl's, 
Books-A-Million, Michaels, Bed, Bath & Beyond, Ross and Circuit City. The openings 
are scheduled for early 2008. In addition to these commercial structures, construction 
began on the new Mayfield Elementary at a cost in excess of $15 million and 
construction of the city's $6 million dollar Police Service Center was completed during 
the year. 

Long-term financial planning. In January 2007, the city council approved $14.85 
million dollars in bonds for the City of Cleveland and Cleveland Utilities. The $6.1 
million for city projects completed fbnding for the new Mayfield Elementary and Arnold 
Elementary renovations. Cleveland Utilities' $8.75 million will h d  projects for their 
water, wastewater, and electric divisions. Water projects planned include upgrade to 
Hiwassee River intake station. Wastewater projects include equalization basin 
construction and Parker Street sewer replacement. Electric projects include various line 
extensions throughout the city. Past growth and projected growth are requiring that all 
systems be expanded and upgraded to meet demands. Plans are in place to meet these 
demands in an orderly fashion. 

The city council held a long-range planning session in October. Future projects identified 
by the city council as priorities include: dialogue with Bradley County for renewal of the 
fire contract for the fringe area, future funding for school projects, consideration of 
performing paving with city crews, updating of flood maps, and policies regarding buffer 
zones. 

Cash management policies and practices. Cash temporarily idle during the year was 
invested in certificates of deposit and the State Treasurer's investment pool. The city 
bids its banking services and is able to negotiate a higher interest rate on its checking 
account which allows unrestricted use of city funds while earning a higher yield. 

Risk management. A safety committee was formed on the recommendation of the 
Tennessee Municipal League Risk Management Pool, and a part-time safety director was 
hired in FY2005. The safety committee consists of employees from each department and 
focuses on safety and liability issues citywide. Incentive programs have been 
implemented for all departments and have been successful in improving the attitudes of 
employees toward safety matters. The city has held employee accident prevention 
training classes. Third-party coverage is currently maintained for individual worker's 
compensation claims and general liability claims. Employee training is done by city 
employees and staff from the Risk Management Pool. 



Pension and other postemployment benefits. The City of Cleveland sponsors a 
multiple-employer defined benefit pension plan administered by the Tennessee 
Consolidated Retirement System (TCRS) for its employees. The city is required to 
contribute at an actuarially determined rate. The contribution requirement of plan 
members is set by state statute. The contribution requirement for Cleveland is established 
and may be amended by the TCRS Board of Trustees. 

Employees of the Cleveland Utilities Electric Division hired prior to October 15, 1993 
participate in a cost-sharing multiple-employer pension plan administered by the Central 
Service Association (the "CSA Plan"). Their participants are not required to contribute to 
the plan. 

The Cleveland City Schools contribute to the State Employees, Teachers, and Higher 
Education Employees Pension Plan (SETHEPP), a cost-sharing multiple employer 
defined benefit pension plan administered by the TCRS. Most teachers are required by 
state statute to contribute 5 percent of their salary to the plan. 

The City of Cleveland also provides postretirement health and dental care benefits for 
certain retirees. These benefits are financed on a pay-as-you-go basis. GAAP do not 
require governments to report a liability in the financial statements in connection with an 
employer's obligation to provide these benefits. An actuary has been hired to determine 
the liability to be shown in W e  years as a result of GASB Statement 45. 

Additional information on the City of Cleveland's pension arrangements and 
postemployment benefits can be found on pages 74-78 in Notes 17 and 18 in the notes to 
the financial statements. 

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, 2006. 
This was the nineteenth 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 GFOAYs Distinguished Budget Presentation Award 
for its annual budget document for the last nine 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, incIuding 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 city's budget oficers, department heads, and the employees of the 
administration and finance department. 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 fmances. 

City Manager Joe Cate retired effective June 30 of this year. We appreciate his years of 
service to the City. His Ieadership and guidance produced an organization that is 
recognized as being one of the best cities in the State of Tennessee. He is a fiend to 
many employees and citizens in our community. We wish him well in his retirement. 

Respectfully submitted, - 

Michael L. Keith 
Director of FinancelCity Clerk 

Y 
Janice S. Casteel 
City Manager 
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INDEPENDENT AUDITORS' REPORT 

To the Honorable Mayor and Council 
of the City of Cleveland 

Cleveland, Tennessee 

We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, each major fund, and the aggregate remaining fund information of the City of Cleveland, Tennessee, 
as of and for the year ended June 30,2007, which collectively comprise the City's basic financial statements 
as listed in the table of contents. These financial statements are the responsibility of the City of Cleveland, 
Tennessee's management. 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 audit to obtain 
reasonable assurance about whether the financial statements are fiee of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the fmancial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for 
our opinions. 

In our opinion, the financial statements referred to above present fairly, in all materia1 respects, the respective 
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate 
remaining b d  information of the City of Cleveland, Tennessee, as of June 30,2007, and the respective changes 
in fmancial position and cash flows, where applicable, thereof and the respective budgetary comparison for the 
General Fund and School Fund, for the year ended in conformity with accounting principles generally accepted 
in the United States of America 

In accordance with Government Auditing Standards, we have also issued our report, dated December 11,2007, 
on our consideration of the City of Cleveland's internal control over financial reporting and 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 and should be considered in assessing the results of our audit. 
























































































































































































































































































































































































































































