INTERNAL CONTROL AND COMPLIANCE MANUAL

FOR TENNESSEE UTILITY DISTRICTS TITLE 4
TITLE 4 INFORMATION AND COMMUNICATION
CHAPTER 1 GENERAL

The Comptroller’s office, in accordance with Tennessee Code Annotated, Section 9-2-102, is
required “...to prescribe a uniform system of bookkeeping designating the character of
books, reports, receipts, and records, and the method of keeping same, in all state, county,
and municipal offices, including utility districts, which handle public funds.” In addition,
Section 7-82-401, Tennessee Code Annotated, requires the Comptroller of the Treasury to
prepare a uniform accounting manual and promulgate such other rules and regulations as
are required to ensure that Tennessee utility districts’ books and records are kept in
accordance with generally accepted accounting principles. There are also certain external
reporting requirements mandated by Tennessee Code Annotated. However, there may be
other internal and external factors that affect the information that will need to be
maintained and reviewed to operate the district effectively and efficiently. Management
should review all information needs and should determine the appropriate means of
communicating to employees what reports (including detailed content requirements) are
needed, when the reports should be prepared and to whom they should be submitted. The
accounting structure should be reviewed to determine that information is being collected
and summarized to provide the required reports. Any system modifications required to
prepare those reports should be communicated, evaluated, and implemented in accordance
with the district’s policies and procedures and the control activities identified in this
manual.

Accurate, timely and effective communication is essential to any organization. It is also one
of the most difficult needs to meet. Even in the smallest organization, there are frequent
communication break-downs. Changes in objectives and the related information needs,
responsibilities and control requirements will have to be communicated throughout the
district. The most effective means of communication will be unique to each district.
However, policies and procedures manuals, training, employee orientation meetings,
memos, and staff meetings are some of the tools that can be used in developing adequate
communication. Finding the appropriate means of communicating within the district
should be a high priority task, since it will affect all areas of the district. Throughout this
manual, various reports and other requirements are presented which will help to
strengthen the district’s information and communication efforts.

The remainder of this Title identifies the basic information requirements of the
Comptroller’s office. Other internal and external reporting needs of the district should be
identified by responsible personnel of the district. Those responsibilities related control
procedures should be communicated to all personnel involved.
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TITLE 4

INFORMATION AND COMMUNICATION

CHAPTER 2 BOOKS AND RECORDS

Section 1

Section 2

Section 3

Section 4

The board should ensure that:

a complete, self-balancing group of accounts is established and maintained.
For districts that provide non-homogenous services, such as gas and water,
separate funds must be maintained for each service. Water and sewer
services may be presented in a single fund. For adequate accounting, utility
districts must maintain a general ledger, cash receipts journal, and cash
disbursements journal for each fund, as well as subsidiary account records
necessary to comply with legal provisions. Accounting records should be
maintained on the accrual basis in accordance with generally accepted
accounting principles. Financial statements should comply with the
provisions of the Governmental Accounting Standards Board (GASB).

In conjunction with this manual, all relevant sections in the Government
Finance Officers Association’s 2005 Governmental Accounting, Auditing, and
Financial Reporting (GAAFR), commonly known as the Blue Book, should
also be followed, except as noted below.

Tennessee utility districts are not required to use the illustrative chart of
accounts in Appendix E of the GAAFR. Unique reporting requirements
applicable to the State of Tennessee, as outlined in Title 4 of this manual,
may exceed the minimum requirements of the GAAFR and are required to be
followed.

subsidiary ledgers, such as the utility accounts receivable listings, are used to
maintain individual account transaction details to support the total in the
general ledger control (summary) account.

adequate supporting documentation, such as prenumbered receipts, billing
stubs, invoices, etc., is required to document all transactions.

complete minutes of actions taken by the board are maintained at the utility
district’s office. The official minutes should be signed as approved by the
secretary of the board (or other authorized individual) and kept together in
date order and be easily accessible. The minutes should include the
following:

a. copies of all resolutions adopted (including utility rates, cut-off policy, tap
fees, etc.)



INTERNAL CONTROL AND COMPLIANCE MANUAL
FOR TENNESSEE UTILITY DISTRICTS TITLE 4

b. schedules of personnel appointments and salary rates and changes (In
larger districts where such information may not be practicably included in
the minutes, the minutes should include documentation of: (1) all
appointments and wage rates that must be set by the board; and (2)
across the board wage increases. Adequate policies governing
authorization of pay increases should be developed and maintained by the
district. Wage and salary rates increases delegated by the board should
be adequately documented in the personnel records.)

c. copies of bond and revenue anticipation resolutions

d. notices of public hearings and resulting decisions

e. copies of federal and state grant applications (whether a final award was
received or not)

f. summaries of action taken on competitive bids

g. copies of contracts entered into by the board. The board must obtain a
written contract for all agreements with other entities or individuals for
services received or provided, regardless of whether payment is involved,

including the following:

(1) contract labor and consultant agreements, including computer
services, day labor, and similar work

(2) leases

(3) rentals

(4) management agreements
h. purchasing policy
1. expense reimbursement policy

j. other policies as adopted by the board
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TITLE 4

INFORMATION AND COMMUNICATION

CHAPTER 3 EXTERNAL FINANCIAL REPORTING

GENERAL

Section 1

Audit reports for utility districts shall, at a minimum, conform to the general
report outline in |Appendix AI of this manual and include the following
supplemental information. Additional requirements and/or clarifications
regarding required schedules are identified below.

(1) A Schedule of Expenditures of Federal Awards and State Financial
Assistance. (This schedule is required if the organization has expended
any subrecipient funds, regardless of the amount expended. In addition,
the composition of the schedule should conform to the example in
|Appendix Bl which exceeds Office of Management and Budget (OMB)
requirements.)

(2) Schedule(s) of Long-Term Debt, Principal, and Interest Requirements
(e.g., bonds, notes, and other long-term debt — by individual issue) by
Fiscal Year

(3) Utility Rate Structure and Number of Customers

(4) Unaccounted for Water (See Example Schedule in |Appendix Bl) This
schedule must be used in the exact format presented in|Appendix|

(5) If the district provides several utility services and accounts for all of those
activities in a single fund, detailed schedules that provide information
consistent with what would have been presented in fund financial statements
should be included in supplemental information for each division/department
(i.e., assets, liabilities and net assets; revenues, expenses, and changes in net
assets; and cash flows). If sufficiently detailed information is included in the
notes to the financial statements, these additional schedules are not required.
This information is necessary to demonstrate compliance with state laws
regarding utility operations.

Current Developments Affecting Reporting:

Water Loss Methodology:

The Utility Management Review Board (UMRB), on October 7, 2010, adopted the
American Water Works Association (AWWA) water loss methodology for any audited
financial reports submitted to the Comptroller of the Treasury on or after January 1,
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2013. Prior to that date, districts must use the current format (Appendix B), but
may also include an additional supplemental schedule prepared using the AWWA
water loss methodology. Any report submitted on or after January 1, 2013, that
does not report water loss using the AWWA methodology will be officially filed with
the UMRB for noncompliance. The Water and Wastewater Financing Board may be
contacted for additional information regarding this methodology. Contact
information can be found at http:/www.comptrollerl.state.tn.us/WWFB/.
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TITLE 4 INFORMATION AND COMMUNICATION
CHAPTER 4 FINANCIAL REPORTING

UTILITY OPERATIONS

Section 1

Section 2

Section 3

Section 4

Section 5

Utility district activities must be accounted for and reported in such a
manner that:

the accounting and reporting demonstrates compliance with the requirement
to be self supporting (See T'CA Section 7-82-403). Self supporting, in multi-
fund districts, is evaluated based on each individual fund.

the accounting and reporting demonstrates compliance with bond
requirements.

all shared costs are equitably divided among each of the individual funds (in
multi-fund districts).

annual financial disclosures in a newspaper of general circulation are
published timely and include all required information. Requirements
governing reporting of travel costs should be consistent with the
requirements of the Comptroller’s office (See.

annual budgets are adopted and, if the district has outstanding debt, the
budgets are submitted to the Comptroller’s office (Office of State and Local
Finance). (See TCA 7-82-501(e).)
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TITLE 4

INFORMATION AND COMMUNICATION

CHAPTER 5 RECORDS MANAGEMENT

Section 1

Section 2

Whether records are originally maintained in an electronic format or are
converted to an electronic format for permanent or temporary archival
purposes, care should be taken to ensure that the records can still be accessed
as new technologies are installed.

The following grid establishes the retention provisions recommended by the
Comptroller for various district records.

For records not addressed in the grid, the following alternative procedures
should be followed:

(1) The district should refer to the guidelines developed by the Municipal
Technical Advisory Service (MTAS), pursuant to the requirements of
Tennessee Code Annotated Section 10-7-702, for similar municipal
functions. This guide can be accessed at http://www.mtas.utk.edu.

(2) Guidelines recommended by the Tennessee Association of Utility Districts
(TAUD) should also be considered.

In applying the guidance provided by either of these organizations, the most
conservative recommendation should normally be followed. The board must
document the basis for any variance in applying the alternative procedures
and the resulting retention policy established by the board. No variances
reducing the amount of time records are required to be maintained are
permitted for records specifically addressed in this manual.

MTAS has also issued New Amendments to the Federal Rules of Civil
Procedure and Their Effects Upon Records Retention, that can be accessed at
the same site.

Record

Retention Period Legal
Authority/Rationale

Annual Reports to Permanent record. Historical purposes.
Commissioners. Submitted by
accounting office
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Record

Retention Period

Legal

Authority/Rationale

Audit Reports. All audit
reports relative to district
finances. Audit reports show
account of all receipts and
disbursements, date of audit,
and signature of auditor.

Permanent record.

Requirement of the
Comptroller. Record
has high historical
value.

Bonded Indebtedness,
Record of. Register book shows
bond issue, date, and amount set
up by year; as bonds and
coupons are returned, these are
shown in the book. Other records
include the trust indenture, loan
agreements, bond counsel
opinion, documentation of
expenditure of bond proceeds,
copies of management contracts,
documentation of security for the
bonds, and documentation of
investment of bond proceeds.

Permanent record.

Requirement of the
Comptroller.

Cash Journals. Record of all
receipts and disbursements as
distributed to various district
accounts, showing date of entry,
amount, source of receipt or
purpose of payment, amount of
debit or credit, and name of
account credited or charged.

Permanent record.

Requirement of the
Comptroller.

Certificate of Bond/Interest

Permanent record.

Requirement of the

Coupons Destroyed Comptroller.
Charts of Accounts and Permanent record. Requirement of the
Procedures Manuals. Comptroller.
Deeds and Other Title Permanent record. Requirement of the
Documents. Comptroller.
Employee Payroll Records. Permanent record. Requirement of the
Comptroller.
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Record

Retention Period

Legal
Authority/Rationale

Financial Reports to
Commissioners. (1) General;
(2) Final—Report gives
information on different
accounts, balances on last
report, receipts, disbursements,
commissions, transfers, balances
on this report, totals, bank
balances of district accounts in
different banks, and
classification of receipts (sources
received from).

Permanent record.

These reports should be
recorded in the minutes
of the district.
Requirement of the
Comptroller.

General Ledger Accounts.
Record of all receipts and
disbursements for the various
district accounts, showing date
of entry, amount, source of
receipt or purpose of payment,
amount of debit or credit, and
name of account credited or
charged.

Permanent record.

Requirement of the
Comptroller.

Record

Retention Period

Legal
Authority/Rationale

Accounts Payable Subsidiary
Ledgers.

Retain 10 years.

Requirement of the
Comptroller.

Accounts Receivable
Subsidiary Ledgers.

Retain 10 years.

Requirement of the
Comptroller.

Capital Asset Records. All
assets capitalized, description
(brand, year, serial number,
etc.), dates put in service and
taken out of service (sold,
scrapped, ete.), location,
depreciation (method, life, etc.),
etc.

Retain 10 years after asset
is disposed of.

Requirement of the
Comptroller.

Expense Ledgers.

Retain 10 years.

Requirement of the
Comptroller.

Inventory Ledgers.

Retain 10 years.

Requirement of the
Comptroller.
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Record

Retention Period

Legal
Authority/Rationale

Investment Ledgers. Surplus
cash investments, rate of
Interest, date, and amount
collected.

Retain 10 years.

Keep for audit purposes
and to address
arbitrage concerns.

Journal Vouchers

Retain 10 years.

Requirement of the
Comptroller.

Subsidiary Revenue Ledgers.

Retain 10 years.

Requirement of the
Comptroller.

Voucher Register.

Retain 10 years.

Requirement of the
Comptroller.

Record

Retention Period

Legal
Authority/Rationale

Bank Deposit Slips. Slips
showing bank name and location
and amounts and dates of
deposits.

Retain 7 years.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

Canceled Checks. Canceled
checks showing date check
1ssued, name of bank on which
drawn, check number, to whom
payable, purpose of payment,
amount of check, and date
canceled. See Title 5, Chapter 7,
Section 8, of this manual for
comments on this due to current
banking laws.

Retain 7 years.

Based on statute of
limitations for legal
action for breach of
contract plus one year.
TCA 28-3-109.

Cancelled Certificates of
Deposit.

Retain 7 years.

Keep for audit and
review purposes.

Check Books. Books containing
stubs of checks issued by the
district showing check number,
date issued, name of payee,
amount, and purpose of
payment.

Retain 7 years after date of
last check.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

Check Stubs. From all district
accounts.

Retain 7 years.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

22



INTERNAL CONTROL AND COMPLIANCE MANUAL

FOR TENNESSEE UTILITY DISTRICTS

TITLE 4

Record

Retention Period

Legal
Authority/Rationale

Claims Records. Documents
regarding claims and
settlements against the district.

Retain 7 years after the
terms of the settlement
have been met.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

Contracts.

Retain 7 years after
termination of contract..

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

Development and Proposal
Files. Reports, planning memos,
correspondence, studies, and
similar records created for and
used in the development of grant
proposals submitted to state or
federal agencies and contracts
relating to the grant.

Retain all unsuccessful
applications for 5 years.
Retain all records
regarding grants that are
received for life of grant
plus 7 years.

Keep unsuccessful
proposals in case of
appeal or for
administrative use in
re-application. Keep
records of grants
received based on
statute of limitations
for contract actions.
TCA 28-3-109.

Duplicate Receipts.

Retain 7 years.

Keep for audit and
review purposes.

Insurance Policies.

Retain 7 years after
expiration/cancellation of
policy.

Keep for audit and
review purposes.

Invoices.

Retain 7 years.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.

Leases (Excluding Real
Property — For Real
Property, Follow Above
Guidance for Deeds).

Retain 7 years after
expiration of the lease.

Based on statute of
limitations for legal
actions for breach of
contract plus one year.
TCA 28-3-109.
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Record

Retention Period

Legal
Authority/Rationale

Customer Billing Stubs.
Collection stubs for accounts
paid.

Retain at least 5 years
from the date the audit was
filed with the Comptroller’s
office.

Keep in case of billing
errors.

Daily Collection Report.
Summarizes all cash/check
collections by source and fund
and indicates the deposit
amount, amount retained for
change and amount short or
over.

Retain at least 5 years
from the date the audit was
filed with the Comptroller’s
office.

Keep for audit and
review purposes.

Employee Time Records.

Retain 5 years.

Keep for audit and
review purposes.

Meter Deposit Records.
Customer name, date service
started, amount of deposit, type
of service.

Retain at least 5 years
after service is terminated
and deposit is refunded or
applied to bill.

Keep in case of billing
errors.

Moveable, High-Risk,
Sensitive Property. Inventory
records of non-capitalized
property items, such as cameras,
computers, printers, scanners,
etc.

Retain 5 years.

Keep for audit purposes
and to ensure that such
1tems are retained for
use in the district and
are not lost, misplaced
or stolen.

Purchase Orders.

Retain 5 years.

Keep for audit and
review purposes.

Record

Retention Period

Legal
Authority/Rationale

Cash Reconciliation Report.
Shows balances at beginning of
month, outstanding checks, cash
balances, checks issued during
month, checks paid, cash and
outstanding checks at end of the
month.

Retain at least 3 years
from the date the audit was
filed with the Comptroller’s
office.

Keep for audit and
review purposes.

Garnishments.

Retain at least 3 years
from the date the audit was
filed with the Comptroller’s
office.

Fair Labor Standards
Act
(29 C.F.R. 516.5).
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Record Retention Period Legal
Authority/Rationale
General Correspondence. Retain 3 years. Requirement of the
Comptroller.
Inventory Records. Retain at least 3 years Requirement of the
from the date the audit was | Comptroller.
filed with the Comptroller’s
office.
Record Retention Period Legal
Authority/Rationale

Redeemed Bond/Interest
Coupons.

Retain until audit is
complete and any
exceptions related to the
redeemed bond/interest
coupons have been resolved
for bonds/interest paid and
cancelled during the period
covered by the audit. The
district shall cause the
certified list of bonds,
notes, and coupons duly
paid and cancelled to be
recorded in the official
minutes of the district.

Based on procedures in
TCA 9-21-123.
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