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As management of the City of Tullahoma, Tennessee, we offer readers of the City’s 
financial statements this narrative overview and analysis of the financial activities of the 
City and its related agencies for the fiscal year ended June 30, 2008.  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 the 
introductory section of this report.   
 
The comprehensive annual financial report is presented in four sections:  introductory, 
financial, statistical and single audit.  The introductory section includes a transmittal 
letter, GFOA certificate of achievement for fiscal year 2007, the government's 
organization chart and a list of public officials.  The financial section includes the 
independent auditor’s report, management’s discussion and analysis and general financial 
statements for the City of Tullahoma and its component units.  The statistical section 
includes selected financial and demographic information, generally presented on a multi 
year basis.  The fourth section is the independent auditors’ reports on compliance and 
internal controls.   
 

Government Finance Officers Association (GFOA) Certificate of Achievement for 
Excellence in Financial Reporting 

 
The City of Tullahoma has received the Government Finance Officers Association 
Certification of Achievement for Excellence in Financial Reporting for the 
Comprehensive Annual Financial Report (CAFR) for the years 1992 - 1994, and 1996 - 
2007.  This has been a major achievement for the City.  This recognition also reflects 
significant cooperation between all boards and agencies of the City included in the CAFR 
and the auditing firms that prepared the CAFR.   
  
THE REPORTING ENTITY AND ITS COMPONENT UNITS 
 
This report contains all of the funds and component units of the City of Tullahoma.  It 
includes all activities considered to be part of the “reporting entity” of the City of 
Tullahoma in compliance with authoritative criteria.  In evaluating as to how to define 
the government, for financial reporting purposes, management has considered all 
potential component units.  The decision to include a potential component unit in the 
reporting entity was made by applying the criteria set forth in the Governmental 
Accounting Standards Board Statement Number 14. 
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The City of Tullahoma (Primary Government – Governmental Activities) 

 
Tullahoma is located in Southern Middle Tennessee approximately equal distances from 
Nashville and Chattanooga, Tennessee, and Huntsville, Alabama.  The City comprises 
25.8 square miles of area located in both Coffee and Franklin Counties.  The 2000 census 
listed Tullahoma’s population as 17,994, while the State of Tennessee’s estimate for 
2003 was 18,434. The City of Tullahoma provides general municipal services in the areas 
of public safety, public works, planning, and recreation.  The Public Works Department 
also provides solid waste, brush and leaf collection and disposal.    
 

Tullahoma City Schools (Primary Government – Governmental Activities) 
 
Tullahoma City Schools encompasses four elementary schools, two middle schools and 
one high school.  The school system employs 281 certified staff and 168 classified staff 
that served approximately 3,600 students in grades K-12.  An extended school program is 
in place to provide before and after school child care for our students.  The school system 
is recognized within the State of Tennessee for its academic excellence.   
 

Tullahoma Utilities Board (Primary Government – Business-type Activities) 
 
The Tullahoma Utilities Board (TUB) is a municipal public utility and an independent 
agency of the City of Tullahoma, and provides electricity, water and wastewater services 
to the residents of Tullahoma and parts of the surrounding area.  A distributor of TVA 
power, with rates among the lowest in the country, TUB currently serves 11,000 electric 
customers.  TUB purchases wholesale water from the Duck River Utility Commission to 
serve its 9,400 water customers.  TUB also operates a wastewater treatment facility with 
7,300 sewer customers.   
 

Tullahoma Airport Authority (A Component Unit) 
 
The Tullahoma Airport Authority (TAA) operates the Tullahoma Regional Airport.  The 
airport was originally constructed in 1942 for the U.S. Army Air Corps and features wide 
heavy duty runways, a large ramp, taxiways and large hangars.  Over 100 aircraft are 
presently based at the airport, with additional capacity available.  Over 2000 transient 
aircraft visit the airport annually.  The TAA partners with local aviation groups such as 
the University of Tennessee Space Institute, Tennessee Skydiving, Staggerwing Museum, 
Ragwing Aircraft and has a residential airpark.  The Tri-County Chamber, City of 
Tullahoma, Arnold Engineering and Development Center, and many other civic groups 
and local corporations coordinated efforts to host bi-annual air shows, which generally 
draw over 50,000 in daily attendance.   
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Tullahoma Industrial Development Board (A Component Unit) 

 
The Tullahoma Industrial Development Board (TIDB) is a component unit of City 
Government.  The TIDB was incorporated in 1965.  The TIDB’s original mission was to 
acquire, sell, lease, and dispose of properties in an effort to create jobs, promote industry 
and develop trade by inducing manufacturing, industrial, and commercial enterprises to 
locate in and near the City of Tullahoma.  In June, 2005, the TIDB consolidated those 
functions with the Coffee County Industrial Board.  The TIDB retained its charter and 
bylaws and amended its mission to monitor and service existing industrial revenue bond 
issues and to perform any and all acts as set forth and authorized in Section 6-2801 et 
seq. of the Tennessee Code Annotated.  The TIDB turned over management of all assets 
to the City of Tullahoma.  The City continues to utilize those financial assets for 
economic development activities.   
   
For purposes of this report, the City of Tullahoma and the Tullahoma City Schools 
financial information has been consolidated and identified as Governmental Activities 
under the Primary Government sector, while Business-type Activities refers to the 
Tullahoma Utilities Board and internal service fund data. Component units presented in 
this report are the Tullahoma Industrial Development Board and the Tullahoma Airport 
Authority.    
 
  FINANCIAL HIGHLIGHTS 
 

• The assets of the Governmental Activities exceeded its liabilities at the close of 
the most recent fiscal year by $12,769 (net assets).  Of this amount, $2,070 is 
restricted for debt service and other use, with $12,818 available to meet other 
ongoing obligations. 

 
• The Governmental Activities indicates an increase in capital assets net of related 

debt of $4,295.  This reflects the inclusion of City owned streets and bridges, as 
well as accumulated depreciation identified as fixed assets.  Streets were valued 
and included in the balance sheet in compliance with GASB34. 

 
• The City’s total net assets increased by $2,071 due primarily to the completion of 

street and sidewalk infrastructure projects as well as ball fields and recreation 
center improvements financed by a previous bond issue, offset by depreciation.  
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• In fiscal year 2008, the City completed $4,630 in capital projects and equipment 

purchases financed from bonds issued in 2005.   
 

• The Tullahoma Utilities Board reported current and other assets increased by 
$11,974, up 78% from the prior fiscal year, due to the issuance of $16,975 in 
revenue bonds to construct a fiber optics system.  While part of this construction 
is reflected as $6,819 construction in process, the remainder of the bond proceeds 
was reflected in restricted cash and cash equivalents.    

 
• As of the close of the current fiscal year, the City’s governmental funds reported 

combined ending fund balances of $15,638, a decrease of $1,263 from the prior 
year.  While the capital projects fund balance decreased by $3,000 and the general 
fund increased by $519 and the general purpose school fund saw an increase of 
$1,445.   
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• At the end of the current fiscal year, fund balance for the general fund was 

$7,017, or 32% of total general fund expenditures including transfers out. 
 

• The general purpose school fund balance increased by $1,445 or 37% to $5,342.  
This amounts to 21% of total expenses for that fund.   
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• The City governmental activities’ total gross debt decreased by $487 or 2% 
during the 2008 fiscal year.  The Utilities Board’s gross debt increased by 
$15,276 or about 128% during this period. 

 
• The City of Tullahoma began the process to issue bonds for several major city 

school renovations.  A $12,000 loan through the Tennessee Municipal Bond Fund 
was authorized in August, 2008 for the construction of a new elementary school, 
new football stadium and renovation of the high school auditorium. 

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

 
Government-wide Financial Statements 

 
The government-wide financial statements are designed to provide readers with a broad 
overview of the City’s finances in a manner similar to a private-sector business. 
 
The statement of net assets presents information on all of the City’s assets and liabilities, 
with the difference between the two reported as net assets.  Over time, increases or 
decreases in net assets may serve as a useful indicator of whether the financial position of 
the City is improving or deteriorating. 

 
The statement of activities presents information showing how the City’s net assets 
changed during the most recent fiscal year.  All changes in net assets are reported as soon 
as the underlying event giving rise to the change occurs, regardless of the timing of 
related cash flows.  Thus, revenues and expenses are reported in this statement for some 
items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes or 
earned but unused vacation leave, etc).  
 
The government-wide income statement distinguishes functions of the city that are 
principally supported by taxes, licenses and permits, and intergovernmental revenues 
(governmental activities) from other functions that are intended to recover all or a 
significant portion of their costs through user fees and charges (business-type activities).  
The governmental activities of the City include general government, public safety, public 
works, culture and recreation, and education.  The business-type activities of the City 
include water, sewer, electricity, and fiber optics. 
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Fund Financial Statements 

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

• Governmental Funds 
Governmental funds are used to account for essentially the same functions reported as 
governmental activities in the city-wide financial statements.  However, unlike the 
government-wide financial statements, governmental fund financial statements focus 
on near-term inflows and outflows of spendable resources, as well as on balances of 
spendable resources available at the end of the fiscal year.  Such information may be 
useful in evaluating a city’s near-term financing requirements.  Because the focus of 
the governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for governmental funds 
with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term 
impact of the government’s near-term financing decisions.  Both the governmental 
fund balance sheet and the governmental fund statement of revenues, expenditures, 
and changes in fund balances provide a reconciliation to facilitate this comparison 
between governmental funds and governmental activities. 

 
The City maintains sixteen (16) individual government funds, twelve (12) of these 
governmental funds are classified as non-major and are summarized under the heading 
Other Governmental Funds in the governmental fund presentation.  Information is 
presented separately in the governmental fund balance sheet and in the governmental 
fund statement of revenues, expenditures, and changes in fund balances for the general 
fund, the general-purpose school fund, the 2005 capital project fund, and the UDAG 
fund.  The non-major governmental funds, all of which are combined into a single, 
aggregated presentation is provided in the form of combining statements elsewhere in 
this report.   
 
The city adopts an annual appropriation budget for its general and other major special 
revenue funds.  Budgetary comparison statements have been provided for these funds to 
demonstrate compliance with this budget. 
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• Proprietary Funds 
The City maintains four (4) different types of proprietary funds, which are also 
enterprise funds.  Enterprise funds are used to report the same functions presented as 
business-type activities in the government-wide financial statements.  The City uses 
enterprise funds to account for its water, sewer, electric, and fiber optic activities at 
the Tullahoma Utilities Board.   
 
• Internal Service Fund 
The City maintains one (1) internal service fund, a medical trust fund, which is used 
to account for the operations of self-sustaining agencies rendering services to other 
agencies of the government on a cost reimbursement basis.   During fiscal year 2007, 
the City discontinued use of its internal service fund for medical coverage and 
changed to a commercial insurance carrier. 
 

Notes to the Financial Statements 
 
The notes provide additional information that is essential to a full understanding of the 
data provided in the government-wide and fund financial statements.  They further define 
the audited entities, partnerships and financial relationships.   
 

Other Information 
 
The combining statements referred to earlier in connection with non-major governmental 
funds, budget comparison schedules for funds with legal budgets other than the general 
fund and other major special revenue funds, and internal service funds are presented 
immediately following the required supplementary information.  
  
 
GOVERNMENTAL-WIDE FINANCIAL ANALYSIS 
 
As noted earlier, net assets may serve over time as a useful indicator of a City’s financial 
position.  In the case of the City‘s Governmental Activities funds, assets exceed liabilities 
by $12,769 at the close of the most recent fiscal year.  The City’s investment in capital 
assets (e.g. land, buildings, equipment) is largely offset by accumulated depreciation due 
to the age of the assets.  The Business-type Activities funds show net assets of $36,799 
with 69% reflecting investment in capital assets.  The City uses these capital assets to 
provide services to citizens; consequently, these assets are not available for future 
spending.   
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2008 2007 2008 2007 2008 2007
Current and other assets 20,919$ 21,327$ 27,238$ 15,264$ 48,157$ 36,591$ 
Capital assets 28,125   25,988   41,778   35,262   69,903   61,250   

Total assets 49,044   47,315   69,016   50,526   118,060 97,841   

Long-term liabilities 31,050   32,400   25,910   10,201   56,960   42,601   
Other liabilities 5,225     4,262     6,307     5,732     11,532   9,994     

Total liabilities 36,275   36,662   32,217   15,933   68,492   52,595   

Net assets:
Invested in capital assets,

net of related debt (2,119)    (5,641)    25,537   26,838   23,418   21,197   
Restricted 2,070     5,314     3,630     427        5,700     5,741     
Unrestricted 12,818   10,980   7,632     7,328     20,450   18,308   

Total net assets 12,769$ 10,653$ 36,799$ 34,593$ 49,568$ 45,246$ 

City of Tullahoma's Net Assets

Governmental 
Activities

Business-type
Activities Total

 
A portion of the City’s total net asset $5,700 (11%) represents resources that are subject 
to external restrictions on how they may be used.  These include assets restricted for 
payments on bonded debts and notes, drug prevention and capital construction and 
projects.  The remaining balance of unrestricted net assets $20,450 may be used to meet 
the government’s ongoing obligations to citizens and short-term creditors.  
 

Composition of Net Assets

Governmental Activities
Business-type Activities
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Revenues: 2008 2007 2008 2007 2008 2007

Program revenues:
Charges for services 2,934$   2,983$   31,555$ 30,263$ 34,489$ 33,246$ 
Operating grants & contributions 24,680   17,632   -             -             24,680   17,632   
Capital grants & contributions 16          -             59          3            75          3            

General revenues:
Taxes 18,235   19,997   -             -             18,235   19,997   
Other revenues 464        272        33          71          497        343        
Investment earnings 605        917        989        514        1,594     1,431     
Transfers 396        383        (396)       (383)       -             -             

Total revenues 47,330   42,184   32,240   30,468   79,570   72,652   

Expenses:
General government 2,507     2,339     -             -             2,507     2,339     
Public safety 4,185     4,341     -             -             4,185     4,341     
Public works 3,963     2,099     -             -             3,963     2,099     
Community services 280        1,317     -             -             280        1,317     
Waste management 1,818     1,634     -             -             1,818     1,634     
Education 31,094   28,325   -             -             31,094   28,325   
Utilities -             -             30,034   28,796   30,034   28,796   
Interest and debt 1,367     1,333     -             -             1,367     1,333     

Total expenses 45,214   41,388   30,034   28,796   75,248   70,184   

Change in net assets 2,116     796        2,206     1,672     4,322     2,468     

Net assets, beginning of period 10,653   6,564     34,593   32,929   45,246   39,493   
Prior period adjustment -             3,293     -             (8)           -             3,285     
Net assets, beginning of period, 
restated 10,653   9,857     34,593   32,921   45,246   42,778   

Net assets, end of period 12,769$ 10,653$ 36,799$ 34,593$ 49,568$ 45,246$ 

Activities Activities Total

City of Tullahoma's Changes in Net Assets

Governmental Business-type
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Changes in Net Assets 
 
Governmental activities increased the City’s net assets by $2,116 while Business-type 
activities increased net assets by $2,206.  The increase in net assets in Business-type 
Activities was primarily due to strong cost controls and operating efficiencies 
constraining budgeted expenses at the Tullahoma Utilities Board,  while the 
Governmental Activities assets increased due to revenues exceeding projections in the 
general purpose school fund.  Revenues from year to year remained fairly consistent, 
except as indicated below. 
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Fiscal year 2008 saw an increase of $7,047 in operating grants and contributions for the 
Tullahoma City Schools.  This is primarily due to reclassifications of local shared tax 
allocations to the school system.  School system revenues in these areas exceeded 
projections and resulted in the 19% increase in net assets. 
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Business-type activities are financed almost entirely by service charges.   

 
Financial Analysis of the City’s Funds 

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

Governmental Funds 
 
The focus of the City’s governmental funds is to provide information on near-term 
inflows, outflows, and balances of spendable resources.  Such information is useful in 
assessing the City of Tullahoma’s financing requirements.  In particular, unreserved fund 
balance may serve as a useful measure of a City’s net resources available for spending at 
the end of the fiscal year.   As of the end of the current fiscal year the City of 
Tullahoma’s governmental funds reported combined ending fund balances of $15,638, a 
decrease of $1,263 from the prior year.  This primarily reflects the net impact of the 
increase in general purpose school fund assets offset by the decrease of $3,000 in the 
2005 capital projects fund.  The city also operates a solid waste fund, but this is not 
operated as a business-type activity as although the city charges commercial customers 
for solid waste collection, residential collection, brush disposal, and litter collection are 
subsidized by a transfer of property tax dollars from the general fund.  Recycling charges 
in this fund are primarily funded through the revenues it generates. 
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• The general fund is the chief operating fund of the City.  At the end of the current 
fiscal year, unreserved fund balance of the General Fund was $6,005 while total 
fund balance amounted to $7,018.  As a matter of the General Fund’s liquidity, it 
may be useful to compare both unreserved fund balance and total fund balance to 
total fund expenditures and transfers out. 

 
• Unreserved fund balance represents 28% of total general fund expenditures and 

transfers out.    The fund balance of the General Fund increased by $519 as a 
result of the current fiscal year operations. 

 
• The general-purpose school fund has a total fund balance of $5,341, with no 

restricted amounts.  The net increase in fund balance during the current year in 
the general-purpose school fund was $1,445.  The school had outstanding 
encumbrances in year end of $330. 

 
• The 2005 capital projects fund had a beginning fund balance of $3,372, but 

completed most of the projects slated for these funds in fiscal year 2008.  Only 
$371 remained in this fund at year end.  The City is anticipating grant funds to be 
available in fiscal year 2009 and also the potential for additional $1,000 in notes 
to complete the projects associated with this fund.     

 
• The UDAG Revolving Loan Fund was created through a federal grant for a 

commercial job creation loan.  Loan repayment was then utilized for new 
commercial loans.  The UDAG fund ended 2008 with a balance of $723, as 
opposed to $623 in 2007. 

 
• Non-major (other) governmental funds have an ending fund balance of $2,184, a 

decrease of $327 from the prior year.  The non-major governmental funds consist 
primarily of smaller city capital projects funds, and school federal projects, debt 
service, cafeteria, after school program and capital projects funds.   

 
The Business- type activities at the Tullahoma Utilities Board have seen changes due to 
the construction of a fiber optics system anticipated to provide services to Tullahoma 
residents commencing in October, 2008.  An additional fund has been added, bonds 
issued and system construction is well underway. 
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CAPITAL ASSETS AND DEBT ADMINISTRATION 
 

Capital Assets 
 
The City’s investment in capital assets from its governmental and business-type activities 
as of June 30, 2008, is shown below.  Total capital assets in the governmental activities 
increased by $4,336.  This was primarily due to adding approximately $3,000 in 
completed capital projects from a 2005 bond issuance which included construction of a 
new soccer complex for $836 and street paving in the amount of $1,463.  The 
Government Accounting Standards Board required that infrastructure assets be 
inventoried and carried on the balance sheet as of 2007.  The business-type activities 
capital assets increased by $8,108.  This is reflected in construction in process mirrors the 
progress on the utilities new fiber optics system.  Other items reflect modest increases for 
building improvements and equipment needed to operate the utility. 

2008 2007 2008 2007 2008 2007

Land 3,824$   3,742$   476$      476$      4,300$     4,218$     
Buildings and systems 36,743   35,574   15,033   14,915   51,776     50,489     
Machinery and equipment 10,903   9,626     3,459     3,324     14,362     12,950     
Infrastructure 14,659   12,474   45,543   44,527   60,202     57,001     
Construction in process 79          456        8,008     1,169     8,087       1,625       

Total capital assets 66,208$ 61,872$ 72,519$ 64,411$ 138,727$ 126,283$ 

Activities Activities Total

City of Tullahoma's Capital Assets

Governmental Business-type

 
Compostion of Capital Assets

Governmental Activities

Land
Buildings and Systems
Machinery and equipment
Infrastructure
Construction in Process
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Long-Term Debt 
 
During the 2006 fiscal year, favorable interest rates allowed the City to refinance an 
outstanding $4,690 issue and utilize the interest expense savings to accommodate 
additional annual debt payments without adversely impacting the annual operating 
budget.  The new bond issuance totaled $9,880, which resulted in $5,000 available to 
tackle planned capital projects and equipment purchases, including the purchase of a new 
fire truck.  Most of these projects were competed and added to complete assets in fiscal 
year 2008, leaving only a $371 in the project fund.  In 2007, the City was able to 
refinance an outstanding 2001 school bond issue for $9,320, resulting in savings in 
interest expense of over $600 over the life of the bond.  The City also issued a capital 
outlay note for $845 to repair the roof on East Middle School that year.   
 

• Governmental 
The City of Tullahoma did not issue debt for its governmental activities in fiscal 
year 2008.  Plans were evaluated to address education capital needs which will 
require a $12,000 debt issuance in fiscal year 2009.  The Board of Mayor and 
Aldermen of the City of the Coffee County Commission 

nce their capital 

• 

 Tullahoma and 
supported a ¾ cent increase in the local sales tax, which was then passed by 
referendum in April 2007.  The City utilized its portion of the increase to fund 
deficits in both the city and school operating budgets, and is expecting sales tax 
allocations to fund the new debt service.   
 
In addition to providing for operations, sales tax has always been the revenue 
source for the Tullahoma City School sinking fund.  The additional revenues 
directed toward this fund should provide more options for improvements to 
school facilities, while continuing to address previous debt obligations.  It is 
anticipated that the additional debt payment capacity generated by the sales tax 
will enable both the city and the county t o prioritize and comme
programs.   
 
The City also anticipates the issuance of $1,000 in debt for funding the local share 
of airport grant improvements including a new terminal building, as well as 
paying for a new roof over the indoor pool at D.W. Wilson Community Center.   
 
Business-type Activities 
 
The Board of Mayor and Aldermen authorized the issuance of $16,975 in General 
Obligation and Revenue Bonds for the construction of a new fiber optics system.  

6,819 of this project is reflected in the construction in process line of the capital $
assets as previously discussed.  Principal payments were deferred during the 
construction period.  It is projected that system will revenues will be sufficient to 
provide annual debt service payments.  The general obligation backing was 
attached to the issuance to assure the optimum interest rate.  
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• Component Units 

 
In fiscal year 2007, The Tullahoma Airport Authority also defeased $150 in 

 
ving loan program in the amount of $316.  The loan was 
ion of a hangar for life flight helicopters.  The tenant 

 

outstanding bonds to save $65 in interest expense.   No direct debt was issued by 
or on behalf of either the Airport Authority or the Tullahoma Industrial 
Development Board.  The Airport Authority does have an outstanding note
through the UDAG revol
used to finance construct
provides monthly rental payments to the Airport Authority, who in turn pays back 
into the City’s UDAG revolving loan fund.  

2008 2007 2008 2007
Activities Activities Total

City of Tullahoma's Outstanding Debt

Governmental Business-type

2008 2007

Notes payable 775$       855$       9,029$    10,010$  9,804$    10,865$  
Bonds payable 30,080    31,225    18,310    2,165      48,390    33,390    
Capital leases 121         208         -              -              121         208         
Total long-term debt 30,976$  32,288$  27,339$  12,175$  58,315$  44,463$  

 
Requests for Information 

 
This financial report is designed to provide a general overview of the City’s finances for 
all those with an interest in such.  Questions concerning any of the information provided 
in this report or requests for additional financial information should be addressed to the 
City of Tullahoma, Finance Director, P.O. Box 807, Tullahoma, TN 37388. 
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