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STATE OF TENNESSEE
DEPARTMENT OF FINANCE AND ADMINISTRATION
STATE CAPITOL
NASHVILLE, TENNESSEE 37243-0285

DAVE GOETZ
COMMISSIONER

August 6, 2010

To the Honorable Phil Bredesen, Governor of the State of Tennessee, Members of the Legislature, and Citizens of
the State of Tennessee.

Tennessee Code Annotated 4-3-1007 requires the Department of Finance and Administration to maintain a system
of general accounts embracing all the financial transactions of state government. As a part of the carrying out of this
responsibility, I am pleased to submit the Comprehensive Annual Financial Report of the State of Tennessee for the
fiscal year ended June 30, 2009. :

Management assumes full responsibility for the completeness and reliability of the information contained in this
report, based upon a comprehensive framework of internal control that it has established for this purpose. Because
the cost of internal control should not exceed anticipated benefits, the objective is to provide reasonable, rather than
absolute, assurance that the financial statements are free of any material misstatements.

State statutes require an annual audit of all financial statements of the state. The Office of the Comptroller of the
Treasury, Division of State Audit, has issued an unqualified (“clean”) opinion on the State of Tennessee’s financial
statements for the year ended June 30, 2009. The independent auditor’s report is located at the front of the financial
section of this report.

As part of the audit of these financial statements, the Division of State Audit conducted an organization-wide audit
as described in the Single Audit Act of 1984, as amended, and Office of Management and Budget Circular A-133,
Audits of State, Local Governments, and Non-Profit Organizations. The audit included tests of compliance with
applicable federal laws and regulations, as well as, a study and evaluation of internal controls, including internal
accounting and administrative controls used in administering federal financial assistance programs. The results of
this single audit are published under separate cover by the Division of State Audit.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s report and provides
a narrative introduction, overview, and analysis of the basic financial statements. MD&A complement this letter of
transmittal and should be read in conjunction with it.

Profile of the Government

The State of Tennessee was admitted to the union in 1796, as the sixteenth state. Tennessee has 41,219 square miles
and a population estimated to be 6.2 million. The state has three branches of government, Executive, Legislative and
Judicial. The Governor, who appoints commissioners to lead the various departments, heads the Executive branch.
The Legislative branch is bicameral, with 99 members of the House of Representatives and 33 Senators. The
Representatives serve two-year terms. The Senators serve four-year terms, with about one half being elected every
two years. The Judicial branch rules on the constitutionality of laws enacted by the Legislature and the legality of
administrative policies and regulations of the Executive branch.



The State of Tennessee provides a full range of services including education, health and social services,
transportation, law, correction, safety, resources, regulation, and business and economic development. Its financial
reporting entity includes all the funds of the primary government as well as all its component units. Component
units are legally separate entities for which the primary government is financially accountable. The determination of
"financial accountability” is based on criteria established in Governmental Accounting Standards Board Statement
No. 14. Note 1.A to the financial statements explains more fully which organizations are included in the reporting
entity.

State legislation requires the Governor to present his proposed budget to the General Assembly at the beginning of
each annual session. Annual budgets are adopted for the general fund, special revenue funds (except Fraud and
Economic Crime, Community Development and the Dairy Promotion Board), and debt service fund. The General
Assembly enacts the budget through passage of specific departmental appropriations, the sum of which may not
exceed estimated revenues. Before signing the Appropriations Act, the Governor may veto or reduce any specific
appropriation, subject to legislative override. Once passed and signed, the budget becomes the state’s financial plan
for the coming year.

Budgetary control is maintained at the department level. Budget revisions during the year, reflecting program
changes or interdepartmental transfers of an administrative nature, may be affected with certain executive and
legislative branch approval. Only the legislature, however, may transfer appropriations between departments.

Local economy

Primarily an industrial based state, about 40 percent of Tennessee's land base is in farmland, with agricultural
activities accounting for 11.4 percent of Tennessee's economy. Nationally, Tennessee ranks eighth in the number of
farms. The nonfarm industry composition of the state economy is now led by the service type sectors, but was for
decades dominated by the manufacturing sector. In 1990 manufacturing accounted for 22.5 percent of nonfarm
employment in Tennessee, but by 2009 only about one in ten jobs were in manufacturing. Despite the falling
number and share of manufacturing workers, manufacturing output has continued to grow, and manufacturing
continues to be a very important component of the state economy. And while overall manufacturing jobs are in
decline, there are still new jobs being created in manufacturing as new firms locate and existing firms add to their
payrolls. In the last year, Tennessee has been called the nation's most competitive state for business, the second-best
for business climate and the most improved state for development.

The nation's recession, which began in December 2007 and has been the longest of the post World War II era,
resulted in a marked deterioration of statewide economic conditions throughout the course of fiscal year 2009. The
unemployment rate rose, income growth slowed and jobs contracted for the year. The job losses were broadly
based, affecting most sectors of the state economy. Only the education and health services and government sectors
were able to sustain job gains. The state and national unemployment rates began drifting upward in the spring of
2007 and by March 2009 the state had reached 9.6 percent, compared to an 8.5 percent national unemployment rate.
Every state in the country has experienced a rising seasonally-adjusted unemployment rate since the beginning of
the recession, and while employment patterns vary considerably across Tennessee's 95 counties, like the states,
every one has also experienced a rising unemployment rate.

The state unemployment rate has generally hovered around the national unemployment rate dating back to 1999; in
five of these years the state rate has surpassed the national average. Between 1999 and 2008 the state
unemployment rate averaged 5.1 percent, slightly higher than its national counterpart (5.0 percent). Economists
expect the state unemployment rate to rest modestly above the national average for the next ten years. Because of
the severity of the recession and the expected slow pace of job recovery in the aftermath of the recession, the state
unemployment rate is not expected to slip below 10 percent until 2012.

Nominal personal income in Tennessee has continued to grow in the face of a contracting economy. Between the
fourth quarter of 2007 and the third quarter of 2009 personal income advanced 1.5 percent. Only 14 states have
performed better than Tennessee since the fourth quarter 2007. Personal income growth is expected to slowly
improve as recovery from the recession takes hold and by 2012 break the 4 percent mark for the first time since
2007. Between 2009 and 2019, personal income in Tennessee is expected to advance at a 4.3 percent compound
annual growth rate, matching the rate of growth recorded between 1999 and 2009.



Like the nation, Tennessee is expected to see economic growth steadily improve in 2010, but it will be a long road to
full recovery as virtually every measure of economic activity rests at a depressed level. While Tennessee will likely
not see economic activity return to pre-recession levels until 2012 or 2013, current information indicates the state is
on a sustainable path to recovery.

Long-term financial planning and relevant financial policies

In 1996, legislation was enacted that determined the allocation goal for a reserve for revenue fluctuations to be five
percent of the estimated state tax revenues to be allocated to the general fund and education trust fund. The revenue
fluctuation reserve allows services to be maintained when revenue growth is slower than estimated in the budget.
Amounts in the revenue fluctuation reserve may be utilized to meet state tax revenue shortfalls. Subject to specific
provisions of the general appropriations bill, an amount not to exceed the greater of $100 million or one-half (1/2) of
the amount available in the reserve may be used to meet expenditure requirements in excess of budgeted
appropriation levels. At June 30, 2009, the balance in this reserve was $556.5 million.

In recent years, subject to the specific provisions of an appropriation act, state legislation was also passed that allows
certain funds, reserve accounts or programs carry forwards to be denied, and allows for the transfer of funds from
the same, for purposes of meeting the requirements of funding the operations of state government. Certain reserve
funds specific to the TennCare program (one of the largest government-run managed healthcare organizations in the
country) have been preserved in an effort to prevent sudden financial instability from federal financing changes
beyond the state's control. As a social service program whose budget is traditionally counter-cyclical to an
economic downturn, TennCare's financial operations have been directed at the program to better manage the
potential increase in enrollment growth should the national economy not continue to improve.

The Governor may effect spending reductions to offset unforeseen revenue shortfalls or unanticipated expenditure
requirements for particular programs. These spending reductions can take the form of deferred equipment
purchases, hiring freezes, and similar cutbacks. If necessary, the Governor may reduce portions of administrative
budgets prior to allotment. Furthermore, the governor is authorized to call special sessions of the General Assembly
at any time to address financial or other emergencies.

The lowering of the base of state revenues that has been a result of the recession has been and is being addressed
through careful multi-year budget planning designed to preserve core services to the people of Tennessee through a
combination of program reductions and the use of reserves. Recurring base budget reduction plans in general fund
programs throughout state government are being implemented during fiscal years 2010 and 2011. Non-recurring
funds from state sources (for example capital project cancellations and funding changes, program reserves and the
revenue fluctuations reserve), as well as U.S. economic recovery sources, will be used in these years to preserve
core services and help state agencies and local service providers implement the reductions thoughtfully over a one-
year period and in some cases multi-year periods. Under the current plan, budget and revenue projections (which
have been based on a slow economic recovery) begin within the next few years to match recurring expenditures with
recurring revenues and result in a positive recurring balance.

Major initiatives

Tennessee maintains education as the state's top priority. It is considered the key to the future success of the state.
Funding for pre K-12 education has been protected from budget cuts, and recent landmark legislative action has
been taken to change, for the better, the way both K-12 and higher education work in Tennessee in the years ahead.

Tennessee has also attracted major private investments in the past 18 months that will benefit the state for years to
come. These include the building of a state-of the-art auto assembly plant in Chattanooga, and creation of high
technology facilities in Clarksville for the production of polysilicon, a primary component in the manufacture of
solar panels. They follow the launching of a number of initiatives that have made enormous progress in positioning
the state for new investment and new jobs, developing a strategy to build a critical mass of green technology
companies in Tennessee and continuing to extend the "Tennessee brand" to overseas markets by encouraging new
foreign direct investment and expanding export markets for Tennessee companies.
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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT
SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-1402
PHONE (615) 401-7897
FAX (615) 532-2765

Independent Auditor’s Report

August 6, 2010

To the Members of the General Assembly
of the State of Tennessee
and
The Honorable Phil Bredesen, Governor
. of the State of Tennessee

Ladies and Gentlemen:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Tennessee as of and for the year ended June 30, 2009, which
collectively comprise the State’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the State of 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 generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 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. Tennessee statutes, in addition to audit responsibilities, entrust certain
other responsibilities to the Comptroller of the Treasury. Those responsibilities include serving as a
member of the board of directors of the Baccalaureate Education System Trust, Board of Claims, Board of
Standards, Chairs of Excellence, Local Education Insurance Committee, Local Government Insurance
Committee, State Building Commission, State Funding Board, State Insurance Committee, Tennessee
Consolidated Retirement System, Tennessee Housing Development Agency, Tennessee Local Development
Authority, Tennessee Student Assistance Corporation, and the Tennessee State School Bond Authority.
We do not believe that the Comptroller’s service in these capacities affected our ability to conduct
an independent audit of the State of Tennessee.
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Page 2
August 6, 2010

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, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the
State of Tennessee as of June 30, 2009, and the respective changes in financial position and cash flows,
where applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

The management’s discussion and analysis, the schedule of revenues, expenditures and changes in fund
balances — budget and actual, infrastructure assets reported using the modified approach, other post
employment benefits schedule of funding progress for primary government, other post employment benefits
schedule of funding progress for component units, and AccessTN Insurance Fund — ten-year claims
development table are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of Tennessee’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements and schedules, and the statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The combining
and individual nonmajor fund financial statements and schedules have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The introductory section and
statistical section have not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

In accordance with generally accepted government auditing standards, we will issue our report dated
August 6, 2010, on our consideration of the State of Tennessee’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters in the Tennessee Single Audit Report. 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 generally accepted
government auditing standards and should be considered in assessing the results of our audit.

AAH/Mk
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our management discussion and analysis (MD&A) of the State of Tennessee’s (the State’s) financial performance provides an
overview of the State’s financial activities for the year ended June 30, 2009. Please read it as a narrative introduction to the financial
statements that follow. The information included here should be considered along with the transmittal letter which can be found on
pages 3-6 of this report. MD&A includes a description of the basic financial statements for government, condensed financial
information along with analyses of balances and financial position, descriptions of significant asset and debt activity, discussions of
budgetary matters and significant issues affecting financial position.

FINANCIAL HIGHLIGHTS
e  Government-wide:

Net Assets - The assets of the State exceeded its liabilities at June 30, 2009, by $26.38 billion (reported as net assets). Of this
amount, $1.68 billion may be used to meet the State’s obligations not funded by restricted net assets. However, $22.58
billion of this amount represents invested in capital assets, net of related debt, which cannot be used to fund ongoing
activities of the government.

Changes in Net Assets - The State’s net assets decreased by $544.96 million. This decrease was the result of a decrease in
cash and cash equivalents of $1.3 billion which was offset by an increase in capital assets of $720.5 million.

Component units - Component units reported net assets of $5.03 billion, an increase of $57.1 million.
e Fund Level:

At June 30, 2009, the State’s governmental funds reported combined ending fund balances of $3.78 billion, a decrease of
$572.05 million (see discussion on page 18) compared to the prior year. Of the combined fund balance approximately $1.6
billion is available for spending at management’s discretion (unreserved fund balance), however $557 million of this amount
is designated for revenue fluctuations.

e Long-Term Debt:

The State’s total debt increased by $297.6 million during the fiscal year to total $1.715 billion. This change primarily results
from the State’s decision to issue general obligation bonds during the fiscal year to obtain long—term financing for capital
projects.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and the Statement of Activities (on pages
25 and 26-27) provide information about the activities of the State as a whole (government-wide statements) and present a longer-term
view of the State’s finances. Fund financial statements start on page 30. For governmental activities, these statements tell how
services were financed in the short term as well as what remains for future spending. Fund financial statements also report the State’s
operations in more detail than the government-wide statements by providing information about the State’s most significant funds. The
remaining statements provide financial information about activities for which the State acts solely as a trustee or agent for the benefit
of those outside of the government.



Reporting the State as a Whole
The Statement of Net Assets and the Statement of Activities

Our analysis of the State as a whole begins on page 15. One of the most important questions asked about the State’s finances is, “Is
the State as a whole better off or worse off as a result of the year’s activities?” The Statement of Net Assets and the Statement of
Activities report information about the State as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting used by most
private-sector companies. All of the current year’s revenues and expenses are taken into account regardless of when cash is received
or paid.

These statements report financial information about the entire government except fiduciary activities. The statements distinguish
between the primary government and its component units, and also distinguish between governmental activities and business-type
activities of the primary government. The Statement of Net Assets displays all the State’s financial and capital resources in the format
of assets minus liabilities equal net assets. The Statement of Activities reports the State’s operations by function to arrive at net
revenue (expense). The statement reports what type revenue (either program revenue or general revenue) funds the government
operations. The State functions that are identified on this statement correspond to the functions used for budgetary purposes:

e Governmental activities—general government; education; health and social services; law, justice and public safety; recreation
and resources development; regulation of business and professions; transportation; intergovernmental revenue sharing; and
interest on long-term debt.

e Business-type activities—employment security, insurance programs, loan programs and other.

e Component units-significant component units include the Tennessee Housing Development Agency, the Tennessee
Education Lottery Corporation, the Tennessee Board of Regents, and the University of Tennessee. Although these and other
smaller entities are legally separate, these “component units” are important because the State is financially accountable for
them.

Reporting the State’s Most Significant Funds
Fund financial statements

Our analysis of the State’s major funds begins on page 18. The fund financial statements begin on page 30 and provide detailed
information about the most significant funds—not the State as a whole. Some funds are required to be established by State law and by
bond covenants. However, the State establishes many other funds to help it control and manage money for particular purposes (like
capital projects) or to show that it is meeting legal responsibilities for using certain taxes, grants, and other money. The State’s two
kinds of funds—governmental and proprietary—use different accounting approaches.

Governmental funds focus on the near-term inflows and outflows of funds and the balances left at year—end available for spending.
The modified accrual basis of accounting is used for these funds, which means that we measure cash and all other financial assets that
can readily be converted to cash. These statements provide a short-term view of the State’s basic general government operations. One
can determine whether there are more or fewer financial resources that can be spent in the near future. The governmental activities in
the Statement of Net Assets are reconciled to the governmental funds in the fund financial statements in a reconciliation at the bottom
of the fund financial statements.

Proprietary funds report the government services that charge service fees to its customers. Proprietary funds include enterprise funds
(serving citizens) and internal service funds (serving state agencies). The enterprise funds are the same as the business-type activities
reported in the government-wide statements, but provide more detail; whereas, the internal service funds are included in the
governmental activities.

Notes to the financial statements. Notes to the financial statements are also included and provide necessary information to
understand the financial statements. They are an integral part of the financial statements and focus on the primary government and its
activities. Some information is provided for significant component units.



The State as Trustee
Reporting the State’s Fiduciary Responsibility
Fiduciary funds are used to report resources held for the benefit of parties outside the government. Fiduciary funds are not reflected in
the government-wide financial statements because the State cannot use these assets to finance its operations. Instead, the State is
responsible for using the fiduciary assets for the fiduciary fund’s intended purposes.

THE STATE AS AWHOLE

Government-wide Financial Analysis

Net assets may serve over time as a useful indicator of a government’s financial position. In the case of the State, combined assets
exceeded liabilities by $26.38 billion as of June 30, 2009.

By far, the largest portion of the State’s net assets (86%) reflects its investment in capital assets (e.g., land, infrastructure, structures
and improvements, machinery and equipment), less any related debt used to acquire those assets that is still outstanding. The State
uses these capital assets to provide services to its citizens; consequently, these assets are not available for future spending. Although
the State’s investment in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

State of Tennessee

Net Assets
(Expressed in Thousands)
Governmental Activities Business-Type Activities Total Primary Government
2009 2008 2009 2008 2009 2008

Current and other assets  $ 6,164,039 $ 7044385 $ 1443547 $ 1,736,400 $ 7,607,586 $ 8,780,785

Capital assets 23,108,828 22,388,322 - 51 23,108,828 22,388,373
Total assets 29,272,867 29,432,707 1,443,547 1,736,451 30,716,414 31,169,158
Current and other liabilities 1,777,591 2,139,171 95,240 60,662 1,872,831 2,199,833
Noncurrent liabilities 2,458,476 2,038,352 5,946 6,855 2,464,422 2,045,207
Total liabilities 4,236,067 4,177,523 101,186 67,517 4,337,253 4,245,040
Net assets:

Invested in capital assets,
net of related debt 22,575,852 21,796,151 - 51 22,575,852 21,796,202
Restricted net assets 965,292 864,270 1,160,425 1,479,166 2,125,717 2,343,436
Unrestricted net assets 1,495,656 2,594,763 181,936 189,717 1,677,592 2,784,480

Total net assets $ 25,036,800 $ 25,255,184 $ 1342361 $ 1,668,934 $ 26,379,161 $ 26,924,118

An additional portion of the State’s net assets (8.06%) is restricted and represents resources that are subject to either external
restrictions or legislative restrictions on how they may be used. The remaining balance is unrestricted net assets ($1.7 billion) and
may be used to meet the State’s ongoing obligations to citizens and creditors not funded by resources that are restricted. See notes to
the financial statements, note 4, on page 53 for explanations for June 30, 2008 adjustments.

At the end of the current fiscal year, the State was able to report positive balances in all three categories of net assets, for the
government as a whole, and for its separate governmental and business-type activities.

The State’s net assets decreased by $544.96 million during the year ended June 30, 2009. As previously discussed, much of this
decrease was attributable to the decrease in cash and cash equivalents which was primarily the result of a decline in revenue
collections from sales and business taxes and interest on investments.



State of Tennessee
Changes in Net Assets
(Expressed in Thousands)

Governmental Activities Business-Type Activities Total Primary Government
2009 2008 2009 2008 2009 2008
Revenues:
Program revenues:
Charges for services $ 1,835,813 $ 1,678,955 $ 1,107,025 $ 912,005 $ 2,942,838 $ 2,590,960
Operating grants and contributions 9,758,691 8,612,838 508,249 124,576 10,266,940 8,737,414
Capital grants and contributions 592,719 600,404 592,719 600,404
General revenues:
Sales Taxes 6,326,857 6,851,481 6,326,857 6,851,481
Other taxes 4,052,600 4,512,437 4,052,600 4,512,437
Other 269,790 396,022 269,790 396,022
Total revenues 22,836,470 22,652,137 1,615,274 1,036,581 24,451,744 23,688,718
Expenses:
General government 988,309 837,250 988,309 837,250
Education 6,520,569 6,464,564 6,520,569 6,464,564
Health and social services 11,697,900 11,125,967 11,697,900 11,125,967
Law, justice and public safety 1,338,869 1,325,500 1,338,869 1,325,500
Recreation and resources
development 538,386 650,617 538,386 650,617
Regulation of business and
professions 126,003 123,391 126,003 123,391
Transportation 979,454 808,591 979,454 808,591
Intergovernmental revenue sharing 810,063 842,096 810,063 842,096
Interest on long-term debt 51,977 51,086 51,977 51,086
Employment security 1,427,713 541,573 1,427,713 541,573
Insurance programs 514,065 469,491 514,065 469,491
Loan programs 1,345 1,655 1,345 1,655
Other 2,265 2,744 2,265 2,744
Total expenses 23,051,530 22,229,062 1,945,388 1,015,463 24,996,918 23,244,525
Increase (decrease) in net assets
before contributions and transfers (215,060) 423,075 (330,114) 21,118 (545,174) 444,193
Transfers (3,541) (4,110) 3,541 4,110
Contributions to permanent funds 217 239 217 239
Increase (decrease) in net assets (218,384) 419,204 (326,573) 25,228 (544,957) 444,432
Net assets, July 1 25,255,184 24,835,980 1,668,934 1,643,706 26,924,118 26,479,686
Net assets, June 30 $ 25,036,800 $ 25,255,184 $ 1,342,361 $ 1,668,934 $ 26,379,161 $ 26,924,118

Governmental activities. Net assets of the State’s governmental activities decreased by $218 million, which accounts for 40.07% of
the total decline of net assets of the primary government. Most of this decrease is due to the decline in cash and cash equivalents; a
result of a decline in collections from major tax sources and investment income. See notes to the financial statements, note 4, on page
53 for explanations for June 30, 2008 adjustments.
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Business-type activities. Net assets of the State’s business-type activities decreased by $326.6 million, which accounts for 59.9 percent
of the total decline in net assets of the primary government. The majority of the decrease was caused by a $357.2 million decrease in the
Employment Security fund, the result of an increase in unemployment claims.

THE STATE’S FUNDS

Tax collections decreased for the year and expenditures increased. Details are in the following paragraphs. The Revenue Fluctuation
Reserve has been decreased to $556.5 million or 3.5% of General fund expenditures.

General fund revenue collections increased for the year by $446.16 million. Contributing to this increase was federal reimbursements
which increased by $1.1 billion due to increased expenditures in the TennCare program and as a result of funds received through the
American Recovery and Reinvestment Act (ARRA). Offsetting the increase in federal revenue was a $627.68 million decline in tax
revenues.

General fund expenditures increased approximately $448.6 million. TennCare expenditures increased by $190 million and an increase
in Human Services expenditures accounts for $430.2 million of the total increase. These increases reflect the rising cost of community
residential placements and associated medical costs as well as a continued increased demand for services in the health and social
services function.

Assets in the General fund decreased by approximately 21%. The fund balance of the General fund decreased by 21%.

The Education Trust fund revenue collections decreased overall approximately by $262 million for the year. The decline in sales tax
collections attributed mostly to this decrease in revenue. To make up for the decline in the sales tax collections, an increase in the
transfer from the general fund was required of approximately $254 million.

Education Trust fund expenditures increased slightly overall by $16.3 million or .3%. Most of the increase was to maintain full
funding of the Basic Education Program (BEP) formula, to fund the state’s share of the group health insurance and retirement rate
increases for local education agencies. In addition, the increase resulted from funds spent through the American Recovery and
Reinvestment Act.  Although, expenditures increased for the fund in these areas, other program areas experienced a decline in
expenditures of approximately $100 million due to reductions in operating budgets and adjustments for non-recurring items.

Overall revenues decreased $42 million for the highway fund. This decrease is mainly due to the decline in sales and motor fuel taxes
collections. Expenditures, however, increased by $121 million primarily for federal highway projects, maintenance and resurfacing of
state highways, and bridge projects throughout the state. The additional expenditures were funded with federal reimbursements and
state reserves in the highway fund.

The total plan net assets of the pension trust funds were $26.4 billion, a decrease of approximately $5.2 billion from the prior year. As
a result of the decline in the performance of the financial markets, the pension trust funds incurred a net investment loss of $4.8
billion.

General Fund Budgetary Highlights

A significant variance occurred in tax revenues in the General fund between original and final budget primarily because of the
significant tax revenue shortfalls. Tax collections were $1.167 billion under estimates due to greater than expected declines in the
retail trade group which includes motor vehicle dealers, building materials and furniture and home furnishing stores. Business taxes
were below estimates as a result of the decline in corporate profits, also a result of weaker economic conditions. Significant variances
occurred between the federal and departmental revenue budgeted amounts and actual collections because a large majority of the
ARRA funds included in budget estimates were not expended in the current year. Also contributing to this variance was an
overestimate of the demand for social programs that are in large part funded with federal grants. The increase in demand for these
services did not increase as was expected to occur as a result of the downturn in the economy. The significant increases between
original and final budgeted amounts for expenditures under the Health and Social Services function was in large part due to the fact
that ARRA funds were projected in the final budget but not included in the original budget. A large portion of this difference was
from the effect of the temporary increase in the federal matching rate for Medicaid expenditures (FMAP). A favorable variance
between final budgeted and actual expenditure amounts in the Tenncare program, Human Services, and Economic and Community
Development were primarily due to unexpended reserved amounts that were appropriated. Also contributing to the favorable variance
in Human Services actual expenditures was the fact that Supplemental Nutrition Assistance Program expenditures were significantly
less than were estimated.



Capital Asset and Debt Administration
Capital Assets

The State’s investment in capital assets at June 30, 2009, of $23.11 billion, net of $1.28 billion accumulated depreciation, consisted of
the following:

Capital Assets—Primary Government
(Expressed in Thousands)

Total

Governmental Activties Business-Type Activties Primary Government

2009 2008 2009 2008 2009 2008
Land $ 1,549,073 $ 1,435,671 $ 1549073 $ 1435671
Infrastructure 19,046,790 18,517,266 19,046,790 18,517,266
Construction in progress 946,886 1,072,892 946,886 1,072,892
Structures and improvements 2,116,399 1,871,097 2,116,399 1,871,097
Machinery and equipment 732,391 622,221 $ 16 $ 51 732,407 622,272
Software in development 69,339 69,339
Subtotal 24,391,539 23,588,486 16 51 24,391,555 23,588,537
Accumulated depreciation (1,282,711)  (1,200,164) (16) (1,282,727)  (1,200,164)
Total $ 23,108,828 $ 22,388,322 $ - $ 51 $ 23,108,828 $ 22,388,373

More detail of the activity during the fiscal year is presented in Note 5C to the financial statements.

Capital assets, including those under construction, increased from fiscal year 2008 to 2009 by approximately 3.2 percent. The change
was primarily due to purchases of land for highway right-of-ways and completion of segments of infrastructure (highways and
bridges). Infrastructure increased in total by $530 million, the majority of which resulted from highway and bridge projects completed
and capitalized. Construction in progress for highways and bridges increased by $564.1 million and decreased (projects completed
and capitalized) by $549.8 million. Infrastructure right-of-way acreage increased the land classification by $82.9 million. The
structures and improvements increase of $245.3 million consisted largely of the substantial completion of a new correctional facility in
Morgan County for approximately $170.2 million, improvements for Military’s State Area Command Headquarters which consisted
of approximately $34.4 million in capital outlays, and other miscellaneous projects. The net change in machinery and equipment of
$110.17 million resulted primarily from moving $97.24 million of the State’s completed Enterprise Resource Planning system project,
Edison, from the application development stage to machinery and equipment.

In accordance with generally accepted accounting standards, the State is eligible for and has adopted an alternative approach to
depreciating its roadways and bridges. Under the modified approach, governments are permitted to expense the cost of preserving
roadways and bridges rather than to record a periodic charge for depreciation expense. Under the depreciation method, preservation
expenses are capitalized. The State is responsible for approximately 14,000 miles of roadway and 8,169 bridges. Differences between
the amount estimated to be necessary for maintaining and preserving infrastructure assets at targeted condition levels and the actual
amounts of expense incurred for that purpose during the fiscal period are the results of timing differences. The budgeting process and
the fact that projects are started at different times during the year and take more than 12 months to complete, results in spending in one
year amounts that were budgeted in a previous fiscal year(s).

The decision to use the modified approach was essentially made because the State has consistently maintained its infrastructure in
what it considers to be a good condition.  The most recent condition assessment, which is discussed in more detail in the Required
Supplementary Information section (Page 111), indicated that bridges were rated at 6 points above the State’s established condition
level and roadways were 14 points above the State’s benchmark level. Bridges are assessed biennially and roadways annually.



The State’s capital outlay budget for the 2008-2009 fiscal year reflects a $274 million decline from previous years. The capital outlay
budget included funding for both capital outlay projects and capital maintenance projects. A significant portion of the budgeted
amounts included allocations for the maintenance of higher education and correctional facilities. Other new projects included
replacing an existing minimum security annex with a new minimum security facility at the Mark Luttrell prison, an addition to the
Women’s Prison in Nashville and funding for the renovation and new construction at various mental health facilities.

Debt Administration

In accordance with the Constitution, the State has the authority to issue general obligation debt that is backed by the full faith and
credit of the State. The Legislature authorizes a certain amount of debt each year and the State Funding Board has oversight
responsibility to issue the debt for capital projects. Capital spending is also authorized by the Legislature and the State Building
Commission has oversight responsibility for all capital projects exceeding $100 thousand (for new construction) and maintenance to
existing facilities. The State issues Commercial Paper as a short-term financing mechanism for capital purposes and the Commercial
Paper is typically redeemed with long-term bonds. The unissued balance by function (expressed in thousands) follows:

Unissued

Purpose June 30, 2009
Highway $ 942,500
Higher Education 55,892
Environment and Conservation 77
General Government 1,215,056
Total $ 2213525

More detail of the activity during the fiscal year is presented in Note 5H to the financial statements.
The State’s outstanding general obligation debt consists of the following (expressed in thousands):

Governmental Activities Business-Type Activities
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008

Bonds, net $ 1,538,942 $ 1,175,403 _ $ 1,655
Commercial Paper 176,308 240,626
Total $ 1,715,250 $ 1,416,029 $ 1,655

The State issued $432.66 million in tax-exempt and taxable general obligation bonds during the fiscal year to redeem commercial
paper, which is used to finance capital projects on a short-term basis, and to directly finance other capital projects. The state also
issued $98.135 million of tax-exempt general obligation refunding bonds to provide for the advance refunding of $98.505 million of
general obligation bonds. Nearly two-thirds of the outstanding debt has been issued either for capital projects of two of the State’s
major Component Units-University of Tennessee and Tennessee Board of Regents-or provided to local governments as capital grants;
assets acquired with this debt belong to those entities. The State has not issued bonds to fund infrastructure since 1976; infrastructure
has been funded on a pay-as-you-go basis. Additional information on long-term obligations is presented in Note 5H to the financial
statements

The State’s bonds are rated AA+, Aal, and AA+ by Fitch Ratings, Moody’s Investors Service, Inc., and Standard & Poor’s Ratings
Services, respectively. Under current State statutes, the general obligation debt issuances are subject to an annual legal debt service
limitation based on a pledged portion of certain current year revenues. As of June 30, 2009, the State’s annual debt service limit of
$525.9 million was well above the debt service required $154.8 million, with a legal debt service margin of $371.1 million.
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FACTORS THAT WILL AFFECT THE FUTURE

In December 2008, Hemlock Semiconductor Corp. announced a $1.2 billion facility at a TVA-certified mega-site in Clarksville, Tenn.
The facility will employ 500 people initially to manufacture polycrystalline silicon, a critical component of computer chips and solar
panels. The company’s investment could grow to as much as $2.5 billion and 900 new jobs, which would make Hemlock’s corporate
capital investment the largest in Tennessee’s history.

In February 2009 Wacker Chemie AG announced plans to build a $1 billion dollar facility for the manufacture of hyper-pure
polycrystalline silicon in Bradley County, Tenn. Polycrystalline silicon is a primary component used in the manufacture of solar
panels and semiconductors and the project is expected to create more than 500 new jobs for the region.

In September 2009, the US Department of Energy (DOE) confirmed funding up to $62.5 million from the American Recovery and
Reinvestment Act to support the VVolunteer State Solar Initiative. The initiative consists of two projects: The Tennessee Solar Institute
at the University of Tennessee (UT) and Oak Ridge National Laboratory (ORNL), which will focus on industry partnerships to
improve the affordability and efficiency of solar products; and the West Tennessee Solar Farm, a five-megawatt 20-acre power
generation facility in Haywood County that will be one of the largest installations in the Southeast and serve as a demonstration tool
for education and economic development.

Basic research activities will be conducted using state energy funds to be designated to UT and ORNL, outside of the Recovery Act.
However, for the purposes of establishing industry relationships and leveraging federal Recovery Act dollars, the institute will create a
“Solar Opportunity Fund” to underwrite a series of new innovation and installation grants. Over the next three years approximately
$23.5 million in grants will be distributed to solar-industry firms looking to strengthen or expand their operations as well as businesses
looking to install solar-energy generation systems.

Additionally, the State has begun a partnership with Haywood County to develop the West Tennessee Solar Farm. The Solar Farm
will partner with Tennessee Valley Authority (TVA), the nation's largest public power company, to purchase power generated by the
Solar Farm at a renewable energy price. Proceeds from power sales will be reinvested in the site for maintenance, expansion and
improvement. The farm will be Tennessee's largest solar installation to date and one of the largest in the Southeast. Demonstrating the
zero-carbon production of electricity on a highly visible and significant scale is expected to encourage future renewable-energy
interest and investments. According to DOE, the net result of the VVolunteer State Solar Initiative will be to advance solar technology,
promote the use of renewable energy statewide, lower fossil fuel emissions, decrease the state’s dependence on foreign oil, and create
green jobs across Tennessee.

Plans were announced in November, 2009, to locate the world’s first medical trade center in downtown Nashville. Developers
estimate the cost at $250 million and estimate creation of approximately 2,700 new jobs. A 12-story tower is planned, with more than
1.5 million square feet of exhibit space, including permanent exhibit space for more than 600 medical equipment companies, display
space for temporary trade shows and a medical education and symposium center. Healthcare Information and Management Systems
Society (HIMSS) became the first anchor tenant for the medical trade center.

In January 2010, Confluence Solar announced its plans to locate the home of its new manufacturing facility in Clinton, Tennessee.
The $200 million facility will produce premium quality mono-crystal silicon ingots for photovoltaic solar power generation. The
facility should create 250 new jobs for the area.

In April 2010, Moody’s and Fitch raised the credit rating for the State of Tennessee from Aal to Aaa and AA+ to AAA, respectively.
While these agencies have been recalibrating their credit rating system, they have clearly indicated continued confidence in
Tennessee’s financial management. Tennessee continues to be among states with the lowest amount of debt in the nation. The higher
bond rating means that the state will be able to obtain debt financing at lower interest rates.

The decline in sales tax revenues, which started in the fall of 2007, continued in fiscal years 2009 and 2010. April 2010 was the first
positive sales tax growth in almost two years — since May of 2008. As revenues declined, departmental spending was reduced and
rainy day funds were used. The 2009 appropriations act included the use of $54.7 million from the reserve in fiscal year 2009-10,
leaving an estimated balance of $501.8 million in the reserve at June 30, 2010.

In March 2010, the US Secretary of Education announced that Tennessee won a $500 million grant in its first phase of the Race to the
Top competition. The US Race to the Top Fund is a federal investment of $4.35 billion to reform education in four key areas. Grant
award recipients needed to show that they were: 1) adopting standards and assessments that prepare students to succeed in college and
the workplace, 2) building data systems that measure student growth and success, 3) recruiting, developing, rewarding and retaining
effective teachers and principals, and 4) turning around their lowest-performing schools. Tennessee effectively demonstrated its
aggressive plan to improve teacher and principal evaluation, use data to inform instructional decisions and turn around its lowest-
performing schools. The US Department of Education gave Tennzelssee high marks for its commitment from elected officials, teacher



associations and business leaders as shown by its laws passed and policies developed in support of the plan. The funds will be
distributed over the next four years as the state meets established benchmarks.

REQUESTS FOR INFORMATION
This financial report is designed to provide a general overview of the State of Tennessee’s finances for all those with an interest in the
State’s finances. Questions concerning any of the information provided in this report or requests for additional financial information

should be directed to the Department of Finance and Administration, Division of Accounts, 312 Rosa Parks Avenue, Suite 1400,
Nashville, TN 37243.
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State of Tennessee
Statement of Net Assets
June 30, 2009

(Expressed in Thousands)

Primary Government Total
Governmental Business-Type Component
Assets Activities Activities Total Units
Cash and cash equivalents $ 2,909,305 $ 449,015 $ 3,358,320 $ 1,763,733
Cash on deposit with fiscal agent 162,881 162,881
Investments 549,180 549,180 1,160,025
Investments with fiscal agent 36
Receivables, net 2,305,221 261,217 2,566,438 607,077
Internal balances 37,498 (37,498)
Due from primary government 4,786
Due from component units 163,577 23 163,600
Inventories, at cost 25,995 25,995 13,213
Prepayments 163 163 12,301
Loans receivable, net 21,312 607,909 629,221 3,128,645
Lease receivable 3,744 3,744
Deferred charges and other 2,342 2,342 36,155
Restricted assets:
Cash and cash equivalents 145,702 145,702 35,413
Investments 224,022
Receivables, net 1,956
Capital assets:
Land, at cost 1,549,073 1,549,073 172,485
Infrastructure 19,046,790 19,046,790 291,376
Structures and improvements, at cost 2,116,399 2,116,399 3,598,342
Machinery and equipment, at cost 732,391 16 732,407 919,534
Less-Accumulated depreciation (1,282,711) (16) (1,282,727) (2,097,733)
Construction in progress 946,886 946,886 512,628
Total assets 29,272,867 1,443,547 30,716,414 10,383,994
Liabilities
Accounts payable and other current liabilities 1,205,354 81,145 1,286,499 397,817
Due to primary government 163,600
Due to component units 4,726 39 4,765
Unearned revenue 337,536 14,056 351,592 142,651
Payable from restricted assets 29,098 29,098
Advance from federal government 197,856 197,856
Other 3,021 3,021 33,109
Noncurrent liabilities:
Due within one year 229,026 30 229,056 290,176
Due in more than one year 2,228,838 5,916 2,234,754 4,326,607
Payable from restricted assets 612 612
Total liabilities 4,236,067 101,186 4,337,253 5,353,960
Net assets
Invested in capital assets, net of related debt 22,575,852 22,575,852 2,320,293
Restricted for:
Wildlife Resources 30,950 30,950
Capital projects 115,992 115,992 133,669
Lottery scholarships 381,425 381,425
Single family bond programs 492,973
Sewer loans 728,410 728,410
Unemployment compensation 324,291 324,291
Drinking water loans 107,724 107,724
Other 192,286 192,286 521,750
Permanent:
Expendable 102,997 102,997 35,845
Nonexpendable 141,642 141,642 685,422
Unrestricted 1,495,656 181,936 1,677,592 840,082
Total net assets $ 25,036,800 $ 1,342,361 $ 26,379,161 $ 5,030,034

The notes to the financial statements are an integral part of this statement.
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Eunctions/Programs
Primary Government:

Governmental activities:
General government
Education
Health and social services
Law, justice and public safety
Recreation and resources development
Regulation of business and professions
Transportation
Intergovernmental revenue sharing
Interest on long-term debt

Total governmental activities

Business-type activities:
Employment security
Insurance programs
Loan programs
Other

Total business-type activities

Total primary government

Component units:

Higher education institutions
Loan programs

Lottery program

Other

Total component units

State of Tennessee

Statement of Activities
For the Year Ended June 30, 2009

(Expressed in Thousands)

Program Revenues

Charges Operating Capital
for Grants and Grants and
Expenses Services Contributions Contributions
$ 988,309 $ 753,066 111,200 6,086
6,520,569 35,124 1,155,083 (480)
11,697,900 615,871 8,067,969 (24,931)
1,338,869 122,064 103,071 26,922
538,386 142,657 112,906 2,791
126,003 151,095 1,384 225
979,454 15,936 207,078 582,106
810,063
51,977
23,051,530 1,835,813 9,758,691 592,719
1,427,713 585,668 484,832
514,065 504,130 2,864
1,345 15,684 20,516
2,265 1,543 37
1,945,388 1,107,025 508,249
$ 24,996,918 $ 2,942,838 10,266,940 592,719
$ 3,803,098 $ 1,255,349 922,220 273,352
441,825 186,198 213,364
1,020,205 1,018,812 33
99,819 65,697 9,924 726
$ 5,364,947 $ 2,526,056 1,145,541 274,078

General revenues:
Taxes:
Sales and use
Fuel
Business
Other

Payments from primary government
Grants and contributions not restricted to specific programs
Unrestricted investment earnings

Miscellaneous

Contributions to permanent funds

Transfers

Total general revenues, contributions, and transfers

Change in net assets

Net assets, July 1

Net assets, June 30

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and
Changes in Net Assets

Primary Government

Governmental Business-type Component
Activities Activities Total Units
(117,957) (117,957)
(5,330,842) (5,330,842)
(3,038,991) (3,038,991)
(1,086,812) (1,086,812)
(280,032) (280,032)
26,701 26,701
(174,334) (174,334)
(810,063) (810,063)
(51,977) (51,977)
(10,864,307) (10,864,307)
(357,213) (357,213)
(7,071) (7,071)
34,855 34,855
(685) (685)
(330,114) (330,114)
(10,864,307) (330,114) (11,194,421)
$ (1,352,177)
(42,263)
(1,360)
(23,472)
(1,419,272)
6,326,857 6,326,857
817,873 817,873
2,671,226 2,671,226
563,501 563,501
1,305,423
120,613
42,883 42,883 16,755
226,907 226,907 6,692
217 217 26,812
(3,541) 3,541
10,645,923 3,541 10,649,464 1,476,295
(218,384) (326,573) (544,957) 57,023
25,255,184 1,668,934 26,924,118 4,973,011
25,036,800 $ 1,342,361 26,379,161 $ 5,030,034
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GOVERNMENTAL FUNDS FINANCIAL
STATEMENTS

General Fund—The General Fund is maintained to account for all governmental financial resources and transactions not accounted for in
another fund.

Education Fund—The Education Fund is maintained to account for revenues and expenditures associated with programs involving the
Departments of Education and Higher Education. Funding for these programs is accomplished primarily from the dedicated sales and
services taxes and federal monies received from the U. S. Department of Education.

Highway Fund—This fund is maintained to account for revenues and expenditures associated with programs of the Department of
Transportation. Funding of these programs is accomplished primarily from dedicated highway user taxes and funds received from the
various federal transportation agencies. All federal funds accruing to the Highway Fund are received on a reimbursement basis covering
costs incurred. It is the State's practice to appropriate matching dollars for jointly funded projects in the year of federal apportionment.
This front-end state funding, together with multi-year disbursements on most projects, results in large cash balances in this fund. Effective
July 1, 1986, the Department of Transportation began earning interest on certain unspent monies for a new highway construction program,
while the General Fund earns the interest on the other highway program monies.

Nonmajor Governmental Funds—Nonmajor governmental funds are presented by fund type in the supplementary section.
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State of Tennessee
Balance Sheet
Governmental Funds
June 30, 2009

(Expressed in Thousands)

Nonmajor Total
Governmental Governmental
General Education Highway Funds Funds
Assets
Cash and cash equivalents $ 1,303,139 $ 8 $ 414,958 635,931 $ 2,354,036
Investments 350,546 198,634 549,180
Receivables, net 1,489,911 521,570 257,237 26,304 2,295,022
Due from other funds 232,917 39 1 232,957
Due from component units 1,268 160,810 1,492 163,570
Inventories, at cost 12,092 89 8,113 20,294
Prepayments 7 19 26
Deferred charges and other 5,467 5,467
Loans receivable, net 80 132 21,100 21,312
Leases receivable 1,546 1,546
Restricted assets:
Cash and cash equivalents 145,090 145,090
Total assets $ 3,046,427 $ 1,033,062 $ 680,440 1028571 $ 5,788,500
Liabilities and fund balances
Liabilities:
Accounts payable and accruals $ 853,866 $ 145,501 $ 51,309 45,866 $ 1,096,542
Due to other funds 13,516 195,163 813 294 209,786
Due to component units 2,739 10 1,977 4,726
Deferred revenue 357,488 87,680 12,519 14,009 471,696
Advance from federal government 81,870 80,553 35,433 197,856
Payable from restricted assets 29,098 29,098
Other 430 2,359 232 3,021
Total liabilities 1,309,909 508,897 67,010 126,909 2,012,725
Fund balances:
Reserved for:
Related assets 22,672 89 8,113 3,019 33,893
Contracts 251,343 11 251,354
Continuing appropriations 946,041 32,842 978,883
Statutory and other legal requirements 134,106 490,946 2,434 244,639 872,125
Unreserved, undesignated reported in:
General fund 299 299
Special revenue funds 288 351,540 248,977 600,805
Debt service fund 3,997 3,997
Capital projects fund 401,019 401,019
Unreserved, designated for:
Revenue fluctuations 556,500 556,500
Other specific purposes 76,900 76,900
Total fund balances 1,736,518 524,165 613,430 901,662 3,775,775
Total liabilities and fund balances $ 3,046,427 $ 1,033,062 $ 680,440 1,028,571
Amounts reported for governmental activities in the Statement of Net Assets are different because:
Capital assets used in governmental activities are not financial resources and therefore are not reported in the funds. 22,646,664
Other long-term assets are not available to pay for current-period expenditures and therefore are deferred in the funds. 174,136
Internal service funds are used by management to charge the costs of various internal operations to individual funds. The assets and
liabilities of internal service funds are included in the governmental activities in the Statement of Net Assets. 587,906
Long-term liabilities, including bonds payable, are not due and payable in the current period and therefore are not reported in the funds. (2,147,681
Net assets of governmental activities

The notes to the financial statements are an integral part of this statement.
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Revenues

Taxes:

Sales

Fuel

Business

Other
Licenses, fines, fees, and permits
Investment income/(loss)
Federal
Departmental services
Other

Total revenues

Expenditures
Current:
General government
Education
Health and social services
Law, justice and public safety
Recreation and resources development
Regulation of business and professions
Transportation
Intergovernmental revenue sharing
Debt service:
Principal
Interest
Debt issuance costs
Capital outlay

Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

Other financing sources (uses)
Bonds and commercial paper issued
Commercial paper redeemed
Refunding bond proceeds
Refunding bond premium
Refunding payment to escrow
Bond premium
Insurance claim recoveries
Transfers in
Transfers out

Total other financing sources (uses)
Net change in fund balances
Fund balances, July 1

Fund balances, June 30

State of Tennessee

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds

For the Fiscal Year Ended June 30, 2009

(Expressed in Thousands)

Nonmajor Total
Governmental Governmental
General Education Highway Funds Funds

$ 2578721 $ 3645771 % 51,329 $ 44977  $ 6,320,798
13,220 698,456 106,198 817,874
2,176,017 296,089 6,338 211,558 2,690,002
534,113 127 13,541 547,781
286,944 1,679 211,433 177,710 677,766
45,196 1,461 17 (22,710) 23,964
8,330,499 871,132 760,888 50,514 10,013,033
2,199,051 49,507 37,305 66,335 2,352,198
222,311 310,461 2,664 98 535,534
16,386,072 5,176,227 1,768,430 648,221 23,978,950
555,053 26,311 581,364
6,327,052 8,291 6,335,343

12,891,353 12,891,353
1,288,401 6,316 1,294,717
424,019 175,866 599,885
84,700 46,914 131,614
1,593,643 1,593,643

527,857 282,206 810,063
83,960 83,960

52,110 52,110

4,362 4,362

472,451 472,451

15,771,383 6,327,052 1,875,849 876,581 24,850,865
614,689 (1,150,825) (107,419) (228,360) (871,915)
601,664 601,664

(273,443) (273,443)

91,536 91,536

10,670 10,670
(101,707) (101,707)

30,147 30,147

21 230 251

331,775 1,169,950 88,703 219,781 1,810,209
(1,419,946) (12,042) (1,125) (436,350) (1,869,463)
(1,088,150) 1,157,908 87,578 142,528 299,864
(473,461) 7,083 (19,841) (85,832) (572,051)
2,209,979 517,082 633,271 987,494 4,347,826
$ 1,736,518 $ 524,165 $ 613430 $ 901,662 $ 3,775,775

The notes to the financial statements are an integral part of this statement.
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State of Tennessee
Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds
To the Statement of Activities
For the Year Ended June 30, 2009

(Expressed in Thousands)

Net changes in fund balances - total governmental funds $

Amounts reported for governmental activities in the Statement of Activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense. This is the amount by which
capital outlays exceeded depreciation in the current year.

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the funds.

The issuance of long-term debt (e.g., bonds, commercial paper) provides
current financial resources to governmental funds, while the repayment
of the principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction, however, has any effect on
net assets. Also, governmental funds report the effect of issuance costs,
premiums, discounts, and similar items when debt is first issued, whereas
these amounts are deferred and amortized in the Statement of Activities.
This amount is the net effect of these differences in the treatment of long-term
debt and related items.

Some expenses reported in the Statement of Activities do not require the use
of current financial resources and therefore are not reported as expenditures
in governmental funds.

Internal service funds are used by management to charge the cost of certain
activities, such as insurance and telecommunications, to individual funds.
The net revenue (expense) of internal service funds is reported with
governmental activities.

Changes in net assets of governmental activities $

The notes to the financial statements are an integral part of this statement.
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PROPRIETARY FUNDS FINANCIAL
STATEMENTS

Sewer Treatment Loan—Created in 1987, this fund provides loans to local governments and utility districts for the construction of sewage
treatment facilities. The initial sources of the monies are federal grants and state appropriations.

Employment Security Fund—This fund is maintained to account for the collection of unemployment insurance premiums from employers
and the payment of unemployment benefits to eligible claimants. Funds are also received from the federal government for local office
building construction, supplemental unemployment programs and work incentive payments. As required by law, all funds not necessary
for current benefit payments are placed on deposit with the U.S. Treasury. Interest earned from these monies is retained in the fund.
Administrative and operational expenses incurred by the Department of Labor and Workforce Development are expenditures of the
General Fund.

Nonmajor Enterprise Funds—Nonmajor Enterprise Funds are presented in the supplementary section.

Internal Service Funds—Internal Service Funds are presented in the supplementary section.
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Assets
Current assets:
Cash and cash equivalents
Cash on deposit with fiscal agent
Receivables:
Accounts receivable
Interest
Loans receivable
Due from other funds
Due from component units
Inventory
Prepaid expenses
Total current assets

Noncurrent assets:
Accounts receivable
Deferred charges
Due from other funds
Loans receivable
Lease receivable

Restricted assets:

Cash and cash equivalents

Capital assets:
Land, at cost
Structures and improvements, at cost
Machinery and equipment, at cost
Less-accumulated depreciation
Construction in progress

Total capital assets, net of
accumulated depreciation

Total noncurrent assets

Total assets

Liabilities
Current liabilities:
Accounts payable and accruals
Due to other funds
Due to component units
Lease obligations payable
Bonds payable
Unearned revenue
Other

Total current liabilities

Noncurrent liabilities:
Lease obligations payable
Commercial paper payable
Bonds payable, net
Payable from restricted assets
Other noncurrent liabilities

Total noncurrent liabilities
Total liabilities
Net assets
Invested in capital assets,
net of related debt

Unrestricted

Total net assets

State of Tennessee
Statement of Net Assets
Proprietary Funds
June 30, 2009

(Expressed in Thousands)

Business Type Activities - Enterprise Funds

Governmental
Sewer Nonmajor Activities-
Treatment Employment Enterprise Internal
Loan Security Funds Total Service Funds
213,768 235247 % 449,015 $ 555,269
$ 162,881 162,881
253,907 4,251 258,158 7,051
3,059 3,059
28,210 6,065 34,275
668 668 2,526
23 23 7
5,701
137
241,978 420,538 245,563 908,079 570,691
3,148
277
3,277
490,494 83,140 573,634
2,198
612
64,307
520,818
16 16 249,313
(16) (16) (389,518)
17,244
- - 462,164
490,494 83,140 573,634 471,676
732,472 420,538 328,703 1,481,713 1,042,367
60 43,986 37,125 81,171 84,168
38,166 4 38,170 216
39 39
231
16,226
14,056 14,056 39,737
29,009
60 96,247 37,129 133,436 169,587
735
48,103
165,856
612
4,002 1,914 5,916 69,568
4,002 1,914 5,916 284,874
4,062 96,247 39,043 139,352 454,461
270,181
728,410 324,291 289,660 1,342,361 317,725
728410 $ 324,291 289,660 $ 1,342,361 $ 587,906

The notes to the financial statements are an integral part of this statement.
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Operating revenues
Charges for services
Investment income
Premiums

Total operating revenues

Operating expenses
Personal services
Contractual services
Materials and supplies
Rentals and insurance
Depreciation and amortization
Benefits
Other

Total operating expenses

Operating income (loss)
Nonoperating revenues (expenses)

Taxes

Operating grants

Insurance proceeds

Interest income

Interest expense

Total nonoperating revenues (expenses)

Income (loss) before contributions and transfers

Capital contributions

Transfers in
Transfers out

Change in net assets

Net assets, July 1

Net assets, June 30

State of Tennsssee
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds
For the Fiscal Year Ended June 30, 2009

(Expressed in Thousands)

Business Type Activities - Enterprise Funds

Governmental
Sewer Nonmajor Activities-
Treatment Employment Enterprise Internal
Loan Security Funds Total Service Funds
$ 14,179 $ 3198 $ 17,377 432,120
3,740 808 4,548
$ 585,668 503,980 1,089,648 663,100
17,919 585,668 507,986 1,111,573 1,095,220
1,111 1,111 55,931
961 24,318 25,279 241,253
205 205 92,562
59 59 48,795
17 17 35,884
1,413,234 488,428 1,901,662 669,637
14,479 2,576 17,055 4,861
961 1,427,713 516,714 1,945,388 1,148,923
16,958 (842,045) (8,728) (833,815) (53,703)
2
11,204 465,421 4,764 481,389 (91)
17
19,411 2,901 22,312 7,214
(8,513)
11,204 484,832 7,665 503,701 (1,371)
28,162 (357,213) (1,063) (330,114) (55,074)
1,038
2,238 2,203 4,441 56,023
(900) (900) (310)
30,400 (357,213) 240 (326,573) 1,677
698,010 681,504 289,420 1,668,934 586,229
$ 728,410 $ 324291 % 289,660 $ 1,342,361 587,906

The notes to the financial statements are an integral part of this statement.
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Cash flows from operating activities
Receipts from customers and users
Receipts from interfund services provided
Payments to suppliers
Payments to employees
Payments for unemployment benefits
Payments for interfund services used

Net cash from (used for) operating activities

Cash flows from noncapital financing activities
Operating grants received
Negative cash balance implicitly financed
Negative cash balance implicitly repaid
Transfers in
Transfers out
Payments to component units
Principal payments
Interest paid
Tax revenues received
Subsidy to borrowers

Net cash from (used for) noncapital
financing activities

Cash flows from capital and related
financing activities
Purchase of capital assets
Bond and commercial paper proceeds
Proceeds from sale of capital assets
Proceeds from insurance
Bond issuance cost
Principal payments
Interest paid

Net cash from (used for) capital and related
financing activities

Cash flows from investing activities
Loans issued
Collection of loan principal
Interest received

Net cash from (used for) investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, July 1

Cash and cash equivalents, June 30

State of Tennessee
Statement of Cash Flows
Proprietary Funds

For the Fiscal Year Ended June 30, 2009

(Expressed in Thousands)

Business Type Activities - Enterprise Funds

(continued on next page)

Governmental
Sewer Nonmajor Activities-
Treatment Employment Enterprise Internal
Loan Security Funds Total Service Funds
$ 449920 $ 507,390 $ 957,310 $ 286,029
1,220 182 1,402 830,508
(512,854) (512,854) (1,018,846)
(1,094) (1,094) (55,177)
(1,390,183) (1,390,183)
(961) (14,834) (3,088) (18,883) (68,308)
(961) (953,877) (9,464) (964,302) (25,794)
11,204 450,429 4,789 466,422 3,396
27,573 27,573
(42) (42) (218)
2,238 2,203 4,441 56,023
(900) (900) (310)
(25) (25)
(1,640) (1,640)
(40) (40)
2
(120) (120)
13,442 478,002 4,225 495,669 58,893
(42,925)
78,061
1,292
17
(259)
(51,732)
(8,578)
(24,124)
(85,088) (12,244) (97,332)
29,931 7,680 37,611
17,838 19,412 5,179 42,429 7,214
(37,319) 19,412 615 (17,292) 7,214
(24,838) (456,463) (4,624) (485,925) 16,189
238,606 619,344 239,871 1,097,821 539,692
213,768 $ 162,881 $ 235,247  $ 611,896 $ 555,881
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(continued from previous page) State of Tennessee
Statement of Cash Flows
Proprietary Funds
For the Fiscal Year Ended June 30, 2009

(Expressed in Thousands)

Business Type Activities - Enterprise Funds

Governmental
Sewer Nonmajor Activities-
Treatment Employment Enterprise Internal
Loan Security Funds Total Service Funds
Reconciliation of operating income to net cash
provided (used) by operating activities
Operating income (loss) $ 16,958 $ (842,045) $ (8,728) $ (833,815 $ (53,703)
Adjustments to reconcile operating income (loss)
to net cash from operating activities:
Depreciation and amortization 17 17 35,883
Loss on disposal of capital assets 51 51 650
Bond issuance cost 274
Capital lease executory costs paid 28
Investment income (2,223) (2,223)
Charges for services (90) (90)
Interest income (17,919) (17,919)
Subsidy to borrowers 3 3
Changes in assets and liabilities:
(Increase) decrease in accounts receivable (143,892) (1,285) (145,177) (2,533)
(Increase) decrease in due from other funds (303) (303) 2,115
(Increase) decrease in due from component units (21) (21) 158
(Increase) decrease in inventories 102 102 1,026
(Increase) decrease in prepaid expenses 17
Increase (decrease) in accounts payable 23,775 3,859 27,634 (5,726)
Increase (decrease) in due to other funds (355) (5) (360) (294)
Increase (decrease) in due to component units 39 39
Increase (decrease) in unearned revenue 8,925 (1,165) 7,760 (3,689)
Total adjustments (17,919) (111,832) (736) (130,487) 27,909
Net cash provided by (used for) operating activities $ (961) $ (953,877) $ (9,464) $ (964,302) $ (25,794)
Noncash investing, capital and financing activities
Contributed capital assets $ 1,038
Total noncash investing, capital and financing activities $ 1,038

The notes to the financial statements are an integral part of this statement.
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FIDUCIARY FUNDS FINANCIAL
STATEMENTS

Pension (and other Employee Benefit) Trust Funds—These funds are presented individually in the supplementary section.

Investment Trust Fund—This fund was created in July 1980 to account for local government deposits with the state treasurer and the related
interest earnings. Through this program, the participating local governments achieve higher investment income by pooling their funds than
they could realize individually.

Private—Purpose Trust Funds—These funds are presented individually in the supplementary section.

Agency Funds—These funds are presented individually in the supplementary section.
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State of Tennessee
Statement of Fiduciary Net Assets
Fiduciary Funds
June 30, 2009

(Expressed in Thousands)

Pension
(and Other
Employee Benefit) Investment Private-Purpose Agency
Trust Funds Trust Fund Trust Funds Funds
Assets
Cash and cash equivalents 1,259,479 983,709 $ 15,219 391,670
Receivables:
Accounts 1,451
Taxes 46 356,307
Interest and dividends 140,814 2,728 731
Due from sale of investments 202,538
Foreign currency receivable 1,029,442
Due from other governments 42,244
Real estate income 268
Other 23,852
Total receivables 1,439,158 2,728 777 357,758
Due from other funds 8,744
Due from component units 8,084
Investments, at fair value:
Short-term securities 391,284 1,705,644
Government bonds 7,550,628
Corporate bonds 5,553,075
Corporate stocks 10,362,782
Mutual funds 75,774
Real estate 1,198,008
Total investments 25,055,777 1,705,644 75,774
Total assets 27,771,242 2,692,081 91,770 749,428
Liabilities
Accounts payable and accruals 296,075 965 659,993
Foreign currency payable 1,104,957
Amounts held in custody for others 89,435
Total liabilities 1,401,032 965 749,428
Net assets
Held in trust for:
Pension benefits 26,369,226
Employees' flexible benefits 984
Pool participants 2,692,081
Individuals, organizations and other
governments 90,805
Total net assets 26,370,210 2,692,081 $ 90,805 -

The notes to the financial statements are an integral part of this statement.
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