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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Utility Plant is stated at original cost. Such cost includes applicable general and administrative
costs and payroll and related costs such as pensions, taxes and other fringe benefits related to
plant construction. Interest cost incurred during the period of construction of certain plant is
capitalized. Capitalized interest was $582 thousand in 2013 and $441 thousand in 2012.

When plant assets are disposed of at salvage value, NES charges the amount to accumulated
depreciation. Costs of depreciable retired utility plant, plus removal costs, less salvage, are
charged to accumulated depreciation.

Depreciation is provided at rates which are designed to amortize the cost of depreciable plant
over the estimated useful lives ranging from 7 to 50 years. The composite straight-line rates
expressed as a percentage of average depreciable plant were as follows for June 30, 2013 and
2012:

2013 2012
Distribution plant, 18.2 to 40 years 3.5% 3.5%
Structure and improvements, 40 to 50 years 2.1% 2.1%
Office furniture and equipment, 7.1 to 16.7 years 2.6% 13.6%
Transportation equipment, 8 to 10 years 5.6% 5.6%
Other equipment, 8 to 33.3 years 5.7% 5.7%

Maintenance and repairs, including the cost of renewals of minor items of property, are charged
to maintenance expense accounts. Replacements of property are charged to utility plant
accounts.

Investments and Cash Equivalents (including restricted assets) consist primarily of short-term
U.S. Government securities or mortgage-backed securities from agencies chartered by Congress,
and certificates of deposit. In accordance with Governmental Accounting Standards Board
(“GASB”) Statement No. 31, Accounting and Financial Reporting for Certain Investments and External
Investment Pools, investments are reflected at their fair value except those investments that have a
remaining maturity at the time of purchase of one year or less and certificates of deposit, which
are reflected at cost.

Materials and Supplies are stated at the moving weighted average cost, which approximates
actual cost.

Compensated Absences represent the liability for employees’ accumulated vacation days. The
general policy of NES permits the accumulation, within certain limitations, of unused vacation
days. This amount is included in other accounts payable and accrued expenses in the Statement
of Net Position.

Revenues are recognized from meters read on a monthly cycle basis. Service that has been
rendered from the latest date of each meter-reading cycle to month end is estimated and accrued
as unbilled revenue receivable.

NES purchases electric power from the Tennessee Valley Authority (“TVA”). On April 1, 2011, TVA
implemented a new wholesale Time of Use rate structure. With the new structure, retail customers
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

are billed under a seasonal rate structure. In addition, wholesale rates are now billed based on
energy use and demand charges. Prior to this, the cost of purchased power was calculated based
upon retail billing units adjusted for estimated line losses.

Asset Retirement Obligations are periodically reviewed and management has concluded that, at
present, NES does not have any such asset retirement obligations.

Operating and Non-operating Revenues and Expenses - Operating revenues include the sale
of power and rental of electric property. Operating expenses include direct and indirect costs to
operate and maintain the electric distribution system, including purchased power, fuel,
depreciation, customer accounts, tax equivalents, and general and administrative costs. Non-
operating revenues and expenses consist of interest income and expense.

Income Taxes - NES is not subject to federal or state income taxes. While NES is not subject to
property tax, NES pays tax equivalents in-lieu-of taxes to the Metropolitan Government and
surrounding counties. Such payments are calculated based on a prescribed formula that takes
into consideration utility plant value and the average of the Board’s last three years’ operating
margin.

New Accounting Standards Adopted - |n fiscal year 2013, NES adopted four new accounting
standards as follows:

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements (GASB 62), incorporates into the GASB’s
authoritative literature certain accounting and financial reporting guidance included in FASB
pronouncements, which does not conflict with or contradict GASB pronouncements, and
eliminates the criteria to apply post-November 30, 1989 FASB pronouncements that do not
conflict with or contradict GASB pronouncements.

GASB Statement, No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources , and Net Position (GASB 63), establishes a new statement of net position format that
reports separately all assets, deferred outflows of resources, liabilities, deferred inflows of
resources and net position. The Statement requires deferred outflows of resources and deferred
inflows of resources to be reported separately from assets and liabilities. The financial reporting
impact resulting from the implementation of GASB 63 in the NES financial statements was the
renaming of “Net Assets” to “Net Position,” including changing the name of the financial
statement from “Statement of Net Assets” to “Statement of Net Position.” NES reported deferred
outflows of resources of $11.2 million and $9.0 million in 2013 and 2012, respectively, and
deferred inflows of resources of $37.0 thousand in 2012. NES had no deferred inflows of resources
in 2013.

GASB Statement No 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions, an amendment of GASB Statement No. 53 (GASB 64), establishes that when a
government enters into a swap and the swap counterparty or counterparty credit support
provider commits or experiences an act of default or a termination event, the government does
not terminate hedge accounting if the counterparty is replaced by another counterparty and the
rest of the terms of the
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

swap remain the same (assignment or in-substance assignment). Thereby, the government
continues to report changes in fair values of the swap as either deferred inflows or outflows and
does not recognize an investment income or expenses. There was no impact on NES’s financial
statements as a result of the adoption of GASB 64.

GASB Statement No. 65, Items Previously Reported as Assets and Liabilities (GASB 65), amends or
supersedes the accounting and financial reporting guidance for items previously required to be
reported as assets or liabilities. The objective is to either properly classify certain items that were
previously reported as assets and liabilities as deferred outflows of resources or deferred inflows
of resources or recognize certain items that were previously reported as assets and liabilities as
outflows of resources (expenses) or inflows of resources (revenues). The requirements of this
Statement are effective for financial statements for periods beginning after December 15, 2012
and was early adopted by NES, effective July 1, 2011. The cumulative effect of the accounting
change in connection with the implementation of GASB 65 was a reduction of $2.3 million in Net
Position as of the beginning of 2011. In accordance with GASB 65, debt issuance costs are
recognized as expenses in the period incurred, rather than as deferred costs and subsequently
amortized. NES expensed debt issuance costs of $0.6 million and $1.4 million in 2013 and 2012,
respectively.

Recent Accounting Pronouncements - In June 2012, GASB issued two Statements addressing
important practice issues for state and local governments. Statement No. 67, Financial Reporting
for Pension Plans, improves financial reporting primarily through enhanced note disclosures and
schedules of required supplementary information that will be presented by the pension plans that
are within its scope. Statement No. 68, Accounting and Financial Reporting for Pensions, improves
the decision-usefulness of information in employer and governmental nonemployer contributing
entity financial reports and will enhance its value for assessing accountability and interperiod
equity by requiring recognition of the entire net pension liability and a more comprehensive
measure of pension expense. The provisions for the Statement No. 67 and No. 68 are effective for
periods beginning after June 15, 2013 and June 15, 2014, respectively. NES has yet to determine
the impact of the adoption of these standards on NES’s financial position, results of operations, or
cash flows.

Purchased Power Adjustments - The TVA adjusted purchased power in March 2012 in the
amount of $20.6 million due to over-billings by TVA at the Old Hickory hydro substation.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

2. UTILITY PLANT AND ACCUMULATED DEPRECIATION
Utility plant activity for the years ended June 30, 2013 and 2012 was as follows ($000 omitted):

Balance Transfers & Balance

June 30,2012 Additions Retirements June 30,2013

Distribution plant $ 1,212,008 S 52,630 S (12,130) $ 1,252,508
Land and land rights 1,139 = - 1,139
Structures and improvements 48,277 1,124 - 49,401
Office furniture and equipment 41,887 2,928 (4,523) 40,292
Transportation equipment 7,274 345 (650) 6,969
Other equipment 39,528 2,186 (1,370) 40,344
Construction work-in-progress (a) 67,032 - (1,969) 65,063
S 1417145 S 59213 S _(20,642) S 1455716

Balance Transfers & Balance

June 30, 2011 Additions Retirements June 30, 2012

Distribution plant $ 1,164,718 $ 56,152 $ (8862) $ 1,212,008
Land and land rights 1,139 - - 1,139
Structures and improvements 46,610 1,667 - 48,277
Office furniture and equipment 40,743 3,112 (1,968) 41,887
Transportation equipment 7,198 839 (763) 7,274
Other equipment 38,513 4,325 (3,310) 39,528
Construction work-in-progress (a) 67,286 - 254 67,032
$ 1,366,207 $ 66,095 $ (15,157) $ 1,417,145

(a) Represents the net activity to the construction work-in-progress account after transfers to

plant accounts.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

2. UTILITY PLANT AND ACCUMULATED DEPRECIATION (continued)

The related activity for accumulated depreciation for the years ended June 30, 2013 and 2012 was
as follows ($000 omitted):

Balance Original Cost of Balance
June 30,2012 Provision Cost Removal Salvage June 30,2013
Distribution plant S 464,293 S 44,241 $ (12,130) $(10,751) $ 1,225 S 486,878
Structures and 17,873 1,024 - - - 18,897
improvements
Office furniture 43,651 (5,784) (4,523) - - 33,344
and equipment
Transportation 2,546 403 (650) - 198 2,497
equipment
Other equipment 23,769 1,316 (1,370) = 65 23,780
S 552,132 S 41,200 5(18,673) $(10,751) S 1488 S 565396
Balance Original Cost of Balance
June 30,2011 Provision Cost Removal Salvage June 30,2012
Distribution plant $ 439,430 $ 41,651 $ (8,861) $(8,802) $ 875 $ 464,293
Structures and 16,885 988 - - - 17,873
improvements
Office furniture 39,977 5,642 (1,968) - - 43,651
and equipment
Transportation 2,765 407 (762) - 136 2,546
equipment
Other equipment 24,766 2,221 (3,311) - 93 23,769
S 523,823 S 50,909 $(14,902) $ (8,802) S 1,104 S 552,132

Depreciation is either capitalized as a cost of utility plant or reported as depreciation expense in
the statements of revenues, expenses and changes in net position.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

3. CASH AND INVESTMENTS

Cash and investments consist of the following ($000 omitted):

2013
Weighted
Average
Bond Special Maturity
Cash Funds Construction Total (Years)
Cash and cash S 221,722 $ 32461 $ 23,644 $ 277,827 -

equivalents

Securities from Agencies
Chartered by Congress - 25,205 - 25,205 0.96

S 221,722 5 57666 S 23644 S 303032 = __ 008

2012

Weighted

Average

Special Maturity

Cash Bond Funds Construction Total (Years)
Cash and cash equivalents  $ 198,756 $ 25,014 $ 1,098 $ 224,968 -
U.S. Treasury Investments = 4,172 - 4,172 0.38
Securities from Agencies

Chartered by Congress - 29,374 68,596 97,970 0.69
$ 198,756 S 58,560 S 69,794 $ 327110 I

There were no investments reported at fair value in U.S. Treasury Investments, Securities from
Agencies Chartered by Congress, commercial paper and certificates of deposit held at June 30,
2013. Investments of $56.9 million in U.S. Treasury Investments and Securities from Agencies
Chartered by Congress are reported at fair value as of June 30, 2012. Investments of $25.2 million
and $45.2 million held in U.S. Treasury Investments and Securities from Agencies Chartered by
Congress are reported at cost at June 30, 2013 and 2012, respectively.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

3. CASH AND INVESTMENTS (continued)

Custodial Credit Risk - As of June 30, 2013 and 2012, NES' cash and cash equivalents held by
financial institutions was $277.8 million and $224.9 million, respectively. Bank balances for such
accounts totaled $174.3 million and $150.6 million, respectively. Deposits in financial institutions
are required by State of Tennessee (“State”) statute to be secured and collateralized by the
institutions. The collateral must meet certain requirements and have a total minimum market
value of 105 percent of the value of the deposits placed in the institutions less the amount
protected by federal depository insurance. Collateral requirements are not applicable for financial
institutions that participate in the State’s collateral pool. As of June 30, 2013 and 2012, all of NES’
deposits were held by financial institutions which participate in the bank collateral pool
administered by the State Treasurer. Participating banks determine the aggregated balance of
their public-fund accounts for the Metropolitan Government. The amount of collateral required to
secure these public deposits is a certain percentage set by the State, depending on the financial
institution, and must be at least that percentage of the average daily balance of public deposits
held. Collected securities required to be pledged by the participating banks to protect their
public-fund accounts are pledged to the State Treasurer on behalf of the bank collateral pool. The
securities pledged to protect these accounts are pledged in the aggregate rather than against
each individual account. The members of the pool may be required by agreement to pay an
assessment to cover any deficiency. Under this additional assessment agreement, public-fund
accounts covered by the pool are considered to be insured for purposes of credit risk disclosure.

Credit Risk - NES is authorized to invest in obligations of the U.S. Treasury and U.S. governmental
agencies, securities from agencies chartered by Congress, certificates of deposit, commercial
paper rated A1 or equivalent and bonds of the State of Tennessee. Each of these investments is
registered or held by NES or its agent in NES' name.

Concentration of Credit Risk- NES has a policy prohibiting investment of greater than $5 million
or 20 percent of the total investment portfolio in any one issue, except for the U.S. Government or
any of its agencies. In 2013, 100 percent of NES' investments were in Securities from Agencies
Chartered by Congress. In 2012, 96.0 percent of NES' investments were in Securities from Agencies
Chartered by Congress.

Interest Rate Risk— NES restricts its investments to maturities less than two years from the date of
settlement as a means of managing exposure to fair value losses arising from changes in interest
rates.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

4. LONG-TERM DEBT
Long-term debt for the year ended June 30, 2013, is as follows ($000 omitted):

Additions/
Balance Deductions/ Amortization/ Balance
June 30,2012 Repayments Accretion June 30, 2013

Electric System Revenue Bonds, 1996 Series A,

bear interest at rates from 5.5% to 6%, maturing

through May 15, 2013, interest paid

semiannually. S 6244 $(2,412) $ (3.832) s -

Electric System Revenue Bonds, 1998 Series A,

bear interest at rates from 5.125% to 5.40%,

maturing through May 15, 2023, interest paid

semiannually. 25,988 - 1,422 27,410

Electric System Revenue Bonds, 1998 Series B,

bear interest at rates from 4.75% to 5.50%,

maturing through May 15, 2017, interest paid

semiannually. 28,972 (5,120) (124) 23,728

Electric System Revenue Bonds, 2001 Series B,
bear interest at 5.50%, maturing through May 15,
2014, interest paid semiannually. 18,644 (6,365) (153) 12,126

Electric System Revenue Bonds, 2004 Series A,

bear interest at rates from 4.50% to 5.00%,

maturing through May 15, 2029, interest paid

semiannually. 57,973 (58,875) 902 -

Electric System Revenue Bonds, 2008 Series A,

bear interest at rates from 3.25% to 5.00%,

maturing through May 15, 2033, interest paid

semiannually. 100,665 (2,960) (187) 97,518

Electric System Revenue Bonds, 2008 Series B,

bear interest at rates from 3.25% to 5.00%,

maturing through May 15, 2023, interest paid

semiannually. 75,250 E (422) 74,828

Electric System Revenue Bonds, 2011 Series A,

bear interest at rates from 1.50% to 5.00%,

maturing through May 15, 2036, interest paid

semiannually. 108,432 (2,520) (780) 105,132

Electric System Revenue Bonds, 2011 Series B,

bear interest at rates from 2.00% to 5.00%,

maturing through May 15, 2026, interest paid

semiannually. 157,257 (1,990) (2,323) 152,944

Electric System Revenue Bonds, 2013 Series A,
bear interest at rates from 3.25% to 5.00%,
maturing through May 15, 2029, interest paid

semiannually. - - 61,699 61,699
579,425 $(80,242) $56,202 555,385
Less current portion of long-term debt (21,367) (26,270)

$ 558,058 $ 529115
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

4. LONG-TERM DEBT (continued)

Long-term debt for the year ended June 30, 2012, is as follows ($000 omitted):

Additions/
Balance Deductions/ Amortization/ Balance
June 30, 2011 Repayments Accretion June 30,2012

Electric System Revenue Bonds, 1996 Series

A, bear interest at rates from 5.5% to 6%,

maturing through May 15, 2013, interest paid

semiannually. $ 18,369 S  (5,158) S (6,967) S 6,244

Electric System Revenue Bonds, 1998 Series

A, bear interest at rates from 5.125% to

5.40%, maturing through May 15, 2023,

interest paid semiannually. 24,644 - 1,344 25,988

Electric System Revenue Bonds, 1998 Series B,

bear interest at rates from 4.75% to 5.50%,

maturing through May 15, 2017, interest paid

semiannually. 33,969 (4,855) (142) 28,972

Electric System Revenue Bonds, 2001 Series

A, bear interest at rates from 4.50% to

5.125%, maturing through May 15,2017,

interest paid semiannually. 100,899 (101,455) 556 -

Electric System Revenue Bonds, 2001 Series B,
bear interest at 5.50%, maturing through May
15, 2014, interest paid semiannually. 18,798 . (154) 18,644

Electric System Revenue Bonds, 2004 Series

A, bear interest at rates from 4.50% to 5.00%,

maturing through May 15, 2029, interest paid

semiannually. 109,383 (51,125) (285) 57,973

Electric System Revenue Bonds, 2008 Series

A, bear interest at rates from 3.25% to 5.00%,

maturing through May 15, 2033, interest paid

semiannually. 103,720 (2,860) (195) 100,665

Electric System Revenue Bonds, 2008 Series B,

bear interest at rates from 3.25% to 5.00%,

maturing through May 15, 2023, interest paid

semiannually. 75,656 - (406) 75,250

Electric System Revenue Bonds, 2011 Series

A, bear interest at rates from 1.50% to 5.00%,

maturing through May 15, 2036, interest paid

semiannually. - (2,110) 110,542 108,432

Electric System Revenue Bonds, 2011 Series B,
bear interest at rates from 2.00% to 5.00%,
maturing through May 15, 2026, interest paid

semiannually. = (130) 157,387 157,257
485,438 $(167.693) $ 261,680 579,425

Less current portion of long-term debt (15,038) (21,367)
$ 470400 $ 558,058

50



S NN Y WA,

ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

4, LONG-TERM DEBT (continued)

NES issues Revenue Bonds to provide funds primarily for capital improvements and for refundings
of other bonds. All bond issues are secured by a pledge and lien on the net revenues of NES on
parity with the pledge established by all bonds issued. Annual maturities on all long-term debt
and related interest are as follows for each of the next five fiscal years and in five-year increments

thereafter (5000 omitted):
Year Principal Interest
2014 $ 26,270 $ 22,965
2015 27,525 21,995
2016 28,735 20,782
2017 22,792 26,991
2018 21,923 26,396
2019-2023 156,131 84,432
2024-2028 128,125 40,427
2029-2033 72,720 14,489
2034-2036 19,080 1,939
503,301 S 260416
Unamortized premium 52,084
Total long-term debt $ 555,385

On June 27, 2013, the Board closed on the sale of the Metropolitan Government of Nashville and
Davidson County, Tennessee, Electric System Revenue bonds, 2013 Series A. The 2013 Series A
Bonds were being offered to refund $58.9 million aggregate principal amount of the outstanding
2004 Series A Bonds, maturing May 15, 2025, 2026, and 2029. The par amount of the 2013 Series A
bonds, $56.1 million, plus original issue premium and transfer from prior debt service funds, less
underwriter discount and cost of issuance resulted in a deposit into an escrow fund of $61.8
million. The advance refunding resulted in a difference between the reacquisition price and the
net carrying amount of the old debt of $3.4 million. This difference, reported in the
accompanying financial statements as a deferred outflow of resources, is being charged to
operations through the year 2029 using the effective-interest method. The Board completed the
advance refunding to reduce its total debt service payments over the next 16 years by $8.5 million
and to obtain an economic gain of $3.4 million.

The following bond issues have been defeased through advanced refundings; therefore, the
balances indicated, which are still outstanding at June 30, 2013, do not appear as liabilities on the
Board’s Statement of Net Position:

1998 Series A Bonds $ 74,430,000
2004 Series A Bonds 110,000,000
S 184,430,000
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

4. LONG-TERM DEBT (continued)

NES had a $25 million unsecured line-of-credit for fiscal year 2013 and July 2011 through January
2012 to be used for purchased power in case of a natural disaster. Borrowings under this line of
credit bore a negotiated interest rate. There were no borrowings under this line-of-credit in 2013
or 2012. The Company renewed the line of credit effective July 1, 2013.

5. OTHER NON-CURRENT LIABILITIES

NES’ other non-current liabilities consist primarily of TVA energy conservation program loans and
customer contributions. The following table shows the activity for the years ended June 30, 2013
and 2012 (5000 omitted):

June 30,2012 Repayments Additions June 30,2013
S 5080 S (3.643) S 12,120 S 13557
June 30,2011 Repayments Additions June 30,2012
S 12636 S (16,766) S 9210 S 5080

NES is a fiscal intermediary for the TVA energy conservation programs whereby loans are made to
NES’ customers to be used in connection with TVA’s Residential Energy Services Program.
Pursuant to the terms of an agreement with TVA, the energy conservation loans made to NES'
customers are funded and guaranteed by TVA.

6. PENSION PLAN

The Nashville Electric Service Retirement Annuity and Survivors’ Plan (the “Plan”) is a single
employer defined benefit pension plan administered by NES. The Plan provides retirement and
survivors’ benefits to members and beneficiaries. Cost-of-living adjustments are provided to
members and beneficiaries annually. The Charter of the Metropolitan Government assigns the
authority to establish and amend benefit provisions to NES. The Plan is not required to issue a
separate financial report.

All full-time regular employees hired before June 30, 2012 and under age 65 were eligible to
participate in the Plan. Employees hired after June 30, 2012 are eligible to participate in the
Nashville Electric Service Defined Contribution Plan. The vesting provision of the Plan provides
for five-year cliff vesting. NES employees who retire at or after age 65 are entitled to annual
retirement benefits payable monthly for life in an amount equal to 2 percent of final average
compensation multiplied by years in the Plan not in excess of 35 years.

Final average compensation is the average compensation in the 36 consecutive months in which
compensation is highest. Unused sick leave may be used to increase credited service and benefit
percentage under certain circumstances. Early retirement is an option beginning at age 55 with 15
years of credited service or at age 50 with 30 years of credited service with an actuarially-reduced
monthly benefit.
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ELECTRIC POWER BOARD OF THE METROPOLITAN GOVERNMENT
OF NASHVILLE AND DAVIDSON COUNTY

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2013 AND 2012

6. PENSION PLAN (continued)

If the participant has attained age 55, and his/her age plus service is 85 or greater, then there is no
reduction for early receipt of the benefit. However, a participant cannot use accumulated sick
leave to increase effective age to meet the requirements for this unreduced benefit. For a
participant with 25 or more years of service, the minimum pension benefit is $1,800 per month.

The contribution requirements of NES are established and may be amended by NES. The Plan is
currently non-contributory. NES' practice is to typically fund at least the minimum contribution for
a 30-year funding level. The current rate is 32.91 percent of annual covered payroll. NES
contributed 100 percent of the required contribution for the Plan years 2013 and 2012.

The annual required contribution for the current year was determined as part of the April 1, 2012,
actuarial valuation using the frozen initial liability method. The actuarial assumptions included (a)
8.0 percent investment rate of return and (b) projected salary increases of 4.5 percent. Both (a)
and (b) included an inflation component. The assumptions include cost-of-living post-retirement
benefit increases equal to 2 percent per year. The actuarial value of Plan assets is determined
using techniques that smooth the effects of short-term volatility in the market value of
investments over a three-year period. The unfunded actuarial accrued liability is being amortized
over 30 years. The required schedule of funding progress below presents multi-year trend
information about whether the actuarial value of plan assets is increasing or decreasing over time
relative to the actuarial accrued liability for benefits. A change was made in the plan funding
method effective April 1, 2009, whereby the amortization period was reset to a 30-year period
beginning April 1, 2009. The result of this funding method change was a decrease in the normal
cost of the plan of $11.0 million and an increase in the Plan’s actuarial accrued liability of $120.5
million.

Schedule of employer contributions for the past three years is shown below ($000 omitted):

Schedule of funding progress for the past three years is shown below (5000 omitted):

Plan Year Annual Required Contribution Percentage Contributed
2013 $ 23,075 100%
2012 21,713 100%
2011 22,877 100%

Actuarial | Actuarial Value Actuarial Unfunded Funded Covered Unfunded
Valuation of Assets Accrued Liability| Actuarial Ratio Payroll Actuarial
Date (AAL) Entry Age Accrued Accrued
Liability Liability as a
(UAAL) Percent of
Covered
Payroll
(a) (b) (b-a) (a/b) (c) (b-a)/c
4/1/2013| $ 348341 | § 502,790 | $ 154,449 69.30%| $ 69,576 221.99%
4/1/2012 318,502 477,101 158,599 66.80% 69,419 228.47%
4/1/2011 291,658 441,801 150,143 66.00% 67,300 223.10%
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NASHVILLE ELECTRIC SERVICE
1214 Church Street

Nashville, Tennessee 37246
615.736.6900 nespower.com



