Consolidated

Financial Statements and Supplemental Information
June 30, 2025 and 2024

KUB Board of Commissioners

Cynthia Gibson, Chair Ron Feinbaum Celeste Herbert Dr. Craig Pickett, Jr.
Claudia Caballero, Vice Chair Kathy Hamilton Phyllis Nichols
Managem ent

Gabriel Bolas Il
President and Chief Executive Officer

Mark Walker Jamie Davis

Senior Vice President and Chief Financial Officer Senior Vice President Fiber and Chief Technology Officer
John Gresham John Williams

Senior Vice President and Chief Engineering and Senior Vice President and Chief Infrastructure and
Operations Officer Compliance Officer

Tiffany Martin Erin Gill

Senior Vice President and Chief Customer and Talent Officer Vice President Communications and External Relations






Knoxville Utilities Board
Index
June 30, 2025 and 2024

Page(s)
TaTo Tt o L= aTo Lo o N AN U o 11 €0 T =T = =Y o o 1 PR 1-5
Management’s DISCUSSION AN ANGIYSIS.......cciiiiuiiiiiieee st s s e e e s s s e e e e e e ssnan e e e e e e e e snnraneees 6-29
Financial Statements
Consolidated Statements Of Net POSILION ..........oiiiiiiiiiiiiii e 30-31
Consolidated Statements of Revenues, Expenses and Changes in Net PoSItion............cccovcvvieviie e, 32
Consolidated Statements 0f CaSh FIOWS ..........uiiiiiiiiieiii e 33
Statements of FIdUCIArY Nt POSITION .........uiiiiiiiiiiiiii ettt e e e e e e e e e e e e s aeeeeees 34
Statements of Changes in Fiduciary Net POSITION ..........cooiiiiiiiiii e 35
Notes to Consolidated Financial STAtEMENTS ..........ceeiiiiieiiiiiee e 36-76
Required Supplementary Information
Schedule of Changes in Net Pension Liability and Related Ratios ...........cccccceviuiuiiiiiiiiiiiiiiiiiieiinninnnnns 77
Schedule of Employer Pension CONHDULIONS...........uuuiii e nenenenrnrnrsrnrnee 78
Schedule of Changes in Net OPEB Liability and Related RatioS ...........ccceeiiiiiiiiiiiiieieece e 79
Schedule of Employer OPEB CONIDULIONS. ........ciiiiiiiiiiiiee ettt 80
Qualified Governmental Excess Benefit ArrangemENT .........ocuiiiiiiiiiiiiiee et 81
Supplemental Information
Schedule of Expenditures Of Federal AWAIAS...........ouoi it 82
Combining Statement of Fiduciary Net POSITION ...........uuuiuiuiiiiiiiiiiiiiiiiiiiieiiieieeeierererererererererererererererrnrnne 83
Combining Statement of Changes in Fiduciary Net POSITION ............uuuuuiuiuiiiiiiiiieieiiieinreiereieininrerne. 84
Statistical Information
Schedule Of INSUFANCE 1N FOICE ......oiiiiieiie it e st e e e nne e snre e s anneennneenns 85
Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards ... 86-87

Schedule of FINAINGS aNA RESPONSES .......eeiiiiiiiieiiiiie ettt e e 88-89






INDEPENDENT AUDITOR'S REPORT

To the Board of Commissioners
Knoxville Utilities Board

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of the Knoxville Utilities Board (KUB), a component
unit of the City of Knoxville, Tennessee, as of and for the years ended June 30, 2025 and 2024,
and the related notes to the financial statements, which collectively comprise KUB’s basic
financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all
material respects, the respective financial position of KUB as of June 30, 2025 and 2024, and the
changes in financial position and its cash flows for the years then ended, in accordance with
accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States
(Government Auditing Standards). Our responsibilities under those standards are further
described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of
our report. We are required to be independent of KUB and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audit. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America, and
for the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether
due to fraud or error.
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MAULDIN & JENKINS

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about KUB’s
ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance
with GAAS and Government Auditing Standards will always detect a material misstatement
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if
there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of KUB’s internal control. Accordingly, no
such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.
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e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about KUB’s ability to continue as a going concern
for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 6 through 29, the schedule of changes in net
pension liability and related ratios, the schedule of employer pension contributions, the schedule
of changes in net OPEB liability and related ratios, the schedule of employer OPEB
contributions and the schedule of changes in total pension liability and related ratios - qualified
governmental excess benefit arrangement on pages 77 — 81 be presented to supplement the basic
financial statements. Such information is the responsibility of management and, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise KUB’s basic financial statements. The schedule of expenditures of federal
awards and combining statements are presented for purposes of additional analysis and are not a
required part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements.
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The information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the schedule of expenditures of federal awards and combining
statements are fairly stated, in all material respects, in relation to the basic financial statements as
awhole.

Other Information

Management is responsible for the other information included in the annual report. The other
information comprises the statistical information but does not include the basic financial
statements and our auditor’s report thereon. Our opinion on the basic financial statements does
not cover the other information, and we do not express an opinion or any form of assurance
thereon.

In connection with our audit of the basic financial statements, our responsibility is to read the
other information and consider whether a material inconsistency exists between the other
information and the basic financial statements, or the other information otherwise appears to be
materially misstated. If, based on the work performed, we conclude that an uncorrected material
misstatement of the other information exists, we are required to describe it in our report.

Other Matter

The financial statements of KUB as of June 30, 2024, were audited by other auditors whose
report dated October 23, 2024, expressed an unmodified opinion on those statements.



MAULDIN & JENKINS

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 17, 2025, on our consideration of KUB’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. The purpose of that report is solely 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 effectiveness of KUB’s internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering KUB’s internal control over financial
reporting and compliance.

M eudedin, # Gplinas, E

Chattanooga, Tennessee
October 17, 2025



Knoxville Utilities Board
Management’s Discussion and Analysis
June 30, 2025 and 2024

Knoxville Utilities Board (KUB), comprised of the Electric Division, Fiber Division, Gas Division, Water
Division, and Wastewater Division (Divisions), is reported as a component unit enterprise fund in the
financial statements of the City of Knoxville. KUB's responsibility is to oversee the purchase, production,
distribution, and processing of electricity, broadband, natural gas, water, and wastewater services. A seven-
member Board of Commissioners (Board) governs KUB. The Board has all powers to construct, acquire,
expand, and operate the Divisions. It has full control and complete jurisdiction over the management and
operation of the Divisions, including setting rates. KUB's accounts are maintained in conformity with the
Uniform System of Accounts of the Federal Energy Regulatory Commission (FERC), the Uniform System
of Accounts of the National Association of Regulatory Utility Commissioners (NARUC), and the
Governmental Accounting Standards Board (GASB), as applicable.

This discussion and analysis is designed to (a) assist the reader in focusing on significant financial issues,
(b) provide an overview of KUB'’s financial activity, (c) identify major changes in KUB’s financial position,
and (d) identify any financial concerns.

The Management Discussion and Analysis (MD&A) focuses on the fiscal year ended June 30, 2025,
activities, resulting changes, and current known facts, and should be read in conjunction with KUB’s
consolidated financial statements.

Consolidated Highlights

System Highlights

Progress continues on the construction of the fiber network, as well as at the Mark B. Whitaker Water
Treatment Plant, where redundancy is being built into KUB’s water treatment process.

The Knoxville area continues to grow, and customers are being added across all divisions. As of June 30,
2025, KUB served 519,543 customers. KUB added 18,228 new customers to these systems in fiscal year
2025, representing growth of three percent.

The electric system’s record peak demand remains 1,350.5 megawatts, set in January 2024. The natural
gas system’s record peak demand remains 169,458 dekatherms, set in December 2022.

During fiscal year 2025, KUB sold $111 million in revenue bonds for the purpose of funding system
expenditures.

On August 24, 2024, TVA's board voted to approve a 5.25 percent electric base rate increase effective
October 1, 2024. The increase flowed directly to KUB’s electric customers.

In September 2023, KUB elected to participate in TVA’'s Power Supply Expanded Flexibility Program which
will allow KUB to produce up to 5 percent of KUB’s electric energy supply. The goals of this program include
achieving significant power cost savings, advancing the goal to generate 400 megawatts of renewable
energy by 2030, and demonstrating KUB’s commitment to a cleaner environment. During the fiscal year,
KUB contracted three TVA Flexibility projects. These include a TVA Green Invest Flexibility Conversion for
20 megawatts which began January 2025, a joint project with EPB and SR Durhamville for 33 megawatts
beginning June 2028, and a short-term Biomass contract that will scale down as future solar resources
come online. KUB also received Board approval in June 2025 for a fourth Flexibility contract, securing a 21
megawatts local project to be hosted at Cemex.

In the fall of 2024, KUB completed installation of two public fast-charging stations for electric vehicles in
Downtown Knoxville and Seymour. These stations were installed as part of TVA’'s Fast Charge Tennessee
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Network. Since going live, they have provided over 3,000 charging sessions for electric vehicle drivers in
the Knoxville region.

KUB'’s electric system maintains a Diamond Level designation by the American Public Power Association’s
(APPA) Reliable Public Power Provider (RP3) program, the highest level of recognition of the program.

KUB’s natural gas system was named to the American Public Gas Association’'s (APGA) System
Operational Achievement Recognition (SOAR) Program in 2018, reflecting KUB’s commitment to system
integrity, continuous improvement, safety, and employee development. As a Gold Level designee, the
company remains a member of the program through 2027. In recognition of safety performance, KUB was
named a 2025 APGA Safety Contest Winner. KUB also received the 2025 APGA Safety Management
Excellence Award and the 2025 Community Service Award for excellence in operating its natural gas utility.

KUB’s wastewater treatment plants have a strong track record of excellent performance, recognized
through numerous awards from the National Association of Clean Water Agencies (NACWA) over the
years. In 2025, KUB met the 2024 criteria to earn a NACWA Peak Performance Gold Award for its Fourth
Creek Wastewater Treatment Plant, and Silver Awards for its Eastbridge, Kuwahee, and Loves Creek
facilities.

KUB was named a NACWA National Environmental Achievement Awards 2024 honoree. These awards
recognize individuals and NACWA member agencies that have made outstanding contributions to
environmental protection and the clean water community. In 2024, KUB received two awards: one in the
Operations & Environmental Performance category for its Biologically Enhanced High-Rate Clarifier, and
another in the Workforce Development category for its Utility Apprentice Program.

In 2023, KUB obtained Diamond Certification from the National Biosolids Partnership, a ten-year recognition
that represents the highest and newest level of certification within the program. Biosolids are nutrient-rich
organic matter produced by wastewater treatment and are registered fertilizers with the Tennessee
Department of Agriculture.

Century Il Infrastructure Program

Century Il is KUB'’s proactive long-range program to improve and maintain the electric, natural gas, water,
and wastewater systems for its customers. It includes maintenance and asset replacement strategies for
each system and establishes sustainable replacement cycles. Century Il moves KUB into its second century
of service by improving each system through sound planning, resource allocation, and continued
investment.

In September 2021, the Board approved electric rate increases to support both the Century Il program and
expanded fiber network. The three approved 3 percent electric rate increases went into effect April 2022,
April 2023, and April 2024 generating $16.7 million, $17.4 million, and $18 million in additional annual
Electric Division revenue, respectively.

In June 2022, the Board approved water and wastewater rate increases to support the Century Il program.
The water rate increases took effect in July 2022, July 2023, and July 2024, generating additional annual
Water Division revenue of $3.4 million, $3.4 million, and $3.6 million, respectively. The wastewater rate
increases took effect in July 2022, July 2023, and July 2024, generating additional annual Wastewater
Division revenue of $3.9 million, $4 million, and $4.2 million, respectively.

In June 2024, as part of KUB'’s Inflation Response Plan, the Board approved the next phase of electric,
gas, water, and wastewater rate increases to support the Century Il program and the expanded fiber
network. The first of three approved electric rate increases took effect in April 2025 generating additional
annual Electric Division revenue of $26 million. The remaining rate increases, effective April 2026 and April



Knoxville Utilities Board
Management’s Discussion and Analysis
June 30, 2025 and 2024

2027, are expected to provide $20.7 million and $14.2 million in additional annual Electric Division revenue,
respectively. The first of three approved 3 percent gas rate increases took effect in October 2024,
generating additional annual Gas Division revenue of $4.1 million. The remaining rate increases, effective
October 2025 and October 2026, are expected to provide $4.5 million in additional annual Gas Division
revenue each. The three approved 6 percent water rate increases are effective in July 2025, July 2026, and
July 2027 and are expected to provide $4.5 million, $4.8 million, and $5.1 million in additional annual Water
Division revenue, respectively. The three approved wastewater rate increases are effective in July 2025,
July 2026, and July 2027 and are expected to provide $2.3 million, $2.4 million, and $2.4 million in additional
annual Wastewater Division revenue, respectively.

KUB is currently in the process of implementing a Water Plant Redundancy initiative to ensure that high
quality, reliable water service will be provided to customers over the long term. KUB maintains a single
water treatment plant for its system. In lieu of building a second treatment facility to ensure capacity will be
available to meet the needs of current and future water customers, KUB will invest approximately $161
million in various redundant facilities at the site of its existing Mark B. Whitaker Water Treatment Plant over
a 16-year period that began in fiscal year 2017. Construction of a new generator building with three 2,500
kW diesel generators and associated switchgear was completed in fiscal year 2022 at the Mark B. Whitaker
Water Treatment Plant. Construction of the new water filter project commenced in October 2022 and is
projected to be completed by November 2025.

Knox County committed $2.6 million through a Tennessee Department of Environment and Conservation
(TDEC) non-competitive grant and an additional $10 million in direct funding from the American Rescue
Plan Act (ARPA). The City of Knoxville contributed $7.5 million through a TDEC non-competitive grant and
$5 million in direct ARPA funding. In total, $25.1 million in grant funding was awarded. All funds have been
received by KUB and were used to support KUB’s new water filter project at its Mark B. Whitaker Water
Treatment Plant.

In fiscal year 2025, the electric system replaced 8 miles of transmission lines and 5.3 miles of underground
cable. In the natural gas system, 8.4 miles of gas steel main were replaced. In the water system, 2.7 miles
of galvanized water main and 9.2 miles of cast iron water main were replaced. In the wastewater system,
7.9 miles of main were rehabilitated or replaced.

Fiber Network

During fiscal year 2021, KUB developed a Fiber to the Home Business Plan for the provision of broadband
services to customers within its electric system service territory. In accordance with state law and KUB'’s
wholesale power supply contract with TVA, the Business Plan was submitted to the Office of the Comptroller
of the Treasury for Tennessee and TVA for review. The Office of the Comptroller found KUB’s Business
Plan to be financially feasible, and TVA approved it, finding no cross-subsidization exists between the
proposed Fiber Division and the Electric Division.

After gaining the required approvals from TVA, the State of Tennessee, KUB’s Board, and City Council,
KUB launched its new Fiber Division. Broadband services are provided by a high-speed fiber optic network
that is owned and maintained by the Electric Division. The Fiber Division shares in the cost of building and
operating the Fiber network by paying the Electric Division an annual access fee based on the year-end
value of those assets and the related expenses. The Fiber Division also pays the Electric Division an annual
utilization fee based on attachments to the network. In addition to providing broadband services, the fiber
network is also allowing KUB to implement new advanced technologies to improve the reliability of its
electric system.

As a component of the Fiber Division’s start-up financing plan, approved by KUB's Board and TVA, the
Electric Division will provide $55 million of interdivisional loans. The first $10 million was provided in October
2021, $7 million was provided in August 2022, $13 million was provided in February 2023, and $5 million
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was provided in May 2024, all maturing in June 2030. The Electric Division issued a $2 million loan in May
2024, and a $7 million loan in December 2024 to the Fiber Division, both maturing in June 2032.

In fiscal year 2022, KUB began the seven-year buildout on extending fiber infrastructure to make broadband
service available to electric customers. KUB commenced a pilot customer program in June 2022, and the
first broadband customers began receiving service in September 2022.

As of June 30, 2025, the Fiber Division had 22,416 customers.

The Tennessee Emergency Broadband Fund selected KUB for a grant of $15.3 million to assist in the
provision of broadband access to Grainger, Jefferson, Sevier, and Union Counties. As of June 30, 2025,
KUB has received $10.6 million in reimbursements.

KUB'’s internet assistance program, ConnectED, provides free high-speed internet to student households
who qualify, with funding from the City of Knoxville and Knox County. ConnectED participants receive $80
monthly toward fiber-related charges.

The fiber network is an integral component of a $702 million ten-year Enhanced Grid Modernization effort
for the Electric Division. The program will be funded by a combination of electric rate increases, new bonds,
grant funds, and projected payments from the Fiber Division.

Financial Highlights
Fiscal Year 2025 Compared to Fiscal Year 2024

KUB'’s consolidated Change in Net Position increased $132.4 million in fiscal year 2025. Comparatively,
net position increased by $96.2 million in fiscal year 2024.

Operating revenue increased $108.4 million, driven by increased volumes, a higher customer base in the
Fiber Division, and rate increases in the Electric, Gas, Water, and Wastewater Divisions. Purchased energy
expense (power and natural gas) increased $58.3 million, or 11.9 percent, the combined effect of a $49.5
million increase in purchased power cost and a $8.8 million increase in purchased gas cost. Increased
levels of purchased power expense were driven by higher customer demand and wholesale power costs
from TVA’s 5.25 percent rate increase. Increased purchased gas cost was due to higher storage injections,
natural gas prices, and customer demand. Margin from sales (operating revenue less purchased energy
expense) increased $50.1 million, or 10.9 percent, compared with the prior fiscal year.

Operating expenses (excluding purchased power and purchased gas expense) increased $6.7 million.
Operating and maintenance (O&M) expenses were $1.9 million higher than the previous year, due to an
increase in labor-related expenses and materials and chemicals. Depreciation and amortization expense
increased $7.8 million, or 8 percent. Taxes and tax equivalents decreased $3 million, or 7.2 percent.

Interest income was $2.8 million higher than the prior fiscal year, driven by higher cash balances and the
replacement of maturing low-yield investments with new investments at significantly higher rates, despite a
modest decline in overall interest rates. Interest expense increased $4.2 million, or 9.2 percent, reflecting
interest expense from new revenue bonds sold during fiscal year 2025 and interest on increased levels of
customer deposits.

Capital contributions decreased $1.3 million, the result of a lower level of assets contributed by developers.

Total capital assets (net) increased $148.7 million, or 5.9 percent over the last fiscal year.



Knoxville Utilities Board
Management’s Discussion and Analysis
June 30, 2025 and 2024

Long-term debt represented 41.8 percent of KUB'’s consolidated capital structure, compared to 42.5 percent
last fiscal year. Capital structure equals long-term debt (including the current and long-term portion of
revenue bonds), plus net position.

Fiscal Year 2024 Compared to Fiscal Year 2023

KUB'’s consolidated Change in Net Position increased $96.2 million in fiscal year 2024. Comparatively, net
position increased by $69.5 million in fiscal year 2023.

Operating revenue decreased $21.1 million, the net result of the flow through of lower energy costs in KUB's
rates, along with rate increases in the Electric, Water, and Wastewater Divisions. Purchased energy
expense (power and natural gas) decreased $62.1 million or 11.2 percent, the combined effect of a $28.5
million decrease in purchased power cost and a $33.6 million decrease in purchased gas cost. Margin from
sales (operating revenue less purchased energy expense) increased $41.1 million or 9.8 percent compared
with the prior fiscal year.

Operating expenses (excluding purchased power and purchased gas expense) increased $19.2 million.
Operating and maintenance (O&M) expenses were $12.9 million higher than the previous year, due to an
increase in outside contractor and consultant expenses, materials and chemicals, labor-related expenses,
and vegetation management expenses. Depreciation and amortization expense increased $4.1 million or
4.3 percent. Taxes and tax equivalents increased $2.3 million or 5.9 percent.

Interest income was $3.5 million higher than the prior fiscal year, due to higher interest rates throughout
the fiscal year. Interest expense increased $2.4 million or 5.7 percent, reflecting interest expense from new
revenue bonds sold during fiscal year 2024.

Capital contributions decreased $1.8 million, the result of a lower level of assets contributed by developers.
Total capital assets (net) increased $156.1 million or 6.6 percent over the last fiscal year.
Long-term debt represented 42.5 percent of KUB’s consolidated capital structure, compared to 43.4 percent

last fiscal year. Capital structure equals long-term debt (including the current and long-term portion of
revenue bonds), plus net position.

Knoxville Utilities Board Consolidated Financial Statements

KUB's financial performance is reported under three basic consolidated financial statements: the Statement
of Net Position; the Statement of Revenues, Expenses and Changes in Net Position; and the Statement of
Cash Flows.

KUB'’s basic financial statements were expanded to meet the requirement of GASB Statement No. 84. The
fiduciary activities of KUB include the Knoxville Utilities Board Pension Plan and the Knoxville Utilities Board
Other Post-Employment Benefits Trust and are included on Statements of Fiduciary Net Position and
Statements of Changes in Fiduciary Net Position.

Statement of Net Position
KUB reports its assets, deferred outflows of resources, liabilities, deferred inflows of resources, and net

position in the Statement of Net Position. Assets are classified as current, restricted, plant in service,
intangible, or other assets.

10
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Liabilities are classified as current, other, or long-term debt. Net position is classified as net investment in
capital assets, restricted, or unrestricted. Net position tells the user what KUB has done with its accumulated
earnings, not just the balance.

Net investment in capital assets reflects the book value of all capital assets and intangible assets, less
lease and subscription liabilities and the outstanding balances of debt used to acquire, construct, or improve
those assets.

Restricted net position includes assets that have been limited to specific uses by KUB'’s bond covenants or
through resolutions passed by the KUB Board.

Unrestricted net position is a residual classification; the amount remaining after reporting net position as
either invested in capital or restricted is reported there.

Statement of Revenues, Expenses and Changes in Net Position

KUB reports its revenues and expenses (both operating and non-operating) on the Statement of Revenues,
Expenses and Changes in Net Position. In addition, any capital contributions or assets donated by
developers are reported on this statement.

Total revenue less total expense equals the change in net position for the reporting period. Net position at
the beginning of the period is increased or decreased, as applicable, by the change in net position for the
reporting period.

The change in net position for the reporting period is added to the net position segment of the Statement
of Net Position.

Statement of Cash Flows

KUB reports cash flows from operating activities, capital and related financing activities, non-capital and
related financing activities, and investing activities on the Statement of Cash Flows. This statement tells the
user the sources and uses of cash during the reporting period.

The statement indicates the beginning cash balance and ending cash balance and how it was either
increased or decreased during the reporting period.

The statement also reconciles cash flow to operating income as it appears on the Statement of Revenues,
Expenses and Changes in Net Position.

11
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Condensed Financial Statements

Statement of Net Position

The following table reflects the condensed consolidated Statement of Net Position for KUB compared to
the prior two fiscal years.

Statements of Net Position
As of June 30

(in thousands of dollars) 2025 2024 2023
Current, restricted, intangible, and other assets $ 517,109 $ 450,473  $ 460,223
Capital assets, net 2,660,614 2,511,915 2,355,801
Total assets 3,177,723 2,962,388 2,816,024
Deferred outflows of resources 29,457 43,938 67,744
Total assets and deferred outflows of resources 3,207,180 3,006,326 2,883,768
Current and other liabilities 276,254 271,665 277,812
Long-term debt outstanding 1,255,871 1,193,277 1,167,157
Total liabilities 1,532,125 1,464,942 1,444,969
Deferred inflows of resources 13,578 12,337 5,939
Total liabilities and deferred inflows of resources 1,545,703 1,477,279 1,450,908
Net position
Net investment in capital assets 1,364,989 1,280,751 1,154,845
Restricted 25,257 25,949 23,818
Unrestricted 271,231 222,347 254,197
Total net position $ 1,661,477 $ 1,529,047 $ 1,432,860

Normal Impacts on Statement of Net Position

The following is a description of activities which will normally impact the comparability of the Statement of
Net Position presentation:

e Change in net position (from Statement of Revenues, Expenses and Changes in Net Position): impacts
(increase/decrease) current and other assets and/or capital and intangible assets and unrestricted net
position.

e |ssuing debt for capital: increases deferred outflows of resources and long-term debt.
e Spending debt proceeds on new capital: reduces current assets and increases capital assets.

e Spending of non-debt related current assets on new capital: (a) reduces current assets and increases
capital assets, and (b) reduces unrestricted net position and increases net investment in capital assets.

e Principal payment on debt: (a) reduces current and other assets and reduces long-term debt, and (b)
reduces unrestricted net position and increases net investment in capital assets.

e Reduction of capital assets through depreciation: reduces capital assets and net investment in capital
assets.
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Impacts and Analysis
Current, Restricted, Intangible, and Other Assets

Fiscal Year 2025 Compared to Fiscal Year 2024

Current, restricted, intangible, and other assets increased $66.6 million, or 14.8 percent, due to an increase
in general fund cash (including cash and cash equivalents, short-term investments, and long-term
investments) of $56.2 million, an increase in accounts receivable of $11.1 million. These increases were
offset by a decrease in inventories of $2.6 million.

KUB under recovered $5.9 million in wholesale power costs from its customers in fiscal year 2025, as
compared to a $5.1 million under recovery in fiscal year 2024. This under recovery of costs will be charged
to KUB'’s electric customers during the next fiscal year through adjustments to rates via the Purchased
Power Adjustment. KUB under recovered $2.7 million in wholesale gas costs from its customers in fiscal
year 2025, as compared to a $1.1 million under recovery in fiscal year 2024. This under recovery of costs
will be charged to KUB’s gas customers during the next fiscal year through adjustments to rates via the
Purchased Gas Adjustment.

Fiscal Year 2024 Compared to Fiscal Year 2023

Current, restricted, intangible, and other assets decreased $9.8 million or 2.1 percent, due to a decrease in
general fund cash (including cash and cash equivalents, short-term investments, and long-term
investments) of $38.3 million offset by an increase in accounts receivable of $14.2 million, an increase in
under recovered purchased power cost of $5.1 million, an increase in lease receivable of $5 million, and
an increase in inventories of $3.8 million.

KUB under recovered $5.1 million in wholesale power costs from its customers in fiscal year 2024, as
compared to a $3.5 million over recovery in fiscal year 2023. This under recovery of costs will be charged
to KUB’s electric customers during the next fiscal year through adjustments to rates via the Purchased
Power Adjustment. KUB under recovered $1.1 million in wholesale gas costs from its customers in fiscal
year 2024, as compared to a $4.4 million over recovery in fiscal year 2023. This under recovery of costs
will be charged to KUB’s gas customers during the next fiscal year through adjustments to rates via the
Purchased Gas Adjustment.

Capital Assets

Fiscal Year 2025 Compared to Fiscal Year 2024

Capital assets (net) increased $148.7 million, or 5.9 percent. Major capital expenditures (reflected in both
plant additions and work in progress) in fiscal year 2025 included $76.3 million for fiber network buildout,
$27.8 million for various electric distribution system improvements, $23.4 million for water plant redundancy,
$23.3 million related to wastewater Century Il projects, $22.7 million for electric services and extensions,
$15 million for water main replacements, $8.9 million for pole replacements for the electric system, and
$8.4 million for gas service extensions. System assets of $20.9 million were retired during fiscal year 2025.

Fiscal Year 2024 Compared to Fiscal Year 2023

Capital assets (net) increased $156.1 million or 6.6 percent. Major capital expenditures (reflected in both
plant additions and work in progress) in fiscal year 2024 included $67.7 million for fiber network buildout,
$32.3 million for various electric distribution system improvements, $21 million related to wastewater
Century Il projects, $17.6 million for electric services and extensions, $11.2 million for water plant
redundancy, $9.1 million for water main replacements, $7.7 million for gas service extensions, and $7.3
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million for pole replacements for the electric system. System assets of $36.7 million were retired during
fiscal year 2024.

Deferred Outflows of Resources

Fiscal Year 2025 Compared to Fiscal Year 2024

Deferred outflows of resources decreased $14.5 million compared to the prior year, due to a decrease in
pension outflow of $12.6 million, a decrease in OPEB outflow of $1 million, and a decrease in unamortized
bond refunding costs of $0.9 million when compared to the prior fiscal year.

Fiscal Year 2024 Compared to Fiscal Year 2023

Deferred outflows of resources decreased $23.8 million compared to the prior year, due to a decrease in

pension outflow of $20.3 million, a decrease in OPEB outflow of $2.6 million, and a decrease in unamortized
bond refunding costs of $0.9 million when compared to the prior fiscal year.
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Current and Other Liabilities
Fiscal Year 2025 Compared to Fiscal Year 2024

Current and other liabilities increased $4.6 million, or 1.7 percent, compared to the prior fiscal year. This
reflects an increase of $4.7 million in accrued expenses, an increase of $4.1 million in payables, an increase
of $1.8 million in customer deposits, a $1.7 million increase in customer advances for construction, and a
$1.4 million increase in accrued interest on revenue bonds. These increases were offset by a decrease of
$4.4 million in the actuarially determined net pension liability, a $4.1 million decrease in the actuarially
determined net OPEB liability, and a $1 million decrease in subscription liability.

Fiscal Year 2024 Compared to Fiscal Year 2023

Current and other liabilities decreased $6.1 million, or 2.2 percent, compared to the prior fiscal year. This
reflects a decrease of $14.8 million in the actuarially determined net pension liability, a decrease of $4.4
million in over recovered purchased gas cost, a $3.6 million decrease in the actuarially determined net
OPEB liability, and a decrease of $3.5 million over recovered purchased power cost. These decreases were
offset by an increase of $13.5 million in payables, an increase of $2.8 million in the current portion of

revenue bonds, an increase of $2.6 million in accrued expenses, and an increase of $1.3 million in customer
deposits.

Long-term Debt

Fiscal Year 2025 Compared to Fiscal Year 2024

Long-term debt increased $62.6 million, or 5.2 percent. The increase is due in part to the net impact of the
scheduled repayment of debt and $111 million in electric and water system revenue bonds sold in July
2024.

Fiscal Year 2024 Compared to Fiscal Year 2023

Long-term debt increased $26.1 million, or 2.2 percent. The increase is due in part to the net impact of the
scheduled repayment of debt and $75 million in electric and water system revenue bonds sold in November
2023.

Deferred Inflows of Resources

Fiscal Year 2025 Compared to Fiscal Year 2024

Deferred inflows increased $1.2 million compared to the prior fiscal year, primarily due to a $2.4 million
increase in OPEB inflow offset by a $1 million decrease in lease inflow.

Fiscal Year 2024 Compared to Fiscal Year 2023

Deferred inflows increased $6.4 million compared to the prior fiscal year, primarily due to a $4.8 million
increase in lease inflow and a $1.8 million increase in OPEB inflow.

(Space left intentionally blank)
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Net Position
Fiscal Year 2025 Compared to Fiscal Year 2024

Total net position increased $132.4 million, or 8.7 percent. Net investment in capital assets increased $84.2
million, or 6.6 percent, the result of an increase of $148.7 million in net plant additions offset by a $64.1
million increase in the current and long-term portions of revenue bonds. Restricted net position decreased
$0.7 million compared to the prior year. Unrestricted net position increased $48.9 million, or 22 percent
compared to the previous fiscal year, primarily due to an increase in general fund cash (including cash and
cash equivalents, short-term investments, and long-term investments) of $56.2 million.

Fiscal Year 2024 Compared to Fiscal Year 2023

Total net position increased $96.2 million, or 6.7 percent. Net investment in capital assets increased $125.9
million, or 10.9 percent, the result of an increase of $156.1 million in net plant additions offset by a $30.6
million increase in the current and long-term portions of revenue bonds. Restricted net position increased
$2.1 million compared to the prior year. Unrestricted net position decreased $31.8 million, or 12.5 percent,
compared to the previous fiscal year, primarily due to a decrease in general fund cash (including cash and
cash equivalents, short-term investments, and long-term investments) of $38.3 million.
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Statement of Revenues, Expenses and Changes in Net Position

The following table reflects the condensed consolidated Statement of Revenues, Expenses and Changes
in Net Position for KUB compared to the prior two fiscal years.

Statements of Revenues, Expenses and Changes in Net Position
For the Years Ended June 30

(in thousands of dollars) 2025 2024 2023
Operating revenues $ 1,059,872 $ 951,461 % 972,519
Less: Purchased energy expense 549,793 491,481 553,595
Margin from sales 510,079 459,980 418,924
Operating expenses
Treatment 23,789 21,663 20,707
Fiber products and promotions 6,793 5,313 3,142
Distribution and collection 90,808 92,564 86,742
Customer service 11,347 10,708 15,659
Administrative and general 73,963 74,556 65,698
Depreciation and amortization 105,819 97,979 93,928
Taxes and tax equivalents 38,557 41,562 39,260
Total operating expenses 351,076 344,345 325,136
Operating income 159,003 115,635 93,788
Interest income 15,455 12,606 9,122
Interest expense (49,247) (45,086) (42,674)
Other income/(expense) 5,977 10,502 4,971
Change in net position before capital contributions 131,188 93,657 65,207
Capital contributions 1,242 2,530 4,325
Change in net position $ 132,430 $ 96,187 $ 69,532

Normal Impacts on Statement of Revenues, Expenses and Changes in Net
Position

The following is a description of activities which will normally impact the comparability of the Statement of
Revenues, Expenses and Changes in Net Position presentation:

e Operating revenue is largely determined by volume of sales for the fiscal year. Any change
(increase/decrease) in retail rates would also be a cause of change in operating revenue.

e Purchased energy expense is determined by volume of power purchases from TVA and volume of
natural gas purchases for the fiscal year. Also, any change (increase/decrease) in wholesale power
and/or gas rates would result in a change in purchased energy expense.

e Operating expenses (distribution, customer service, administrative and general) are normally impacted
by changes in areas including, but not limited to, labor cost (staffing, wage rates), active employee and
retiree medical expenses, and system maintenance.

e Depreciation and amortization expense is impacted by intangible assets, plant additions and
retirements during the fiscal year.
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e Taxes and equivalents are impacted by plant additions/retirements, changes in property tax rates, and
gross margin levels.

e Interest income is impacted by level of interest rates and investments.

e Interest expense on debt is impacted by level of outstanding debt and the interest rate(s) on the
outstanding debt.

e Other income/(expense) is impacted by miscellaneous non-operating revenues and expenses.

e Capital contributions are impacted by a donation of facilities/infrastructure to KUB by developers and
governmental agencies. The contributions are recognized as revenue and recorded as plant in service
based on the fair market value of the asset(s).

Impacts and Analysis

Change in Net Position

Fiscal Year 2025 Compared to Fiscal Year 2024

KUB'’s consolidated Change in Net Position increased $132.4 million in fiscal year 2025. Comparatively,
net position increased $96.2 million in fiscal year 2024.

Fiscal Year 2024 Compared to Fiscal Year 2023

KUB'’s consolidated Change in Net Position increased $96.2 million in fiscal year 2024. Comparatively, net
position increased $69.5 million in fiscal year 2023.

(Space left intentionally blank)
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Margin from Sales
Fiscal Year 2025 Compared to Fiscal Year 2024

Operating revenue was $108.4 million higher than the previous fiscal year. Both electric and natural gas
experienced increases in wholesale energy prices. Electric Division operating revenue increased $73.2
million, driven by a 3 percent increase in billed sales volumes, additional revenue from the April 2024 and
April 2025 rate increases, and increased wholesale energy costs from TVA’s 5.25 percent rate increase.
Fiber Division operating revenue increased $10.7 million due to the addition of fiber customers this fiscal
year. Gas Division revenue increased $14.7 million for the fiscal year, driven by a 6 percent increase in
billed volumes and additional revenue from the October 2024 rate increase. Water Division revenue
increased $4.6 million, due to an increase in billed water sales volumes of 0.4 percent and additional
revenue from the July 2024 rate increase. Wastewater Division revenue was $5.3 million higher than the
previous year, reflecting additional revenue from the July 2024 rate increase.

Wholesale energy expense increased $58.3 million, or 11.9 percent. Purchased power expense increased
$49.5 million compared to last year, due to higher customer demand and increased wholesale power costs
resulting from TVA's 5.25 percent rate increase. KUB received $10.4 million as a result of TVA’'s Long-Term
Partnership Credit and $0.6 million in a Flexibility Energy Credit, which decreased power expenses by $11
million in the current fiscal year. Purchased gas expense was $8.8 million higher than the prior year,
reflecting increased storage injection, higher natural gas prices, and higher customer demand.

Margin from sales (operating revenue less purchased energy expense) increased $50.1 million compared
to the previous year.

Fiscal Year 2024 Compared to Fiscal Year 2023

Operating revenue was $21.1 million lower than the previous fiscal year. Both electric and natural gas
experienced decreases in wholesale energy prices. Electric Division operating revenue decreased $4.9
million, the net result of a 0.6 percent increase in billed sales volumes, additional revenue from the April
2024 rate increase, and lower wholesale energy costs. Fiber Division operating revenue increased $5.5
million due to the addition of fiber customers this fiscal year. Gas Division revenue decreased $31.9 million
for the fiscal year, the net result of a 1.7 percent increase in billed sales volumes and lower natural gas
prices. Water Division revenue increased $4 million, reflecting a 1.8 percent increase in billed sales volumes
and additional revenue from the July 2023 rate increase. Wastewater Division revenue was $6.2 million
higher than the previous year, reflecting a 2.2 percent increase in billable wastewater flows and additional
revenue from the July 2023 rate increase.

Wholesale energy expense decreased $62.1 million, or 11.2 percent. Purchased power expense decreased
$28.5 million compared to last year, due to the flow through of lower wholesale power costs. KUB received
$9.7 million in wholesale power rate credits during the fiscal year as part of KUB’s Long-Term Partnership
Agreement with TVA, which decreased power expenses in the current fiscal year. Purchased gas expense
was $33.6 million lower than the prior year, reflecting lower natural gas prices for the fiscal year.

Margin from sales (operating revenue less purchased energy expense) increased $41.1 million compared
to the previous year.

(Space left intentionally blank)
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Operating Expenses

Fiscal Year 2025 Compared to Fiscal Year 2024

Operating expenses (excluding wholesale purchased energy expense) increased $6.7 million compared to
fiscal year 2024. Operating expenses include operations and maintenance (O&M) expense,
depreciation/amortization, and taxes/tax equivalents. O&M expenses can be further classified as treatment,
fiber products and promotions, distribution and collection, customer service, and administrative and
general.

e Treatment expenses increased $2.1 million, primarily due to higher materials and chemicals
expenses and labor-related expenses

e Fiber products and promotions increased $1.5 million, primarily due to television expenses,
and materials costs.

e Distribution and collection expenses decreased $1.8 million, or 1.9 percent, primarily due to
lower outside contractor and consultant expenses, partially offset by higher labor-related
expenses and vegetation management circuit work.

e Customer service expenses increased $0.6 million, primarily due to labor-related expenses.

¢ Administrative and general expenses decreased $0.6 million, primarily due to lower outside

contractor and consultant costs, partially offset by higher labor-related expenses and
technology subscriptions.
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e Depreciation and amortization expense increased $7.8 million, or 8 percent. KUB added $212.1
million in assets during fiscal year 2025. A partial year of depreciation expense was recorded
on these capital investments and a full year of depreciation expense was incurred on $290.3
million in assets placed in service during fiscal year 2024. In addition, $20.9 million of assets
were retired during fiscal year 2025.

e Taxes and tax equivalents decreased $3 million, or 7.2 percent, primarily due to the City of
Knoxville's reduction in equalization rates offset by higher plant in service levels and increased
employer Federal Insurance Contributions Act (FICA) taxes.

Fiscal Year 2024 Compared to Fiscal Year 2023

Operating expenses (excluding wholesale purchased energy expense) increased $19.2 million compared
to fiscal year 2023. Operating expenses include operations and maintenance (O&M) expense,
depreciation/amortization, and taxes/tax equivalents. O&M expenses can be further classified as treatment,
fiber products and promotions, distribution and collection, customer service, and administrative and
general.

e Treatment expenses increased $1 million, primarily due to higher labor-related expenses and
chemical expenses.

e Fiber products and promotions increased $2.2 million, primarily due to materials, corporate
advertising, and labor-related expenses.

e Distribution and collection expenses increased $5.8 million, or 6.7 percent, primarily due to
outside contractor and consultant expenses, labor-related expenses, and vegetation
management circuit work.

e Customer service expenses decreased $5 million, primarily due to a change in methodology
for technology-related costs that resulted in an offsetting increase in administration and general
expenses.

e Administrative and general expenses increased $8.9 million, primarily due to a change in

methodology for technology-related costs that resulted in an offsetting decrease in customer
service expenses and increased insurance costs.
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e Depreciation and amortization expense increased $4.1 million, or 4.3 percent. KUB added
$290.3 million in assets during fiscal year 2024. A partial year of depreciation expense was
recorded on these capital investments and a full year of depreciation expense was incurred on
$137.4 million in assets placed in service during fiscal year 2023. In addition, $36.7 mill