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HAMILTON COUNTY
OFFICE OF THE COUNTY MAYOR

208 Courthouse
Chattanooga, Tennessee 37402

TO THE BOARD OF COUNTY COMMISSIONERS
AND CITIZENS OF HAMILTON COUNTY

December 17,2008

As Hamilton County’s Mayor, it is my duty to ensure that your tax dollars are used in a fiscally
prudent manner that is beneficial to all who live, work or play in our county and protect your
health and welfare. What follows is our service plan for Hamilton County residents.

In the middle of my fourth term, our effort to strengthen economic development has pro-
duced a rich harvest. On July 15, Volkswagen announced they would build an assembly plant
at Enterprise South. This is the start of what I believe will be one of the greatest periods of
change this region has seen since TVA brought electricity to the Tennessee Valley. In October,
I spent time in Germany mecting with suppliers and showcasing the benefits of these busi-

nesses locating here in Hamilton County. Volkswagen will provide two thousand new jobs
for our region. The number of jobs suppliers for Volkswagen will bring to our region is four Claude Ramsey
times that amount. [ am committed to making sure that Hamilton County gets its fair share County Mayor

of those companies.

Those jobs will need trainable, skilled workers. I remain committed to improving the educa-

tional level of our children so they will be able to take full advantage of the opportunities that arise in the near future.
My partnerships with our education institutions such as The University of Tennessee at Chattanooga, Chattanooga State
and the Hamilton County School System are stronger than ever as we work to forge new curriculum and standards to
enable our children to embrace this new future.

The Center for Entrepreneurial Growth (CEG) continues to be a source of pride. The CEG provides aid to fledgling
businesses from inception to mass marketing with one goal — to help them grow and succeed. I believe the CEG will
play an even greater role in our community with the business opportunity that came our way this past summer.

Our award winning Health Department continues to spotlight health issues that can be resolved on a community wide
basis. Our national recognized Step ONE (Optimize with Nutrition and Exercise) program continues to find new ways
to spread information throughout the community on how to battle obesity. Step ONE’s restaurant program expanded
this past year with the inclusion of local Subways into its Eat Smart initiative. The partnership with the Junior League
has expanded into additional Hamilton County schools instructing students on the importance of good nutrition. Step
ONE has formed an alliance with more than 40 organizations and over 80 members called the Partnership for Healthy
Living. The partnership’s goal is to organize and unify the message of living healthy lifestyles and promoting those life-
styles throughout Hamilton County.

Visit www.hamiltontn.gov



Our Hamilton County Prescription Discount Card continues to help our residents who are struggling to pay for their
medication. Since its inception in February 2007, residents who have used the card have saved $2.3 million.

The Hamilton SHINES program continues its mission of reducing littering behavior in our community through educa-
tion and enforcement of litter laws. We are making a difference through public education and community support. Our
ongoing effort to stress the importance of keeping our community clean to our younger residents continues through
anti-littering messages and lessons integrated into Hamilton County K-12 educational curriculum. I believe this mes-
sage will be carried home by our children and will help influence and correct some of the bad habits adults may have
developed, creating a cleaner community.

This past year has been the highlight of my four terms as your Hamilton County Mayor. But there is still much to be
done, and I remain excited about creating opportunity for all of our residents. This is a time to remain focused on our
very bright future and prepare for the intangibles that lie before us. I have always been proud to call Hamilton County
home. Now the stage is set for us to show the world why Hamilton County is such a special place to live!

Sincerely,

Claude Ramsey
County Mayor

Visit www.hamiltontn.gov
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HAMILTON COUNTY, TENNESSEE

LOUIS S. WRIGHT

Administrator of Finance

December 17,2008

TO THE CITIZENS, COUNTY MAYOR AND COUNTY BOARD OF COMMISSIONERS

[ am pleased to present to you the Comprehensive Annual
Financial Report (CAFR) of Hamilton County, Tennes-
see for the fiscal year ended June 30, 2008. This report
was prepared in accordance with generally accepted ac-
counting principles (GAAP) by the Finance Division of
Hamilton County. Responsibility for both the accuracy
of the presented data and the completeness and fairness
of presentation, including all disclosures, rests with the
County. We believe the data, as presented, is accurate in
all material aspects. It is presented in a manner designed to
fairly set forth the financial activity of the various funds.
All disclosures necessary to enable the reader to gain the
maximum understanding of the County’s financial affairs
have been included.

This report is prepared under the accounting model for gov-
ernments as prescribed by the Governmental Accounting
Standards Board (GASB) Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for
State and Local Governments. Using this approach, the reader
can view program costs compared to program revenues for
the government as a whole.

The State of Tennessee requires an annual audit of the
County’s financial records. An independent firm of certified
public accountants, Henderson, Hutcherson & McCullough,
PLLC, has audited the County’s financial statements in

accordance with this requirement. The independent firm
is responsible to the County Board of Commissioners and
is under contract to the State Comptroller of the Treasury.
The independent auditor concluded, based upon the audit,
that the County’s financial statements for the fiscal year
ended June 30, 2008, are fairly presented in conformity
with GAAP and thus rendered an unqualified opinion.
The report of independent accountants is presented in the
financial section of this report.

This report contains the traditional County funds, the
Constitutional Officers of the County and the County’s
discretely presented component units: the Hamilton
County Department of Education, the Hamilton County
“911” Emergency Communication District, the Water and
Wastewater Treatment Authority, and the Hamilton County
Railroad Authority. These agencies are included based on
criteria established by GASB.

GAAP requires that management provide a narrative intro-
duction, overview and analysis in the form of Management’s
Discussion and Analysis (MD&A) to accompany the basic
financial statements. This letter of transmittal is designed to
complement the MD&A and should be read in conjunction
with it. The County’s MD&A can be found beginning on
page iii of the Financial Section.



Hamilton County is located in the southeast region of
the State of Tennessee with the City of Chattanooga as
its largest city. It is approximately 120 miles southwest of
Knoxville, Tennessee, 360 miles east of Memphis, Tennessee,
and 120 miles southeast of Nashville, Tennessee, which is
the State capital.

The County was incorporated on October 25, 1819, by
the Tennessee State Legislature. It operates under a County
Commission/County Mayor form of government. The
County Mayor, the chief fiscal officer of the County, is
elected at large to a four-year term as are the Sheriff,
Criminal Court Clerk, Juvenile Court Clerk, Register of
Deeds, Clerk of Circuit Court, County Clerk, Juvenile
Court Judge, Assessor of Property and Trustee. The District
Attorney General, District Public Defender and all Hamil-
ton County judges are elected at large for eight-year terms.
The County’s nine-member Board of Commissioners is
elected by districts to four-year terms. The Department
of Education, a component unit, is comprised of a nine-
member board that is elected by districts to four-year terms
that are staggered so no more than five are elected in an

election year.

The County provides its citizens a range of services that
includes, but is not limited to, police, ambulance, sanita-
tion and solid waste, health and social services, culture and
recreation, highways and streets, planning, courts, jails and
general administrative services. Other services are provided
by organizations which have their own board of directors
and include Water and Wastewater Treatment Author-
ity, Hamilton County “911” Emergency Communication
District, Hamilton County Department of Education, and
Hamilton County Railroad Authority.

Even though the Hamilton County Department of Educa-
tion is a separate entity from Hamilton County, it consti-
tutes a major portion of the funding requirement for the
County. With a school system of 5,704 employees and a
student population of 39,676, the Department of Education
operating budget for fiscal year 2008 was $352,286,455.
Hamilton County financed 48.4%, or $170,336,244 of
this operating budget through local property taxes, sales
tax collections and use of fund balance. State and federal
appropriations and grants provided $162,585,612, charges
for services provided $12,295,981 and miscellaneous items
provided $7,068,618.

PROFILE OF HAMILTON COUNTY, TENNESSEE

FACTORS AFFECTING
FINANCIAL CONDITION

The information presented in the financial statements is
perhaps best understood when it is considered from the
broader perspective of the specific environment within
which the County operates.

LOCAL ECONOMIC OUTLOOK

In a period of economic uncertainty, Hamilton County
remains strong and healthy. Unemployment has risen slightly
above the national average, but continues to remain below
the state average with more new jobs on the horizon. Con-
tinued development of the riverfront and downtown is a
positive mark for the local economy, as well as the aggres-
sive development and promotion of the Enterprise South
Industrial Park which will house a manufacturing site of
Volkswagen Group of America.

Hamilton County’s year-end fund balances continue to
remain healthy. Our strong reserves allow us to manage any
unexpected shortfalls in revenues.

Ten year analysis

of the growth in fund balance
(expressed in thousands)

Special Debt

General Revenue Service

Fund Funds Fund

1999 43,654 3,217 619
2000 45,938 11,623 1,438
2001 57,536 7,286 2,725
2002 55,315 8,897* 1,685
2003 53,605 9,251* 832
2004 52,619 8,338* 1,277
2005 49,714 6,709%* 1,343
2006 55,363 8,440 1,421
2007 58,334 8,542 1,653
2008 77,102 8,638 240

* Prior years do not include Children’s Service and Economic Crimes
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Management’s goals and objectives are to continue to
provide infrastructure for future growth and sound fiscal
management of county resources while maintaining the
quality of life enjoyed here in Hamilton County.

SCHOOLS

Hamilton County has embarked on an aggressive capital
plan to build new schools and to bring many older ones into
the twenty-first century. Since 1996, Hamilton County has
provided funding for the completion of eleven new schools
(one with private funding) and major renovation of eighteen
existing structures for a total cost of over $257 million.

RIVERWALK

The Tennessee Riverpark extends some thirteen miles from
downtown Chattanooga to the Chickamauga Dam. ITam-
ilton County joined with the City of Chattanooga and the
RiverCity Company in developing this world-class facility.
More than $57 million in public and private funds were
used for design and construction.

ENTERPRISE SOUTH INDUSTRIAL PARK

In July 2008,Volkswagen Group of America selected Enter-
prise South Industrial Park as its newest manufacturing site,
committing to invest $1 billion in a state-of-the-art automo-
tive manufacturing facility for production of a car specially
designed for the North American market. This project will
bring 2,000 new direct jobs as well as an estimated 10,000
supplier-related jobs to the region.

Certified by the Tennessee Valley Authority in 2005 as Ten-
nessee’s first automotive megasite, Enterprise South’s status
as the region’s premier industrial park was affirmed by the
Volkswagen decision. Site improvements valued at nearly
$200 million are under way, and construction of the 1.9 mil-
lion square foot manufacturing facility has begun.Volkswa-
gen will occupy 1,350 acres at the site and aims to produce
150,000 vehicles annually beginning in 2011. Long-range
plans for the company include a potential expansion involv-
ing an additional 1,200 acres at Enterprise South.

Multimodal transportation access is a key asset for Enter-
prise South. The park is served by two interstate highway
interchanges, has dual rail capacity provided by CSX and
Norfolk Southern, and is located less than five miles from
Chattanooga Metropolitan Airport. Its industrial-grade

MANAGEMENT’S GOALS AND OBJECTIVES

water, sewer, natural gas, and electrical infrastructure have mini-
mized the need for major upgrades.

Another draw was its environmental assets. A significant amenity
and natural buffer for the industrial park is Enterprise South
Nature Park, comprised of 2,800 acres deeded to the County
and City through the Federal Lands to Parks Program. Grant
funds are aiding development of a visitor’s center and network
of walking, hiking, biking, and horseback riding trails through-
out the park.

In*“The Road to Chattanooga,” the Volkswagen Group of Amer-
ica website notes that “like many other cities with an industrial
past, changing times once threatened to leave Chattanooga in rust
and decline. But unlike some other cities facing the same fate,
Chattanooga's leadership and citizens chose to restore, reinvest
and reinvent.” Enterprise South Industrial Park is the result of
just this sort of visionary community investment.

CAPITAL OUTLAY

Expenditures for items such as computers, vehicles, minor reno-
vations and furniture are funded each year in the County’s annual
operating budget. This allows minor capital expenditures to be
funded from current available funds instead of bond issues.

FUND BALANCE

The County has consistently maintained a reserve in the General
Fund equivalent to at least three month’s expenditures and will
continuc to do so.

Ratio of Net General Bonded

Debt Outstanding
Fiscal General Percentage of

Year Ended Obligation Actual Taxable Per

June 30 Bonds Value of Property ~ Capita

1999 $ 152,365,000 1.08% $ 499
2000 135,890,000 0.93% 443
2001 173,680,000 1.15% 564
2002 154,960,000 0.88% 502
2003 139,070,000 0.77% 450
2004 162,040,000 0.89% 524
2005 143,380,000 0.77% 463
2006 125,510,000 0.57% 404
2007 107,730,000 0.45% 344
2008 188,260,000 0.79% 570



GENERAL
$72,318,341
32.01%
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FINANCIAL INFORMATION

ACCOUNTING SYSTEM
AND INTERNAL CONTROL

The County’s accounting system is organized on a “fund”
basis. Each fund or account group is a distinct self-balancing
accounting entity. The County’s day-to-day accounting
records are maintained on a cash basis. For financial report-
ing purposes, the accounting records are converted to the
modified and full accrual basis for all applicable funds. On
the modified accrual basis, revenues are recognized when
measurable and available, and expenditures are recognized
when goods or services are received. On the accrual basis,
revenues are recognized when earned; expenses are recog-
nized when incurred. Additional information concerning
the various funds utilized by Hamilton County can be
found in Note A.

In developing the County’s accounting system, much con-
sideration was given to the adequacy of internal account-
ing controls. Internal accounting controls are designed to
provide reasonable but not absolute assurance regarding; (1)
the safeguarding of assets against loss from unauthorized use
or disposition and (2) the reliability of financial records for
preparing financial statements and maintaining account-
ability for assets. The concept of reasonable assurance
recognizes that: (1) the cost of control should not exceed
the benefits likely to be derived, and (2) the valuation of
costs and benefits requires estimates and judgements by
management. In conjunction with the system of internal
control, Hamilton County has an independent internal
audit department, which reviews operations as a service to
management. This internal audit division is independent of
the executive branch.

BUDGET CONTROLS

The Board of Commissioners adopted the 2008 annual
budget for the County in July 2007. A formal budget is
employed as a management control device. The budgets
arc prepared on a basis consistent with GAAP cxcept that
encumbrances are treated as budgeted expenditures when
the commitment to purchase has occurred. All unencum-
bered and unexpended appropriations lapse at year-end.
The level at which expenditures may not legally exceed
appropriations is the division level.

11

Constitutional officers, departments and agencies requesting
funding by the Board of Commissioners must submit their
budget requests during May of each year at public hear-
ings. The County Mayor submits a proposed budget to the
Board of Commissioners for their approval prior to June 30.
After the budget is formally adopted, any changes within
a division that do not require additional resources must be
approved by the County Mayor; the Commission must
approve all other changes. Budget to actual comparisons
are presented in this CAFR for each individual fund for
which an annual budget has been adopted. For the General
Fund and the major governmental funds, these comparisons
are included in the basic financial statement section. The
nonmajor special revenue and debt service funds budget
to actual comparisons are included in the combining and
individual statements and schedules section of this report.
Hamilton County follows the laws of Tennessee regarding
the control, adoption and amendment of the budget during
each fiscal year. Hamilton County’s budget practices not
only comply with all state statutes but are more stringent

due to our formal budget policy.

CASH MANAGEMENT POLICIES
AND PRACTICES

The County pools its cash in order to maximize earnings.
Idle monies are invested, with the earnings allocated daily
based on each fund’s current equity in the pool. Certain
capital project funds do not pool their cash with general
government but maintain separate investment accounts for
arbitrage purposes.

During fiscal year 2008, the County’s cash resources were
primarily invested in the State of Tennessee Local Govern-
ment Investment Pool. The County did not invest in any
derivatives or similar debt and investment instruments.
The interest rates received by the County for the fiscal
year ranged from 2.20 percent to 5.45 percent and yielded
$5,757,035 of interest income.

The Hamilton County Board of Commissioners has
adopted an investment policy, which sets as its goal the
maximizing of investment earnings, while at the same time
protecting the security of the principle and maintaining
liquidity to meet the cash requirements. The policy sets



forth the allowable types of investments as well as the
individuals responsible for making those investments. The
policy also calls for a quarterly report, which is provided to
the County Mayor, the County Board of Commissioners,
and the County Auditor.

Associated with any investment activity, there is a risk that
a governmental entity will be unable to fully realize its
investments. Based on this risk, GASB has taken the posi-
tion that a governmental entity should disclose information
concerning its investments and deposits that will enable its
constituents to better assess the associated risks. This infor-
mation for Hamilton County has been provided based on
criteria established by GASB as described in Note D to the
Financial Statements.

RISK MANAGEMENT

The Hamilton County Financial Management Department
administers the County’s risk management program, which
includes the self-funded insurance program (on-the-job in-
juries, auto and general liability) and commercial insurance
program (property and boiler/machinery, other related poli-
cies) in order to protect the assets of Hamilton County.

The department is responsible for administering the claims
associated with the self-funded program and does so utiliz-
ing a third-party claims administrator. The County has a
Safety Program which is an integral part of this process and
consists of an Executive Safety Committee and departmental
safety committees, bolstered by regular staff training on a
variety of topics as well as facility inspections.

In addition, the Risk Management Officer provides con-

sultations on a variety of topics related to the various risks

that divisions/departments face in their daily service delivery.
To further minimize the County’s exposure, the Insurance
Recommendations and Requirements Manual is utilized for
the various contracts and agreements of the County. Through
the utilization of external resources, Financial Management
also maintains an accurate and up-to-date property schedule
for insurance purposes and obtains an annual actuarial review
and evaluation to ensure adequate funding is maintained for
the self-funded program.

GROUP INSURANCE

Each full-time employee is eligible for group medical and life
insurance on the first of the month following thirty days of
employment.The County offers two self-insured group medi-
cal plans through BlueCross BlueShield of Tennessee:a Co-pay
PPO plan which was closed to new employees as of September
6,2006 and a Coinsurance PPO plan, which is offered to all
new hires. The County also provides $20,000 of group term life
insurance and $20,000 of accidental death & dismemberment
insurance at no cost to each full-time employee.

PENSION TRUST FUNDS

The vast majority of employees participate in the State of
Tennessee Consolidated Retirement System (TCRS). The
remaining employees participate in three very small County-
administered plans. More detailed information concerning
these plans can be found in Note D.

TCRS is an agent multiple-employer defined benefit pension
plan,and publicly available financial reports can be obtained by
writing to the Tennessee Treasury Department, Consolidated
Retirement System, 10th Floor Andrew Jackson Building,
Nashville, TN 37243-0230.

7).
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AWARDS

The Government Finance Officers Association of the
United States and Canada (GFOA) awarded a Certificate
of Achievement for Excellence in Financial Reporting to
Hamilton County, Tennessee for its Comprehensive An-
nual Financial Report for the year ended June 30, 2007.
Hamilton County has received this award for twenty-seven

AWARDS AND ACKNOWLEDGEMENTS

tal unit must publish an easily readable and
efficiently organized Comprehensive An-
nual Budget R eport, which must conform to
program standards and satisfy both generally
accepted accounting principles and applicable
legal requirements. Like the Certificate of
Achievement for Financial Reporting, this

consecutive years.

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Hamilton County
Tennessee

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2007

A Certificate of Achicvement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRS) achieve the highest
standards in government accounting
and financial reporting.

O S Come

In order to be awarded a Certificate
of Achievement, a governmental unit
must publish an easily readable and
efficiently organized Comprehensive
Annual Financial Report, whose con-
tents conform to program standards.
Such reports must satisfy both gener-
ally accepted accounting principles
and applicable legal requirements.

The Certificate of Achievement is
valid for a period of one year only. We
belicve our current report continucs
to conform to Certificate of Achieve-
ment program requirements, and we

award is valid for a period of one year only.
We believe our CABR for the fiscal year be-
ginning July 1,2008 continues to conform to

LOUIS S WRIGHT

Administrator of Finance

program requirements, and we have submitted
it to GFOA to determine its eligibility for
another award.

ACKNOWLEDGEMENTS

I would like to thank the entire staff of the
Finance Division, the County Auditor’s Of-
fice and the independent auditors for their
cooperation and dedication in the preparation

ALBERT C.KISER
Assistant Administrator
of Finance

of this report. I would also like to express

my gratitude for the support we have received from the
County Mayor and the County Board of Commissioners
in conducting the financial operations of the County in a

President

By 4 G

Executive Director

are currently submitting it to GFOA
to determine its eligibility for another

certificate.

GFOA also presented a Distinguished Budget Presentation
Award to the County for its Comprehensive Annual Bud-
get Report (CABR) for the fiscal year beginning July 1,
2007.This is the sixth consecutive year Hamilton County
received this award for the CABR. In order to be awarded
a Distinguished Budget Presentation Award, a governmen-

sound and progressive manner.
Respectfully submitted,

Louis S. Wright
Administrator of Finance
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Harold Austin, Director of Highway Department
Todd Leamon, Chief Engineer, Director of Engineering
Pat Payne, Director of Building Inspection
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HENDERSON HUTCHERSON & MCCULLOUGH, rLLc

CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Certified Public Accountants
on Financial Statements, Supplementary Information, and
Schedule of Expenditures of Federal and State Awards

To the Honorable Mayor and the
Board of Commissioners
Hamilton County, Tennessee

We have audited the accompanying financial statements of the governmental activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information
of Hamilton County, Tennessce (the County) as of and for the ycar ended Junc 30, 2008, which
collectively comprise the County’s basic financial statements as listed in the table of contents. We
also have audited the financial statements of each of the discretely presented component units of the
County as of and for the year ended June 30, 2008 as displayed in the County’s basic financial
statements, except as described in the last two sentences of this paragraph. These financial
statements are the responsibility of the County’s management. Our responsibility is to express an
opinion on these financial statements based on our audit. We did not audit the financial statements
of the Hamilton County “911” Emergency Communications District, which represent 4 percent and
1 percent, respectively, of the assets and revenues of the discretely presented component units.
Those financial statements were audited by other auditors whose report thereon has been furnished
to us, and our opinion, insofar as it relates to the amounts included for the Hamilton County “911”
Emergency Communications District in the discretely presented component units, is based solely on
the report of the other auditors.

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 Government Auditing
Standards, issued by the Comptroller General of the United States. 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 and the report of the other auditors
provide a reasonable basis for our opinions.

In our opinion, bascd on our audit and the report of other auditors, the financial statements referred
to ahove present fairly, in all material respects, the respective financial position of the governmental
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of Hamilton County, Tennessee as of June 30, 2008, and the respective
changes in financial position and, where applicable, cash flows, thereof and the respective budgetary
comparison for the general fund and the sheriff fund for the year then ended in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinion,
based on our audit and the report of other auditors, the financial statements referred to above present
fairly, in all material respects, the respective financial position of each of the discretely presented
component units, as of June 30, 2008, and the respective changes in financial position thereof for
the year then ended in conformity with accounting principles generally accepted in the United States
of America.

1200 MARKET STREET ° FREIGHT DEPOT

CHATTANOOGA, TENNESSEE 37402-2713

T 423.756.7771 ~ F423.265.8125 ° hhmcpas.com
AN INDEPENDENT MEMBER OF THE BDO SEIDMAN ALLIANCE



As discussed in Note J, the County implemented Governmental Accounting Standards Board
Statement (GASB) No.45, “Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions”, effective July 1, 2007.

In accordance with Government Auditing Standards, we have also issued our report dated December
17, 2008, on our consideration of the County’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, rcgulations, contracts and grant agrccments
and other matters. 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 Government Auditing Standards and should
be considered in assessing the results of our audit.

The management’s discussion and analysis on pages iii-xvi of the Financial Scction and the required
supplementary information on pages B-1 through B-4 are not a required part of the basic financial
statements but are supplementary information required by the 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 County’s basic financial statements. The accompanying schedule of
expenditures of federal and state awards on pages G-1 through G-5 is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic
financial statements. The combining and individual nonmajor fund financial statements, budgetary
comparison schedules of nonmajor governmental funds and the debt service fund (presented on pages
C-1 through C-18), combining and individual fund financial statements of the Board of Education (a
discretely presented component unit) (pages D-1 through D-9), and financial schedules (pages E-1
through E-17) are presented for purposes of additional analysis and are also not a required part of the
basic financial statements. The combining and individual nonmajor fund financial statements,
budgetary comparison schedules of nonmajor governmental funds and the debt service fund,
combining and individual fund financial statements of the Board of Education (a discretely presented
component unit), financial schedules and the schedule of expenditures of federal awards 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 (pages 1 through 14) and statistical tables (pages F-1 through F-20) are
presented for purposes of additional analysis and are not a required part of the financial statements
of the County. Suchadditional information has not been subjected to the auditing procedures applied
in the audit of the basic financial statements and, accordingly, we express no opinion on them.

Chattanooga, Tennessee
December 17, 2008
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The discussion and analysis of Hamilton County’s financial

performance provides an overall review of the County’s

financial activities for the year ended June 30, 2008. It is

designed to:

(a) assist the reader in focusing on significant financial
issues,

(b) provide an overview of the County’s financial ac-
tivities,

(c) identify changes in the County’s financial position,

(d) identify any material deviations from the original
financial plan, and

(e) identify individual fund issues or concerns.

This discussion and analysis 1s an integral part of the financial
statements as a whole.

FINANCIAL HIGHLIGHTS

e The government-wide assets of Hamilton County at
the close of fiscal year 2008 were $599,910,388.

¢ Revenues for governmental funds increased
$25,746,540 or 12.35% over last year.

¢ Expenditures for governmental funds increased
$64,465,642 or 27.4% over last year.

* Capital project expenditures were $92,778,157 with
$80,904,133 spent for education.

e Total debt at June 30,2008 for the County was

225,909,202, of which $139,813,127 was tor the

Hamilton County Department of Education for capi-
tal improvements.

OVERVIEW OF THE FINANCIAL
STATEMENTS

The County’s basic financial statements contain three
components:

(1) government-wide financial statements,

(2) fund financial statements, and

(3) notes to the financial statements.

This report also contains other supplementary information
in addition to the basic financial statements. Management’s
Discussion and Analysis provides a comparative analysis of
the County’s financial position.

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

GOVERNMENT-WIDE FINANCIAL
STATEMENTS

In the government-wide financial statements, the Statement
of Net Assets and Statement of Activities provide the reader
with a broad overview of the County’s financial position.

The Statement of Net Assets combines and consolidates all
the County’s current financial resources with capital assets
and long-term obligations. The end result is net assets, which
are segregated into three components:

(1) investment in capital assets, net of related debt,

(2) restricted net assets, and

(3) unrestricted net assets.

Over time, increases or decreases in net assets may serve
as a useful indicator of whether the financial position of
Hamilton County is improving or deteriorating.

The Statement of Activities presents information show-
ing how the government’s net assets changed during fiscal
year 2008. Program revenues, which directly offset costs of
specific functions, are allocated to those functions, resulting
in the net expenses for governmental activities. General
revenues, such as taxes, fines and interest earnings, offset the
remaining costs resulting in the annual increase or decrease
in net assets. This statement is intended to summarize the
user’s analysis of the net cost of various governmental ser-
vices that are supported by general revenues.

Governmental activities include general government, pub-
lic safety, highways and streets, health, social services, and
culture and recreation. Currently, Hamilton County has no
business-type activities. In addition, the government-wide
financial statements include the following legally separate
component units: the Hamilton County Department of
Education, the Water and Wastewater Treatment Authority,
Hamilton County “911” Emergency Communication, and
Hamilton County Railroad Authority.

The government-wide financial statements can be found
on pages A-1 to A-3 of this report.



FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated
for specific activities or objectives. The County, like other
state and local governments, uses fund accounting to ensure
and demonstrate compliance with finance-related legal
requirements. All of the tunds of the County are divided
into three categories: governmental funds, proprietary funds
and fiduciary funds.

GOVERNMENTAL FUNDS

Governmental funds are used to account for essentially the
same functions reported as governmental activities in the
government-wide financial statements. However, unlike
the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year.
Such information may be useful in evaluating a govern-
ment’s near-term financing requirements.

Because the focus of governmental funds is narrower than
that of the government-wide financial statements, it is use-
ful to compare the information presented for governmental
funds with similar information presented for governmental
activities in the government-wide financial statements. By
doing so, readers may better understand the long-term
impact of the government’s near-term financing deci-
sions. Both the governmental funds balance sheet and the
governmental funds statements of revenues, expenditures
and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and

govermental activities.

The County maintains a multitude of individual govern-
mental funds. Information is presented separately in the Gov-
ernmental Funds Balance Sheet and Statement of R evenues,
Expenditures and Changes in Fund Balances for the major
funds, which include the General, Sheriff, Debt Service and
Capital Projects funds. Data tfrom the other governmental
funds, Constitutional Officers, Governmental Law Library,
Hotel/Motel, Statewide Meth Grant, Recovery Court,
Children’s Services and Economic Crimes, is combined into
asingle, aggregated presentation. Individual fund data for each
of these nonmajor governmental funds is provided in the form
of combining statements elsewhere in this report.

The County adopts an annual budget for the Gen-
eral and Debt Service funds and certain Special Rev-
enue funds. A budgetary comparison statement has
been provided for these funds to demonstrate budgetary
compliance. The basic governmental fund financial
statements can be found on pages A-4 to A-11 of this
report.

PROPRIETARY FUNDS

There are two types of proprietary funds — enterprise funds
and internal service funds.An internal service fund is the only
type of proprietary fund the County maintains. An internal
service fund is an accounting device used to accumulate and
allocate costs internally among the County’s various functions.
The County uses that fund to account for its self-insurance
and risk management programs. Because these services pre-
dominantly benefit governmental rather than business-type
functions, they have been included within governmental

activities in the govermuent-wide fnancial statenents.
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Proprietary funds provide the same type of information as
the government-wide financial statements, only in more
detail. Individual fund data for the Internal Service fund is
provided on pages A-12 to A-14 of this report.

FIDUCIARY FUNDS

Fiduciary funds are used to account for resources held for
the benefit of parties outside the government. Fiduciary
funds are not reflected in the government-wide financial
statement because the resources of those funds are not avail-
able to support the County’s own programs.The accounting
used for tiduciary tunds is similar to proprietary funds. The
basic fiduciary fund financial statcments can be found on
pages A-15 to A-16 of this report.

NOTES TO THE FINANCIAL STATEMENTS

The notes provide additional information that is essential
to a full understanding of the data provided in the govern-
ment-wide and fund financial statements. The notes to the
financial statements can be found on pages A-20 to A-47
of this report.

OTHER INFORMATION

In addition to the basic financial statements and accom-
panying notes, this report also presents required and other
supplementary information. Required supplementary in-
formation includes the funding progress and employer
contributions for the Public Employee Retitenent Systews.
Other supplementary information includes detailed budget-
ary information for the General Fund, combining statements
for the nonmajor governmental funds, combining statement

of changges in asscts and liabilitics for the Constitutional Offi-
cers Agency Funds, combining statements for the Hamilton
County Department of Education and various financial and
statistical tables. Combining and individual fund schedules
can be found on pages C-6 to D-9; the various financial and
statistical tables can be found on pages E-1 to F-20.

A H A
W
et

A




HAMILTON COUNTY, TENNESSEE
NET ASSETS

ASSETS
Current and Other Assets
Capital Assets

TOTAL ASSETS

LIABILITIES
Long-term Liabilities
Other Liabilities

TOTAL LIABILITIES

NET ASSETS

Invested in Capital Assets,
Net of Related Debt
Restricted

Unrestricted

TOTAL NET ASSETS

As noted earlier, net assets may serve over time as a useful in-
dicator of a government’s financial position. In the case of the
County, assets exceeded liabilities by $226,419,408 at the close
of the fiscal year ended June 30, 2008.

Net assets are comprised of three elements:

(1) Investment in capital assets (e.g., land, buildings, infrastruc-
tures and equipment), less any related outstanding debt;

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Governmental Activities

2008 2007

$ 289,166,731 $ 246,819,193
310,743,657 234,399,736
599,910,388 481,218,929
248,055,973 162,896,521
125,435,007 119,845,453
373,490,980 282,741,974
245,443,716 197,381,058
39,198,251 20,087,313

(58,222,559) (18,991,416)

$ 226,419,408 $ 198,476,955

(2) Restricted assets held for future capital improvements,
debt repayment and other restrictions as prescribed
by law; and

(3) Unrestricted assets. The long-term liabilities of
$248,055,973 include $139,813,127 of debt for assets
contributed to the Hamilton County Department
of Education, a component unit, which resules in
negative unrestricted net assets.
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HAMILTON COUNTY, TENNESSEE
CHANGES IN NET ASSETS

REVENUES

Program Revenues

Charges for Services

Operating Grants and Contributions
Capital Grants and Contributions

Total Program Revenues

General Revenues
Property Taxes
Other Taxes

Other

Total General Revenues
TOTAL REVENUES

EXPENSES

General Government
Public Safety

Highways and Streets
Health

Social Services

Culture and Recrcation
Education

Interest on Long-Term Debt

TOTAL EXPENSES

INCREASE (DECREASE) IN NET ASSETS

Governmental Activities

2008

$

52,526,596
28,400,517
8,033,704

88,960,817

118,523,153
23,567,191

5,757,035

147,847,379

236,808,196

42,045,548
85,183,179
15,801,736
21,746,737

8,357,336
10,369,561
17,923,690

7,437,956

208,865,743

$

27,942,453

2007

51,300,244
24,838,263
5,230,533

81,369,040

96,081,225
24,882,938
5,808,622

126,772,785

208,141,825

38,442,141
83,021,880
15,540,503
20,528,751

7,911,773
12,513,987
13,011,783

6,344,384

197,315,202

10,826,623
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The County’s net assets increased by $27,942,453 during the
current fiscal year. Elements key to this increase include:

* Property taxes increased by $22,441,928 or 23.4%. Most of
this increase is a result of growth and new development.

* Capital grants and contributions increased by $2,803,171 or

53.6%. This growth 1s largely attributed to funds received

for school renovations and construction.

In total, expenditures increased by $11,550,541 or 5.9% This
increase is due, in part, to a $4,911,907 or 37.7% increase
in education expenditures as we continue to renovate and
construct new schools. General government expenditures
rose by $3,603,407 or 9.4%, and public safety expenditures
increased by $2,492,491 or 9.8%. This increase may be
largely attributed to the activities of the Statewide Meth
Task Force.

EXPENSES AND PROGRAM REVENUES
for fiscal year ending June 30, 2008

General Government
Public Safety
Sheriff
Criminal Court
Juvenile Court
Ambulance Services
Other
Highways and Streets
Health
Social Services
Culture and Recreation
Education
Interest on long-term debt

TOTAI

REVENUES BY SOURCE

for fiscal year ending June 30, 2008

laxes

Property Taxes

Sales Tax

Business Taxes

Hotel/Motel Tax

Other taxes
Charges for Services
Operating Grants and Contributions
Capital Grants and Contributions
Unrestricted Investment Earnings

TOTAL

REVENUES EXPENSES
20,667,736 42,045,548
4,065,315 24,640,408
2,616,360 3,973,378
553,234 8,581,230
20,228,681 20,122,892
11,484,207 27,865,271
7,032,414 15,801,736
9,153,596 21,746,737
4,832,715 8,357,336
1,663,686 10,369,561
6,662,873 17,923,690
- 7,437,956
88,960,817 208,865,743
2008 PERCENTAGE 2007 PERCENTAGE
118,523,153 50.05% 96,081,225 46.16%
13,361,357 5.64% 13,547,577 6.51%
4,980,398 2.10% 4,938,615 2.37%
4,492,971 1.90% 4,174,410 2.01%
732,465 0.31% 2,222,336 1.07%
52,526,596 22.18% 51,300,244 24.65%
28,400,517 12.00% 24,838,263 11.93%
8,033,704 3.39% 5,230,533 2.51%
5,757,035 2.43% 5,808,622 2.79%
236,808,196 100.00% 208,141,825 100.00%




FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS

The County uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements.
p gal req

GOVERNMENTAL FUNDS

The focus of the County’s governmental funds is to provide
information on near-term inflows, outflows and balances of
spendable resources. Such information is useful in assessing the
County’s financing requirements. In particular, unreserved fund
balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of fiscal year 2008, the County’s govern-
mental funds reported combined ending fund balances of
$128,878,201, an increase of $36,157,987. The unreserved
portion of fund balance was $64,766,176. The remainder of
fund balance is reserved to indicate that it is not available for
new spending because it has already been committed:

1) toliquidate contracts and purchase orders of the prior period
$52,928,259;

2) for inventories, prepaid items and notes advances
$8,158,315; and

3) to cover other legal requirements $3,025,451,

The General, Sheriff, Debt Service and Capital Projects funds
are reported as major funds.

The General Fund is the chief operating fund of the County.
At the end of fiscal year 2008, unreserved fund balance of the
General Fund was $74,751,577, while the total fund balance
was $77,101,832. As a measure of the General Fund’s liquid-
ity, it may be useful to compare both unreserved fund balance
and total fund balance to total fund expenditures. Unreserved
fund balance represents 54.89% of the total General Fund
expenditures, while total fund balance represents 56.61% of
that same amount.

The unreserved fund balance of the County’s General Fund
increased by $17,991,397 during the current fiscal year. The
major reasons for that change are as follows:

* Property taxes increased by $19,686,827 or 20.27% due to
growth in the tax base and new development.

* A savings of $4,521,588 in interfund transfers to Debt Service
occurred as a result of debt refinancing and a lower interest
rate.

The Debt Service fund has a total fund balance of $240,340.

This decrease of $1,412,672 or 85.46 percent is largely attrib-

uted to the move of intergovernmental revenues, in addition

to the debt tax levy, to the General Fund to better comply with federal
atbitrage regulations. Funds are transferred (o the Debt Service fund

as needed.

Capital Projects has a total fund balance of $42,898,196,
an increase of 77.33%. The portion of fund balance attributed to bonds
increased 109.70 percent with the issuance of General Improvements,
Series 2008. Consequently, commitments for school construction have
risen from 3% to 38.5% or $16,508,959, of fund balance. Other com-
mitments include $14,538,760 or 33.9% for economic development,
$1,931,888 or 4.5% for recreation capital projects and $9,918,589 or

0 .
23 1% for-general-government improvements:

The Sheriff’s fund balance of $2,864,669 increased by $575,055
from the prior year. The increase was largely due to an increased
appropriation of $1,209,427 from the general fund.

PROPRIETARY FUNDS

The County’s Proprietary fund provides the same type of information
found in the government-wide financial statements, but in more detail.
The County’s Proprietary fund is used to account for the self-insurance
programs. The County is self-insured for health, unemployment com-
pensation, on-the-job injury claimns, property and liability claims and
losses due to liabilities arising under the laws of the state and federal
governments. The cost for these programs is funded through premiums
paid by the departments and agencies of Hamilton County Government.
Unrestricted net assets for the Proprietary Fund at the end of the fiscal
year amounted to $19,061,313.

GENERAL FUND BUDGETARY HIGHLIGHTS

The difference between the General Fund’s original budget and final
amended budget was $4,285,200 and can be summarized as follows:

¢ Budget amendments not expended from the prior fiscal year, car-
ried over into the current fiscal year accounted for $1,741,618 of the

increase.

» New grants from various state and federal agencies accounted for
$1,979,916 of the increase.

* Adjustments to operating budgets or new appropriations accounted
for a $563,666 increase.

* Actual revenues were less than final budgeted revenues by $1.7 million
largely due to the shortfall of $1.4 million in charges for services.

* Expenditures were less than budgeted estimates by $9.5 million. The
General Fund was budgeted to add $5.6 million of fund balance.
‘With the favorable variance of actual expenditures to budget and the
decrease in debt service needs due to debt refinancing, $18.6 million
was added to fund balance.






CAPITAL ASSETS AND DEBT ADMINISTRATION

CAPITAL ASSETS

The County'’s investmentin capital assets as of June 30,2008 amounts to $310,743,657 (net of accumulated deprecia-
tion $189,322,939).This investment in capital assets includes land, buildings, improvements other than buildings,

machinery and equipment, infrastructures and construction in progress. The change in the County’s investment in
capital assets for the current fiscal year was 20.5% or $85,226,603. Additional information on the County’s
capital assets can be found in Note H on pages A-32 to A-33 of this report.

Major capital asset events during the current fiscal year included the following:

* Infrastructure Construction of Enterprise South

¢ School construction and renovations

CAPITAL ASSET ACTIVITY
FOR THE YEAR ENDED JUNE 30, 2008

NET OF DEPRECIATION

Beginning Retirements/ Ending

Balance Additions Depreciation Balance

Land $ 67,148,537 $ 352,588 $ (12,412) $ 67,488,713

Construction in Progress 43,930,333 89,002,980 (6,624,564) 126,308,749

Buildings 49,921,518 811,822 (2,465,740) 48,267,600

Improvements other than buildings 16,072,971 154,124 (1,095,077) 15,132,018
Machinery and equipment 9,271,958 4,733,867 (4,896,677) 9,109,148
Infrastructure 48,054,419 - (3,616,990) 44,437,429

$ 234,399,736

$ 95,055,381 $ (18,711,460)

$ 310,743,657
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LONG-TERM DEBT

At the end of fiscal year 2008, the County had general
obligation bonds outstanding of $188,260,000 and notes General Long- Term Debt
payable and other debt outstanding of $37,649,202. Of B g

this debt, $139,813,127 or 61.9% was issued for Hamil- General Obligation Bonds Outstanding $ 188,260,000 83.33%
ton County Department of Education capital improve- Other Notes 37,649,202 16.67%
ments.

225,909,202

The County’ outstanding notes and bonded debt increased
by $78,189,530 or 52.9% during fiscal year 2008. This
amount is the result of the issuance and refinancing of
bonds netted with the scheduled retirement of debt. Ad-
ditional-informationomn-tie-County’s-debt-can-be-found

in Note K on pages A-41 to A-43 of this report.

Less: Unreserved Debt Service Fund Balance (240,340)

Net General Long-Term Debt $ 225,668,862

ECONOMIC FACTORS AND NEXT YEAR’S
BUDGET AND RATES

The following factors were considered in preparing the
County’s budget for fiscal year 2009:

* Property taxes increased over the prior year’s budget.
County General’s projected revenue is estimated to grow
3.3% The Department of Education has projected growth
of 1.5%.

e Local sales taxes have been estimated to decrease less
than 1% for the General Fund, and the Department of
Education Fund is estimated to increase less than 1%.
A trend analysis is maintained by the budget staff on col-
lections and is used to project sales tax revenue.

* The pay plan, now in its eighth year, will be funded from
revenue growth and strategic economic spending. This
year’s phase of the plan will cost $2,161,331.

e The cost of health insurance for Hamilton County
General Government increased by $1,483,284 this
fiscal year.

e As a result of an actuarial valuation, $1,600,000 has been
appropriated in the 2009 budget to fund the estimated
annual required contribution for Hamilton County
General Government’s other post employment benefits.
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