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I NTROD UCTION 

The head l i ne s  i n  the l oca l paper  des c r i be the f i na n c i a l  occu rrences  wh i c h 

a re a ffect i n g Tennes s ee C i t i es : " P ro posed cuts i n  Fede ra l Budget , "  " C i ty 

Off i c i a l s Con s i d er  Redu ct i on s  i n  Se rv i ces , "  etc . Ho pefu l l y , the la tte r head

l i n e  h a s  not  been seen  i n  you r news pa pe r ,  but  the  pote n t i a l  fo r that  h a p pe n i n g  

i s  g rea ter th a n  eve r  befo re . How c a n  you  a vo i d  a s i tu at i on l i ke t h at  head l i ne ?  

How ca n you ma nage  t h e  f i s c a l  affa i rs of  you r c i ty mo re effect i ve l y , but  wi th  

l es s  f i nanc i a l  re sou rce s ?  One  an swer comes i n  the devel opment  of  a bu dget wh i ch 

ena b l es you to p l an  for the s pend i n g of mon i e s d u r i n g  the  f i s c a l yea r .  

T h e  pu rpose  o f  th i s  ha ndbook i s  t o  p ro v i de a n  o ve rv i ew i n to t h e  b u d get  

p repa ra t i on proce s s . W i th the s taff a nd  othe r re sources a va i l a b l e i n  C i ty Ha l l ,  

you wi l l  be a b l e to deve l op  a IIp l a n  for s pend i n g mon ey" \"h i ch e na b l es  you to 

s how to the p ub l i c  how you i n tend to s pend th e i r ta x do l l a rs ,  as we l l a s  s h ow 

the  contro l s you wi l l  es ta b l i s h by the s pen d i n g l i m i ts  you set . The bud geta ry 

c on tro l s become the ya rds t i ck by wh i c h the pro g res s of  s pend i n g mo ney can  be 

mea s u red . Al so , the budget se rves as a ya rd s t i ck  fo r mea s u r i n g  the progre s s  of 

the town 's money co l l ect i on  d u ri n g the yea r .  

The ou t l i n e fou nd  o n  the  f i rst  pa ges p ro v i des  the  s teps i n  the budget  

p roce s s . The MTAS a n d CGT s taff h a ve devel oped th i s  ma n u a l  to pro v i de c i t i es an  

o n - s i te reference document  i n  a s s i s t i ng them th rough  the bud get  prepa ra t i o n 

proces s . 
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WHAT IS A BUDGET? 

B u d get Def i ned . A c i ty bud get serves th ree major  fu nct i o ns . F i rs t , i t  i s  

a po l i cy s ta tement  by wh i ch the  govern i n g body of  the  c i ty sets  out  wh a t  i t  

h o pes to ac compl i sh d u r i n g  the next f i s c a l  yea r .  Second l y ,  i t  i s  a f i n a nc i a l 

p l a n  i n  wh i c h the  c i ty sets  o ut  how i t  i s  go i n g to i mp l ement  the  va r i ous  po l i cy 

dec i s ion s wh i ch i t  h a s  made , th i s  i n c l udes the amou n t  of money to be s pent  for 

va r i ous  c i ty serv i ces  a nd ca p i ta l  i mprovements a nd the mea n s  by wh i ch the  

neces s a ry fu nds  wi l l  be  ra i sed to  pay fo r these  serv i ces a nd  i mproveme n t s. 

Fi n a l l y ,  the budget i s  a n  a ccou n t i n g  doc ument  wh i c h i s  u s ed a s  a ba s i s  fo r 

s ett i n g u p  the c i ty's boo k s  fo r the fo l l owi n g  f i sca l  yea r  a n d i s  one o f  the 

sou rce ma ter i a l s fo r the next c i ty a ud i t .  The budget  may a l s o co nta i n  

info rma t i on wh i ch s e rves other  pu rpose s  i n  add i t i o n to the a bo ve s uc h  a s  a 

budget  me s s a ge to exp l ai n the budget  to the pub l i c , a pay pl a n  fo r c i ty 

emp l oyees a n d  va r i ous  s ta t i s t i c s  re l a t i n g  to the c i ty .  

B udget Sys tems . S i nce the tu rn of  the  ce ntury va ri o u s  ty pes of c i ty budget  

sys tems h a ve been  deve l oped.  The bes t k n own of these  a re th e l i ne i tem, 

p rogram , pe rfo rma nce , p l a n ni n g - p rogramm i n g - bu d get i n g sys tems ( PPB S ) a n d Ze ro 

B a sed B udget i ng .  Any of these sys tems re qu ires some effo rt to devel op a nd  

adequa te t i me s ho u l d be  g i v en to t he  proces s . 

Li ne I tem Bud get . The  l i ne i tem budget  i s  t he  mo s t  commo n l y  'u sed budget  

fo rm . I t  i s  ea sy to prepa re but  te l l s  ve ry l i tt l e about  wh i c h depa rtmen t 

perfo rms wh a t  serv i ces and  the extent  of  serv i ces  pro v i ded . I t  i s  a l i m i ted 

dev i ce i n  g i v i n g d i rec t i o n and ba s i ca l l y  fu l f i l l s  the m i n i mum requ i remen t  of 

h a v i n g  a budget . I n  a l i ne i tem budget  expend i tu res  a re b roken  down f i rs t  by 

depa rtment ;  second l y  by maj or  c a tegory; s u c h  a s  s a l a ry ,  fr i n ge benef i ts , 

contractua l services wh i c h wou ld in c l ude su ch th i n g s  a s  ut i l i t i e s, ma ter i a l s a nd 

s u pp l i e s ,  c api ta l ou t l ay , a nd debt  serv i ce .  
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Program Budget. A program budget focuses on the services to be provided by 

the city and budgets money according to functions such as publ ic safety , general 

government , publ ic works , recreation , etc. It shows the purposes for which 

money wil l be expended and the importance the city pl aces on these functions . 

It does not show the l evel of services produced and some say that as a resul t 

its val ue as a tool for managing the quantity and qual ity of publ ic service 

programs is weakened . 

Performance Budget. A performance budget all ocates money to activities or 

programs p l �s describes the amount of services which wil l be produced with the 

monies al l ocated . It al l ows an adjustment of the l evel of services to be given 

both as to qual ity and quantity. It is a very useful budget system but is very 

difficul t  to prepare because of the amount of information necessary to prepare 

it properl y .  

P l anning- Programming-Budgeting System. A PPBS System requires ( 1) a 

detail ed anal ysis of what services the city is providing and how wel l they are 

being provided; (2) a detail ed anal ysis of various al ternative methods of 

del ive ring both existing and new services; and (3) a projection of services and 

costs as far in the future as possibl e .  One of the major advantages of PPBS is 

that it requires a careful review of priorities and al ternatives by al l 

responsibl e  decision makers of the city. One of its major disadvantages is , 

l ike the performance budget , it requires a great deal of input to come up with 

the necessary information upon which a decision can be made. 

Zero Based Budget. A zero based budget is a process which cl osel y 

scrutinizes al l city services both present and proposed. It p l aces these 

services in units of manageabl e  size and ranks them according to priority . A 

l evel of funding is agreed on and all units which fal l bel ow this l evel are 

el iminated. A review of some of the legal requirements of budgeting and city 

finance fol l ows . 
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WH Y HAV E  A BUDGET? 

Lega l  Aspects . I t  i s  a s ta tutory re qu i reme nt  t h at  a genera l  l aw mu n i c i 

pa l i ty h a ve a budget  fo r each  f i s c a l  yea r ( Sta te l aw sets  the  f i sca l  yea r from 

Ju l y  1 to Ju ne  30 ) .  The Te nnes see Code Annota ted pres c r i bes the ma n n e r  i n  wh i ch 

s uc h  a c i ty mus t  comp l y  wi th the l aw,  wi th  va ri ed p roced u res  based o n  the  fo rm 

of  governme n t , mayor- a l derma n o r  comm i s s i on /ma n a ge r . B udget requ i rement s  fo r 

pr i va te acts  c i t i es wou l d be s pe l l ed out  i n  th e i r c h a rte rs . Wh i l e  t here may be 

s ome cases where such a c h arte r m i g h t  not  requ i re a bud get , we wou l d s t ron g l y  

u rge that  o n e  b e  adopted . 

Ma yo r-Al de rma n C i t i es . The budget re qu i rement s  fo r mayor-a l derma n c i t i es 

i s  i nd i ca ted i n  Sec t i o n  6-2-305 wh i ch c i tes  th a t  n o  l e vy of  taxes  s h a l l be made 

u n l es s a " budget of es t i mates , i tem i z i n g the  amou nt  requ i red fo r each mu n i c i pa l  

pu rpose , i s  f i rs t  made and  re po rted " .  The p rocedu re fo r the  l evy i ng o f  taxes  or  

a pp ropr i a t i n g  mon i es i s  i nd i ca ted i n  Sect i on 308 wh e re i n  a n  o rd i na nce mu s t  be 

read  on th ree ( 3 )  s epa ra te days a n d  a dopted on th i rd read i n g by a maj o r i ty of 

t he  e n t i re boa rd . I n  mos t  c i t i es the mayor o r  c i ty recorder  or  a comm i ttee of 

a l de rmen comp i l e  a budget  from mo nth l y  re ports presen ted by the  trea s u re r .  

Sect i on 6-2-30 1  cites tha t n o  expe nd i t u re o f  mo ney s h a l l be ma de u n l e s s  

money i s  a va i l a b l e .  A s i de l i gh t  t o  th i s  i s  fou n d  i n  Section  6-2-303 whe re i t  

n otes th a t  the mayor a nd ea c h  a l derma n s h a l l be l i a b l e fo r expend i tu res  wh i c h 

e xceed mon ey on  h a nd  or  taxes  a n t i c i p a ted . 

Comm i s s i on-Ma na ger  C i t i es . The l aw s pec i f i es i n  t he  Commi s s i on -Ma n a ger  

C ha rter t h at  the manager  s h a l l pres ent  on  o r  befo re November 15  the  budget 

e s t i ma te fo r the comi n g  f i sca l yea r .  The mod i f i ed Manager  C h a rte r ,  wh i c h 

appl i e s t o  Un i o n C i ty ,  El i za bethton , a n d Oa k R i dge , notes tha t no  l a ter  than  90 

days befo re the beg i n n i n g of the fi s c a l  yea r the ma n a ge r  s h a ll s u bmi t a budget . 
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Ou r expe r i e nce i n  Ten ne s see c i t i e s re veal s t h at the wo rk o n  the  budget i s  be g u n  

i n  t h e  l as t  q u arter of  t h e  f i s c al ye ar. 

I n  al l c i t i e s  in Ten nes see  a budget  i s  needed , not o nl y  bec aus e the  l aw 

IIs ays SOli, bu t bec ause  i n  these  u nce rt ai n economi c t i mes , i t  i s  a man ageme n t  

t o o l  th at wi l l  al l ow t h e  be s t  u s e  of  f i s c al and h uman res ou rces  t o  p ro v i de 

serv i ces  to the  c i t i zens . There are ce rt ai n s teps  th at need to be fol l owed i n  

o rde r to comp l ete the  budget  i n  a t i me l y  �anner.  

5 



HOW TO COMPL ETE  A BUDG ET 

Au d i t .  Ea ch year a mun i c i pa l i ty h a s  i t s f i s ca l a ffa i rs aud i ted , a n other  

l ega l  req u i reme nt  fou nd i n  TCA 6-56-105 .  Th i s  docume n t  h e l ps  to  p rov i de a 

IIp i ctu re "  o f  how we l l  the c i ty i s  d o in g  f i nanc i a l l y .  T h e  i n fo rma t i o n fo und  i n  

the a ud i t  c a n  b e  us ed t o  he l p determ i ne w�e re new re venues  a re needed , wh a t  to 

set  a s i de fo r bon ded i ndebted nes s ,  etc . That port i o n of the  a ud i t  dea l i ng wi th 

reven ue  and expend i tures  s h ou l d be ba s ed on  the  p r i o r  f i s c a l yea r ' s  budget  s o  

t h a t  a mu n i c i pa l  offic i a l  c a n  read i l y compare a c tua l f i g ures  w i t h  bud get 

e s t i mates . Th i s  i n fo rmat i o n , when  added to  the  day-to-day k nowl edge of  the 

s taff , pro v i des  a ba s i s  i n  devel o p i n g  a budget , a s  we l l  a s  determ i n i n g needs for 

imp ro v i ng  the  c i ty ' s  account i n g  p roced u res . Wh i l e  the IInumbers"  i n  the  a u d i t 

re p re sent  one a s pec t of the c i ty's f i s ca l  p i cture , the  rec ommenda t i on s  of the 

a u d i tor  fo r changes  i n  bookkee p i n g , a c cou n t i ng , etc . compl ete the  re v i ew ,  

a l l ow i n g  fo r def i c i en c i es t o  be rec t i f i ed .  Once  a rev i ew o f  the f i na n c i a l  

affa i rs i s  comp l eted , t h i s  knowl edge can  be used  t o  p l a n  fo r the com i n g  yea r ,  

w i th the f i na l  step  be i n g the  deve l o pmen t  o f  a budget . 

Budget Ca l enda r .  Th e budgeta ry p roces s  va r i e s , l ega l l y  a nd  p rac t i c a l l y ,  i n  

each  of the  334 mun i c i pali t i e s wi t h in the s ta te . Somet i me a go ,  MTAS pub l i s hed a 

bud get ca l endar  fo r smal l /mi dd l e s i zed c i t i e s ( see Append i x  A ) . The u s e of a 

c a l enda r as sh own i n  the  a p pend i x ,  or  o ne  dev i s ed by you r c ity , i s  i mporta nt  

s i nce  it esta b l i s he s  a "p l a n  of  a ttac k"  o n  the budget  p roces s .  Eac h  s te p  s ho u l d 

be iden t i f i ed ,  a s  we l l  a s  the  person res pon si b l e  fo r ea c h  s te p .  A t i me frame 

sho u ld be devel oped i n  order  that  the  dea d l i ne fo r meet i ng s ta tu to ry req u i re 

men ts c a n  b e  me t .  Al l ow enou gh t i me t o  compl ete the  budget , h opefu ll y , befo re 

th e begi n n i n g of the f i sca l yea r. The l aw fo r commi s si on -ma nager  c i t i es  s ta te s  

tha t  this shou l d  b e  done ; h owe ve r ,  fo r a va ri e ty o f  rea s o n s  ma ny c i t i es d o  not  
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meet this deadline. Every effort should be made, however, to adopt a budget by 

the first council meeting in July. While the calendars from city to city will 

vary, they should be detailed enough to eliminate confusion about what must be 

completed, by whom and when. 

Funds. One of the distinguishing characteristics of municipal accounting 

and budgeting is the use of separate funds to properly account for the city's 

operations. While they are usually combined into one document, each fund which 

the city has will require a separate budget. While the number of funds will 

vary depending on the size and complexity of the city's operations, almost all 

cities in Tennessee will have at least three funds--State Street Aid, Federal 

Revenue Sharing, and General. Other common funds are water and/or sewer, 

capital projects, park and recreation, and debt service. There is in effect no 

limit on the number of funds that a city can establish. However, since each new 

fund adds to the complexity of the city's financial operation and takes away 

flexibility, it is advisable to keep the number of funds as small as possible 

within legal and financial requirements. In general, the budget process is the 

same for each fund. The most difficult part of the budget process is the 

projections of revenues and expenditures for the next fiscal year. 
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REVENUE PROJECT IONS 

Loc a l  Re venues /Genera l.  In  the fo llowi ng  sect i o ns  we wi ll be d i s c u s s i n g  

loc a l  revenues  wh ich a re concen t ra ted i n  the Ge nera l Fund . By loca l re venues , 

we refe r to reve nues  tha t requ i re loca l a u thor i z a t i o n  befo re they c a n  go i n to 

effec t .  And , to a ce rta i n  extent , the li mi t s  of  the ra tes on  these  loc a l  

re venues  a re left t o  loca l dete rmi nat i o n . Ce rta i n ly there a re lega l li mi ts  a s  

to  the ma x i mum rate  that  ca n b e  i mposed o n  s u c h  i tems a s  who lesa le bee r tax,  

b us i ne s s  tax  a nd s a les  tax . Ea c h  loca l gove rnment  s h ou ld be awa re of  where 

the i r ra tes s t and i n  re la t i on to the le ga l li mi ts of  ea ch re venue  s o u rce . 

I n  add i t i o n to lega l li m i ts , a l l reven ue s o urces  a lso  h a ve poli t i ca l  li mi ts 

or li m i ts beyond  wh i c h the vot i n g p u b li c  wi ll not tole ra te . Howeve r ,  these  

li m i t s  a re u s ua lly ba sed on perceptio n s  u n le s s  a re fe re ndum i s  held on a 

s pec i f i c  re ve nue. The refo re , t i m i ng  i s  a key e leme n t  i n  the e s ta b l i s hme n t  of  

new loc a l re venue  sou rces . 

Whether i t  i s  percept i on o r  actua l vote , i f  the po i n t of con trove rsy i s  a 

u t ili ty ra te i n c reas e ,  the c i t i ze n s  need to u nders ta nd  the nece s s i ty fo r a ra te 

i nc rease . C i t i es wh i c h  have a s e rv i ce th a t  i s  funded by fe es or a serv i ce 

cha rge s hould be aware of the need to ma i n ta i n  s u ch  fees o r  cha rges a t  a n  

a d equate l e vel.  

Ce rta i n ly ,  a c i ty may expe r i ence gro wth , a n d  con sequen t ly ,  i n crea sed  

reven ues ; or ,  i t  may red uce  the  cos t of  the s e rv i ce wi thou t reduc i n g t he  

serv i ce .  If e i the r of  t hese  fa ctors occ u r , t he  c i ty i s  fo rtu nate . However ,  i f  

revenues  a re i n s u ffi c i en t  to ma i n ta i n  a s e rv i ce ,  they wi ll eventually h a ve t o  be 

i n crea sed . To po s tpon e ac t i on on t h ese  q ues t i o n s  mea n s  tha t when ra tes a re 

ra ised, the i nc rea se wi ll be  larger a nd  a greater  amou n t  of re si sta n ce  wi ll be 

enc ountered . Therefo re ,  a nnu a l  rev i ews of  re ve n ues compa red to prev i ou s  yea rs ' 

perfo rma nce a re e s s en t i a l . 
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Once those reviews have been made , it is important to communicate to the 

citizens how wel l revenues are performing , and what those revenues mean in 

services . 

P roperty Tax . The basic l ocal tax is real estate or property tax . When 

property taxes are l evied , they represent a substantial percentage of each 

city ' s  overall revenue . It is true that most Tennessee cities are not ab l e  to 

control the appraisal of the property within their corporate l imits . But , they 

are abl e  to control their tax rate , which is un l imited unl ess reimposed by a 

charter provision subsequent to a 1973 act by the l egis l ature which removed al l 

maximum l imits . It  is useful to ca l cul ate the val ue of one cent ( 1¢ ) in the tax 

rate based upon the l atest assessment figures , so that the governing body can 

cal cul ate the tax rate necessary to bal ance the budget . 

How to P roject . In projecting property taxes in the budget , a city shoul d 

onl y  project the amount of current property taxes they anticipate co l l ecting 

during the fiscal year . This , invariabl y ,  wi l l be l ess than the total amount of 

taxes due . Such proj�ct i ons shoul d use a percentage factor based upon the 

actual col l ection experience of the past two or three years. Such information 

is avail abl e in each city ' s  audit report for each previous year. 

For exampl e ,  if in doing the review it is determined that an average of 

onl y ninety (90%) of the total taxes due has been col l ected , then the maximum 

revenue entry for current property tax woul d be ninety percent (90%) of the 

current taxes due . However ,  unl ess absol utel y necessary , we do not recommend 

that the maximum amount projected be budgeted for any revenue. It is al ways 

better to underestimate a revenue than to overestimate one. An exception to 

this woul d be a fixed item such as a pre-agreed in- l ieu of tax from a 

mun i cipal l y  owned el ectric util ity . Reasons for budgeting l ess than the maximum 
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amount anticipated varies for each revenue source. In the case of property tax, 

a city needs to allow for economic downturns, or more specifical ly, in the case 

of public utility property, assessment action by the Public Service Commission 

which may reduce the maximum taxes anticipated. Some cities in Tennessee have 

experienced this difficulty in the past when public utility property was a 

substantial factor in their tax base. 

Delinquent Property Taxes. Projection of delinquent property taxes depends 

primarily on two factors : first, the extent of delinquent taxes outstanding, 

and secondly, the level of effort to be exerted in coll ecting those 

delinquencies . 

Such taxes can be collected under a general law procedure (6-55-201 --

6-5 5-206 ) , or as provided in a city·s charter. Many cities enter in a joint 

effort with their respective county government as a practical approach to the 

problem . But a city, whether working with the county or by itsel f, needs to 

remember that by current state law a time limit of six ( 6 )  years from January 1 

of the year in which the delinquent tax accrued is in effect for filing suit . 

How to Project. The projection of this revenue item should be based on the 

collections for the past two or three years. A constant percentage of total 

taxes levied would indicate that the same percentage would not be collected in 

the coming year. A greater coll ection effort can increase  the amount collected 

substantially. When budgets become tighter, it appears that efforts intensify 

for the collection of del inquent property taxes. 

Local Sales Tax. Sales tax revenue, as with property tax, operates with a 

fixed rate. But with sales tax, the tax base which is volume of sales, can 

decl i ne unless prices increase through inflation; this has been a saving factor 

for nlany cities duri ng the past few years . A growing local economy or local 

commercial growth can result in increases in sales and sal es tax revenue. 
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Howeve r ,  be wa ry of pa s t  i n c rea se s  i n  s a l es  tax  t h a t  res u l ted due  to i nfl a t i o n 

o r  commerc i a l  g rowth . P r i ce i n c reases  may not  con t i n ue a t  pa s t  l e vel s ,  a nd the  

res u l t wi l l  be l e s s  s a l es tax  g rowth . Commerc i a l  g rowth wi l l  c rea te n ew 

c u s tome rs a nd wi l l  c rea te s a l es tax g rowth . Howe ve r ,  s uc h  g rowth may o n l y  d raw 

cus tome rs from othe r commerc i a l  cente rs wi t h i n  the corpo ra te l i mi ts  a n d  may not  

c a u se  a n  i n c rea s .e i n  sa  1 es  tax  re ven u e . 

Per i od i ca l l y  a l l reta i l e r's sa l e s ta x numbers s h ou l d be co l l ected  a nd c ro s s  

checked wi t h  th e sta te s a l e s  tax  d i v i s i on t o  a s s u re t h at  rece i pts a re be i n g 

c orrec t l y  re turned to the c i ty .  Errors c a n  occ u r  between  c i t i e s of s i m i l a r 

n ames o r  i n  c a ses  whe re b us i ne s se s  u s e  the home off i c e addres s ,  wh i c h  may be i n  

a d i ffe rent  c i ty .  

How to P ro ject . I n  ma k i ng project i o n s  we recommend  you ba se them on  at  

l ea s t  t h ree ( 3 )  yea rs of  d ata as  s hown i n  the budget  wo rk s h eet i n  Append i x  J .  

The  f i rs t two a re a c t ua l  ye ars wh i c h a re obta i n ed from pa s t  a ud i t  re port s . 

The th i rd yea r of  d ata i s  the cu rrent  yea r a n d  i s  obta i ned by u s i n g both 

a ctua l yea r-to-da te co l l ec t i o n s  extended to a rr i ve a t  a tot a l  fo r the c u rre n t  

yea r .  It i s  re commended  a city u se  a l l pos s ibl e a p p roac hes  to est i ma te cu rren t 

yea r co l l ect i on s. Ea ch a pp roach  re qu i res year- to-date tota l s th roug h the  mos t  

recen t mont h . If t h e  budget  i s  p re pa red i n  Apr i l , re ve n ues  s h o u l d be  tota l ed 

t h  roug h  Ma rch .  

Once th i s  data i s  a va i l a b l e ,  t he  f i rs t a p proa c h  i n vo l ves d i v i d i n g the tota l  

by n i ne ( n umber of  mon th s ) to  obta i n  a mon th l y  a vera ge fo r the  n i ne mon th 

per i od . Then  mu l t i p l y  by twe l ve fo r a yea r ly  project i o n  a s  fo l l ows : 

Yea r- to -date  Month s Mon th ly A ve ra ge Mo nth s Yea r  P rojec t i on 

$900 d i vi ded by 9 = 100 X 12 = $1 , 200 
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The second a pp roach  i n vo l ves mu l t i p l y i n g  the  f i g u res for  Ma rch t i mes  th ree 

a nd  add i n g the resu l t fo r you r  n i ne mon th yea r- to-date  fo r a yea rl y tota l . 

Ma rc h Rema i n i n g Mon th s Qu a rte rl y P rojec t i on Yea r-to-date 
Cu rrent  Yea r 
P roj ect i on 

$17 5 X 3 = $525  + $900 = $1 , 425  

The  th i rd a p proach i n vo l ves ad d i n g the  cu rrent  yea r-to-date tota l to the  

a ctu a l  amou n t  of  the l a st q ua rte r of  the  p reviou s f i sc a l  yea r .  

Yea r t o  d ate Ac tua l La st Yea r Qu a rte r C u r rent  Yea r Projec t i o n 

$900 + $400 = $1 , 3 00 

Al l th re e  of these a p proach es re su l t i n  rel a t i vel y c l ose re su l ts.  Howe ve r ,  

wh en mu l t i p l i ed to re fl ect ma ny c i t i e s ac tua l sa l es ta x re venue , the d i ffe rences 

cou l d amoun t  to  severa l thou sa n d  do l l a rs.  It i s  recommen d ed tha t a f ig u re be 

u sed wh i c h i s  h a l f way be tween the h i gh an d l ow f i gu res. 

Once th ree yea rs of data a re i n  p l ace , it i s  t i me to ma ke pro jec t i on s  fo r 

the com i n g  f i sca l yea r .  I f  t h e  c u rrent  yea r i s  l ess t h a n  t h e  pre v i ous  yea rs, 

efforts need to be ma de to determ i ne why . Wh en the fa ctors are i den t i f i ed ,  

determ i ne whether  they a re tempora ry or  lon g  te rm . 

If th e c u rrent  yea r proj ections  a re su bsta n t i a l l y  more t ha n  the p rev i ou s  

yea r ,  t h e  c a use n eeds  t o  be determ i ned . Howeve r ,  u n l ess u n u sua l  g rowt h i s  

taking p l ace , i . e .  more peopl e mov i n g i n  or  mo re jo bs be i n g  created , the safe 

a pp roach  is t o  budget  t h e  com i n g yea r a t  the cu rrent  yea r l e ve l wi th no  mo re 

tha n a ma ximum of f i ve to te n pe rcent  (5% - 10%) i n c rea se .  

It h a s  been stre ssed p rev i ousl y , but  i t  i s  i mpo rta n t  not  to over  p roject  

re ven ues .  

In - Li eu of  Ta xes .  Mo s t  sta tements  about  in - l i eu of  tax  payme nts  ce n te r  

around  mu n i c i pa l l y  own ed ut i l i ti e s payi n g  a n  in - l i e u of t ax  t o  the  pa ren t  c i ty .  

It may n o t  be pra c t ic a l  i n  th e case  o f  wa te r o r  sewe r ,  but  ma ny c i t i es h a ve 
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natural gas systems that have accrued substantial retained earnings and have 

rate structures that are automatically triggered when the wholesale prices 

increase. The result is the retained earnings continue to increase while the 

city's general fund may be suffering for need of revenue. If not considered 

before, a city should keep this possibility in mind when preparing a budget. 

Tennessee cities operating municipal electric systems are empowered to take 

in-lieu of taxes or tax equivalents up to prescribed maximums under the standard 

provisions of TVA power contracts. However, each city should review its charter 

because some provide for lesser amounts. 

How to Project. Projections of electric system in lieu of taxes depend 

upon the decisions of the governing body as to whether they will take the 

maximum allowable or something less. Whatever the decision, the result, less up 

to twenty-two and one half percent (22 1/2%) of the total (maximum provided for 

the county), can be entered in the budget. 

Wholesale Beer Tax. For those cities with beer retail outlets within the 

corporate limits, the local wholesale beer tax is a seventeen percent (17%) tax 

levied on the wholesale price of beer� State law requires the wholesaler to pay 

this tax directly to the city and to file monthly reports with the city and the 

State Department of Revenue. It is quite easy to understand that volume of 

sales determines the amount of this revenue since the rate is fixed at seven

teen percent (17%). However, it is important that each city always monitor the 

monthly receipts for any exceptional fluctuations, and to occasionally check 

that payments are being received from all beer wholesalers serving the area. 

Inadvertent errors may result in lost revenue. 

How to Project. In making projections, the minimum two or three year 

Ilistory referenced earlier should be used. If the history shows a steady growth 

in revenues year after year, then the average percentage growth can be projected 
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for the  com i n g  yea r .  Howeve r ,  i f  the  c u rrent  yea r i s  i n di ca t i ng  a d ownturn , th e 

c aut i ou s  a p proach wou l d  be to bud get  no mo re th a n  cu rrent  yea r's rece i pt s . New 

bee r  reta i l  out l ets w i th i n  the c i ty w i l l  not  nece s s a r i l y  res u l t i n  i n c rea sed 

reven ues  i f  there a re severa l other  out l et s  a l ready l oca ted wi th i n  the  co rpo ra te 

l i mi t s . Howeve r ,  a n nexa t i on  of e x i s t i n g  beer o u t l et s  wi l l  u s ua l l y  i n c rea s e  

re venues . The a pproxima te extent  o f  s u c h  i n c rea se  c a n  u s u a l l y  be determ i ned i f  

the who l e sa l e r or reta i l e r wi l l  coopera te by s u p p l y i n g  the vo l ume of who l e s al e  

s a l es or pu rchases  fo r the bu s i ness  i n  the  a n nexed a rea . 

B u s i ne s s  Ta x .  B u s ines s taxes  a nd  th e i r ma x i mum ra te l i mi ts a re es ta bl i s hed 

by s tate l aw .  Howe ve r ,  the dec i s i o n a s  to whether  to i mpose a bu s i ne s s  tax a nd  

the s ett i n g of  the rate s up  to the ma x i mum i s  l eft to the  l oca l gove rn i n g body . 

An  i mporta n t  po i n t of i n forma t i on in l ook i ng fo r new re ve n u e s  i s  to k now wh ether  

you r  c i ty i mposes  a bus i n e s s  ta x and whether  it  i s  l e vi ed at  the ma x i mum l i m i t .  

Co l l ec t i on of  c u rren t  and  d e l i n quent  bu s i nes s taxes i s  a l oca l re s pon s i 

bi l i ty a n d a n  a ppropr i a te amount  of effort s h ou l d be devoted  to the  co l l ect i o n 

of bus i ne s s  tax .  An important  po i n t on de l i n quenc i e s i s  t hat  after the  tax  i s  

s i x  (6) mon t h s  de l i nquen t ,  i t  becomes the  d u t y  of t he  state to co l l ect  the tax , 

pen al ty a nd i nterest . Al l amounts  co l l e cted by th e s ta te from the de l i n quent  

ta xpa yer wi l l  be reta i n ed by the s ta te . The refore , i f  a c i t y impo ses a bu s i ne s s  

t ax,  t he  c ity s hou l d co l l ect  i t  i n  order to  rec e i ve the  re venue . 

How to Proj ec t . Projec t i on s  of  bu s i nes s tax  re venues  a ga i n  re l y  on a 

mi n i mum two or  th ree ye ar performan ce h i s tory.  I n  ma k ing  projec t i o n s  the i mpa ct  

of add i t i ona l c omme rc i a l  a rea ( i . e .  t hrough  a n n exa t i o n a n d/or  new con s t ruc t i on ) 

s h ou l d be cons i dered . Ad d i t i o na l  c i ty co l l ect i on effo rt s h ou l d a l s o  be ta ken 

into a cc ou n t . 
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I n  mos t  cases , s i gn i f i ca n t  fl uctua t i on s  i n  bu s i ne s s  taxes wi l l  not  oc c u r, 

a nd  the c u rrent  yea r rece i pts wou l d be the ba s i s  fo r a sa fe projec t i on fo r the 

c omin g  yea r .  

Other  Loca l Ta xes . Othe r l oca l ta xes may i n c l ude fra nch i s e ta xes , wh i c h  

a re u s u a l l y  a f i xed pe rce ntage o n  g ros s rec ei pts  a n d  rema i n  bas i ca l l y  con s t an t 

from yea r to yea r ,  un l e s s  a ffe cted by u s e r  ra te  i nc reases  o r  sys tem expans i on . 

Project i on s  ba sed u pon  i n fo rma t i o n provi ded by the  franc h i s e o r  persona l  

knowl edge wi l l  be a pp ropr i a te .  

Oth er l oca l taxes may a l s o  i n clude roo m  oc cu pa ncy ( hote l /mote l ), s pec i a l  

as ses sments  o r  mi xed d r i n k  taxes  wh i c h h ave not  been  d i s c u s sed  i n  th i s  doc ument 

because  they a re not wi des pread . Check  the  MTAS Mu n i c i pa l  H a n d book for  other  

re venue  s o u rces . 

Li censes a nd  Pe rmi ts . No rma l l y ,  the  two �i gn i f i ca n t  s o u rces  of  l i cense s 

a nd  permi ts a re a utomo bi l e  reg i s t ra t i on ( c i ty s t i c ke r) a nd  bu i l d i n g c ode 

permi ts . The re a re other  t ypes of  pe rm i ts , bu t these  do not u s ua l l y  ge nera te a 

s i gn i fi c a nt  amoun t  of re venue. 

Cons ide rat i o n s hou l d be g i ven  to the  fo l l owi ng  th ree fa ctors i n  revi ewi n g 

lic en se s  a nd perm i ts  co l lec t i on s . Cha nges  i n  these  fa c to rs c a n  ma ke the two 

yea r h i s tory a lmo s t  mean i ng l e s s .  

(1) Ant i c ipa ted vo l ume of bu s i ness . Th i s  s h o u l d not affec t a uto reg i s 

t ra t i on or a n n u a l  renewa l s o n  l i c en ses , bu t d u r i n g  peri ods  o f  s l owdown 

i n  the bu i l d i n g  i nd u s try i t  w i l l  re duce  bu i l d i n g re l a ted pe rmi ts to a 

fra c t ion  of ear l i e r  y�a rs pe rfo rmance . 

( 2 ) Li cense  o r  pe rmit fee .  I f  th i s  i s  s i gn i f i c a n t l y  l owe red o r  i nc rea sed 

it wi l l  d i rectl y affec t  the  amount  of re venue  rec e i ved . 
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( 3 ) Collection effort. I f  a strong effort is not made to insure that all 

contractors acquire a permit for new construction, the volume of 

receipts will be reduced . This is also true in auto registration 

where a slowdown on the part of the enforcement agency can result in 

significant reduction in receipts . 

Each city should closely review the amount of construction taking place and 

by talking to local contractors and developers, try to determine the approximate 

amount of planned activity for the coming year . Charges for each type of permit 

connected with building should then be applied to the anticipated volume of 

business to determine the projection for the coming year . 

Intergovernmental Revenues. Intergovernmental revenues can be in the form 

of an in-lieu of tax payment from the local housing authority , state and federal 

grants ( not including general revenue sharing) and state shared taxes which are 

the most significant on an annual basis. State shared taxes will be addressed 

in a later section. 

Housing Authority in-lieu of Tax. The in-lieu of tax payment from a 

housing authority shoul d remain basically constant from year to year unless 

expansion occurs within the system . Discussion between the housing authority 

director and the preparer of the budget should provide a reasonably accurate 

projection for this revenue. 

State and Federal Grants. State and federal grants require application to 

obtain these funds and the amount requested is stated in the application . 

Budgeting these grants, even though the grant may not be secured , should not 

affect the other parts of the budget since these grant revenues are tied 

directly to specific expenditure line items. A city should avoid expending 

money for a grant program until the grant is finally approved . In many cases 

federal regulations state that money spent before a grant is approved can not be 

charged against the grant. 
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Charges for Service. Charges for service cover a broad range of revenue 

sources ranging from pool admittance fees to refuse col l ection charges . These 

charges have been establ ished based on the premise that users of the service 

shoul d bear the cost of the service . Since the service charge shoul d rel ate to 

the cost of the service , rates shoul d be reviewed annual l y  at budget time . 

Offsetting factors to increases woul d be vol ume increases ( i. e .  increases in 

customers ) or technical improvements that woul d reduce costs. 

I f  such information is avail abl e ,  it is useful to have customer counts 

and/or consumption figures . I f  not , a city must rel y  on a mUl ti-year history of 

revenues for the service. The forthcoming year shoul d not refl ect more than the 

best year of that past history. 

Fines , Forfeits , Etc. A l though some cities depend heavil y  on this item for 

revenue , it is one of the more costl y sources to col l ect. This is not to say 

that a l aw enforcement and traffic contro l  program is not needed , but it shoul d 

not be rel ied upon as a major revenue source. With al most any city , this 

revenue wil l fl uctuate with the enforcement efforts exerted. 

In  making projections each city shoul d review the past history l ooking for 

f l uctuations from one year to the next . If such f l uctuations exist , try to 

determine why they exist. The budget preparer then needs to consul t with the 

respective department and the governing body ( extent of enforcement may be a 

pol icy decision for the governing body) in order to determine the l evel of 

enforcement for the coming year . Factors to consider in this determination are 

an increase or decrease in enforcement personnel , change in departmental 

administration or a change in the governing body. 

Shoul d the intent be to reduce enforcement , then revenue projections need 

to be adjusted accordingl y. I f  the intent is to increase enforcement , then the 

projections shoul d  be adjusted upward. However , a city shoul d be cautious in 

projecting such increase. 
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Sho u l d  a ny c i ty be an t i c i pa t i n g a s pec i a l  cen s u s  or a n nexat i on , t hey s h ou l d  

p l a n  o n  ha vi n g th e p roces s compl eted a nd  the cen s u s  res u l t of s u c h  p roce s s  to  

th e i r re s pec t i ve Local  P l a n n i n g Off i ce fo r certi f i ca t i on no  Ta ter than  June  1 of 

the  c u rrent  f i s ca l  yea r .  

Once  the cert i f i ed popu l a t i on i s  determi ned , the  second  fa ctor i s  to  

determine the  pe r ca p i ta amou n ts . The adopt i on of the s ta te bud get  u s ua l l y  

occ u rs towa rd the end  of the l eg i s l a t i ve se s s i on .  The res u l t has  been  the  l ate  

i s s ue  of the pe r ca p i ta amou n t s , s omet imes  a s  l a te as  J u ne . Wa i t i ng for s u c h  

d a ta ca n p l ace a c i ty ve ry l a te i n  prepa r i ng the i r bud get . I t  i s  re commended 

that c i t i e s u s e  the cu rrent  yea r pe r c a p i ta amou n t s  to e s ta bl i s h a ten ta t i ve 

revenue  projection for s ta te s h a red taxes . On ce data fo r the  comi n g  yea r  i s  

ava i l a bl e  the  (ten ta t i ve ) project i on s  c a n  be a dj us ted . 

On the  th ree except i o ns  noted previ ou s l y , i . e .  i n come ta x ,  mi xed d r i nk tax  

and  a l coho l i c  be verages ta x ,  a c i ty wi l l  ha ve to refe r to th e i r pa s t  h i s to ry to  

ma ke the i r project i ons . For  mos t  c i t i es t hose  t h ree i tems a re not  tha t 

s i gn i f i ca n t  i n  the o vera l l bud get p i c t ure . Howe ve r ,  a c i ty s h ou l d be c arefu l 

not  to project  the comi n g  yea r  a t  a h i gher  ra te of i n c rease  than  the  i nc rease  

s h own between the  actua l previ o u s  yea rs a n d  the cu rrent  yea r e s t i mate . 

I n  re vi ewi n g i t s pa s t  h i story eac h  c i ty s hou l d compa re the  re venues  wh i ch 

it actua l l y  rece ived fo r each  of these  items a ga in s t  the a mou n t  that  i t  wa S 

s u pposed to rece i ve ba sed on the a p propr i a te pe r ca p i ta amou n t . The  rea son  i s  

th a t  ma ny o f  the pe r cap i ta amou nts  a re ba sed  on p roj ected s a l es  vo l umes . Th i s  

is e s pec i a l l y  true fo r s ta te s a l es  tax and  s ta te s t reet a i d .  I f  s uc h  a re vi ew 

ind i c ate s a s i g n i f i ca n t  d i ffe rence  between wha t  wa s s u ppos e to be rece i ved a nd  

wha t wa s actua l l y  rece i ved , a c a u t i o u s  a p p roac h  mi g h t  re qu i re a n  adju s tmen t  of  

the p roje c tions  fo r the s e  i tems to  refl ect  pa s t  h i s tory .  
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S hou l d a ny c i ty be a n t i c i pat i n g a s pec i a l  cen s u s or  a n nexa t i o n , they s h ou l d 

p l a n  on  h a vi n g the proces s  compl eted and  the cen s u s  re s u l t of  s u c h  p roce s s  to 

the i r re s pect i ve Lo ca l P l a n n i n g Off i ce fo r certi f i ca t i on no  Ta ter  than June  1 of 

the cu rrent  f i s c a l  yea r .  

Once the cert i f i ed po pu l at i on i s  determi ned , t he  second  fa cto r i s  to 

determi ne  the pe r c a p i ta amou n ts . The adopt i on of  the s tate  budget  u s ua l l y  

occ urs towa rd the  end  o f  the l e g i s l a t i ve se s s i on .  The re s u l t h a s  been the l a te 

i s s ue of  th e pe r ca p i ta amou nts , somet ime s  as l a te as J u ne . Wai t i n g fo r s uc h  

data c a n  p l ace a c i ty ve ry l a te i n  pre pa r i n g  the i r budget . It i s  recommended 

tha t c i t i es use the  c u rrent  yea r pe r ca p i ta amou n t s  to e s tab l i s h a ten tat i ve 

re venue  p roj ec t i o n for s tate s h a red ta xes . On ce  d a ta fo r the  com i n g  yea r  i s  

a va i l a b l e  the  (te n ta t i ve ) p roj ect i on s  c a n  be adj us ted . 

On the  th ree except i on s  noted pre vi ou s l y ,  i . e .  i n come ta x ,  m i xed d r i n k  tax  

a n d  a l coho l i c  be ve ra ges  tax , a c i ty wi l l  h ave to  refe r to the i r pa s t  h i s to ry to  

ma ke  the i r projec t i ons . Fo r mos t  c i t i e s those th ree i tems a re not tha t 

si gn i f i ca n t  in the overa l l budget  p i c t ure .  Howe ver , a c i ty s h ou l d be ca refu l 

not  to proj ect  the comi ng  yea r  a t  a h i gher  rate of  i n c rease  t han  the i nc rease  

shown betwe en the actua l previ ou s  yea rs a n d  t he  c u rre n t  yea r  e s t i ma te . 

In re viewi n g i ts pa s t  h i s tory each  c i ty s h ou l d compa re the re venues  wh i c h 

i t  actu a l l y  received fo r each  of these  i tems aga i n s t  the a mo u n t  that  i t  wa s 

s u pposed to rece i ve ba sed  on  the a pprop r i a te per ca p i ta amount . The  rea son i s  

t hat  ma ny of  the per ca p i ta amou n ts a re ba s ed on  proj ec ted s a l e s  vo l umes .  Th i s  

is e specia l l y  true fo r s ta te sa l e s  ta x and  s ta te s tree t a i d .  If s u c h  a re vi ew 

i nd i c a tes  a s i g n i fi ca n t  d i ffe rence  be twee n  wha t  wa s s u ppose  to be rece i ved and  

wha t wa s actua l l y  rece i ved , a c a u t i ous  a pproa ch  m i g h t  re qu i re a n  adj u s tmen t  of  

the proj ec t i ons  for thes e i tems to refl ect  pa s t  h i s to ry .  
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Three-e i ghts  of  the  s tate i n come ta x i s  re t u rned  to the  l oca t i on where i t  

i s  co l lec ted . Th i s  i s  done by mea n s  o f  a code p l aced o n  the tax retu rn by the  

p re pa re r .  Therefore , it  i s  ve ry importa n t  tha t ea c h  pe rs on "in you r  commu n i ty 

p l ace the  co rrect  code n umber  on h i s  or  h e r  ret u rn so  tha t the c i ty wi l l  rece i ve 

c red i t .  

Append i x  I conta i n s the per ca p i ta amounts  fo r ea c h  i tem of s ta te s h a red 

taxes fo r the 1 98 1  - 82 yea r fo l l owed by a br i ef  desc r i p t i on  of each  i tem , the 

formu l a wh i c h i s  u sed to determ i ne the pe r ca p i ta amo u n t  to be re ce i ved by each  

c i ty and  the s c hedu l e  of  payments  to the c i t i es . Th i s  a ppend i x  i s  an  excerpt  

from a tech n i ca l  bu l l et i n  p repa red a n n ua l l y  by MTAS cons u l ta n t s . The  ap pend i x  

a l so  descr i bes  the uses  for wh i c h each  i tem c a n  be expended . The u s e s  o f  the 

Gaso l i ne I n s pect i on Fee and State S t reet Aid  funds  wi l l  be d i s c us sed i n  g reate r  

deta i l  in t h e  s ec t i on o n  expe n d i tures . 

Genera l  Re ve n ue S h a r i ng . Genera l re ve n ue s h a r i n g  fu nds  a re a ppro pr i a ted on 

a twe lve mo nth  ba s i s  i dent i f i ed as an e n t i t l ement  per i od a nd pa i d  qua rte rl y 

s ta rt i n g  i n  Janua ry of each yea r .  As l o n g  as  l oca l governments  u s e  a f i s c a l  

yea r  other  t h a n  t h e  federa l f i s c a l  yea r wh i ch i s  Octobe r  1 th rough  Septembe r  30, 

c i t i e s mu s t  ta ke i n to a ccou n t  the fa ct  that  they wi l l  be re ce i vi n g re ve n ue 

s h a ri n g  fun ds from two en t i tlement  pe ri ods d ur i n g  the i r f i sca l yea r .  T his i s  

i mportant i n  proj ec t i n g  re venues  s i n ce the a l l oca t i on c a n  c h a n ge from on e 

e nti t l emen t  peri od to t he next . Depend i n g on how ea c h  c i ty's a u d i tor  h and l es 

the  c i ty's J u l y  qua rte r ly  payme nt  ( some a ud i tors cou n t  th i s  payme nt  i n  re venues  

o f  the yea r j us t  end i n g wh i l e  some place  it  i n  the next yea r ' s  re ve n ues ) , each  

c i ty's book s  i n  Apr i l w i l l  e i the r i nd i c a te that  the c i ty ha s re ce i ved a ll of i ts 

Re venue  S h ar i n g  Funds  fo r the c u rrent  f i sca l yea r o r  the one add i t i ona l paymen t 

w i l l  be rece i ved . 

How to Proj ect . Du r i n g the next f i sca l ye a r  the c i ty wi l l  e i ther  be 

rece i vi ng one o r  two paymen ts from the c u rren t  entit l ement  depend i n g on the 

a ud i tor ' s c redit of the J u l y pa ymen t a n d  the other  payme nt s w i l l  be f rom yo ur 
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new entitlement. If the books show that all current year payments have been 

received, take an amount equal to the April payment, double it and add 50% of 

the amount which will be received during the next entitlement period. If on the 

other hand the books show one more payment due, take an amount equal to the 

April payment and add 75% of the amount to be received in the next entitlement 

period. The city should have received information by May as to the amount of 

the next entitlement. An example of the above calculations would be as follows: 

April Payment April Payment 
$400 X 1 = $ 400 $400 X 2 = $ 800 
New Entitlement New Entitlement 
$1,200 X .75 + 900 $1,200 X .50 = + 600 
Revenue Revenue 
Projection $1,300 Projection $1,400 

There will be years in which the estimated allocation is not available in 

time to meet the city's budget adoption requirements. In such cases the city 

should multiply the April payment times four (4) and use this figure. If this 

is done, it is recommended that the budget estimate be revised as soon as the 

a'llocation amount is known. 

Each city should also be aware that four principal factors figure -into the 

formula for revenue sharing allocations. These factors include: inverse per 

capita income (i.e. the lower the city's per capita income, the more it will 

receive in funding), population, intergovernmental revenue and local taxing 

effort. All of these are compared to the same factors for other local 

governments within the state, and within each city's respective county. 

Each city should be mindful of how neighboring cities are doing in regard 

to population and local taxing effort. An aggressive local tax effort by one 

entity in the county could possibly increase that entity's future entitlements 

at the expens e of the other entities within the county, all other factors 

remaining constant. It is important to note that no city can receive in revenue 

sharing funds more than fifty percent (50%) of what it collects in taxes. 
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Each  c i ty s hou l d compl ete a nd  p rompt l y  retu rn the re ports requ i red by the  

Off i ce o f  Ge nera l Re venue S h a r i ng . Fa i l u re to c omp l e te a nd  ret u rn th e s tatement  

of  a s s u rances  fo rm , and  t he  actua l u se  report , c a n  res u l t i n  wi thho l d i n g o f  

qua rter l y  en t i t l ement  payments . T h e  money i s  not  nece s s a ril y l o s t  becau se  the 

payments  withhe l d wi l l  be fo rwa rded a l on g wi th the f i rst  qua rterl y payme n t  

fo l l owi n g  the  Offi ce of  Re venue  S h a r i n g 's rec e i pt  of t h e  report , bu t i t  c a n  

c au se  s evere ca s h  fl ow p ro bl ems fo r c i t i es , a n d  certa i n l y  mea n s  a l o s s  of  

i n te rest  ea rn i n g s  i f  t he  money cou l d h a ve been  i n ves ted . 

Wa te r and  Sewe r Revenue . P r i ma ry re venue  s o urces fo r wa ter and  sewer 

sys tems , a s  for oth e r  ut i l i ty sys tems , a re u s e r  fees . Certa i n l y  there a re other  

re venue  i tems bu t ut i l i ty operat i ons  re l y  p r ima r i l y  on user  fees .  I n  proj ect i n g 

these  re ve n ues the pas t h i s tory i s  ve ry i mporta n t  becau se  of  f l uc tuation s  wh i c h  

c a n  ta ke p l ace from one  yea r t o  the  next . The m i n i mum h i s tory needed i s  two 

a ctua l yea rs p l u s  the  l a tes t e s t i mate fo r the  c u rrent  yea r .  To p roject  the  

re venue for  the ba l a nce  of  the cu rrent  yea r u s e  a n  amount  equa l to t hat  rece i ved 

d ur i n g  the same peri od  in the previ ous  yea r  u n l e s s  tha t yea r wa s not a norma l 

one .  I f  a ra te i nc rea se is p l a n ned or  there a re fa ctors t hat  wi l l  i nc rea se  

con s umpt i on , s u c h  a s  s u bd i vi s i on deve l opmen ts , a nnexat i on s , u t i l i ty l i n e  

exten s i on s , i nd u s t r i a l  deve l opme nt o r  projected i n c reases  by c u rrent  u s e rs , 

revenue est i ma tes  can  be i n c rea s ed accord i ng l y .  

In o rder  to e s t i mate i nc rea sed  re venue ba sed o n  a n  i n c rease  i n  c u s tome rs , 

the c i ty need s to count  the numbe r  of  n ew cu s tomers a n d  mu l tipl y th i s  f i g u re by 

the a ve ra ge month l y  bi l l  a nd  then  mu l t i p l y  the re s u l t t i mes the  n umber  of  mo nth s  

i t  i s  a n t i c i pa ted t h at  t he  new c u s tome rs wi l l  be served . A n  examp l e of  s u ch  a 

c a l c u l a t i on wou l d  be a s  fo l l ows : 
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New Customers 

1 , 000 x 

Average 
Monthl y Bil l 

$6.00 

Monthl y  
Receipts 

= $6 , 000 x 

Anticipated 
Months 

9 = 

Increase in Coming 
Year Revenues 

$45 , 000 

New industrial or commercial customers wil l need to provide an estimate of 

proposed usage for revenue estimates to be made . 

Once again, it is important that each util ity funded by user fees be 

annual l y  reviewed to see if revenue is exceeding al l obl igations of the util ity . 

Such a review shoul d  incl ude the past three or four years to see if a downward 

trend in net earnings is occurring . A reasonabl e  net earnings shoul d al ways be 

maintained by each util ity . If the review indicates the need for a rate 

increase, rates shoul d be increased as soon as practical because del ay wil l onl y  

make the probl em more difficul t .  Rate increases shoul d be preceded by rate 

studies . Such studies shoul d anal yze the number of customers, consumption and 

revenue provided by each step of the city ' s  rate structure . These studies 

shoul d al so review the percent of water that is l ost between pumping and sal es . 

Bad meters, leaks , etc . ,  pl ace a heavier burden on those citizens with accurate 

meters . MTAS wil l shortl y  have avail abl e a manual to assist cities in making 

rate studies . 

After al l anal ysis is compl eted, the rate study shoul d provide the 

governing body information on the amount of additional revenue needed to meet 

future requirements . It shoul d al so provide options to meet those revenue needs 

and the impact of each option on the consumer . The final decision on the extent 

of rate increase , who wil l be affected and the resul ting financial condition of 

the utility rests with the governing body . 

Delinquent Bil l s .  Each city shoul d have a pol icy to assure the col l ection 

of del inquent water and sewer bil l s .  Fail ure to do so wi l l resul t in a l oss of 

revenue and pl ace an unfair burden on those who do pay their bil ls .  
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BORROWING 

Tax Anticipation Notes. A tax anticipation note can be a valuable 

financial management tool for Tennessee cities. It allows cities to issue notes 

early in the fiscal year in anticipation of projected tax revenue which usually 

is not available until five or six months into the fiscal year. Such notes are 

l-imited to sixty percent (60% )  of tax anticipation and require approval by the 

State Director of Bonds and Local Finance. 

With the passage of a tax anticipation resolution ( See Appendix G ) during 

the budget adoption process, the city can borrow money from time to time during 

the fiscal year after submitting a letter specifying the amount to the State 

Director of Bonds and Local Finance for approval. Such notes shall mature with

out renewal not later than the close of the fiscal year. However, if taxes and 

revenues do not meet the level estimated, a city may apply to the State Director 

of Bonds and Local Finance, at least ten ( 1 0 )  days prior to the end of the 

fiscal year, for permission to issue funding bonds to cover any unpaid balances. 

Tax anticipation notes are not a revenue� but they assist in smoothing out 

the city's cash flow, which is a necessary ingredient in budget management. 

Capital Outlay Notes. Another valuable financial management tool is the 

capital outlay note. It is a short term borrowing tool that provides a means of 

funding much needed capital items with a limited cash flow. Cities have used 

capital outlay notes to finance such various items as police cars , garbage 

trucks and street improvements. Like the tax anticipation note discussed 

earlier, the capital outlay note also requires prior approval by the State 

Director of Bonds and Local Finance. However, the time limits are somewhat more 

1 i bera 1 • 
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Ca p i ta l  ou t l ay notes can  be execu ted for a pe r i od not  to  exceed th ree (3) 

yea rs fro m date of i s s u ance , a n d  wi th a pprova l  of the D i rec tor  of  Loc a l  F i n a nce , 

the  ma t u r i ty date may be extended fo r two add i t i o na l pe r i ods  of  th ree (3) yea rs 

eac h .  S uch  notes i s s ued s o l e l y  for the  a c qu i s i t i on of  l a n d  or  a n  i n te rest  i n  

l a nd  may be executed fo r a pe r i od not  to exceed s e ven  (7) yea rs from the  date of 

i s s uance , a n d  wi th a pprova l , may be extended fo r one add i t i on a l  pe ri od of th ree 
* 

(3) yea rs . A sa mp l e cove r  l ette r  to the  d i rec to r ,  c a p i ta l o ut l ay res o l u t i o n  

wh i ch mu s t  b e  adopted by t h e  gove rn i n g body , a n d  cap i ta l  ou t l ay note a re 

i n cl uded i n  Appen d i x  H .  

* 
Howe ver , a mi n i mu m  of 1/ 9 of  the pr i n c i pa l  of reg ul a r  c ap i ta l o ut l ay 

notes or 1/ 1 0  of ca p i ta l  o ut l ay notes fo r l a nd  mus t  be pa i d  each yea r the 

notes a re outs tand i n g .  
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EX PEND I TU RES 

C h a rt of Ac counts . The fo l l owi n g  comments a p p l y  to revenues, a s  we l l a s  

expend i t u res , but we h a ve chosen  expend i tu res t o  s t ress  t h e  benef i t of a chart 

of a ccounts . Expend i tu re accounts a re fa r more n ume rou s  i n  the u s ua l c i ty 

bud get .  Each  c i ty needs  to dete rm i ne the opt imum n umbe r of l i ne i tems requ i red 

fo r f i nanc i a l  ma na gemen t . To o few o r  too ma ny accou n ts wi l l  decrea se  the 

a b i l i ty of  fi nanc i a l  ma na gers to p ro per ly  ana l yze cost centers . Fo r examp l e, i t  

i s  d i ffi c u l t to ho l d down e l ectri c co sts i f  they a re i nc l uded i n  a s i n g l e l i ne 

i tem wi th other types of  ut i l i ty expenses . 

The c h a rt of accounts  fo und i n  the Comptro l l e r ' s  "Un i form Accou n t i n g  

Man ua l " s h ou l d be used i n  t h e  c i ty ' s budge t , a ccou nt i ng records , a nd a n n ua l  

a ud i t .  Th i s  wou l d a pp l y  to any oth er  fi na nce r _ l ated a c t i v i ty .  The be nef i ts 

a re : u n i formi ty i n  the c i ty ' s tota l f i na nc i a l p i ctu re , reduced aud i t  costs , and 

s i mpl i c i ty i f  a c i ty has  or  i s  go i n g to h a ve an  automa ted account i n g sys tem . 

Projec t i ons . For accou nt i ng pu rposes  a l l expenses  a re c l a s s i f i ed f i rst by 

fund ( see page 8) , second l y by func t i on ( i . e .  genera l government , pub l i c  safety ,  

publ i c  wo k s , etc . )  and  fi na l l y  by obj ec t . The S tate Contro l l er ' s  Un i form 

Accounti ng Ma nua l p l aces a l l expen ses i n  one of e i g h t  major  object  c l ass i f i 

ca t i ons . 

For the pu rpose of ma k i ng proj ect i ons  a l l expenses  can  be p l aced i n  one of 

fi ve ca tegor i es : ( 1 ) pe rsonnel  serv i ces ; ( 2 ) contractua l  serv i ces , s upp l i e s a nd 

ma ter O a l s ; ( 3 )  f O xed c h a rges ; ( 4 )  debt serv i ce a nd  ( 5) ca p i ta l  ou t l ay .  

Pe rsonne l  Se rv i ces . Pe rsonne l  and  as soc i a ted expen ses  a re the l a rges t o r  

one o f  the l a rges t  expend i tu re i tems o f  any mu i c i pa l  opera t i on . Project i ons  of 

s a l a ry expen ses for the c u rrent  yea r can  be o b Ja i ned by mu l t i p ly i ng c u rrent 

sa l a r i es t i mes the n umber of pay peri ods  eft ; n the yea r, adj us t i n g  fo r any 
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c ha nges wh i c h wi l l  be occ u rri n g  befo re the end  of the  yea r a n d  a d d i n g  to th i s  

the  ac tua l yea r to date tota l s .  A s i mi l a r sys tem can  be u s e d  to ma ke cu rre n t  

yea r proj e c t i ons  o f  fr i nge benefi t cos t .  

I n  ma k i n g project i on s  fo r the next f i s ca l yea r i t  i s  i mpo rta n t  t hat  the 

person s  p repa ri ng  the  bu dget  ut i l i ze a fo rma t that c l ea rl y  i dent i f i e s  cu rre n t  

personne l  cos ts a n d  t h e  i mpac t  of a ny p roposed  i n c reases . S u c h  a n a l ys i s  s ho u l d 

be prepa red  on  a depa rtmen ta l bas i s  s o  tha t the  c u rrent  co st s  a n d  i n c rea ses  c a n  

be d i rect l y  re l a ted t o  mun i c i pa l  s ervi ces . S u c h  a n a l ys i s  s h o u l d b e  p repa red  

u s i n g the  forma t s h own i n  Appen d i x  K .  Th i s  fo rma t p rovi des  a sa l a ry brea k down 

for eac h a u thor i zed  pos i t i o n a n d  fo r each  empl oyee wi th i n  a depa rtmen t .  After  

s a l a r i e s a re computed and  a depa rtmen ta l tota l i s  reached , a n n u a l  cos ts  s hou l d 

then  be compute d fo r fr i n ge benefi ts u s i n g present  rates o r  pe rcentages . 

The s i xth  co l umn of  the perso n ne l  cos t wo r k s heet i s  u s e d  to l i s t  proj ected  

s a l a r i e s  wi thout  a ny i nc rea ses  except those  provi ded by g u a ran teed s teps  wi th i n  

a n  ex i s t i n g  pay p l a n . I t  i s  a l so  u s e d  to s how i n c rea sed  fr i nge  bene f i ts bas ed  

u pon the  pe rcenta ge o r  f i xed  cos ts es t i mate d  fo r the comi n g  yea r .  Ea ch  c i ty 

s ho u l d a t tempt to obta i n  pe rcenta ges  fo r F I CA ( soc i a l  s ecu ri ty ) , ret i reme n t  a n d  

u nemp l oyme nt compen s a t i on for  the comi n g  fi s ca l  yea r from th e re s pect i ve o f f i ces 

fo r ea ch  i tem . Th e hos p i ta l i za t i on i n s u ra n ce a gent  s hou l d be contac te d  abou t 

p roj ected  i n c rea ses  i f  the  c i ty pays a ny port i on of s u c h  premi ums . The tota l of 

the s i xth  co l umn  s h ows the gove rn i n g body wha t pe rsonne l  cos ts  wi l l  be fo r the 

c om i ng yea r if no a c ro s s  th e boa rd sa l a ry i nc rea ses  a re g ra n te d . 

The  seventh to n i n th co l umn s a re u se d  to proj ect  a c ro s s  the board 

percentage i n c reases  and  to a dj u s t  a l l a s s oc i a ted cos ts . Befo re ma k i n g a 

p rojec t i o n , compa r i son s  s hou l d be ma de  wi th previ ou s  yea r s'  effo rts a n d  wi th 

what s u rrou n d i n g c i t i es a re d oin g  ( c i t i es  can u t i l i ze th e MTAS Sa l a ry Su rvey ) , 

a n d  s hou ld be d i s c u s s e d  i n  a d va nce wi th the  gove rn i ng body . 
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Contractu a l  Se rv i ces , Suppl i es a n d  Ma ter i a l s .  T he  c a l c u l at i o n p roces s 

d i s cu s s ed i n  revenues  i s  a l so  a p p l i ca b l e a n d  i mporta n t  to these  expend i tures . A 

c i ty s hou l d u t i l i ze two yea rs of  a c tua l d ata taken  from the  i mmed i ate prev i o u s  

f i s c a l  yea rs aud i ts . The c i ty s h ou l d  a l so ca l cu l ate  expen ses  fo r the  e n t i re 

c u rre n t  yea r  pe r i od . The method of mak i n g c a l c u l a t i on s  wa s d i s cu s s ed i n  the 

reven ue sect i o n  on page 1 1 . Howe ve r ,  fo r expend i tu res a c i ty s h ou l d be mi ndfu l 

of a ny extraord i na ry expend i tu res for the  c u rrent  yea r th a t  may not  deve l o p  

u nt i l Ap r i l , May or  June . When proj ect i n g expend i tu res , i t  i s  better to over  

p roj ect  t h a n  u nder  p roj ect . Expenses , e s pec i a l l y  u t i l i ty cos ts , a re l a rge l y  

determi ned by u n i t  cos ts  a nd u s a ge . I t  i s  d i ff i c u l t for c i t i e s to a ffec t  u n i t  

co st s  except  th rough  purc ha s i ng  methods  that  seek the  l owe s t  pri ce a n d  u t i l i ze 

b u l k con s umpti on . Howe ve r ,  s uc h  effo rts may no t be s ucces sfu l , es pec i a l l y  when 

dea l i ng w i th  a l i mi ted n umbe r of s u p p l i ers . The on l y  other  recou rs e i s  to 

red uce con s umpt i on wh i c h has proven  s ucces s fu l  i n  ut i l i ty co st s . The c i ty 

s hou l d conta c t  each  ut i l i ty to obta i n  a project i o n o n  the  i n c reases  e x pected i n  

the comi n g  yea r .  Once tha t percenta ge i s  obta i n ed , i t  s h ou l d be mu l t i p l i ed 

t i mes the  e s t i ma ted c u rre n t  yea r  cos t s  to rea ch  next  yea r ' s  proj ec t i on . I f  

i nforma t i on i s  not a va i l a b l e ,  u t i l i ze pa s t  h i s to ry t o  d e te rm i ne the  trend  i n  

a n n ua l i n c rea ses  a nd  a p p l y  th i s t o  the es t i ma ted cu rrent  yea r  costs . 

Appl y i n g a n  e s t i mated percentage of i n c rea se  i s  about  the o n l y  way to 

project  other  expenses  i n  t h i s  c atego ry s u c h  a s  repa i r  and ma i n tena nce . On e 

s h ou l d note p ro po s ed c h a nges  i n  present  o r  fu ture opera t i on s  wh i ch m i g ht  affec t  

s u c h  projec t i on s . Fo r examp l e ,  add i n g po l i ce c a rs may i nc rea se  re pa i r a nd  ma i n 

tena nce ; howe ve r ,  rep l a c i n g s ome h i gh ma i n tena n ce c a rs w i th new ones  may reduce  

the  amo u n t  of  repa i r  a nd  ma i n tena nce needed . 
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Fixed Charges. Include items such as insurance , bonds , rents , data 

processing service , etc. These are among the easiest expenses to project since 

they are based on fixed costs which can be obtained from the appropriate 

supplier . 

Debt Service. Each city with outstanding debt obligations should develop 

and maintain a payment schedule for each outstanding debt . Such schedule can be 

developed with the aid of the city ' s  auditor and updated to reflect the 

principal and interest due during the coming fiscal yea r .  The schedule should 

provide the necessary "i nformation on a monthly basis . 

Once the schedule is prepared a cash flow plan needs to be developed so 

that each fund is paying an appropriate share on a monthly basis . Monthly set 

asides will prevent bonds or interest coming due without sufficient monies on 

hand to meet the obligation . This information can be used to project debt 

service expenses for the next fiscal year . 

Capital Outlay. This category includes. the purchase of land , buildings , 

equipment and i mprovements. Projections of these expenses should be based on 

contracts , if available ; otherwi se estimates obtained from suppliers or 

consulting engineers should be used. Use the largest or several estimates to 

budget for equipment purchases . 

State Street Aid . Periodically , MTAS publishes articles , reports , etc . 

with information for local governments . One of these reports , written by 

W .  K .  Joines , Finance and Accounting Consultant , is on the proper and improper 

use of "State Street Aid . 1 I Additional information on these funds can be found 

in Appendix I and L. State Street Aid is a restricted fund and cannot be 

combined with any other fund . 
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Revenue  S ha r i ng .  Revenue s har i ng  funds  may b e  used for any pu rpose  wh i c h 

i s  co ns i dered a permi s s i b l e  use  of a c i ty ' s  own re venues  under app l i cab l e state 

and  l oca l  l aw .  A br i ef  l i s t  of no n- recommended uses i nc l ude s : 

ma tc h i ng funds , debt  ret i rement , l oans  a nd i n ves tmen t .  A proh i b i t i o n ex i sts  

f rom the  s tandpo i nt that no c i ty may use  i t s funds  for  l obby i n g  or other  

act i v i t i es wh i c h may i nfl uence l eg i s l a t i on rega rd i n g th i s  act . Dues  pa i d  to  

s tate  or na t i on a l  government  a s soc i a t i ons  a re cons i dered a n  except i on .  

Rec i p i ent  governments  mu st  s pend , ob l i gate or appropr i a te re venue sha ri ng  

funds  wi th i n  24 months  of  the  end  of  the  en t i t l ement  pe r i od fo r wh i c h fu nd s we re 

rece i ved . 

These funds can  be u sed wi th other  c i ty funds  wi th mi n i ma l  d i ffi cu l t i es . 

We u rge caut i on i n  u s i n g these funds  fo r opera t i ona l expend i tu res . I n  the pa s t  

c i t i es h a ve used th e i r funds  for equ i pment  pu rchases  o r  other ca p i ta l , one-t i me 

i tems . Recent l y, these funds  have been u sed for ope rat i on a l  expend i t u res ; i . e .  

s a l a r i es . I n  th e e vent  the  a pprop r i a t i ons  fo r revenue  s h a r i ng we re c ut  or  

e l i m i na ted, c i t i es wou l d be i n  a preca r i ous  pos i t i on , f i sca l l y , ha v i n g to  ra i �e 

ta xes o r  decrea s e  se rv i ces i n  order  to ma ke up  the l oss  of re venue . On e- t i me 

ca p i ta l  proj ects wou l d  seem to be the bes t use fo r these funds , but  cos ts a re 

i nc rea sed  by a p p l i ca t i on of the Dav i s - Bacon Ac t requ i r i n g na t i ona l preva i l i n g 

wa ges be  pa i d  by the c i ty or  contractor . 

Ente rpr i se  Funds . Budge t i ng  expend i tu res for enterpr i se  funds  such  as  

wa ter o r  sewer do not  d i ffer from what  has  been  d i s c u s s ed fo r othe r fu nds  except 

for two i mporta nt  po i nts . Fund  ba l a nces  wh i c h are refe rred to i n  enterpri se 

funds a s  reta i ned ea rn i n gs a re not s u pposed to be used to fu nd comi ng  yea r 

opera t i ona l expe n d i tures  except to a s s i s t i n  ca sh  fl ow shortages d u r i ng  the yea r 

or fo r add i t i ons  to p l a n t . Al so , a n  i tem ca l l ed deprec i a t i o n wh i c h does not 

norma l l y  a ppea r in  other  funds  i s  a requ i red i tem in  an  en terpr i se fund  ba sed 
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u po n  the amo u n t  of u nd e p re c i a ted p l a n t  va l u e .  D e p re c i a t i o n i s  n o t  a n  a c t u a l  

c a s h  payme n t  i tem b u t  s h o u l d be b u d geted a fter c on s u l ta t i on wi t h  the a u d i tor o n  

the p ro pe r  amo u n t  to s c hed u l e  fo r the c omi n g  yea r .  T h e  a u d i to r  wi l l  t h e n  c h a rge 

o u t  s u c h  d e p rec i a t i on at the end of the f i s c a l  yea r .  T h e  rea s o n  fo r b u d ge t i n g  

de p re c i a t i o n i s  t o  a s s u re tha t mo n ey i s  s e t  a s i d e f o r  re p l a c eme n t o f  p l a n t  wh e n  

i t  wea rs o u t  a nd to e n d  the yea r  wi th a po s i t i ve re ta i n ed ea rn i n g s .  

F u n d  Ba l a n ces . Once the c u r re n t  yea r es t i ma tes fo r a l l e x pe n d i tu re s  h a ve 

been compl eted a n d ba l a n ced a ga i n s t  es t i ma ted re ve n u es , t h e  re s u l t i n g f u n d  

ba l a nce c a n  be u t i l i ze d  i n  meet i n g p roj e c ted o pe ra t i o n a l  need s for t h e  c om i n g 

yea r i n  a l l fu n d s  except e n te rp r i s e f u n d s . 
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BUDGET ADOPT I ON 

B u dge t Docume n t . The f i n a l  b u d ge t  d o c ume n t  s h o u l d c o n ta i n  a s  a m i n i mum a 

s e pa ra te s e c t i o n  fo r ea c h  f u n d  wi th a s e p a ra te l i s t i n g  for re ve n u e s a n d  

e x pe n d i t u res s h ow i n g  p r i o r  yea r  e x pe r i e n c e , c u rre n t  yea r b u d ge t , c u rre n t  ye a r  

e s t i ma tes a n d p roposed amo u n t s f o r  next  f i s c a l  yea r .  Th e re s h o u l d  a l so b e  a 

s umma ry page s h ow i n g  a l l fu n d s  w i th a s umma ry of re v e n u e  a n d  e x pe n d i tu res . 

Pu b l i c  H ea r i ng Requ i reme n t s . S t a te l aw requ i res t h a t  pu b l i c  h ea r i n g s  mu s t  

b e  h e l d rega rd i n g t h e  b u d ge t  i n  co u n c i l -ma n a ge r  c i t i e s .  Fede ra l l a w re qu i res a 

p u b l i c  h e a r i n g  for Fed e ra l  Reve n u e  S h a r i n g  F u n d s . U n t i l  rece n t l y  two h ea r i n g s  

we re requ i red ; h oweve r ,  d u e  to a rece n t  c h a n ge o n l y  a s i n g l e h e a r i n g  i s  n ow 

ma n d a ted . A p pend i x  C p ro v i des a s ampl e o f  the ty pe o f  n o t i c e t h a t  mu s t  b e  

p u b l i shed for th i s  h ea r i n g . Th i s  n o t i ce l i s ts b y  ma j o r  f u n c t i o n s  the amo u n t s  o f  

re ve n u e  s ha r i n g  f u n d s  p ro p o s e d  to be s pe n t  d u r i n g  t h e  comi n g  f i s c a l  yea r ,  a l on g 

wi th the a mo u n t  o f  f u n d s  from o th e r  s o u rces . O n ce t h i s  h e a r i n g  i s  c ompl e ted , 

the a d o p t i o n of the b u d g e t  may oc c u r .  

B u dge t O rd i n a n ce . A p pen d i x  D a n d  E c o n ta i n  s a m p l e a d o p t i o n  o r d i n a n ce s  

wh i c h s h o u l d b e  u s e d  i n  fi n a l i z i n g t h e  b u d g e t  p roces s .  S ta te l a w a s  i t  a p p l i ed 

to g e n e ra l l a w c i t i e s re qu i re s  th ree ( 3 )  s e pa ra te rea d i n g s  fo r b u d get 

o rd i n a n ces , exc e p t  fo r c i t i e s wh i c h o pe rate u n d e r  the mod i f i ed ma n a g e r  p l a n  

wh e re o n l y  two re a d i n g s  a re req u i re d . P r i va te a c t  c h a rter c i t i e s a re go v e r n ed 

by t h e  requ i reme n ts o f  th e i r c h a rte r .  We wo u l d  rec omme n d , h oweve r ,  t h a t  even  i f  

yo u r  c h a rter does n o t  requ i re the a d o pt i o n o f  you r b u d get by o rd i n a n c e  tha t s ome 

fo rma l a c t i o n be t a k e n  by yo u r  govern i n g body to a p p ro ve the b u d ge t , ta x l e vy 

a nd a p p ro p r i a t i o n s �  
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A p ro pe rty ta x ra te c a n  be e s ta b l i s h ed i n  the s ame o rd i n a nce u s ed to a d o p t  

the b u d ge t . The s amp l e o rd i na n c e  i n  Appe n d i x  E u s e s  th i s  me thod . 

Fede ra l l aw re q u i red t h a t  wi th i n  th i rty ( 30 )  days a fter a d o pt i o n of a 

b u d g e t  p ro v i d i n g fo r the u s e  o f  Fede ra l S h a ri n g  F u n d s  t h a t  a n o t i ce be p u b l i s h ed 

s ta t i n g  whe n  and wh e re the b u d get i s  a va i l a b l e fo r p u b l i c  i n s pec t i o n . A samp l e 

n ot i c e i s  c o n ta i n ed i n  Append i x  F .  
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BUDGET MANAGEMENT 

Mon i to r i ng .  Afte r adopt i on of  a budget , the mos t  i mporta n t  a s pect  o f  the 

budget p rocess  fo l l ows : mon i tor i n g  re venues  and expe n d i tu res fo r the budget 

yea r .  A few bas i c  s teps  wi l l  he l p to adequate l y  mon i tor  the i ncome a n d  

expend i tu res of  yo ur  c i ty .  F i rs t ,  dev i s e a month l y  re port i n  order t o  g i ve 

off i cers a n d  depa rtment  head s  a cu rrent  p i ctu re of the  c i ty ' s  f i n a nces . See 

Append i x  M for an  exampl e .  

Second l y ,  d u ri n g  the course  o f  the  fi s c a l  yea r pre pa re a qua rte r l y  o r  m i d 

yea r budget  rev i ew .  Th i s  wi l l  a s s i s t i n  the  th i rd mos t  i mporta n t  a s pect  of  the 

mon i tor i ng  process  - budget amendments . Even  the  bes t  budget  wi l l  m i s s  a l i ne 

i tem o r  severa l  l i ne  i tems . The l aw a l l ows for amendments to the bud get i n  

order  to bri n g  a c tua l expend i tu res i n  l i ne w i th  the  budget . 

I t  i s  i mpos s i b l e  to ove remph a s i ze  the n eed  fo r budget mon i to r i n g . Wi thou t 

i t ,  the budgeta ry proces s i s  i nc ompl ete a nd  may p l ace  the c i ty i n  a ten uous  

f i n a nc i a l  pos i ti on . Aud i t  reports s hou l d be u s ed to s t reaml i ne a ccou n t i n g  

opera t i on s . 

Revenue  S har i ng Ame ndments . The budget may be amended to move re venue  

s h a r i n g  fu nds  from one fun c t i o n  to  a nothe r ,  i f  the need  a r i ses . Any change  

i n vol v i ng l es s  tha n  2 5 %  and  $2,000 of the  e nt i tl eme n t  c a n  be  h a n d l ed th rough 

norma l amendmen t p roces s . Another  pub l i c  hea r i n g  wi l l  be requ i red i f  the 

amendment  exceed s 25% and  $2,000 of the  tota l e nt i t l emen t  amou nt . 

Fo r examp l e ,  i f  there i s  a n  unexpected  need to s pend  $5,000 . 00 fo r a p i ec e  

of equ i pment  i n  t h e  po l i ce depa rtmen t ,  a s s um i n g  no  f u n d s  we re a ppropr i a ted fo r 

th i s  pu rpose , a n  a ppropri a t i on  i s  nece s s a ry .  I f  the  amo u n t  i s  l es s  tha n  25% of  

tota l re venue  s ha r i n g  a ppro p ri a t i ons , no p u b l i c  hea r i n g  i s  nece s s a ry .  If  the  

amou nt  i s  g reater  tha n 25%,  the  hea r i n g  mu s t  be he l d .  I f  a hea r i n g  i s  requ i red , 
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a ten ( 1 0 )  day not i c e wi l l  be requ i red befo re h o l d i n g  the h ea r i ng to ame nd the 

reven ue s h a r i n g  bud get . 

I t  i s  good pra c t i ce to note ma j o r  revenue s h a ri n g  expe n d i tu re s  i n  t h e  

mi n u tes of the counc i l  mee t i n g s , e v e n  wh en s pe n d i n g mo n ey p rev i o u s l y  budgeted . 

I t  wi l l  h e l p i n  comp l eti n g  the n eces s a ry a u d i t  to h a ve t h e  m i n u tes s e rve a s  a n  

add i t i o n a l  a u d i t tra i l . 
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APPEND I X  A 

SUGG ESTED BUDGET CALENDAR FOR SMALL/MED I UM-S I ZED  C I T I ES 

By William Bailey , Municipal Consultant
l 

The fiscal year of most Ten nessee cities ends on June 30 , a nd it is , 
therefore , highly desirable to have a budget adopted for the following fiscal 
year by June 30 , or ready for adoption at the first council meeting in July . I t  
a ppears , however, that  more a nd more cities are failing to meet the deadline for 
adopting a new budget. While it is sometimes necessary to work on the budget 
beyond the established deadline , city offic i als usually could meet the deadline 
without probl ems if they would do a little pre- pla n n i ng a nd establish a Budget 
Calendar. While the budget calendar of a large city could be more lengthy a nd 
detailed , tha t of a small or medium-sized municipality could be somewha t  along 
the lines of the following : 

On or before Marc h 1 5  

March 1 5  

March 2 0  

By April 1 5  

By May 1 

By May 1 5  

By May 1 5  

By June 30  

No more than  30 
after budget adoption 

BUDGETARY SCHEDULE 

Fina nce Officer prepares previous a nd curren t year 
fina ncial data on estima te forms. 

Estimate forms are forwarded to Mayor , Finance 
Committee , or Chief Administra tive Officer. 

Copies of estimate forms are forwarded by Mayor , 
Fina nce Committee , or Chief Administra tive Officer to 
Departmen t Heads with  instructions. 

Finance Officer prepares revenue estimates. 

Department Heads prepare estima tes a nd forward to 
Mayor , Fina nce Committee , or Chief Administra tive 
Officer . 

Review of estima tes by Mayor , Fina nce Committee , or 
Chief Administra tive Officer ; determ i na tion made of 
recommenda tions to be made to l egislative body. 

Submit proposed budget or budget requests to 
l egisla tive body . 

Legisla tive body finalizes budget , holds necessary 
public hearings , a nd adopts same. Federal revenue 
sharing regulations require a notice in a newspaper 
a t  least 10 days prior to the budget hearing by the 
legisla tive body a nd a proposed budget summary must 
be included i n  the advertisemen t. 

Notice of availability of Adopted Budget as 
required for revenue sharing . 

1 Retyped , MTAS Tech nical Bulletin , April 3 ,  1 98 1 . 

36  



APPEND I X  B 

HOW TO PREPARE A BUDGET 

1. Ga ther  the fo l l owi n g  i n forma t i o n : 
( a ) Aud i t repo rts fo r pa s t  two f i sca l yea rs 
( b ) Copy of c u rrent yea r ' s  budget  
( c ) A l i s t  of  a l l expenses  fo r c u rrent  ye� r  u p  to date 
( d ) A l i s t  of  a l l re venue  for cu rrent  yea r u p  to date  
( e ) L i s t  of presen t s a l a r i es 
( f ) Cos t of  fri n ge benef i t s 

2. Ma ke a budget c a l enda r ( see Append i x  A ) 

3 .  F i l l  i n  i nfo rmat i on on  budget  works heet ( see Append i x  J )  fo r pa s t  two 
f i s ca l  yea rs , cu rrent  budget , a nd  yea r to da te tota l s .  

4 .  F i l l  o ut  a Pers onne l  Cost  Wo rks heet  ( see A pend i x  K ) fo r each  Depa rtment . 

5 .  P roj ec t revenues  and  expenses fo r ba l a nce of c u rrent  yea r ,  add yea r to date 
tota l s a n d  p l ace re s u l ts  on  bud get work s h eets . 

6 .  P roject  revenues  and  expe n s es fo r next  f i sca l yea r and  p l ace re s u l ts  on 
budget wo rk s heets . 

7.  Tra n s fe r  neces s a ry i n fo rma t i o n from wo rk s h eets  to f i na l budget fo rms . 

8. Subm i t  budget  to govern i n g body . 

9 .  Ad ve rt i s e a nd h o l d budget  hea r i n g  ( see Append i x  C ) . 

1 0 .  Ma ke  f i na l  c hanges  and  adopt budget . 

1 1 .  P u b l i s h not i ce of ado pted budget  ( see Append i x  F ) . 
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APPEND I X  C 

PUBL I C  NOT I C E  

( NOT I C E MU ST B E  RUN 10 DAYS  P R I OR T O  BUDGET H EAR I NG . ) 

C I TY OF 
P ROPOS E·-=::-D --:::B,.,...,.UO,.,...G ....... E--r ....,...,H-=-[�,.......R-=-I N:-:-:::G� 

The C i ty of wi l l  h o l d a p ub l i c  hea r i n g  at C i ty Ha l l on -------

( date ) a t  ( t i me ) p . m .  fo r the pu rpo se of re v i ewi n g  the  ----'----'---- _ ............ _--'---

198_-_ budget . The Budget  may be e xami ned at  C i ty H a l l between ( t i mes ) 
_ ............ _---'--

on weekdays . Al l i n teres ted c i t i zens  a re encou ra ged to g i ve wri tten a n d  ora l  

commen ts . Sen i o r  c i t i zens  a re encoura ged t o  attend and  pa rt i c i pa te .  

Es t i ma ted Revenues : 

Genera l F und  $ 
Street A i d  $ 
Reven ue  S ha r i ng  $ 
Wa te r & Sewer $ 
Gas  De pa rtment  $ 
Tota l $ ------

Est i ma ted  Expend i tu res : Genera l Funds  

Ge ne ra l Governmen t  $ 
P ub l i c  Safety $ 
Pu b l  · c  Wo rk s $ 
Street Ai d $ 
Wa te r & Sewer $ 
Gas  De pa rtment  $ 
Tota l $ ------
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Reve n ue Sh a r i ng  

$ 
$ 
$ 
$ 
$ 
$ 

To ta l 

$ 
$ 
$ 
$ 
$ 
$ 



APPEND I X  D 

ORD I NANC E NO . ----

AN ORD I NANCE  OF  TH E C I TY OF  APPROPR IAT I NG FUNDS  FOR  TH E ------

F I S CAL YEAR J U L Y  1 ,  1 98 __ , TH ROUGH J UNE  30 , 1 98 

Be i t  orda i ned by the C i ty of , a s  fo l l ows : ------

S ECT I ON 

1 .  Tota l revenues  and  a va i l a b l e funds  a nd  tota l expend i t u res . 
2 .  Appropr i a t i on not to be exceeded . 
3 .  L i ne - i tem f i nanc i a l  p l a n  re qu i red . 

Sec t i on 1 .  ( A ) TOTAL REV ENU ES & AVA I LAB L E  FUNDS 

Genera l Fund . . . . .  . 
Sta te Street  A i d  Fund 
Revenue S ha r i ng  Fund 
Wa te r & Sewe r Fund  . . . . . 
Gas De pa rtment  . . . . . . . . 

TOTAL 

( B ) EXPEND I TURES 

Genera l Fund  . . . . . .  . 
S ta te Street  A i d  . .  
Revenue S har i n g  Fund . 
Wa te r & Sewer Fund  . 
Gas  De pa rtment  . . . . . 

TOTAL 

$ 

$ 

$ 

$ 

Sec t i on 2 .  Appropr i a t i on s  n o t  t o  b e  excee 'ed . No expend i tu re l i s ted a bove 
may be exceeded wi thout  a pp ropr i a te o rd i nance c t i on amend i n g th i s  ord i nance . 
Such  ac t i on s h a l l fu l l y des cr i be a l l c h a n ges  proposed to the  budget and  s h a l l 
i nc l ude the s o urces of re ve n u e  to f i nance the ro posed expend i t u res . 

Sect i on 3 .  The ( C i ty Off i c i a l ) i s  req u i red to pre pa re and  
ma i nta i n  a deta i l ed f i nanc i al p l a n  to i mp l eme nt  th i s  appropr i at i o n ord i nance , 
and  to ma ke regu l a r ( month ly ) reports to th i s  govern i ng body . 

Th i s  ord i na nce s ha l l take  effect  i mmed i a t l y  u pon  f i n a l  pa s s age , the pu b l i c  
we l fa re requ i r i ng i t .  

1 s t  Read ' n g :  -----
2nd  Rea d i n g :  ----- Mayor : ______________ _ 
3rd Read i n g :  -----

C i ty Recorder : ----------�-----
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APP ENDIX E 

ORD I NANCE NO. 
-----

AN ORD I NANCE OF  TH E CITY OF  APPROPRIATI NG  FU NDS AND 

ESTABLISH I NG  A PROPERTY TAX RATE FOR THE F I SCAL YEAR JULY  1 ,  198 , THROUGH 

JUNE 30 , 198_. 

Be it ordai ned by the City of , as fol l ows : 
-------

SECTION 

1 .  Total revenues and avail able funds and total expend i tures. 
2. Appropri at i on not to be exceeded. 
3 . L i ne- i tem fi nancial plan requi red. 
4 .  Tax rate. 

Secti on 1.  ( A ) TOTAL REV ENUES & AVA ILABL E FUNDS 

General Fund . . . . . . . . . . .  
State Street A i d  Fund ' . . . . 
Revenue Shari ng Fund . . . . . 
Water & Sewer Fund . 
Gas Department . .  

( B ) EXPEND I TURES 

General Fund . . . 
State Street A i d  Fund 
Revenue Shari ng Fund 
Water & Sewer Fund . 
Gas Department 

. . . . . 
TOTAL . . . . . . 

. . . 
TOTAL 

$ 

$ 

$ 

$ 

Sect i on 2 .  Appropriat i ons not to be exceeded . No expend i ture l isted above 
may be exceeded w i thout app ropri ate ordi nance a ct i on to the budget and shal l 
i nclude the sources of revenue to fi nan ce the proposed expend i tures . 

Secti on 3 .  The ( Citr Official ) i requi red to prepare and 
mai ntai n a detai l ed f i nanc i a  plan to ;mpl emen � thi s appropri ation ordi nance , 
and to make regul af ( monthl y ) reports to th i s  govern i ng body . 

Secti on 4 .  There is  hereby l ev ied a property tax of $ per $ 100 . 00 
----

assessment for the purpose of fundi ng mun i c i pa; servi ces . 

Th o s  ordinance sha l l take effect immed i ate l y  upon fi nal passage , the publ i c  
we fare requir i ng i t .  

1st Reading : 
-------

Mayo r :  
2 nd Read i ng :  

-------

3 rd Read i ng :  
----------

C i ty RAcorde r : 
-------------
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APPEND I X  F 

PUBL I C  NOT I CE 
( MUST BE RUN IN THE PAPER  W I THIN TH IRTY ( 30 )  DAYS AFTER 

ADOPT I ON O F  APPROPR IAT I ON. ORDINANCE ) 

C I T Y  OF  -------

The adopted budget for the City of ' s  1 98 - fisca l ----------- ----

year is a va i lable for publi c  i nspection on weekdays at City Hall between the 

hours of a. m. a nd p. m. ----- -----
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AP PEND I X  G 

R ESOLUT ION OF THE  ( TOWN/C I TY ) 
OF  , TENN ESS EE , 

AUTHOR I Z I NG TH E I S SUANC E  
O F  I NTEREST BEAR I NG TAX 

ANTI C I PAT I ON NOTES 

WH EREAS , Under  the pro v i s i on s  of Sec t i on 7 - 36- 1 03 ( 1 8 )  the govern i ng body 

of  a mun i c i pa l i ty may i s s ue i n terest  bea r i n g  ta x a n t i c i pa t i on notes  p ro v i ded 

s uc h  notes s h a l l fi rs t  be a ppro ved by the S ta te D i rec tor  of  Loca l F i nance : 

NOW ,  TH EREFORE , B E  I T  RESOLVED B Y  TH E ( __ -->9l.-o_v-=-.e r_n_i--'ng"---b_od..Jl.Y __ of the 

( Town/C i ty ) of _______ , Ten nessee , tha t the  Mayor  a nd C i ty Reco rder 

a re hereby a uthor i zed to bo rrow money on  ta x a n t i c i pa t i on notes , prov i d ed s uch  

n ote s a re f i rs t a pproved by the D i rec tor  of Loca l F i nance , to pay for  the 

e xpen ses  h e re i n a u t hori zed u n t i l the taxes and  other  re venues  fo r the  f i s c a l  

yea r , h a ve been co l l ected , not exceed i n g 60% of  the ap propr i a t i on s  of  

each  i n d i v i dua l  fund . The proceed s of l oa n s  fo r ea ch  i nd i v i d ua l fu nd s h a l l be 

u sed on l y  to pay the expenses  and other  requ i rements  of the fun d  fo r wh i c h  money 

i s  bo rrowed . The notes e v i denc i n g the l oa n s  a u th o r i zed under  th i s  sec t i on sh a l l 

be i s sued  under  the a u thor i ty of Sec t i on 7- 36-103 ( 1 8 )  Tennes see  Code Ann otated . 

Sa i d  No tes sh a l l be s i gned by the Mayor and  counter- s i gned by the C i ty Re corder 

and  s h a l l mat u re and be pa i d  i n  fu l l wi thou t ren ewa l not  l a te r tha n 

J une  30 , ---

D u l y  pa s sed and  ap proved th i s  day of -----

(Mayor ) 

( C i  ty Recorder) 
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APPEND I X  H 

RESOLUT I ON O F  TH E 
o F -, -=T::-=E-:-:"::N N-:":E:-r'S"""'S E=-=E.--r-:A U,...,...T.......,H�O R:-:Ir;-;::Z-=-I N' G 
THE I SSUANCE OF I NTEREST B EAR ING  

CAP I T A-:--L ........ o,..,...."U T="'"L""T'"A":"'T""Y -

N"=-:O T=-=E=-=S---'N:-:-::;O�T""-'T="'O:---=E X:-:-:C=-=E:-=E D=---:J:$:---

AND PROV I D I NG FOR TH E �pA�Y�M�EN�T�OFr-=sA�I�D�NO�T�ES 

WHEREAS , i t  h a s  been determi ned by the  _______________ _ 

that  i t  i s  neces s a ry and  des i rab l e to ---------------------

i n  a nd  for s a i d  mu n i c i pa l i ty ;  and  

WH EREAS , s uffi c i en t  funds  a re not  now a va i l a b l e fo r th i s  pu rpos e a nd i t  

wi l l  be necessa ry fo r the to a u tho ri ze the  -------------------------

i s s ua nce of notes  to f i na nce  th i s  tra n sac t i on ; a nd  

WHE REAS , u n der the  prov i s i ons  of Sec t i on 7-36- 103  ( 18 ) , Ten ne s see Code 

Annotated , mu n i c i pa l i t i es i n  Tennes see a re a uthor i zed th rou g h  the i r re s pec t i ve 

--------------------------- , u pon a pprova l by the  State D i rec tor  of 

Loca l F i nance , to i s sue i n tere s t  bea r i n g  ca p i ta l  o u t l ay notes to f i n a nce the 

cost  thereof ; and  

WHEREAS , i t  a p pea rs adva n tageous  to  s a i d  mu n i c i pa l i ty at  th i s  parti c u l a r  

t i me t o  i s s ue  ca p i ta l  ou tl ay notes t o  f i nance t h e  cos t thereof : 

NOW ,  TH EREFOR E , B E  IT  R ESOL VED B Y  TH E 

of the of , Ten nes see : ---- -----------

S ECT I ON I .  Tha t , fo r the pu rpos e of prov i d i n g funds  to f i nance  the  co s t  of 

i n  a nd  for s a i d  -------------------------------

mun i c i pa l i ty ,  there s h a l l be i s s ued i ts negot i ab l e i nteres t bea r i n g  ca p i ta l  

outl ay notes  i n  a pr i n c i pa l  amount  n o t  t o  exceed $ -------------------

Tha t , sa i d  notes s ha l l be des i gnated \ I  ----------------------------

Ca p i ta l  Ou t l ay Notes " and  s ha l l be n umbe red ser i a l l y  beg i n n i ng wi th the N umbe r 

1 .  Ea ch  of sa i d  notes s ha l l be dated a s  of the da te of i s s uance  thereof , s h a l l 
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- 2 -

be of s u c h  denomi na t i on a s  a g reed u pon  by the and the p u rcha ser  

of sa i d  notes , a nd  s ha l l ma tu re not  l a ter t han  t h ree ( 3 ) yea rs afte r the  date of  

i s s uance , p rov i ded , t hat  not l e s s  than  one-n i n th  ( 1 / 9 )  of  the  or i g i na l  amount  of  

t he  notes i s s ued hereunder  s h a l l ma ture , wi thout  re newa l but  s u bject  to p r i o r  

redempt i on ,  ea ch  yea r  tha t a ny o f  t h e  notes  i s s ued hereu n der  a re o u t s tand i n g .  

S ECT I ON 2 .  That , sa i d  notes  s ha l l bea r i n te res t a t  a rate not  to  exceed 

% pe r a n n um ,  paya b l e i n  s uch  ma n ner  a s  s h a l l be determi ned by the  --------

--------------------------- and  the pu rcha ser  of s a i d  notes . Both  pr i n c i pa l  

a nd i n te re s t  o n  sa i d  notes sh a l l be payab l e i n  l awfu l  money o f  the  Un i ted S ta te s  

of Ame r i ca at  t h e  offi ce o f  t h e  T rea s u rer  of , Ten n e s s ee . 

S ECT ION 3 .  That , sa i d  notes s ha l l be s u bj ec t  to redempt i o n  at  the opt i o n 

of the  mu n i c i pa l i ty ,  i n  whol e o r  i n  pa rt , a t  a ny t i me a t  th e pr i n c i pa l  amount  

thereof a nd  acc rued i n teres t to the date  of  redempt i on . 

S ECT I ON 4 .  Th at , s a i d  notes s ha l l be exec uted i n  the  n ame of the  

of  , Te nnes see , s i gned by the 

-------

----------------------------

and  atte s ted by the , wi th the sea l of the mun i c i pa l i ty 

a ttac hed thereto . 

S ECT ION 5 .  That , sa i d  notes s h a l l be i n  s u bs ta n t i a l l y the  fo rm a tta c h ed 

hereto . 

S ECT I ON 6 .  That , fo r the pu rpose of prov i d i ng fu nds  wi th  wh i c h to pay the 

pri nc i pa l  of a nd  i n te rest  a c cru i n g on s a i d  no te s at  matu r i ty ,  there s ha l l be 

l ev i ed u pon a l l taxa b l e p rope rty l y i n g wi th i n  the corpora te l i m i t s  of --------

--------------- , Ten nessee , a d i rect  a n nua l ta x for ea ch  of the  yea rs wh i l e  

s a i d  notes , or  a ny of them , a re outstand i ng ,  i n  amounts  s uffi c i en t  fo r that 

pu rpose . 
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SECT I ON 7 .  That , said notes sha l l not be i ssued unt i l  approval by the 

State Director of Local Finance shal l have been obtai ned as required by Section 

7 -36 - 1 03 ( 18 ) , Tennessee Code Annotated . 

SECT ION 8 .  That, said notes shal l not be sol d for l ess than par and 

accrued interes t .  

S ECT I ON 9 .  That , the proceeds of said notes shal l be turned over to the 

Treasurer  of the said municipal i ty and shal l be paid out for the purposes and in 

the manner requ i red by l aw and this resol ution. 

SECT I ON 1 0 .  That , if any of said ca p i tal  out l ay no tes sha l l rema i n unpai d 

at the end of th ree ( 3 )  yea rs from the date of i ssuance of same � the  bal ance of 

sa id  note or notes shal l be conve rted to bonds as provided by Sections 9- 1 1 - 1 0 1  

to 9- 1 1 - 109 , incl usive , Tennessee Code Annotated, o r  otherwise l iquidated in 

such manner as approved by the S tate Director of Local Finance in compl iance 

with  statutes rel ating to the issuance and redemption of bonds and notes. 

SECTION 1 1 .  That, al l orders or resol u tions in confl ict herewit h be and 

the same are hereby repeal ed insofar as such conflict exists and th i s  resol ution 

s hal l become effective immediate l y  upon its passage . 

Dul y  passed and approved this day of 1 9  

Title :  

( Sea l ) 

Attested : 

T i t l e : 
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( FORM OF NOTE) 
STATE O F  T E N N E S S E E  

O F  -------------- ---------------

CAP I TAL OUTLAY NOTE --------------------------

$ No . 

KNOW AL L MEN B Y  TH ES E P RE S E NTS : T hat t he m unicipalit y o f  

---

i n  the S tate of T ennessee, h ereby ack nowledg es its el f  to owe and for v alue 

rec ei v ed hereby prom i s es to p ay to bearer the sum of $ on or before -----

------- , 1 9  , tog ether wi th i nt erest thereo n f rom the d ate hereof un til 

p a i d  a t  t he rate of p ercent ( __ %) per annum, payabl e on 

, 1 9  ----- , and thereafter. B oth prin cipal and -------------

int erest are p ayable in l awful money of the U nit ed S t ates of Am erica at t he 

Of fice of the T reasurer of , T ennessee. ----------

F or the prompt paym ent of this ob l ig ati on , both principal a n d  in t ere st, the 

f ul l faith , credi t and other resources of said municipality are hereb y 

irrevocab ly p l edg ed. 

T hi s n ote i s  issued for the purp ose of providi ng f und s to fi nance the cost 

of in and for sai d m un icipali ty an d is i n  ----------------------------

al l respects in com p li ance wit h  and under aut hority of S ection 7 - 3 6 - 1 0 3 ( 1 8 ) , 

ennessee C ode Annotated, and a resol u tion d u l y adopt ed by the --------

of , Tennesse e, on the day of ----------- ------------- -----

_________ , 1 9_ 

I t  i s  h e reb y certified an d reci ted that al l acts, cond it i ons and t hing s 

req u i r ed by th e C onsti tut i on and l aws of t he S tate of T en nessee to exis t, or to 

be d one precedent to and in t he issuance of thi s obl ig at i on ,  do exi st, and ha ve 

been p roperl y d o ne,  h ap pened, and b een perform ed in regular an d due form and 

t i me as req uired by l aw ;  an d t hat prov i si o n  has been m ad e  to pay t he p rinc i p al 

a d interest thereon as same f all s due . 
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Sec t i on  7-36- 1 03 ( 18 ) , Te nnes see Code Ann otated , prov i des tha t ne i ther  the 

pri n c i pa l  nor the i n tere s t  of notes i s s u ed pu rs u a n t  to the pro v i s i on s  of s a i d  

Sect i on s h a l l be taxed by the State o f  Te nnes see , o r  by any cou nty , o r  by any 

mu n i c i pa l i ty there i n .  

Th i s  note i s  s u bj ect  to redempt i on at any t i me a t  the  opt i on of the 

mu n i c i pa l i ty i n  wh o l e or  i n  pa rt , at  the pr i nc i pa l  amo u n t  thereof a n d  acc rued 

i n te re s t  to da te of redempt i on . 

I N  W I TN ESS  WH EREO F ,  the mu n i c i pa l i ty of , th ro ug h  i t s 

--------------------

--------------------

, 1 9  -------------

( Sea 1 ) 

Atte s ted : 

Ti tl e :  

ha s  ca u s ed th i s  c ap i ta l ou t l ay note to be s i gned by i t s 

un de r the sea l of h i s  offi ce on th i s  day of 

Ti t l e :  -----------------------------

------------------------------
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DRAFT 

Mr . H. Wayne Will iams, Director 
State of Ten nessee 
Office of State Comptrol l er 
Division of Loca l Fina nce 

DRAFT 

1 5 1 3  Andrew Jackson State Office Buil ding 
Nashvil le ,  Tennessee 372 1 9  

RE : Town of , Capital Outlay Note --------------

De a r  Mr. Wil l iams : 

In the l ast meeting of the Board of Mayor a nd A l dermen , hel d  

DRAFT 

, 1 98 , the Board approved a resol ution authorizing the 
�i

-
ss

-
u
-
a
-
n
-
c
-
e
-

o
-

f�c
-
a
-
p�it�a�l�out l ay-notes . The principa l amoun t of the notes wil l be 

$ for the purpose of Funds with which to pay 
the principa l a nd in terest on said notes wil l be budgeted through the Town ' s  
Genera l Fund. 

With the authoriza tion of the Board of Mayor and A l dermen , I wou l d l ike to 
forma l l y request approval of the $ capita l out l ay note for the Town 
of --------------

Encl osed is a copy of the resol ution as adopted by the Board. If you require 
any further informa t i on con cerning the approva l of this action, pl ease notify 
me. 

Tha n k  you for your a tten tion to this ma tter . 

Very trul y yours , 

Mayor 

Encl osure 
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APPEND I X  I 

Es t i ma tes  and  Exp l a n a t i on of 1 98 1 -82
1 

State S h a red F u nd s  for C i t i es 

* 
Genera l F u nd  Per  Capi ta Amoun t 

S a l e s  Ta x 
Beer Ta x 
Gaso l i n e Ta x 
G ro s s  Rece i pts  Ta x ( TVA i n- l i eu taxes ) 
I ncome Ta x 
M i xed Dr i n k Ta x 
A l coh o l i c  Beverage Ta x 

State Street Ai d Fund  

Ga so l i ne a nd  Moto r Fue l  Ta x 

$23 . 3 3 
. 43 

2 . 80 
1 . 92 
N/A 
N/A 
N/A 

$ 1 2 . 18  

To prov i de s ome back g round to mu n i c i pa l  offi c i a l s re gard i n g  sta te sh ared 

taxes , a br i ef s umma ry of each  s ha red tax reven ue sou rce  i s  p rov i ded a l ong  wi th 

the permi tted u s e  of each  revenue  and  s c hed u l e of payments  to c i t i es . 

Sa l es Ta x - The 4 1/2%  s ta te s a l es tax i s  l e v i ed on  the  reta i l  sa l e  or  u s e  

o f  tang i b l e  persona l prope rty , renta l  o r  l ea se  o f  tan g i b l e  pers ona l p roperty ,  

twe l ve a nd  one- ha l f  percent  ( 1 2 1 /2% ) of fo u r-n i n t h s  ( 4/ 9 )  of the  fou r a nd  

one - ha l f pe rcent  ( 4  1 / 2 % )  s ta te s a l es tax  a re to be a l l oca ted to the 

i ncorpo ra ted  mu n i c i pa l i t i es of the  s ta te . Di str i bu t i on of these  re venues  to 

i nd i v i d u a l  c i t i es i s  based on the  p roport i on of the  c i ty ' s  popu l a t i on to the 

a ggrega te popu l a t i on of a l l mu n i c i pa l i t i e s in the  s ta te accord i ng to the l a te s t  

federa l  cen s u s  or o t h e r  cen s u s  prov i ded by s ta te l aw .  

S a l e s  ta x d i st r i but i on c a n  b e  u sed by c i t i e s  for a ny l awfu l  expend i tu re .  

Chec k s  a re fo rwa rded to c i t i es on a month l y  ba s i s . 

Beer Tax - TCA 5 7- 5 - 20 1  prov i des for a s pec i a l  p r i v i l ege tax of $3 . 40 pe r 

th i rty- one ( 3 1 )  ga l l on ba rre l to be pa i d  by persons  ma n ufa ctu r i ng  o r  

1 
Retyped , MTAS Tech n i ca l  B u l l et i n ,  J u ne  1 ,  1 98 1 . 
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dis tri but i n g  beer in the  s ta e . i ties receive two-s eventeen th s ( 2/ 1 7 ) of 

ninety-six percen t ( 96% ) of revenue co l ected l ess two percen t ( 2% ) d i s tributed 

to the Department of Mental Heal th and Mental Retardat i on to assist 

municipal ities in carryi ng  out the provisions of the  " Comprehens i ve A l cohol and 

Drug Treatmen t Act of 1 9 73 " ( TCA 5 7- 5 - 205 ) .  These revenues  are to be consi d  r d 

as general fund revenues . Checks are forwarded to cities sem i -an nuall y. 

TVA Gross Receipts Tax - TCA 6 7 - 240 1 through 67-2403 provide that 

forty-eight and one half percent  ( 48 1/2% ) of any increase in TVA in- l ieu -of

tax payments paid to the state , as compared to payments received by the s tate i n  

fiscal year 1 9 77- 78 ,  shall be dis tributed to the cities and count i es .  An 

additional th ree percent  ( 3 % ) of the forty-eigh t and one half pe rcen t ( 48 1/2% ) 

distribution based on the proportion of an i nd i v i dual ci ty ' s  popul at i on to the 

population of al l incorporated municipal ities in Tennessee . These  revenues are 

to be us ed for general fund purposes . 

Many cit i es received TVA in-lieu-of- tax payments from the  s tate prior to 

the implementation of this pe r capita distribut i on. The refore , it is pos sible 

that a city could be receiving funds from this source based on one or more of 

t h ree circums tances :  

1 .  The city rece i ves  funds based on the per capita d i s t ribution ; 

2 .  The city was receiving TVA in- l ieu-of-tax funds from the state prior to 

implementat i on of the per capita distribution and , as a re sult , 

con tinues to receive funds on a per capita basis at a level not les s  

than that being received in fiscal year 1 9 7 7- 78 ;  and/or 

3 .  A city is receiving "impac t funds" as a result of TVA construction . 

These revenue sources s houl d not be confused with in -lieu-of- tax 

revenues received from an electric sys tem owned by a city . 
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I ncome Tax - A s ta te i n come tax ( TCA 67-2601 et seq . ) a t  a ra te of s i x  

pe rcen t ( 6 % )  i s  l e v i ed on i n come deri ved from d i v i dends  from s tocks  or i n teres t 

on certa i n  bonds . D i s tr i bu t i o n of s tate i ncome tax  re venues  to c i t i es i s  based  

o n  the res i dence of ta xpaye rs pay i n g a t  the  s i x  percent  ( 6% )  rate . Wh ere a s i x  

pe rce n t  ( 6 % ) taxpaye r l i ves i n  a n  i ncorpo ra ted mu n i c i pa l i ty , t hree-e i gh ts ( 3/8 ) 

of tha t s i x  pe rcent  ( 6% )  i s  retu rned to the  c i ty .  The se revenues  a re fo r 

gene ra l fun  p u rpose s . Chec k s  a re fo rwa rded once a yea r ,  ge nera l y  i n Augus t .  

M i xed D r i nk Ta x - TCA 57-4-301  t h rough  57-4- 308 prov i des  fo r l i cen s e  fees 

and a f i fteen pe rcen t ( 1 5% ) pr i v i l ege tax fo r bus i nes s es p rov i d i n g o n - p remi ses  

a l coho l i c  beve ra ge serv i ce . F ifty percent  of the  pr i v i l ege ta x i s  a l l ocated to 

c i t i es  a n d  cou n t i e s . One  ha l f ( 1 / 2 ) of th i s  f i fty percent  ( 50% )  s h a l l be 

expe nded and d i s tr i b uted . The othe r one ha l f ( 1 /2 ) s h a l l be d i s tr i b uted as  

fo l ows : ( 1 )  co l l ec t i on s of gro s s  re ce i pts c o l l ected i n  u n i n corpora ted a rea s 

to the co un ty genera l fund ; ( 2 )  co l l ec t i ons  of gro s s  rece i pts i n  i n corporated 

c i t i es , town s , to the c i ty or  town where i n  sa i d  tax i s  co l l ected . 

Al coh o l i c Beverage Tax - TCA 5 7 - 9 - 1 1 5 p ro v i des  that  c i t i e s wi l l  rec e i ve 

n i nety percent  ( 90% )  of  the  proceeds from the s a l e of l i quo r  conf i s cated i n  

acco rda n ce wi th  the prov i s i ons  of CA 5 7 -9- 1 0 1  th rough  5 7- 9 - 206 . Add i t i on a l l y , 

i n  a cc o rd a n c e  wi th TCA 5 7- 9- 20 1 , c i t i e s rece i ve 50% o f  the p roceeds from the 

s a l e of veh i c l es , a i rc ra fts or  boa ts con f i s cated a s  a re s u l t of  ac t i on s ta ken 

p u rs ant to the  prev i ous l y men t i oned code sec t i on s . 

Th e se re venues  a re to be u s ed fo r gen era l fund p u rposes . 

Ga so l i ne I n spect i on Fee - Ga s o l i n e a n d  severa l other  petrol eum products 

s ol d , u sed o r  s t o red i n  the  s tate a re taxed at  a ra te of 1 ¢  pe r ga l l on u nder  

t he  p ro v i s i on s of l i The S pec i a l  Ta x on  Petro l eum Prod ucts  Law ll . Of th e  revenu e  

col l ected , TCA 67- 3805 pro v i des fo r t h e  a n n u a l  d i s t r i bu t i on o f  $ 7 , 438 , 000 . 00 t o  

c i ty gove rnments o n  a ba s i s  o f  popu l a t i o n . 
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Th i s  revenue i s  a ge nera l  fu nd revenue t o  be u sed fo r s t reet ma i ntenance , 

con s t ru c t i o n  a nd  pub l i c  t ra n s po rtat i on pu rpos es . C hec k s  a re fo rwa rded month l y .  

Ga s o l i ne a nd Motor Fue l  Ta x ( State S treet A i d  Reve n ues ) - A port i on of 

revenues  produced by the n i ne ce nt  ( 9¢ )  per ga l l on tax on g a s o l i ne a n d the 

twe l ve ce n t  ( 1 2 ¢ ) motor fuel tax a re d i s t r i b uted to c i t i e s on the ba s i s  of 

popu l a t i o n . Togeth er  these  sou rces  p roduce  reven ue  c ommon l y  c a l l ed " s tate  

s treet  a i d  fu nd s " . State s t ree t a i d  checks  a re forwa rded mon th l y .  

The se  fu n d s  mu st  be accounted fo r i n  a s epa ra te S ta te Street A i d  Fund  and  

can  o n l y  be u sed fo r s t reet ma i ntenance and/or  con s t ruct i on p u rpos e s . An  MTAS 

Techn i ca l  Repo rt i s  a va i l a b l e wh i ch des c r i bes  a l l perm i tted u se s . 
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I3 UDGET WO RK S H E ET 

A P p e N D I X  J 

1 9 8 1, - 1 9 8 5  

Fun d : P a g e : 

DE S C R I PT I ON ACT UAL ACT UAL B U DGET Y EAR T O  E S T IMAT ED P RO P O S E D  
1 9 0 1 - 8 2  1 9 0 2 - 0 3  1 9 0 3 - 8 4 DAT E ENT I RE YEAR 1 9  8 l, - 8 5  

- , -

UI LV 
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P E R S O N N EL C O ST W O R KS H E ET 

A P P E N D I X - K  

F U N D  
------< 

D E PART M E N T  
----------------�------

P o s i t i o n 
---�-

Po l i ce C h i e f  

S a rge a n t  

Emp l oyee 

J o h n  Do e 

Va c a n t  

C u r r e n t  S a l a ry 
Ho u r l y  Mo n t h l y  

P a t ro l m a n  J o h n  Sm i t h $4 . 00 

$ 1 , 000 

833  

693  

( P o s i t i o ns s h o u l d be l i s ted 
i n  o rd e r  of r a n k  or by us i ng  

� a l p h a be t i c a l  o rd e r  u s i n g 
emp l oyee ' s  l a s t  n a me ) 

To t a l  S a l a ry 
*Tot a l  OAS I 
*To t a l  Ret i reme n t  
*To t a l  Ho s p i t a l i z a t i o n  
*To t a l  Unem p l oyme n t  

T o t a l  C u rre n t  Cos ts 

*Re f l e ct c u r r e n t  pe r c e n t a ges or fi xed amo u n t s . 

An n u a l  

$1 2 , 000  

10 , 000  

8 , 320  

$30 , 320  
* *OAS I 

W i t h o u t  I n c re a s e s  W i t h  % I n c r e a s e  
An n u a l  Ho u r l y  �nt h l y  An n u a l  

$ 1 2 , 000 

1 0 , 000 

8 , 320 

$30 , 320  

**Re t i r eme n t  
* *Ho s p i t a l i za t i o n 

***OA S I 
* **Ret i reme n t  
***Ho s p i t a l i z a t i o n  
***Unemp l oyme n t  **Unemp l oyme n t  __ _ 

T o t a l  To t a  1 I n c r e a s e  

**Re fl e ct p e r ce n t a g e s  o r  f i xed amo u n ts f o r  c om i n g f i s c a l  y e a r . 
*** I n c l u d e  a ny c e r t a i n  s te p  i n c re a s e s  w i t h  t h e  a p p ro p r i a t e  p o s i t i o n a n d  i n  t h e  o ve r a l l t o t a l . 



APPEND I X  L 

USE OF  STATE STREET A I D  

Tennessee Code Annotated : 

1 .  Street Improvement in ac cordance with TCA . 

a �  Construction 
b. Reconstruc tion 
c .  Improvement 
d. Maintenance of Streets : 

( 1 ) Paving/Repaving 
( 2 )  Repairs/Ac quisitions 
( 3 )  Eliminate Rail road Crossings 

e .  Payment - principal/interest 
f. City ' s  right-of-way share 
g. City ' s  grade elimination share 
h .  C i ty ' s  right-or-way State/ Federal 

2 .  Legal Uses. 

a .  S i dewa 1 ks 
b. Right-of-way acquisition 
c. Admini strative expense-bond issue 

( 4 )  Extension-wi den exist ing streets 
( 5 )  Grading and Drainage 
( 6 )  Acquisiti on of trucks and 

equipment necessary 

d. Principal and Interest , past 2- 1 9 -53  
e. Supe rvisor 
f .  I n stall/maintain traffic lights 
g. Mowing machines 
h .  Rental on garage 
i. Street l ight bil l 
j .  Remove dead trees/ l imbs 

3.  Ill egal Use. 

a. Pay auto expense of City Recorder 
b. Cons truct parking l ot 
c. Supplement Superintendent sal ary 
d. Extend sewer lines 
e .  Temporary borrow money 
f .  Maintain county roads 
g. Audit fees 
h .  Property damage 
i .  Wearin g appare l 
j .  Office assistanc e 

4 .  Street and Transportat i on Funds not combined wit Street Aid . 

5 .  Al l ocat i ons based on Tennessee State Planning Office Cert i fied Population/ 
1 980 Census. 
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FORMAT FOR MONTH L Y  F I NANC I AL REPORT 

AP PEND I X  M 

ANYTOWN , TN 

G EN ERAL FUND 

1 1 1 00 C a s h  on  Hand  - - - -- - - - - - - - - - - - - - - - - - $  100 . 00 

1 1 2 1 1  C a s h  i n  C i ty Ba n k  - - - - - - - - - - - - - - - - - 6 , 500 . 00 

1 1 2 1 2  Ca s h  i n  Coun ty Ba n k  - - - - - - - - - - - - - - - 3 , 500 . 00 

1 2 1 1 1  Ce rt i f i c ate of  De po s i t  - - - - - - - - - - - - 20 , 000 . 00 

Reven ues 

B udget  Y . T . O  

3 1000 Ta xes $ 80 , 000 . 00 $ 76 , 500 . 00 

32000 L i cense  & Perm i ts 1 5 , 000 . 00 1 3 , 400 . 00 

34000 C harges for 
Serv i ces 8 , 000 . 00 7 , 000 . 00 

35000 F i nes & Pena l t i es 1 , 000 . 00 1 , 200 . 00 

36000 Other  Reve n ue 1 , 000 . 00 500 . 00 

Tota l $ 1 05 , 000 . 00 $ 9 7 , 600 . 00 

Ex�end i tu res  

B ud get  Y . T . D  

4 1 000 Genera 1 
Government  $ 1 5 , 000 . 00 $ 1 4 , 000 . 00 

42000 Pu b l i c  Safety 25 , 000 . 00 2 1 , 000 . 00 

43000 Pub l i c  Wo rks  30 , 000 . 00 33 , 000 . 00 

49000 Debt Serv i ce 30 , 000 . 00 30 , 000 . 00 

Tota l $ 1 00 , 000 . 00 $ 98 , 000 . 00 

* 

B udget Ba l a nce 

$ 3 , 500 . 00 

2 , 600 . 00 

1 , 000 . 00 

( 200 . 00 ) 

500 . 00 

$ 7 , 400 . 00 

B ud get B a l a n c e  

$ 1 , 000 . 00 

4 , 000 . 00 

( 3 , 000 . 00 ) 
* 

- 0-

( $2 , 000 . 00 ) 

O rd i nance  needs  to be amended by add i n g u n a p prop r i ated revenue  to Pub l i c  
Works  a ppropr i a t i on . 
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