




Management’s Discussion and Analysis
This section of the City of Chattanooga’s annual financial report presents a narrative overview and analysis of the
City’s financial performance for the fiscal year ended June 30, 2004. Please read it in conjunction with the transmittal
letter found at the front of this report and the City’s financial statements, which follow this section.

Financial Highlights
• The assets of the City of Chattanooga exceeded its liabilities at the close of the fiscal year by $1.83 billion (net

assets). Of this amount, $70.4 million may be used to meet the government’s ongoing obligations to citizens and
creditors (unrestricted net assets), a $19.2 million decrease over last year.

• While the net assets of our business-type activities increased $10.9 million, or 2.4 percent, the net assets of our
governmental activities increased $14.9 million, or 1.1 percent. During the year, the City generated $233.5 million
in taxes and other revenues for governmental programs. This compares with $217.8 million of expenses for these
programs.

• The City of Chattanooga has opted to use depreciation rather than the maintenance method to report infrastructure
assets. During the current fiscal year our governmental activities recognized depreciation expense of $32.2 million
including $21.9 million on infrastructure assets alone.

• As of the close of the fiscal year, the City’s governmental funds reported combined ending fund balances of $106.8
million, a decrease of $22.7 million in comparison to last year. The decrease is a result of capital construction
funded from prior year bond proceeds.

• At the end of the current fiscal year, unreserved, undesignated fund balance for the General Fund was $36.6
million, 22.4 percent of total General Fund expenditures and transfers out.

• The City’s primary government debt increased by $4.8 million (1.0 percent) during the current fiscal year. The
increase was predominately from a State Revolving Loan to finance Interceptor Sewer System improvements.

Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the City of Chattanooga’s financial statements.
The basic financial statements consist of three parts: (1) government-wide financial statements, (2) fund financial
statements, and (3) notes to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide financial statements.  The first two statements are  government-wide financial
statements.  They are designed to provide readers with both long-term and short-term information about the City’s
overall financial status in a manner similar to a private-sector business.

The government-wide financial statements are:

• Statement of Net Assets — presents information about the City’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the City is improving or deteriorating.
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• Statement of Activities — presents information showing how the City’s net assets changed during the
most recent fiscal year.  All current year revenues and expenses are taken into account regardless of the timing of
related cash flows.  Thus revenues and expenses are reported in this statement for some items that will only result
in cash flows in future fiscal years (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish between functions of the City that are principally supported
by taxes and intergovernmental revenues (governmental activities) and  other functions that are intended to recover all,
or a significant portion, of their costs through user fees and charges (business-type activities). The governmental activities
of the City include general government, public safety, public works, parks and recreation and social services. The business-
type activities include the City’s electric, sewer and storm water systems, as well as solid waste disposal and housing
management operations.

The government-wide financial statements include not only the City itself (known as the primary government) but also
three legally separate entities (known as component units). The Chattanooga Metropolitan Airport Authority, the
Chattanooga Area Regional Transportation Authority (CARTA) and the Chattanooga Downtown Redevelopment
Corporation, although legally separate from the City, are important because the City is financially accountable for
them.  Separately issued, audited financial reports can be obtained from:

Chattanooga Metropolitan Airport Authority CARTA
P. O. Box 22444 1617 Wilcox Boulevard
Chattanooga, TN 3742 Chattanooga, TN 37406

The Chattanooga Downtown Redevelopment Corporation is audited as part of the City of Chattanooga,  therefore no
separately issued, audited financial report is available. However, the audited financial statements of The Chattanoogan,
one business within the corporation, is available from the City of Chattanooga Finance Department; 100 East 11th

Street; Chattanooga, Tennessee 37402.

The government-wide financial statements begin on page 1 of this report.

Fund financial statements.  The fund financial statements provide more detailed information about the
most significant funds—not the City as a whole. Some funds are required by State or Federal law or by bond covenants;
other funds are established by the City to help it control and manage money for designated or restricted purposes (i.e.
economic development projects) or to show that it is meeting legal responsibilities for how certain taxes, grants and
other monies are used (i.e. grants received from the U. S Department of Housing and Urban Development).

All the funds of the City can be divided into three types of funds:  (1) governmental funds, (2) proprietary funds, and
(3) fiduciary funds.

• Governmental funds — The City’s basic services are included in governmental funds. The focus of these
funds is on (1) how cash and other financial assets that can readily be converted to cash were received and used
and (2) what remains at the end of the fiscal year for future spending. This detailed short-term view helps in
determining whether there are more or fewer financial resources that can be spent in the near future to finance
the City’s programs. Because this information does not include the additional long-term focus of the government-
wide statements, we provide additional information after the governmental fund statement that explains the
differences between the long-term view and the short-term view.

The City maintains a general fund, multiple special revenue funds, a debt service fund and a capital projects fund
as governmental funds. Information is presented separately in the governmental statements for the General Fund
and the capital projects fund since both of these are considered major funds. Data for the other funds is combined
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into a single column with individual fund data for each of these nonmajor governmental funds provided in the
supplementary section of this report.

The City of Chattanooga adopts a budget for all governmental funds. A budgetary comparison for the General
Fund is found in the fund statements of this report; comparisons for the other governmental funds, except the
capital projects fund, are provided in the supplementary section of this report. Budgetary comparisons for funds
with an annual budget are provided to demonstrate compliance with the budget. The capital projects fund is
excluded since it is budgeted on a project basis.

The governmental fund financial statements begin on page 4 of this report.

• Proprietary funds — Services for which the City charges customers a fee are generally reported in proprietary
funds.  Proprietary funds, like the government-wide statements, provide both long-term and short-term financial
information. The City of Chattanooga maintains two different types of proprietary funds: enterprise funds and
internal service funds.

Enterprise funds are the same as business-type activities in the government-wide financial statements but provide
more detail and additional information, such as cash flows. The Electric Power Board, Interceptor Sewer System,
Storm Water Management and Solid Waste are considered major funds. The only other fund, Housing Management,
is also shown on the face of the proprietary fund financial statements.

Internal service funds provide services for other City activities. The City of Chattanooga accounts for maintenance
of City vehicles and risk financing in internal service funds. Because both of these services predominantly benefit
governmental rather than business-type functions, they have been included in governmental activities in the
government-wide financial statements.

The proprietary fund statements begin on page 9 of this report.

• Fiduciary funds — These funds provide information about the financial relationships where the City acts
solely as a trustee or fiduciary for the benefit of others to whom the resources belong. The City is responsible for
ensuring that the assets reported in these funds are used for their intended purposes. We exclude these activities
from the City’s government-wide financial statements because the City cannot use these assets to finance City
operations. All of the City’s fiduciary activities are reported in separate statements of fiduciary net assets and
changes in fiduciary net assets in the fund financial statements.

The fiduciary fund financial statements begin on page 14 of this report.

As previously stated, the City includes three legally separate component units in the government-wide financial statements.
Since their financial information is combined into a single column, financial information is provided for each component
unit beginning on page 16 of this report.

Notes to the financial statements.  The financial statements also include notes that provide additional
information. These notes are essential to a full understanding of the information provided in the government-wide and
fund financial statements.

The notes to the financial statements begin on page 18 of this report.

Other information.  In addition to the basic financial statements discussed above, this report also presents
required supplemental information about the City’s progress in funding its obligation to provide pension benefits to its
employees. This required supplemental information can be found following the notes to the financial statements.
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The combining statements referred to earlier in connection with nonmajor governmental funds are presented as additional
supplemental information. Also included as additional supplemental information are budget to actual comparisons for
governmental funds other than the capital projects fund. This additional supplemental information can also be found
following the notes to the financial statements.

Financial Analysis of the City as a Whole
Net Assets.  Net assets may serve over time as a useful indicator of a government’s financial position. Assets
exceeded liabilities by $1.83 billion at the close of the most recent fiscal year, an increase of $25.9 million, or 1.4
percent, from last year. By far the largest portion of the City’s net assets (93 percent) reflects its investment in capital
assets (land, buildings, equipment, infrastructure, etc), less any related debt used to acquire those assets. Because capital
assets are used to provide services to citizens the assets are not available for future spending.

An additional portion of the City’s net assets, $52.4 million or 2.8 percent, represents resources that are restricted in
how they may be used. The remaining balance of $70.4 million may be used to meet the City’s ongoing obligations. At
the end of the fiscal year, the City of Chattanooga is able to report a positive net asset balance for the government as a
whole, as well as for its governmental and business-type activities.

In order to provide a complete picture of the net assets of the City, information is provided separately for the net assets
of governmental and business-type activities. See the table below.
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City of Chattanooga’s Net Assets
(in thousands)



Changes in Net Assets.  Net assets of the City’s governmental activities increased 1.1 percent to $1.36
billion. Of that balance $1.31 billion are either restricted on how they may be used or are invested in capital assets
(buildings, roads, bridges, and so on). Therefore $44.7 million remains to meet the City’s ongoing obligations to citizens
and creditors.

During the same period the net assets of the business-type activities increased 2.4 percent to $474.2 million. However
the City can only use these net assets to finance the continuing operations of the electric system, sewer system, storm
water system, solid waste disposal and housing management.

The graphs below summarize the sources of the City’s total revenues of $662.0 million and total program expenses of
$636.1 million. These graphs combine governmental and business-type information.
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In order to provide a complete picture of the changes in net assets of the City, information is provided separately for
the net assets of governmental and business-type activities. See the table below.

The following will consider the operations of governmental and business-type activities separately and in greater detail.

Governmental Activities.  Current fiscal year revenues for the City’s governmental activities were $ 216.4
million compared to $200.8 million last year, up  7.8 percent. There is also a $17.1 million special revenue item discussed
below. Current year expenses were $217.8 million compared with $201.2 million last year, an increase of 8.25 percent.
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City of Chattanooga’s Changes in Net Assets
(in thousands)



• During fiscal year 2004, transfer of custody of several highways between the City and the State of Tennessee
resulted in a $17.1 million special item on the Statement of Activities.

• The single largest source of governmental activity revenue, property taxes and in-lieu of tax receipts was flat for
the year.

• Personnel costs rose approximately 2 percent primarily due to a step increase for employees and an increase in
employer pension contributions.

The graphs below show the revenue generated by the programs of the City as compared with the expenses associated
with providing each service. This will show the net cost, or the financial burden placed on City taxpayers for each
program. Also presented are the major sources of revenue for governmental activities.
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Expenses and Program Revenues
Governmental Activities
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Revenues by Source – Governmental Activities
(in thousands)



Business-type Activities.  Revenues for the City’s business-type activities were $428.6 million for the year
just completed, an increase of  $20.6 million or 5.0 percent. The increase was partially offset by a $9.9 million or 2.4
percent increase in expenses to $418.3 million.

• The largest source of business-type activity revenue is generated from the Electric Power Board. Revenue from
electric customers rose $11.9 million, 3.4 percent, while the telecommunications segment rose $1.7 million, 20.1
percent. Total operating expenses increased only $9.7 million or 2.7 percent. Both operating revenues and power
purchases reflect the Tennessee Valley Authority rate increase effective October 1, 2003. Other operating costs
were down since the area did not experience the types of major storms that occurred in fiscal year 2003. Net
assets increased $4.8 million for the year.

• The Interceptor Sewer System increased net assets by $3.3 million in fiscal year 2004. Operating expenses were
flat while operating revenues rose $2.4 million or 7.3 percent. Increased revenues are primarily due to a rate
change for sewer service charges, the largest component of revenue, which increased $2.2 million. There was also
increased usage among the regional customers.

• The City of Chattanooga operates a municipal solid waste landfill. In 1991 the Environmental Protection Agency
(EPA) issued an unfunded Federal mandate establishing closure and postclosure care requirements for such landfills.
To date the City has accrued liabilities of $5.2 million for a closed landfill and $4.1 million for a landfill currently
in operation; a $190,000 or 2.1 percent increase over last year. Many of these costs are being financed through
general obligation bonds.

• The Stormwater Fund, established to comply with EPA guidelines, now has $24.9 million in net assets, an increase
of $1.8 million from last year. $18.6 million of the net assets are invested in capital assets as a result of the
aggressive capital campaign designed to continually improve storm water drainage and discharge within the City.

• The Housing Management Fund reported $1.4 million in rental income, an increase of 17.6 percent from last
year. During the same period operating expenses increased 12.1 percent to $1.5 million as a result of increased
management fees, depreciation expense and interest expense. The fund ended the year with net assets of $4.6
million, a decrease of $212,000, all of which is invested in capital assets.

The graph below presents the major sources of revenue for business-type activities. Also presented is a chart showing
the operating revenue generated by each business-type activity as compared with the operating expenses associated
with providing each service.
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Revenues by Source – Business-Type Activities
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Financial Analysis of the City’s Funds
The City of Chattanooga uses fund accounting to help it control and manage money for particular purposes or to
demonstrate compliance with legal requirements. The following provides a more detailed analysis of the City’s funds.

Governmental Funds.  Governmental funds focus on providing information on the near-term flow of resources.
The City’s governmental funds reported a combined fund balance of $106.8 million at the end of the fiscal year. 55.6 percent
of this amount ($59.4 million) is available for day-to-day operations (unreserved fund balance). All of the governmental
funds reported a positive ending fund balance. Information about the major governmental funds is presented below.

General Fund.  This is the chief operating fund of the City of Chattanooga. At the end of the current fiscal year,
unreserved fund balance was $44.1 million, of which $7.5 million is designated for future spending. Total fund balance
of the City’s General Fund increased by 21.3 percent or $8.7 million to $49.4 million during the fiscal year.  Key
factors in this growth are as follows:

• Total revenues increased $3.3 million over the prior year. A large portion of the increase was city sales tax, up 6.8
percent or $1.2 million, based solely on increased consumer spending. Intergovernmental revenues saw a $522,000
increase in tourist development money and a $692,700 increase in Federal funds for emergency response and law
enforcement grants while miscellaneous revenue included a $489,000 refund for prior year health insurance
premiums and an additional $445,000 collected from costs charged to other funds to cover indirect costs.

• Expenditures and transfers to other funds, when combined, decreased from $164.0 million to $163.3 million,
well below anticipated budget.

Capital Projects Fund.  This fund focuses on project-to-date costs for many projects within the City. At the end of
the year, the fund reported $41.8 million in fund balance of which $21.6 million was reserved for completion of projects
already begun. Fund balance for this fund fluctuates from year to year based on debt issued and expenditures for projects;
for fiscal year 2004 there was a $27.2 million decrease. Analysis of project income and expenditures follows.

• Cash inflows for the year include the issuance of $2.4 million in notes, $1.4 million from sale of property and
$6.2 million received from federal, state and county governments for projects.

• Current year expenditures of $42.5 million include $23.1 million for continuation of the waterfront development,
$7.3 million for street and lighting improvements, $3.4 million for parks facilities improvements, $3.0 million for
industrial development at Enterprise South and $2.6 for fire and police equipment.

xiCOMPREHENSIVE ANNUAL FINANCIAL REPORT      FOR THE YEAR ENDED JUNE 30, 2004

     
                                            

     

Expenses and Revenues – Business-Type Activities
(in thousands)



Proprietary Funds.  As the City completed the fiscal year its proprietary funds, which include both enterprise
funds and internal service funds, had combined net assets of  $475.9 million. Of this amount, $26.9 million was available
to meet on-going obligations with the majority, $428.8 million, invested in capital assets. Information about the major
enterprise funds is presented below.

Electric Power Board.  This fund accounts for the electric utility in the City of Chattanooga. It also has
telecommunications and internet operations.

• Net assets of the Electric Power Board increased $4.8 million to $235.0 million for fiscal year 2004. The increase
is primarily due to net investment in utility plant of $15.1 million.

• EPB has $16.9 million available to finance day-to-day operations (unrestricted net assets).

Interceptor Sewer System.  This fund accounts for the operations and capital improvements of the wastewater
treatment plant.

• The Interceptor Sewer System reported an increase of $3.3 million in net assets to $228.0 million.

• Unrestricted net assets, those that can be used to finance on-going operations, increased $9.0 million to $28.8
million. An additional $11.0 million is restricted for future capital spending.

Solid-waste Fund.  This fund accounts for solid waste disposal including a municipal landfill and various recycling
programs.

• As a result of an aggressive program to meet State and Federal landfill requirements, the Solid Waste Fund remains
in a negative net asset position. However during fiscal year 2004, net assets increased by $1.3 million.

• The major customer of the landfill is the City itself. Accordingly we have begun reporting City payments as tipping
fees instead of transfers. For fiscal year 2004 this was $4.8 million.

Stormwater Management.  This fund accounts for operations and capital improvements for the City’s storm
water management program as mandated by the EPA.

• Fiscal year 2004 is the first year for the Stormwater Fund to be presented as a major fund.

• All components of net assets increased during the year. Investment in capital increased $1.2 million to $18.6
million, the amount set aside for capital improvements increased, and the amount available to fund day-to-day
operations increased to $5.4 million from $5.2 million. This overall increase is a result of improved revenue
collections as well as reduced operating costs.

General Fund Budgetary Highlights.  The City’s budget ordinance provides for the basic functions
of City government, encompassing all major departments and agencies of the City. There were no differences between
original and final budgets since reallocations within the General Fund are authorized in the budget ordinance.

When comparing the final budgeted revenues to actual, there was a $2.5 million surplus for the year primarily due to
additional intergovernmental and miscellaneous revenue. Expenditures were less than budgetary estimates in all
departments by a combined $5.0 million resulting in excess revenues over expenditures of $7.5 million on a budgetary
basis in General Fund. The reduction in expenditures is largely due to the implementation of a vacancy control and
performance management program.

xii



Capital Asset and Debt Administration

Capital Assets.  At the end of this year, the City had $2.1 billion (net of accumulated depreciation) invested in
capital assets, an increase of 3.2 percent. This investment includes land, buildings, utility system improvements, machinery
and equipment, park facilities and infrastructure. The table below shows the investment in capital assets by both
governmental activities and business-type activities.

This year’s major capital asset additions include:

• Street improvements of $30.3 million, including $8 million of donated streets from contractors and $17.1 million
resulting from custodial changes in highways.

• $22.4 million on the 21st Century Waterfront development, $1.2 million Dupont Soccer Complex and $1.1 million
for development of the Enterprise South Industrial Park in work-in-progress.

• Electric Power Board investment of $27.1 million in plant assets for the year. This includes $25.3 million in
power distribution systems and $1.8 million for telecommunications and internet.

• $21.3 million was capitalized as new infrastructure for the Interceptor Sewer System.

The City’s capital improvement program anticipates spending another $111.4 million for various capital projects over
the next five years. There are plans to issue an additional $11.2 million in debt during fiscal year 2005 to help finance
these projects.

More detailed information about the City’s capital assets is presented in the notes to the financial statements.
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City of Chattanooga’s Capital Assets
(net of depreciation, in thousands of dollars)



Debt Administration.  At year-end the City had $469.5 million in long-term debt outstanding. This is a $4.8
million increase (1.0 percent) increase over last year. Detail is shown in the table and narrative that follow.

• The City of Chattanooga maintains a “AA” rating from both Standard & Poor’s and Fitch Investor’s Service for
general obligation debt.

• City Charter limits the amount of general obligation debt a City can issue to 10 percent of the assessed value of
all taxable property within the City’s corporate limits. For the current fiscal year that limit is $323.7 million.  The
City’s tax-supported debt of $80.7 million is well within that limit.

During the year the City issued the following new debt:

• $16.9 in additional draws on a $37.3 million state revolving loan approved in fiscal year 2003. The loan is financing
Interceptor Sewer System (a business-type activity) projects already in progress.

• A $3.8 million capital lease agreement for the purchase of a digital upgrade to the City’s 800 MHz system. This
lease is to be entirely funded by a Hamilton County Homeland Security Grant and the Hamilton County 911
Board. The lease is a governmental activity.

• $6.0 million in state revolving loan funds were approved for governmental activities capital. At year-end $1.9
million had been drawn down for the projects.

• Draws of $321,300 were made on a $5.0 million Fannie Mae loan approved in FY04 to fund the Hope VI project,
a governmental activity. The loan will be repaid by Community Development Block Grant program revenue.

• Final draws of $137,900 and $145,700 for governmental and business-type activities respectively were made on
1997 and 1998 loan agreements.

More detailed information about the City’s long-term liabilities is presented in the notes to the financial statements.
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Economic Factors and Next Year’s
Budgets and Rates

The following factors were taken into account when adopting the General Fund budget for 2005:

• The local unemployment rate remains significantly below the national average at 3.5 percent.

• Interest rates on investments are expected to remain near an historical low.

• Expected increase of 5.1 percent in State sales tax.

Anticipated revenues in the General Fund budget are $164.9 million, down 5.7 percent from the 2004 budget. This
decrease is primarily due to the passage of a referendum to increase the county-wide sales tax by one-half cent (from
1.75% to 2.25%) effective July 1,2004.  This county-wide tax supercedes the City-only half cent sales tax which generated
over $17 million during fiscal year 2004 and was used exclusively for education and economic development on a 50/50
basis.  Fifty percent of the half-cent tax collections will remain with the County for education while the remainder will
be distributed to the City in accordance with TCA 67-6-701 et seq. Distributions to the City are estimated at $8.9
million for fiscal year 2005.

Budgeted expenditures are expected to increase 1.3 percent to $164.9 million from $162.8 million. With the exception
of salaries and medical costs, departmental operations are expected to grow less than 1 percent over the prior year. No
change in fund balance of the General Fund is expected for fiscal year 2005.

As for the City’s business-type activities, we expect that the 2005 results should see a modest increase to net assets.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general
overview of the City’s finances and to show the City’s accountability for the money it receives. If you have questions
about this report or need additional financial information, contact:

City of Chattanooga Finance Department
100 East 11th Street
Chattanooga, Tennessee 37402
(423) 757-5232
www.chattanooga.gov
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