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OFFICE OF COUNTY MAYOR

Department of Finance * 400 Main Street, Suite 630, Knoxville, TN 37902

August 28, 2008
To the Knox County Commission and the Citizens of Knox County, Termessee:

As Mayor of Knox County, I am proud to present to you the Adopted Budget for the
2009 fiscal year for Knox County, Tennessee. This budget positions the County to move
forward and accomplishes much, while not burdening our citizens any more than is
necessary. Our Property Tax rate remained at $2.69 — making nine years without a
property tax increase.

A brief note on the process: On June 18, 2008, the Knox County Commission adopted a
budget which included funding for the General Purpose School Fund in the amount of
$370,000,000 as “bottom-line” funding. The School Board adopted a line-item budget
totaling $370,000,000 on July 21, 2008. The Knox County Commission adopted the
Board’s line item budget on August 25, 2008. -

The citizens of Knox County can be sure that their County is moving forward. I hope you
will share my optimism about the future of Knox County. There are so many positive
things happening here right now, I am thankful to be a part of it. This budget, while
fiscally conservative, provides Knox County with the needed resources for this year.

Smcerely,

Michael R. Ragsdale
Knox County Mayor Chief Financial Officer &
Senior Director of Finance




MEET THE MAYOR OF KNOX COUNTY
Michael R. Ragsdale

Major Initiatives

When | first decided to run for Knox County Mayor, | campaigned on four goals to make
our community better: Senior Citizens, Better Schools, Economic Development and
Making Government Better Every Day. With these goals in mind, | have proposed an
ambitious budget for Knox County. This budget will allow us to move forward and make
Knox County a great American community. | believe this budget is another step toward
reaching our potential for our County as a Great American Community. |1 want you to
know where we’ve been and where we’re going in Knox County since 1’ve taken office.
Here are some of our achievements and goals for you to see ...

Senior Citizens

e Held third annual Senior Picnic (June 2008)
e Some 50,000 seniors are active and engaged in this community

e Held second Annual Regional Senior Summit on Fraud and Abuse with some
2,500 individuals attending (May 2008)

Great Schools

e Read With Me Program continues to grow
e First Day Festival had 8,000+ parents and children attend this year

e Opened Hardin Valley High School with 1,100 new students (First high school in
almost three decades)

e Registration for Imagination Library places Knox County among the highest
performing communities in the country with 16,000 participants
e ACT scores above state and national averages

e System-wide literacy indicatives is a model for other school systems across the
state



Major Initiatives (Continued)

Economic Results

e 30,000 new regional jobs

Knox County has the state’s lowest unemployment rate

Small and minority-owned business leaders offered mentoring services through
Knox County program

Mayor announces Workforce Development Initiative

Small Business Administration commends supplier diversity for efforts that
positively affect the economy

Better Government

e Knox County provides Spanish content online (Dec 2007)
New Harvest Park opens (Oct 2007)
New Schumpert Park opens (Oct 2007)

Downtown recycling center opened (Nov 2007)

Developing Green initiatives

Recycled over 10 million pounds of papers, plastic and metals at convenience
centers

Health department is a national model in protecting the health of our community

One-thousand miles of road cleaned with DUI litter pick-up program, resulting in
savings of $50,000



STATE OF THE COMMUNITY ADDRESS
May 14, 2008
Knox County Mayor Mike Ragsdale

Chairman Strickland, I appreciate the kind introduction. | want to thank our Chairman for his
leadership. He is the first African American Commission Chair in Knox County’s history.
Tank, you are creating a great legacy for our community.

I would also like to recognize my partners in government, members of the Commission and
Board of Education. | am grateful for your service to our county.

We gather this morning to discuss the state of our community...to reflect on the past year and
chart our path for the future.

This year, our county has been tested in many ways and from many different angles. Looking
ahead, we face a critical decision. We can choose a wasted path that hinders progress. Or we
can move forward with resilience and act with a purpose.

I hope we make the choice to take advantage of our opportunities. To do this, we must work
together as allies rather than adversaries.

Today how is the state of our community? I’ll let you decide...

In Knox County, more than 50,000 seniors chose to remain active and engaged by visiting our
senior centers.

Over 2,500 individuals attended our first regional Senior Summit focusing on fraud and abuse. It
was a great success! Tomorrow, we will host our second summit, and we are anticipating an even
larger crowd!

To our Attorney General, Randy Nichols, thank you for your leadership in making this a reality.

Registration for Imagination Library continues to place us among the highest performing
communities in the country with nearly 16,000 participants.

Together, we have created over 30,000 new regional jobs, and Knox County has the state’s
lowest unemployment rate.

I am very proud that our students’ test scores on the ACT are above both the state and national
averages.

Our flu immunization program vaccinated more than 30,000 school children. Our health
department is a national model in protecting the health of our community.



State of the Community (Continued)

With more than 3,000 acres of park space and 41 parks, over 2 million citizens visited our green
spaces this year...2 million! Our sports programs drew nearly 20,000 participants. From youth
baseball and cheerleading to adult soccer, what a great way to keep people of all ages active!

Since my last State of the Community, our Legacy Parks Foundation has raised almost $800,000
in private funds. The foundation also acquired more than 155 acres of new land.

Our DUI litter pick-up saw huge numbers this year with almost 1,200 miles of road cleaned.
This Pre-Trial and Probation program saved taxpayers almost $50,000!

Our convenience centers allowed citizens to recycle over 10 million pounds of paper, plastic, and
metal.

We have more than 5,500 volunteers who spend their time reading with children, enhancing our
parks, and ensuring a fair community grants process.

Absolutely, we have had our obstacles, but I can say with certainty the state of Knox County is
good. In a number of areas, we are truly leading the way and setting the bar for communities
across our nation.

I have always believed that cooperation produces results. The County and the City continue to
reap the benefits of a “great working relationship.” Mayor Bill Haslam, it is a pleasure to serve
with you. Your friendship is very important to me.

This year, by working together, the County and City made real progress with both beneficial
policies and valuable amenities. We came to an agreement on an innovative stormwater
ordinance. We opened a hugely successful skate park. We listened to the ideas and concerns of
citizens at our joint neighborhood conference.

We will do even more in the coming year.

Chairman Strickland mentioned that my Mom is here today. She and my Dad are very special to
me.

Second to my faith, the greatest gift my parents gave me was the opportunity to get an education.

Mom grew up in Calhoun, Tennessee. She never had the opportunity to graduate from high
school. She left school to work and help support her family. Mom is one of the most gifted and
giving people | have ever known. From the very beginning, she insisted I go to college.

I can remember this so well. Before | ever started school, | would sit in Mom’s lap early every
morning while she read books to me. We had a limited selection of books. In fact, we only had
two! I memorized the Davy Crockett book very quickly!



State of the Community (Continued)

Soon, we found ourselves riding the bus to the public library in downtown Cleveland. There we
checked out books about historical figures, great athletes, and superheroes. It opened up the
world to me. Mom understood the importance of an education and dreamed big dreams for her
only child.

When you’ve had the kind of year | have believe me, you need a great Mom!

Mom, when | needed encouragement you were there. And when | needed a kick in the rear,
well, you were certainly good at providing that as well. Not only do I love you but | am also
very proud of you.

Like my Mom, | feel a strong sense of responsibility to give all kids a topnotch education...to
make certain that the quality of a child’s education is never determined by their zip code.

Last year, we saw the long overdue reform of the Basic Education Plan or BEP. As a result, our
schools received $19 million in additional revenue. This increase in funding just didn’t happen
because we wished it. When brought to my attention, our office mobilized!

Hundreds of people worked for years to correct a gross inequity. This required the support of
our Legislators, Commissioners, Board of Education, and most importantly, the involvement of
citizens who were tireless in communicating their concerns.

Because of BEP funding: We paid our teachers better. We provided for an emergency alert
notification system. We expanded our highly successful Pre-Kindergarten program. Our young
children are more prepared than ever when entering school.

We know the importance of reading. We understand that our children learn to read up until
fourth grade, then they must read, and read well, to learn. Our system-wide literacy initiative is
already a model for other school systems across our state.

Three schools, Pond Gap Elementary, Holston and Northwest Middle, implemented a
performance pay plan for teachers known as the Teacher Advancement Plan or TAP.

The results from our first year are in and they are quite remarkable! Each school saw significant
improvement, and goals were exceeded. This year we are taking the successful TAP model to
Lonsdale Elementary.

I want to thank Athanasios Byantes, Kim Waller, Betty Crawford and the Knox County
Education Association for making it happen!

| applaud the Board of Education. This year, they adopted a policy that accepts nothing less than
90% of our students receiving a regular diploma, 90% of those taking the ACT, and 90% of
those scoring 21 or above. You are establishing lofty goals, but ones we are capable of
achieving and exceeding.



State of the Community (Continued)

We are increasing graduation rates, placing greater emphasis on math and science, and insisting
on more real world relevancy in our classrooms.

A great example of this is going to be taking place this fall. Right here at Hardin Valley
Academy—Knox County’s first new high school in nearly three decades and soon to be the
home of the Hardin Valley Hawks! This Academy has the potential to house 2,100 students with
more than 264,000 square feet of space. It is our first geothermal school with more than 34 miles
of underground pipe. This green infrastructure leads to cost savings and energy efficiencies.

Hardin Valley is more than a high school. It is our first academy. This concept allows our
students to maximize their strengths in academic areas of their choosing. Divided into four
neighborhoods, students will focus on science, math, and engineering OR health science OR law,
business, and public affairs OR liberal arts.

Principal, Sallee Reynolds, and her team are diligently working to ensure a seamless transition
and to provide students with a quality education. Sallee, | appreciate you!

It has been a pleasure, over the past 18 months, to work with our school administration. Folks
like Dr. Donna Wright and Bob Thomas have been great partners in moving our schools forward.

I have to tell you, | am particularly indebted to one fella who has really made my job much
easier. Roy Mullins, you are genuine, honest, and most importantly you truly care about kids.
Your leadership brought stability during times of transition. You met every challenge we threw
your way! This community owes you a great deal of gratitude. | hope you will come forward and
accept his small token of our appreciation.

Although it is difficult to imagine, Hardin Valley’s first freshman class will soon be knocking on
doors in search of their first job. We want those jobs to be in their home community, right here
in East Tennessee.

Recently, we began a conversation about improving the quality of our workforce.

We have witnessed economic development strategies shift. In the past, it was important to locate
near major transportation arteries: interstate highways, airports, or railways. Later, companies
became more interested in free land, cash incentives, and tax abatements. While these remain
important, a new dynamic has emerged.

In the future, jobs will chase the workforce. And regardless of our collective marketing efforts
and great quality of life, soon new jobs will find new regions to call home if we cannot provide
qualified workers.

Our recent Workforce and Education Summit drew more than 600 people. The dialogue was
meaningful and relevant. It was the first step to achieving our goal—the country’s best
workforce.



State of the Community (Continued)
We should ask ourselves, “What is my role in this workforce challenge?”

Larson Jay of DoubleJay Creative answered our call for action. Following our Summit, Larson
established an apprenticeship program. He understands the importance of real world experience
and is giving our students the extra help they need to meet their career goals! Larson is with us
this morning. Larson, you are setting a great example for others to follow. Thank you.

We are in the midst of tough economic times. Gas and food prices are up. The housing market
is down. We are in a recession or perhaps worse.

As we prepared this year’s budget, it was both challenging and frustrating to make our rapidly
increasing expenses match our gradually decreasing revenues.

This year | am proposing a budget of $641 million—a $12 million increase from last year.

The increase in funding will go to our schools. However, the General County budget will see a
decrease from last year.

The school budget will increase from $358 million to $370 million. Additionally, we will fund
$3.8 million for the Great Schools Partnership.

When you consider all dollars spent on education over the past six years, we have increased
education funding by $90 million.

We are scaling back our capital plan. Lagging tax revenues require it.

However, this year we will complete the long-overdue Powell Middle School and the new Carter
Senior Center. Just this week, we gained a great partner for our new Burlington Branch library
when the University of Tennessee opened a learning center there.

My budget also allows us to open the new 173-acre park named after my friend and former
County Executive Tommy Schumpert.

This budget provides funds for our Chamber Partnership and Innovation Valley as we continue
to promote economic growth.

We must meet the needs of our law enforcement officers—those who protect our neighborhoods,
our streets, and our children. This year, we will purchase 38 new patrol cars and will spend $7
million to fully fund the Sheriff’s Pension Plan. Sheriff Jones and our men and women in blue, |
am grateful for your service to our community.



State of the Community (Continued)

Because our employees have earned it, we are proposing a 2% raise with a step increase for
eligible employees. While states and communities across our country are facing layoffs, in Knox
County, our employees are not only keeping their jobs but also receiving a pay increase! I’'m
proud of them and the work they do.

We will do all this while keeping a AA bond rating. This budget does not reduce Knox County’s
General FUND balance. Our FUND balance remains larger than when 1 took office.

We are encouraging other elected officials to join my office in a six month hiring freeze. Our
budget absolutely depends on your cooperation.

After six months, we need to add a new position. | believe the addition of an Inspector General
will result in a stronger and more accountable government. | ask County Commission to work
with our office to make this happen.

Family budgets are tight. Government budgets need to be tight as well. So for the ninth
consecutive year, we will not have a property tax increase in Knox County.

This does not mean we halt progress or stop moving forward. It simply means we find new ways
to be effective and do our jobs a little differently.

Now is not the time to dwell on limited resources. It is the time to roll up our sleeves, pull
together, and do our best to achieve common goals.

I have often spoken about my vision for a “Great American Community.” In my mind, a “Great
American Community” engage parents in their children’s academic success. Its students are
inspired, motivated, and prepared. Its teachers are professional and energized. a “Great
American Community” believes in education and works hard to make every school a great
school.

In a “Great American Community,” municipal or county boundaries are meaningless to
economic prosperity. Citizens embrace regionalism and innovative public-private partnerships.
These communities are consistently creating new and better jobs.

A “Great American Community” focuses on results not rhetoric. It leverages shared resources to
meet shared needs. It treasures air and water quality...it values parks and its greenways...and
most importantly, it takes bold steps to protect them.

Outstanding senior centers, veterans’ services and programs aiding the needy are all found in a
“Great American Community.”

A “Great American Community” engages its citizens in the policymaking process and will never
allow negative attitudes to derail positive successes.



State of the Community (Continued)

The nuts and bolts of this community are faith and family. The difference makers are quiet,
everyday heroes who sacrifice to give their children a better life and stand beside one another in
good times and bad. These are the type of folks that live in a “Great American Community.”

I believe Knox County is this “Great American Community.” Our challenge is to continue to
focus on things that truly make an impact in people’s lives.

I started out with absolutely nothing and this community has blessed me richly in a lot of
different ways. One of those ways is serving as Knox County Mayor. | took this office with a
great sense of humility, a great deal of purpose, and a great amount of respect for our citizens. |
look forward to another year of serving you and the community that has given me so much.
Thank you again for being here. May God continue to bless Knox County and may He always
bless America.
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KNOX COUNTY TENNESSEE

2008-2009 BUDGET

LOCAL ECONOMIC CONDITION AND OUTLOOK
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The County is the third most populated county in the State of Tennessee. Located in Middle Eastern
Tennessee at the headwaters of the Tennessee River, it is the hub of the areas of East Tennessee,
Southeast Kentucky, Southwest Virginia and Western North Carolina. This area encompasses over two
million people. As of the 2000 census, 382,032 citizens reside within the total land area of
approximately 526 square miles that make up Knox County. Knoxville, the County seat, is about 50
miles west of the North Carolina state line.

Tennessee

e/

The City of Knoxville’s population in the 2000 census is 173,890 - it is the largest incorporated
municipality in the County. Also the 2000 census reports Farragut, the only other municipality in the
County, had a population of 17,720. In July 2006, Farragut had an estimated population of 19,348
(+9.2% change). Knoxuville has a land area of approximately 93 square miles within its corporate limits
and is located on the Tennessee River near the geographic center of East Tennessee.

Manufacturing and Commerce

In the northeastern portion of the State the County, along with Anderson, Blount, Loudon, Sevier, and
Union counties, is part of the Knoxville Metropolitan Statistical Area (MSA). Because of its central
location in the eastern United States, the County metropolitan area serves thousands of industrial and
commercial customers in a concentrated eight-state area. It is within 500 miles of approximately one-
third of the population of the United States. For many years the County has been known as one of the
South's leading wholesale markets. Based on the 2000 census, there are more than 900 wholesale
distribution houses, 1,900 retail establishments, and over 5,000 service industries located in the County.

The area is the trade center for a 42-county region, located in East Tennessee, Kentucky, Virginia and
North Carolina, which serves over two million people. It also is the cultural, tourist, and professional
center for this region.

The manufacturing firms in the MSA produce everything from shoulder pads for professional football
teams to medical devices, electronic components, chemicals, manufactured housing, apparel, and
automobile parts. The MSA contains 873 manufacturing firms, of which over half (459), are in Knox
County.

11



KNOX COUNTY TENNESSEE

2008-2009 BUDGET

The County has a history of being a regional leader in economic activity. The County offers premier
location opportunities for high-technology and precision manufacturing firms. The business climate
in Knox County is very strong. The University of Tennessee, Tennessee Valley Authority and the
Oak Ridge National Laboratory provide a stable, secure employment base. The Knoxville area is
home to many medium-sized manufacturing and distribution operations as well as customer service
centers. The Knoxville area boasts a strong and reliable workforce, and low union rates. These
assets, combined with an excellent location at the intersections of Interstates 40, 75 and 81, make
Knox County a great location for any business. In effort to complement industrial development and
recruitment, the Development Corporation of Knox County and the County teamed up to create the
Knox County Industrial Scholar’s Program. This program provides tuition reimbursement
scholarships for students studying in five disciplines in which there is currently a strong need for
qualified workers.

Expansion Management Magazine ranks Knoxville High!

Expansion Management Magazine “has named the Knoxville Metropolitan Statistical Area (MSA)
— Knox, Anderson, Blunt, Loudon and Union counties — third among all mid-sized cities in the
nation in its annual “Best Metro for Business and Expansion” competition.”

Industrial Investment

In last year’s “Best Metro for Business and Expansion” competition, the Knoxville-Oak Ridge
Innovation Valley ranked in the top 20 percent of all metros. This is the first year Expansion
Management divided the top performing cities into large, mid-sized and smaller size categories. The
mid-sized category includes metros with populations of 200,000 up to one million. The Knoxville
MSA has a population of 651,000.

Knoxville was the only Tennessee city ranked in the top 15 of mid-sized cities.
The Innovation Valley earned numerous other honors in the past year:

e 10" in National Best Places for business and career competition — Forbes Magazine

e 4th — The top mid-sized city in nation in the Best Places for Relocating a Family poll —
Worldwide ERC — May 2008

e One of top 100 places to retire — Where to Retire Magazine

e Best Places to Live and Boat — Boat Life Magazine

Aisin Automotive Casting Tennessee Inc. announced a $67 million expansion to its Clinton, TN
facility, a move expected to add 160 jobs to its current workforce of 400 employees.

This announcement marks the third recent expansion by a top-ten auto parts maker in the Knoxville-

Oak Ridge “Innovation Valley.” Both Denso, the largest manufacturing employer in the 16-county
region, and Eagle Bend, a division of Magna International, are expanding their operations here.

12



KNOX COUNTY TENNESSEE

2008-2009 BUDGET

Knoxville, Tennessee — Scripps Networks unveiled a $30 million expansion project that will nearly
double the footprint of its Knoxville headquarters. Scripps Networks began in Knoxville in 1994
with the concept of Home and Garden TV (HGTV). The company, which has grown its Knoxville
presence to 900 employees, now owns Food Network, DIY Network, Fine Living and Great
American Country in addition to HGTV.

The Houston-based Sysco Corporation, the largest marketer and foods service distributor in the
United States, has opened its new $34 million facility in the heart of Knoxville. The center, which
created 300 jobs, is in Knoxville’s 1-275 Business Park, a redeveloped Brownfield property owned
by the city’s industrial development board. In May 2008, the center with some $3million worth of
groceries and about 8,000 products began its initial distribution to customers.

Durakon Industries, a manufacturer of cargo management systems and other items for the light
truck market, opened a new plant in Clinton. The plant also will serve as the company’s North
American headquarters.

Jobs Now!

Jobs Now! is a regional campaign for regional results. The program is an effort to pursue new jobs
and economic growth through three objectives: 1. Attract new companies and higher-paying jobs. 2.
Foster growth and retention of the existing industry base. 3. Enhance the entrepreneurial
environment for new start-up businesses. The program’s goals include a five-year plan to create
35,000 new jobs, create $2.5 billion in new investments; increase per capita income by $5,000, and
many others. Jobs Now! is an exciting development in sharing to the world what a great place East
Tennessee is for business.

Jobs Now! continues to make excellent progress toward its five-year goals three years into the
initiative. The results to date include:

Net new jobs 20,511
Capital Investment $1.8 billion
Wage Growth $2,840 (2 years reporting)

Jobs Now! is not only performing well against the benchmarks, but also outperforming all other
metro areas in Tennessee except Nashville for the period.

Commercial Development
Four regional shopping malls, six major chain department stores, and a number of shopping centers
and factory outlets meet the retail needs of Knox County citizens and visitors. Knox County has

traditionally been the regional hub of the MSA. Of the $12 billion economy, Knox County has
traditionally accounted for a solid majority.

13



KNOX COUNTY TENNESSEE

2008-2009 BUDGET

RETAIL SALES
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State Economic Perspective

Tennessee is a traditionally business-friendly, low-tax state. The State has taken its fiscal concerns
of four years ago into four years of surpluses. The State has just announced another ratings
upgrade due to the prudent fiscal management of the State of Tennessee. This is especially
important because when the State was in a financial crunch; city and county governments were
cut to ease the State’s problems. Now that the State is back on more firm financial footing, with
stable, responsible leadership, funds are being restored to the cities and counties. The local
governments have successfully weathered the storm and come out stronger and wiser.
Tennessee’s fate hinges on the path taken by the national economy in the quarters ahead. The state
unemployment rate will average 5.1 percent in 2008, a one-half percentage point increase over
2007.

Nominal personal income should advance 4.6 percent for the year and inflation-adjusted personal
income should remain in the black. Wage and salary income will also show positive but slower
growth than last year due to slower job growth and slower growth in the average wage. Taxable
sales will see growth of only 3.5 percent for the year.

14



KNOX COUNTY TENNESSEE

2008-2009 BUDGET

Employment Information

Having no dominant employment sector, the diversification of the County’s labor force has been
credited as the primary contributor to the area's relatively low unemployment rate.

NON-AGRICULTURAL EMPLOYMENT

Knox County has demonstrated a
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KNOX COUNTY TENNESSEE

2008-2009 BUDGET

Tourism

Although industry is frequently
considered the core of an economic
base, secondary and tertiary activities
also make important contributions to
economic development. The
convention and tourism  business
contribute to the County's economic
base by drawing income into the
region, resulting in employment
opportunities as well as investment
opportunities in tourist-related
facilities.

Knoxville & Knox County - home to both the U.T.
men and women’s basketball teams. Thompson
Boling Arena is the second-largest campus
basketball facility in the nation, seating 24,535. The
site is also used for other events such as concerts,
conventions, and other sporting events.

Since the County merged the KCTC with the Greater Knoxville Sports and Development Authority
to coordinate and focus our tourism efforts. The County has been well pleased with the results to
date.

Two major interstate highways, 1-40 and 1-75, flow through the County, and the southern end of I-
81 terminates just outside the County. The interstate and highway systems put the County within a
day’s drive of more than 70 million people.

Knox County is the principal
gateway to the Great Smoky
Mountains National Park. The
park is located approximately
40 miles to the southeast. The
park, covers over 500,000
acres, and extends over the
States of Tennessee and North
Carolina. Yearly visitors to the
park number nearly ten million,
ranking it as the most visited
National Park in the United
States.

16
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ROSTER OF PUBLICLY ELECTED OFFICIALS
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Attorney General Randall Nichols
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Trustee Fred Sisk
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ROSTER OF PUBLICLY ELECTED OFFICIALS
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KNOX COUNTY TENNESSEE

2008-2009 BUDGET

GOVERNMENT STRUCTURE/FINANCIAL GUIDELINES AND POLICIES

The County has operated under a County Mayor/County Commission form of government
since September 1, 1980, and has been under a Home Rule Charter since September 1, 1990.
Policymaking and legislative authority is vested in the County Mayor (executive branch) and
the County Commission (legislative branch). The County Commission is responsible for
passing ordinances, adopting the budget, and appointing committees. The County Mayor is
responsible for carrying out the policies and ordinances of the County Commission,
overseeing the day-to-day operations of the government, and appointing the heads of many
of the County's departments.

Knox County adheres to the following near and long term financial guidelines and
policies:

Operating Budget

Budgetary Approval — After the Mayor recommends the operating budget for the next
fiscal year, the County Commission and the public have an opportunity to review the
recommendation and to provide input into the final decision — which is made by the
County Commission. The budget is adopted in the major category of expenditure line
items. The major categories are denoted in the County’s chart of accounts by account
codes (“100 level”). The levels are: 100’s — salaries and wages; 200’s — employee
benefits; 300’s — services; 400’s -- supplies and materials; 500°’s -- debt service
payments; 600’s capital expenditures; and 900’s — other charges and insurance. After
adoption, the individual departments may request line item transfers between the 100
levels with Finance Committee approval. Additional appropriations above the initial
adopted Budget require the full County Commission approval.

Budgetary Oversight — After the County Commission approves the Operating Budget
for the fiscal year, oversight still continues. The County is governed under the State Open
Records Act. Except for some minor exceptions, the public has access to all County
financial and other records. The State of Tennessee undergoes a review process of the
Budget each year. The State also reviews the County’s Comprehensive Annual Financial
Report (CAFR) to ensure actual results appropriately match the Budget. In order to fund
the County’s five-year Capital Improvements Plan (CIP), the County goes to the public
debt markets, generally on an annual basis. The County is rated by Moody’s and
Standard & Poor’s and undergoes the financial scrutiny of the ratings process.

Cash Management Policies and Practices — An investment committee, in consultation
with the Knox County Trustee, makes investment decisions in accordance with the
investment policy formally adopted in 1996. As defined in the policy, investment options,
policies, and practices are based on the required liquidity of the available funds.
Investments of operating, capital and any surplus funds have different levels of risk
tolerance. Operating fund investments, where the primary objective is the preservation of
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GOVERNMENT STRUCTURE/FINANCIAL GUIDELINES AND POLICIES
Operating Budget (Continued)

principal, have the lowest risk tolerance and are invested in highly liquid, low risk
instruments. Capital funds, where the primary objective is the preservation of principal
and sufficient liquidity to meet capital funding needs, are subject to some volatility in
risk tolerance depending on when payment for projects is due. Regardless of the type of
funds, all investments are made in accordance with state statutes.

Debt Policies and Practices — The State of Tennessee provides statutory authorization
for the issuance of general obligation bonds, revenue bonds, refunding bonds, and notes.
Under that authorization, Counties may sell general obligation bonds at a competitive
public sale after the adoption of an authorizing resolution by the local governing body.
The County must then publish a notice of sale that provides for a ten-day comment period
by citizens.

There is no statutory debt limit placed on counties. State law provides for the adoption of
tax resolutions which state that the local government will provide for taxes “of a sum
sufficient to pay the principal of and interest on the general obligation bonds as the same
shall become due.” (Tennessee Code annotated 9-21-215). It is the practice of Knox
County to only use bonded debt for major capital purchases included in the five-year
capital plan and to not incur debt for operating requirements. Proposed debt for capital
expenditures is carefully analyzed to ensure that the life of the asset(s) always exceeds
the term of the debt.

Knox County reviews any planned debt issuance with their Commission-approved
Financial Advisor. The County is currently rated Aa2 by Moody’s and AA by Standard
& Poor’s.

Capital Purchases — Unless a lower threshold is established as a requirement of a state
or federal grant, the value at which equipment and other assets are designated as capital
items is five thousand dollars. The County’s policy permits the inclusion, as capital, all
initial furniture and fixtures in the construction and/or expansion of Knox County
facilities.

Fund Balances — The operating budget is required to be balanced. “Balanced” means
that budgeted revenues and other sources, including the use of fund balance, if necessary,
equal budgeted expenditures. Knox County discourages routine use of fund balance as a
means of funding ongoing operating expenditures. By Ordinance 0-90-9-122, any
appropriation of funds that would reduce the balance of any fund of the Board of
Education below three percent of current year budgeted expenditures requires a favorable
vote of two-thirds of the Knox County Commission. A recommendation by a majority of
the Board of Education must precede such approval. The ordinance also requires a two-
thirds vote to approve appropriations that would reduce the fund balance for any other
County fund below five percent of current year budgeted expenditures.
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Operating Budget (Continued)

Salary Savings — Knox County’s policy is to budget all continuing positions at full
funding. Any department or office requesting additional personnel must submit position
request forms justifying the requested additional position and quantifying the expected
additional costs. New positions are budgeted for the portion of the year they are expected
to be filled. In the County’s general fund, “contra accounts” immediately recognize
budgeted-but-unspent salary dollars. These “contra accounts” are located within the
department’s accounts for the Sheriff’s department, and in the miscellaneous section for
all other departments of the General Fund. Also, for the Public Library Fund, contra
accounts are included in the departmental accounts. A position control program interfaces
the payroll and budget systems to enable budget status evaluation of these accounts
during the year.

Detail budgeted position counts are located in the “Budget Summary” section of this
document. For the FY 2009 budget, the changes to budgeted positions are not significant,
except for additional positions for Schools, due in large part to the opening of Hardin
Valley High School.

Procurement Policies — The County adheres to a local procurement ordinance. The
ordinance is intended to ensure equitable treatment while simultaneously providing for
and encouraging open competition in the purchasing of goods and services. Generally,
goods and services exceeding $10,000 are competitively bid.

Capital Budget

Knox County has established a set of policies that cover the process of preparing the
Capital Improvement Plan. The major factors involved are:

A. The purpose of the Capital improvement Plan is to plan, prioritize, and provide
financing for capital projects for the next five years. Also, the Plan assists the
County in the analysis of the impact of the operating expenses into the County’s
operating Budget for future years.

B. Construction projects and capital purchases that cost more than $100,000 and/or
have a useful life of greater than seven years will be included in the Capital
Improvement Plan. Regular maintenance and capital purchases less than $100,000
will be included in the operating budget.
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C. Department Heads and Elected Officials will prepare the project proposals and

present the requests to the Finance Department. The Public Building Authority
will assist with the calculation of project costs and schedules for all county
facilities. The project proposals from the Knox County School System will be
forwarded to the Finance Department once the Knox County School Board
reviews and endorses the School Administration’s proposals. Operating costs
associated with the project must be provided by the department or elected official.

. The Knox County Finance Department and County Mayor will review the project
requests and make recommendations to the County Commission. The final plan
recommended by the County Mayor includes the financing of the projects
recommended. Generally, financing for the capital budget will come from General
Obligation Bonds. If a specific current revenue source is identified for a project,
that funding is included in the plan.

. Budget appropriations for projects are made by the County Commission after the
adoption of the overall total plan. On June 18, 2008, the County Commission
approved the 2009 Capital Improvement Plan. This gave the go-ahead to the
individual departments to begin work on County Improvements early in the fiscal
year. Contracts over $100,000 will be approved by the County Commission as
required by the County Charter.

. The County considers future operating costs of capital projects as it considers
capital improvements. The projects are limited in scope to minimize the impact on
operations and spread out over five years to allow the County’s economic growth
the opportunity to incorporate the operating expenses. The Capital Improvement
Plan also serves to keep to the forefront the future operating impact of capital
projects on the County’s operating Budget. The future operating impact of the
capital projects approved in the current Capital Improvement Plan is not expected
to result in significant future costs (i.e., costs that would require an increase in the
tax rate, cause a reduction in other budgeted spending, or require additional staff.)
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BASIS OF BUDGET PRESENTATION, MEASUREMENT FOCUS AND BASIS OF
ACCOUNTING

Primary Government and Board of Education Component Unit

The accounts of the County are organized, operated and presented on the basis of funds and
account groups. Funds are independent fiscal and accounting entities with self-balancing
sets of accounts. Fund accounting segregates funds according to their intended purpose and
is used to aid management in demonstrating compliance with finance-related legal and
contractual provisions. The minimum number of funds is maintained consistent with legal
and managerial requirements.

The County does not adopt annual budgets for all funds accounted for during the fiscal
year. Only those governmental funds for which an annual appropriation is required are
budgeted. Grant funds are budgeted as the grants are approved during the fiscal year.
Annual budgets are adopted for the other governmental funds, excluding the
Constitutional Officers (Special Revenue) Fund, and the Public Improvement Fund and
School Construction Fund (Capital Projects Funds). The Public Improvement Fund and
School Construction Fund are appropriated based on the County’s five-year Capital
Improvement Plan (CIP). The budget appropriations for projects included in the first year
of the Plan are required to be approved by County Commission. Budgetary approval for
projects included in subsequent years of the Plan is generally not obtained during the first
year of the Plan and is subject to revision in subsequent years’ Plans as the expected
capital needs, and anticipated availability of the related financing, may change in
response to future economic conditions and other circumstances.

The County has the following fund types:

Governmental funds are used to account for the County's general government activities.
This fund type uses the flow of current financial resources as the measurement focus and
employs the modified accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recognized when susceptible to accrual (i.e., when they are
"measurable and available™). "Measurable™ means the amount of the transaction can be
determined and "available” means collectible within the current period or soon enough
thereafter to pay liabilities of the current period. The County considers all revenues
available if they are collected within 60 days after the fiscal year end. Expenditures are
recorded when the related fund liability is incurred, except for unmatured interest in general
long-term debt which is recognized when due, and certain compensated absences, claims
and judgments, which are recognized when the obligations are expected to be liquidated
with expendable available financial resources.

Property taxes, franchise taxes, licenses, interest and special assessments are susceptible-
to-accrual. Sales taxes collected and held by the state at year-end on behalf of the County
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BASIS OF BUDGET PRESENTATION, MEASUREMENT FOCUS AND BASIS
OF ACCOUNTING (Continued)

are also recognized as revenue. Other receipts and taxes become measurable and
available when cash is received by the County and are recognized as revenue at that time.

Entitlements and shared revenues are recorded at the time of receipt, or earlier if the
susceptible-to-accrual criteria are met. Expenditure driven grants are recognized as revenue
when the qualifying expenditures have been incurred and all other grant requirements have
been met.

Listed below are definitions of the types of governmental funds budgeted and
identification of the specific budgeted funds within each type:

The General Fund (Fund 100) is the County's primary operating fund. It accounts for all
financial resources of the general government, except those required legally or by sound
financial management to be accounted for in another fund. The general fund accounts for
the normal recurring activities of the County (i.e. public safety, recreation, health and
welfare, finance, general government, etc.). These activities are funded principally by
property taxes on individuals and businesses.

The special revenue funds account for revenue sources that are legally restricted to
expenditure for specific purposes (not including major capital projects).

Governmental Law Library Fund (Fund 200) - Accounts for the operation of
the law library, available to the public but used primarily by attorneys practicing
in the courts. User fees are charged.

Public Library Fund (Fund 205) - Accounts for the operation of the countywide
public library system.

Solid Waste Fund (Fund 210) - All solid waste and recycling activities are
accounted for within this fund.

Air Quality Management Fund (Fund 215) - Accounts for activities related to
the maintenance of air quality.

Hotel/Motel Tax Fund (Fund 220) - Accounts for the collection and use of the
amusement and hotel/motel tax to promote tourism and related activities in the
county.

Fire District Fund (Fund 225) - Accounts for a separate tax for fire protection
for businesses in the Forks of the River Industrial Park.
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Engineering & Public Works (Fund 235) - Accounts for the County’s share of
the State gasoline and motor fuel taxes that are utilized to maintain non-state
roads within the county and outside the municipal boundaries of the City of
Knoxville.

Central Cafeteria Fund - Accounts for the cafeteria operations in each of the
schools. The primary sources of funding are federal and state revenues for the
school lunch program and sales to students and adults. (Accounting records are
not kept on the County’s financial software, and no fund number exists.)

General Purpose School Fund (Fund 240) - Accounts for general operation of
the Board of Education. Major funding is provided through local tax levies and
state education funds.

The Debt Service Fund accounts for the servicing of general long-term debt not being
financed by proprietary funds.

General Debt Service (Fund 300) - Accounts for the accumulation of resources
and the payment of principal and interest on general long-term debt for the
County and the Knox County Board of Education.

The capital projects funds account for the acquisition of fixed assets or construction of
major capital projects not being financed by proprietary funds.

School Construction Fund (Fund 405) - Accounts for the Schools’ building
construction and renovations. A portion of this fund, consisting of the amount to
be paid for debt service related to the acquisition and construction of Schools’
capital assets, is budgeted for on an annual basis.

ADA Construction Fund (Fund 430) - Accounts for the renovations needed to
Knox County facilities to comply with the Americans with Disabilities Act
(ADA).

25



KNOX COUNTY TENNESSEE

2008-2009 BUDGET

BASIS OF BUDGET PRESENTATION, MEASUREMENT FOCUS AND BASIS
OF ACCOUNTING (Continued)

Proprietary funds are used to account for governmental activities that are similar to
activities that may be performed by a commercial enterprise. This fund type uses the flow
of economic resources as the measurement focus and employs the accrual basis of
accounting. Under this method, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred. Private-sector standards of accounting and
financial reporting issued prior to December 1, 1989, generally are followed to the extent
that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board (GASB). Proprietary funds include the following fund type:

Internal service funds account for operations that provide services to other departments or
agencies of the County or to other governments, component units and joint ventures on a
cost reimbursement basis.

The following internal service funds are included in the CAFR. The County does not
adopt an annual budget for these funds.

Vehicle Service Center Fund (Fund 500) — Accounts for the handling of repairs and
service maintenance for all county vehicles.

Mailroom Service Fund (Fund 510) <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>