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Financial Analysis of Nashville, Tennessee 
The following is a financial analysis of Nashville, Tennessee’s Comprehensive Annual Financial Report (CAFR).  The majority of the financial information was received from The Metropolitan Government of Nashville and Davidson County’s CAFR for the year ending June 30, 2012.  The analysis follows the International City/County Management Association’s (ICMA) handbook titled “Evaluating Financial Condition:  A Handbook for Local Government.”  The ICMA handbook’s defines four types of solvency in explaining financial conditions:  cash solvency, budgetary solvency, long-run solvency, and service-level solvency.   The Nashville analysis provides feedback from the utilization of some of the ICMA financial indicators and an analysis of Nashville’s environmental, organizational, and financial factors.  The typical financial ratios that are used in assessing the financial condition of Nashville are also used in accordance with the ICMA trend monitoring system and cover financial position, financial condition, and economic condition.   
Environmental
	The city of Nashville, Tennessee offers its citizens a wide array of services.  These services include education, police and fire protection, waste management, construction and maintenance of highways, streets and infrastructure, traffic regulation and control, parking, health and social services, public housing, recreational and cultural activities, public libraries, planning and zoning, water and sewer services, administration of justice, and general administration services.  All of the services offered by the City affect the City’s financial condition.  Environmental factors are what help determine the demand for these services and the City’s capacity to provide the needed services.
	The first of five factors influencing the demand for and the ability to provide governmental services is community needs and resources.  The community needs and resources factor uses the City’s population demographics to determine the demand for needed services.  Nashville, Tennessee has a population of 635,475 with a median age of 33.7.  With a rate of 13.7%, Nashville has a rather high rate of citizens living below poverty level.  The capability of the City to provide the needed services for its citizens arise from the City’s increasing property values, the $45,913 (as of 2010) per capita personal income, and the actively growing level of business.  The City has a favorable environment for the creation of new businesses which attribute to Nashville’s unemployment rate of only 8.5%.  With a higher than average poverty rate and a fairly large unemployment rate there is an increased demand for governmental services, however, a rising property value along with a growing business environment, Nashville has the capability to support the increased demand.
	The second environmental factor affecting Nashville’s financial condition includes intergovernmental constraints.  State laws only allow the City to tax local sales and property.  Therefore, a majority of Nashville’s revenue comes from local sales tax and property tax.  Sales tax is maxed out at 2.75%; however property tax rates are an unrestricted source of revenue.  Nashville must rely on user fees and charges for services in order to finance many of the City’s governmental programs.
	The third factor is disaster risk.  Nashville has a strong disaster risk policy that has been in place since 1978.  The government has a plan in place in which resources have been accumulated in an array of internal service funds in the event of a potential loss.  The government also has a property insurance policy that will cover single losses over $1 million and any damage over $3 million total yearly.  The City has also implemented employee accident prevention training to decrease the likelihood of an accident.  Nashville has a solid evacuation plan in place for its citizens with all needed security measures accounted for.
	The City’s political culture makes up the fourth factor influencing financial condition.  Nashville has a strong-mayor form of government.  The Mayor is elected by the citizens for a four year term.  The Mayor has the authority to control all city departments.  Nashville also has an elected Vice-Mayor who is also elected for a four year term.  The Vice-Mayor presides over the Council, or the legislative body.  Nashville’s council has the authority to override the Mayor’s veto with a two-thirds vote.
	External economic conditions make up the final environmental factor influencing Nashville’s financial condition.  When the nation experienced a subprime mortgage crisis, the value of homes in Nashville dropped.  Five years later and Nashville home prices are still trying to climb back up from the drop that occurred.  This decrease in property value affected Nashville’s financial condition by decreasing the amount of revenue the city could collect in property taxes.  In turn it affected the governmental services that were provided to the City’s citizens.
Organizational
On April 1, 1963, the City of Nashville and Davidson County became the State of Tennessee’s first consolidated form of government.  The combined city-county government is governed by the Metropolitan Charter, the Metropolitan Code, executive orders from the mayor, departmental regulations, and the rules and the regulations of boards and commissions.  The government is divided into two service districts, general and urban.  Each service district has a separate council.
The general service district is governed by the metropolitan council.  The metropolitan council is comprised of forty elected members.  Of the forty members, there are thirty-five members elected from each of the thirty-five housing districts and five elected at-large.  Each member is elected to a four year term and compensated for their service.  All council members must be at least twenty-five years of age and have resided in the metropolitan area for at least one year.  Also, district council members must have lived within their elected district for at least six months to qualify for election. 
The urban service district council consists of three members.  The three members are appointed from the pool of the metropolitan council at-large members who received the most votes and who reside in the urban service area.  The sole function of the urban service district council is to levy additional taxes to support the service functions that benefit only the urban service district.  At the time of consolidation, the urban services district conformed to the limits of the City of Nashville; however, the metropolitan council has the power to expand the area as needed to provide urban services.  Since 1963, the urban service district has been expanded from seventy-two square miles to one hundred eighty-seven square miles. 
Although there are two councils, the metropolitan council is the legislative authority of the consolidated city-county.  The council governs the metropolitan area through the issuing of ordinances.  In order to pass an ordinance, the piece of legislation must be read to the council three separate times and passed by majority vote.  According to the Metropolitan Charter, the council must meet the first and third Tuesday of each month.  All meetings are open to the public and broadcasted live on the local news affiliate station.  Special meetings of the council can only be called by the mayor, vice mayor, or written request of at least 21 council members. 
The presiding officer of the metropolitan council is the vice mayor.  The vice mayor is elected at large for a four year term and compensated for his services.  The duties of the vice mayor are to preside over meetings of the metropolitan council, but only to vote in cases where a deciding vote is needed to break a tie.  Also, the vice mayor must be ready to assume the role of mayor should the current serving mayor become unfit to serve his elected position. 
The mayor of the combined government is elected to a four year term by all registered voters in the City of Nashville and Davidson County area.  The mayor must be at least thirty years of age and have resided in the metropolitan area for at least 3 years.  According to the Metropolitan Charter, the mayor shall not hold more than 2 consecutive terms, must be compensated for his services, and receives an annual pension of 10% of the salary received in last term.  All responsibility for the executive and administrative work of the combined government is vested in the mayor.  The mayor administers, supervises, and controls all departments in the metropolitan area.  As well as, appoints all directors of departments and all members of boards and commissions.  The mayor has the power to examine all records kept by any department of the metropolitan government and attend any meeting.  After an ordinance is passed by the majority vote of the metropolitan council, the legislation is given to the mayor for approval.  The mayor can choose to sign and enact the legislation or can refuse to sign and return it to the council with reasons of objection.  However, the council can override the mayor’s decision with a quorum of 2/3 votes from the council members. 


Financial
In reviewing the financial section of the Comprehensive Annual Financial Report (CAFR) of Nashville, Tennessee, it’s important to understand what issues should be recognized to ensure the government is in good condition.  According to the CAFR, Nashville has been recognized for achieving excellence in financial reporting for twenty one years now.  This shows that the stability and longevity of its financial position has and hopefully will continue to be headed in the right direction.  An internal control structure has also been in place to ensure assets within the government are protected from loss, theft, and misuse.  Also, the internal control structure is in place to provide reasonable assurance, to make sure decisions are made in accordance to generally accepted accounting principles, costs do not exceed benefits, and judgment from management about a government's worth is required.  Furthermore, the Independent Auditor’s report also states that the financial statements that have been presented fairly as of 2012 are free of material misstatement. 
Governmental-wide, fund financial, and the notes to financial statements are three important parts that make up Nashville's financial statements.  The governmental-wide financial statements provide an overview of Nashville's finances.  Fund financial statements consist of governmental funds, proprietary funds, and fiduciary funds, which are more detailed in describing each fund.  The notes to the financial statements provide a deep understanding of what is found in the governmental-wide and fund financial statements.  When analyzing Nashville, it's important to examine all of these components very closely to look at assets, liabilities, revenues, expenses, and investments to determine the financial state.  In the governmental-wide statements expenses exceeded revenues in each both governmental and business-type activities.  Operating grants and property taxes were the two areas where the most revenue was generated.  The operating grants increased by 20 million due to a flood that happened in May of 2010.  Also the increase of tax revenues had to do with the economic recovery.  This shows the government is able to sustain adversity and receive help for repairs when needed.  In the fund financial statements, capital assets play a huge part, in fact five billion dollars was invested as of June 30, 2012.  These assets went towards the building of schools, government buildings, and parks as well as renovations to government buildings.  
	Additionally, as an investor, it’s important to understand the government in which they choose to invest in and the positives and negatives that can ensue.  Nashville invests in low risk, conservative investments and chooses not to invest in any high risk investments.  Conservative investments allow for a decrease in risk of losing capital and create a more stable investment situation for this government.  Investments are made directly through the Metro Investment Pool.  The governments investment policy wants to maintain the principal, minimize credit and market risks, maximizing the rate of return on its portfolio.  In order to maximize its return the government must maintain liquidity.  The S&P has given Nashville a credit rating of AA, which indicates that they are able to maintain a stable, long-term financial condition.  A risk management program is in place and resources are available in the Internal Service Fund to meet any potential losses.  
Furthermore, analyzing the different types of risk are important factors in analyzing the current financial condition.  In the notes to the financial statements stated in the CAFR, deposits of the primary government as of 2012 were insured and collateralized, which reduces the custodial credit risk that occurs in the event of a bank failure.  In 2012, all investments were insured or registered on securities that were held by the government, which also reduces the custodial credit risk.  The concentration of credit risk is the risk of loss in a government investment of a single issuer.  According to government investment policy, 5% is the max amount a single issuer can be exposed to, which was not exceeded by 5 % in 2012.  The foreign currency risk affect the fair value of an investment when exposed to changes in exchange rates.  As of June 30, 2012, no Metro Investment Pool or Separate Portfolio Investment were held in foreign currencies.  This is important to show the investor that the credit risk has not been an issue for this government.  However, in 2012, the government’s total general obligation and revenue bonds outstanding increased by $137 million and new bonds issued totaled $446 million.  This can raise some areas of concern in ability to repay its debt.  In 2011, the long-term debt ratio was 2.93% and in 2012 was 2.99%, therefore this is a slight increase which could indicate that the ability to repay debt is slightly diminishing.  
Solvency is also another important factor when looking at short and long-term options of financial condition.  The cash solvency, which includes cash available over a 30 or 60-day period, will help determine the current state of the government.  The current ratio can be calculated to show the government’s ability to meet short-term financial obligations with current assets.  The current ratio of in this case, which is current assets divided by current liabilities, comes out to be 1.068, therefore since assets are greater than liabilities for 2012, the government is in good position to pay its bills in short-term.  Beginning in 2013, the government plans to adopt GASB statement No.63, which will give citizens a report of how past transactions could impact the financial statements in the future.  This would definitely be an advantage for investors because they will be able to determine a clearer picture of what might be expected in the future.
 Additionally, the budget solvency shows the government’s ability to generate enough revenues to fund and maintain a certain level of services.  The operating ratio of Nashville in 2012, which is total revenues divided by total expenditures, comes out to be .943.  Any operating ratio less than 1.00 indicates a deficit.  This could raise concern because if the government needs to make any kind of service improvements, they may not have the needed funds to proceed and therefore need to find a way to increase its revenues.  From an investor prospective, this could become a red flag in the government’s ability to properly budget and use its resources.  For example, the governmental activities net assets have been decreasing each year.  Total net assets decreased by $170,000 from 2011-2012.  An increase was present in capital assets, but they cannot be available for future spending.  Therefore, repayment of debt must come from other sources.  Additionally, in the governmental funds combined statement, a decrease in fund balance was present by $47 million, which could raise concern if the government experienced a financial emergency and needed to get funds quickly.  Certain amounts of the fund balance are restricted and could not be used for just anything.  Therefore, long-run solvency is extremely important to show investors the future resource availability of the government.  The net asset ratio is .245, which is not a large ratio, and as stated above, does raise concern for the future.  
[bookmark: _GoBack]Furthermore, service solvency is the measure of the government’s ability to pay and sustain existing service levels and provide the quality required for the health, safety, and welfare of the community.  Service solvency is measured by three ratios:  the tax burden, revenue burden and cost of services per resident.  The tax per resident for 2012 was $1919.  This represents the cost of running the government and providing services to each taxpayer.  The revenue per resident for 2012 was $3475.  This is a calculation of how much total revenue was collected to cover the government’s liabilities and expenses.  Lastly, the expenditure per resident for 2012 was $3686.  This measures each resident’s burden of the government’s total expenses.  Therefore, the service solvency does raise some concern since expenditures exceed revenues in its ability to provide quality services to its residents.  The health, safety, and welfare of the community are crucial in sustaining its longevity and could raise an area of concern going into the future.  Also, since taxes play a huge part of the revenues generated through governmental activities, it's important to be aware of all three ratios and how they are changing each year. 
In conclusion, the City of Nashville offers a vast collection of environmental services to its citizens.  These environmental factors affect Nashville’s financial condition and include community needs and resources, intergovernmental constraints, disaster risk, political culture, and external economic conditions.  Although Nashville has a higher than average poverty rate and an employment rate of 8.5%, Nashville has the capability to support the environmental demands through collection of 2.75% property taxes, which are increasing along with the growing business environment.  Nashville’s organizational elements include The Metropolitan Charter, the Metropolitan Code, executive orders from the mayor, departmental regulations, and the regulations of boards and commissions, which govern the combined city-county government of the City of Nashville and Davidson County.  The mayor is elected by the citizens of the City of Nashville and the Davidson County area on a four-year term and has the authority to control all city departments.  In assessing Nashville’s financial factors, it is important to note that Nashville has been recognized for achieving excellence in financial reporting for at least twenty years.  Nashville’s investments are conservative and are made directly through the Metro Investment Pool.  Nashville has a credit rating through S&P of AA, which indicates a stable and long-term financial condition.  Potential loss is of little concern due to a risk management program in place and resources that are available through the Internal Service Fund.  In 2011, Nashville’s long-term debt ratio was 2.93% and increased to 2.99% in 2012, which would indicate a slight increase in the risk of debt repayment.  In evaluating cash solvency, the current ratio was 1.068, indicating a good short-term position.  The summary of these factors indicate that Nashville will continue to benefit from the influence of environmental, organizational and financial conditions that contribute to sustained future growth and confirm that Nashville is a sound and stable government worthy of strong consideration for investment.
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