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October 31, 2005
To the Citizens of Nashville and Davidson County, Tennessee:

FORMAL TRANSMITTAL OF THE COMPREHENSIVE ANNUAL FINANCIAL REPORT

We are pleased to submit the Comprehensive Annual Financial Report of the Metropolitan Government of
Nashville and Davidson County, Tennessee (the Government) for the fiscal year ended June 30, 2005.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with the management of the Government. To the best of our knowledge and
belief, the enclosed data is accurate in all material respects and is reported in a manner designed to present
fairly the financial position and results of operations of the various funds and component units of the
Government in accordance with generally accepted accounting principles (GAAP). All disclosures necessary
to enable the reader to gain an understanding of the Government's financial activities have been included.

The Government is required to undergo an annual single audit in conformity with the provisions of the Single
Audit Act, as amended, and U. S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Information related to this single audit, including the schedules
of federal and state financial assistance, findings and recommendations, and independent auditors' reports
on the internal control structure and compliance with applicable laws and regulations, are not included herein
but are reported separately.

In conformity with generally accepted accounting principles, as set forth in Governmental Accounting
Standards Board (GASB) Statements No. 14, The Financial Reporting Entity, and Statement No. 39,
Determining Whether Certain Organizations are Component Units, this report includes all funds of the
primary government and all component units. For purposes of this report, the primary government includes
all departments and agencies of the Government which are not separate legal entities, including the
Department of Water and Sewerage Services and Metropolitan Nashville Public Schools. The component
units include those separate legal entities whose relationships with the primary government meet the criteria
for inclusion defined in GASB Statements No. 14 and No. 39.

The Comprehensive Annual Financial Report is presented in three main sections: introductory, financial and
statistical. The introductory section includes this transmittal letter, a description of the form of government,
the Government's organizational chart, a list of principal officials and an organizational chart for the
Government's Finance Department. The financial section includes the independent auditors' report,
management’s discussion and analysis (MD&A), the basic financial statements, notes, required
supplementary information, individual fund and component unit statements and schedules. The statistical
section includes selected financial and demographic information, generally presented on a multi-year basis.
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As noted previously, the Government is required to provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of MD&A. This letter of transmittal is intended to
complement MD&A and should be read in conjunction with it. The Government's MD&A can be found
immediately following the report of the independent auditors.

PROFILE OF THE GOVERNMENT

Metropolitan Nashville and Davidson County is located in middle Tennessee at the hub of many air, rail and
highway transportation routes. The Government provides a full range 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 sewerage services;
administration of justice; and general administrative services.

FACTORS AFFECTING ECONOMIC AND FINANCIAL CONDITION

The local economy is a well-balanced blend of financial, agricultural, wholesale, retail, manufacturing and
service industries. The local mix of these industries roughly reflects the national economy, with no single
industry being predominant in the region. Computer technology, automotive, medical, private prison
management, insurance, banking, publishing, telecommunications and entertainment companies and private
educational institutions all find a home in Nashville. With a rich economic, social and cultural environment,
the city consistently scores high in national rankings of preferred business locations, best places to live and
favorable environments for the creation and development of businesses.

The Nashville Metropolitan Statistical Area (MSA) economy has been slightly healthier than the national
economy, with lower unemployment than the state and the nation.

The Government's two most significant locally generated revenue sources are sales and property taxes.
The property tax base has shown moderate growth and Nashville continues to have the lowest effective
property tax rate of the four major Tennessee cities. The Government has no income tax.

MAJOR INITIATIVES

The Government continues to emphasize delivery of focused public services in a way that provides
efficiency, effectiveness and value to the citizens of Nashville. The Government's major initiatives for fiscal
year 2005, for fiscal year 2006 and for the future are discussed below.

FOR FISCAL YEAR 2005: Substitute budget ordinance BL2004-256 appropriated a balanced budget of
$1,349,130,300 in the budgetary funds, a decrease of 0.2% from the budget for fiscal year 2004. Although
the budget contained reductions in appropriations across the government, the reductions were carefully
managed so as to continue the delivery of critically important services.

The budget continued to support the priorities of the Government. Highlights of the changes in the budget
included:

e Public Education — The Metro Board of Public Education remained firm in its commitment to the
vision for Metro Schools and embraced the challenges that lay before them in developing a budget
that reflected that commitment. Their work resulted in many changes in programs and operations
that ultimately reflected a 1.5% increase in funding over the prior fiscal year. While there were
reductions, the budget included funding that allowed the implementation of a new student discipline
program, continued improvement of the information technology infrastructure, and a salary increase
for teachers and support staff.






