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Financial Management under General Laws with Local Op-
tion Application
Reference Number: CTAS-700
As the financial structure of counties has grown more complex and cash flow has increased, many
counties have found the general laws to be inadequate. Further, the management of county finances
under the general law is a fragmented system in which each department makes purchases without issuing
purchase orders and maintains separate accounting records. Under this system it is difficult to manage the
cash flow for investing funds and to properly determine the county's financial condition. To compensate for
these deficiencies the General Assembly passed the Fiscal Control Acts in 1957, the County Financial
Management System in 1981, and the Local Option Budgeting Law in 1993. Although these are general
laws, they apply only to counties in which they have been approved by a two-thirds vote of the county
legislative body (or by referendum in the case of the 1957 and 1981 acts). County Budget Laws Table.

The primary reasons for these acts were to (1) better use business management techniques, (2)
consolidate and establish a uniform financial system, (3) improve utilization of county resources, (4)
provide for the employment of a trained technician in finance, and (5) improve county financial
information.

Local Option Budgeting Law of 1993
Reference Number: CTAS-701
This act, codified at T.C.A. §§ 5-12-201 through 5-12-217, provides an optional budgeting procedure for
all county departments that are funded from county appropriations. It may be adopted by a two-thirds
vote of the county legislative body pursuant to T.C.A. § 5-12-201.

This act provides a system through which a county may develop a consolidated budget for all county
appropriations, adopt a tax rate and appropriation resolution to fund that budget, and specifies a deadline
by which these actions must be taken. In brief outline, this procedure begins no later than February 1 of
each year when the county mayor distributes to each department budget forms upon which to submit a
proposed budget. T.C.A. § 5-12-206. Additionally, the county mayor furnishes estimated revenue
information to the departments of education and highways, based upon the assessor's estimation of
property valuation on or before March 15. The assessor is required to furnish his best estimate of the
actual assessed value of all taxable property within the county for the ensuing year to the county mayor
before March 15. T.C.A. § 5-12-207. All departments, offices and agencies are required to submit a
proposed budget to the county mayor or, if a finance director, director of accounts and budgets, or similar
person is provided by law, to that official by March 1. Along with their proposed budgets, the departments
of education and highways must also submit a form tax rate resolution showing how much property tax
they are requesting to fund their budgets. Departments, offices and agencies are authorized to alter or
amend their submitted budgets any time prior to when the proposed budget is submitted to the county
legislative body. However, the county mayor or budget committee decides whether to allow submission of
changes to the proposed budgets after the consolidated budget is submitted to the county legislative body
but prior to final approval. T.C.A. § 5-12-208. Procedures for resolving disputes regarding changes made
to the proposed budgets submitted by the various departments, offices and agencies are addressed in
T.C.A. § 5-12-209.

This act can work in conjunction with either of the other two local option budget laws or with private acts.
The only portion of this budgeting plan that cannot be superseded by other general law or private act
adopted by the county is found in T.C.A. § 5-12-210. That section requires that the county legislative body
adopt a budget, tax rate, and appropriation resolution no later than July 31. The county legislative body
can adopt the budget as proposed by the department heads or as consolidated by the county mayor or
budget committee. If the budget is not adopted before the beginning of the fiscal year on July 1, then the
county operates on a monthly allotment, based upon the preceding year's budget, during the month of
July. If the budget still is not adopted by August 31, then the budget for the department of education will
go into effect by operation of law in an amount equal to the minimum budget required to comply with the
local match and maintenance of effort provisions of the BEP. If this occurs for three consecutive years,
then the education budget in the third year will include a mandatory increase equivalent to 3% of the
required local funding unless the LEA failed to comply with the applicable budgetary timeline. T.C.A.
§ 5-12-210. Unlike the other local option budgeting laws, the August 31 deadline also applies to the rest
of the budget. The operating budget for the remainder of county departments, excluding education, is the
consolidated budget, including proposed amendments, that was submitted by the county mayor or the
budget committee. This budget, together with the proposed tax rate and appropriation measures required
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to fund it, also becomes effective by operation of law if the county legislative body fails to adopt a budget,
property tax resolution and appropriation resolution by August 31. Finally, the act requires a balanced
budget and contains provisions for adjustments if unanticipated circumstances are likely to result in a
budget surplus or deficit. T.C.A. §§ 5-12-215 through 5-12-217. Procedures for amending a budget in
effect are described in T.C.A. §§ 5-12-212, 5-12-213.

County Financial Management System of 1981
Reference Number: CTAS-702
This act is found in T.C.A. §§ 5-21-101 through 5-21-130 and provides for the consolidation of financial
functions and the establishment of a financial management system for all county funds handled by the
county trustee. (Fee and commission accounts of fee offices are not handled by the county trustee and,
therefore, are not included under the act.) The system is similar to that found in the 1957 acts; however,
under this plan the county operates under one act rather than three. This system must be approved by a
two-thirds vote of the county legislative body or a majority of the voters in order to be effective in any
county. T.C.A. § 5-21-126.

Under the County Financial Management System of 1981, a finance department is created to administer
the finances of the county for all funds handled by the trustee, in conformity with generally accepted
principles of governmental accounting and rules and regulations established by the state comptroller of
the treasury, state commissioner of education, and state law. T.C.A. § 5-21-103. Unlike the 1957 laws,
this program includes the management of school funds just like all other county funds, although the
commissioner of education may remove the school department if records are not properly maintained in a
timely manner. T.C.A. § 5-21-124.

This system requires a county financial management committee consisting of the county mayor,
supervisor of highways, superintendent of education (director of schools), and four members elected by
the county legislative body. These latter four need not be members of the county legislative body, but
may be. T.C.A. § 5-21-104(b). The committee establishes policies, procedures, and regulations to
implement a sound, efficient county financial system. T.C.A. § 5-21-104(e). Additionally the county
legislative body, by resolution, may create special committees or may authorize the financial management
committee to assume any or all of the following functions: (1) budgeting, (2) investment, and (3)
purchasing. T.C.A. § 5-21-105.

The county financial management committee appoints a director of finance. Minimum requirements for
this position include a bachelor of science degree with at least 18 quarter hours in accounting, although
the committee may select a person with two years of acceptable experience in a related position. T.C.A.
§ 5-21-106. The compensation of the director is established by the committee subject to the approval of
the county legislative body. T.C.A. § 5-21-106(c). The director oversees the operation of the department
of finance and installs and maintains a purchasing, payroll, budgeting, accounting, and cash management
system for the county. T.C.A. § 5-21-107. The director must have a blanket bond of at least $100,000 for
the faithful performance of the director's duties as well as the department's employees. T.C.A.
§ 5-21-109.

The department of finance, under the supervision of the director and subject to the policies and
regulations of the county financial management committee, is responsible for the following areas:

1. Budgeting: T.C.A. §§ 5-21-110 through 5-21-114;

2. Accounting Fiscal Procedures: T.C.A. §§ 5-21-115 through 5-21-116;

3. Payroll Account: T.C.A. § 5-21-117;

4. Purchasing: T.C.A. §§ 5-21-118 through 5-21-120;

5. Conflict of Interest - Improper Gifts: T.C.A. § 5-21-121; and

6. Compensation of Committee Members: T.C.A. § 5-21-122.

This system is to be installed within 13 months, beginning on July 1 of the fiscal year after its adoption
and being completed by August 1 of the second fiscal year. T.C.A. § 5-21-127.

For those counties operating under the County Financial Management System of 1981, T.C.A.
§ 5-21-110(a) authorizes the budget committee, in conjunction with the director, to adopt a budget
timeline. In the absence of a locally adopted timeline, § 5-21-110(e) provides a statutory timeline. The
budgetary timeline provided in T.C.A. § 5-21-110 establishes deadlines for submittal of proposed budgets
as well as deadlines for responding to such proposals. Section 5-21-110 provides that the timeline may
be waived or altered upon agreement by the county legislative body and the respective department,
commission, institution, board, office or agency. While the timeline may be altered, such changes do not
impact the deadlines set forth in T.C.A. § 5-21-111. Under § 5-21-111, if the budget has not been
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adopted by July 1, the operating budget for the prior year will continue by operation of law without any
further action by the county legislative body required. During this time, the budget may be amended just
like a final operating budget. This continuing budget may remain in effect for July and August. It can
only be extended through September 30 with approval by the comptroller. Further, if the county
legislative body and the school board fail to agree on an education budget by August 31, then the
education budget will go into effect by operation of law. The budget will be equal to the minimum budget
required to comply with the local match and maintenance of effort provisions in the BEP. If this occurs for
three consecutive years, then the budget for the third year will include a mandatory increase that is
equivalent to 3% of the required funding from local sources for schools. The 3% increase will not be
required if the school board failed to comply with the budget timeline during any of those three years.

Fiscal Control Acts of 1957
Reference Number: CTAS-703
The Fiscal Control Acts of 1957, found in T.C.A. §§ 5-12- 101 through 5-12-114, 5-13-101 through
5-13-111, and 5-14-101 through 5-14-116, were intended to provide a means for counties to consolidate
functions, establish uniform financial procedures, and incorporate business practices into the management
of county finances. They are divided into three separate acts: budgeting, accounting, and purchasing. A
county may enact any or all of the three acts; however, it is difficult to implement fewer than all three
acts because each refers to certain provisions of the others. These acts, either individually or together,
are adopted by a two-thirds (2/3) vote of the county legislative body or by a majority public vote in a
referendum.

If these acts are adopted, all funds managed by the county mayor and the highway supervisor are
automatically covered by them. School funds may be placed under the management of these acts only if
the state commissioner of education approves the transfer. T.C.A. § 5-13-110.

County Budgeting Law of 1957. This act is found in T.C.A. §§ 5-12-101 through 5-12-114. If adopted by a
county, it provides for a budget committee made up of five members who include the county mayor as
well as four others appointed by the county mayor and confirmed by the county legislative body. The four
appointed members may be members of the county legislative body but are not required to be. The
county mayor serves as chairperson of this committee. T.C.A. § 5-12-104. The budget committee
performs all duties prescribed by law for the budgeting process, including preparation and control. T.C.A.
§§ 5-12-104, 5-12-106, and 5-12-107. Each year while the budget is under consideration, a synopsis of
the proposed budget and property tax rate are to be published in a newspaper of general circulation.
T.C.A. § 5-12-108. Then the director of accounts and budgets (appointed under T.C.A. § 5-13-103 of the
County Fiscal Procedure Law, discussed below) prepares a monthly report showing the condition of the
budget and submits this report to the county mayor and the county legislative body. T.C.A. § 5-12-111.

For those counties operating under the County Budgeting Law of 1957, T.C.A. § 5-12-105 authorizes the
county legislative body to adopt a timeline and budgetary procedures for the county, with the caveat that
the LEA must concur with its timeline. In the absence of a locally adopted timeline, § 5-12-105 sets forth
a statutory timeline. The budgetary timeline provided in T.C.A. § 5-12-105 establishes deadlines for
submittal of proposed budgets as well as deadlines for responding to such proposals. Section 5-12-105
provides that the timeline may be waived or altered upon agreement by the county legislative body and
the respective department, commission, institution, board, office or agency. While the timeline may be
altered, such changes do not impact the deadlines set forth in T.C.A. § 5-12-109. Under § 5-12-109, if
the budget has not been adopted by July 1, the operating budget for the prior year will continue by
operation of law without any further action by the county legislative body required. During this time, the
budget may be amended just like a final operating budget. This continuing budget may remain in effect
for July and August. It can only be extended through September 30 with approval by the comptroller.
Further, if the county legislative body and the school board fail to agree on an education budget by

August 31, then the education budget will go into effect by operation of law. The budget will be equal to
the minimum budget required to comply with the local match and maintenance of effort provisions in the
BEP. If this occurs for three consecutive years, then the budget for the third year will include a mandatory
increase that is equivalent to 3% of the required funding from local sources for schools. The 3% increase
will not be required if the school board failed to comply with the budget timeline during any of those three
years.

County Fiscal Procedure Law of 1957. This act, found in T.C.A. §§ 5-13-101 through 5-13-111, pertains to
accounting for county funds. If this act is adopted by a county, the county mayor, subject to approval by
the county legislative body, appoints a director of accounts and budgets (DAB). T.C.A. § 5-13-103(a). The
DAB must be qualified by training and experience in the field of accounting to perform the duties of the
office. The salary of the DAB cannot be in excess of those salaries allowed county officials in accordance
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with T.C.A. §§ 8-24-101 and 8-24-102. T.C.A. § 5-13-103(d). The duties and responsibilities of the DAB
are established by the county mayor (T.C.A. § 5-13-103(e)) and delineated in T.C.A. § 5-13-105. The
amount of the corporate surety bond for the DAB is established by the county mayor in amount not less
than $100,000. T.C.A. § 5-13-103(c).

The DAB administers a centralized system of accounting and fiscal procedure for the county. T.C.A.
§ 5-13-104. The DAB also has the duty to verify all claims against the county and to prepare and sign
disbursement warrants only after a careful pre-audit of all invoices and verification by the department
head receiving the merchandise. T.C.A. §§ 5-13-105, 5-13-107. At the end of each month the DAB
prepares a comprehensive report of all revenues and expenditures of the county and presents it to the
county legislative body. T.C.A. § 5-13-105(f).

County Purchasing Law of 1957. This act is found in T.C.A. §§ 5-14-101 through 5-14-116. If adopted, it
establishes procedures for county purchasing. The County Purchasing Law of 1957 is covered under the
Purchasing topic.
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