Background information:

Every fiscal year, which for municipalities is January 1 through December 31, the Auditor of State performs an audit on the financial records for each city in the State of Ohio.  Each audit is conducted in accordance with auditing standards and the audits are designed to “…obtain reasonable assurance about whether the financial statements are free of material misstatement” (Montgomery, 2003).   An audit examines the following areas:

1. Amounts and disclosures in the financial statements on a test basis.

2. Assessing the accounting principles used and estimates made by management.

3. Evaluating the overall financial statements presentation.

Limitations of using audits for purpose of analysis:


Audits are very limited in their usefulness for analysis.  First, audits are only general in scope.  Specific line items are neither examined nor presented in an audit.  Second, audit information varies from city to city; apples are not always compared to apples.  This can leave most of the information vague for analysis purposes.  For example, the city of Lakewood, with a population of 56,000, expended nearly $61,000,000.   The City of Cleveland Heights, which has a population of just fewer than 50,000, expended about $62,000,000.  In many of the expenditure categories, Lakewood and Cleveland Heights were nearly identical.  However, in other areas, Public Health for example, Lakewood expended nearly 3.5 million while Cleveland Heights expended only $460,000.  Why the great variation?  The answer can not be reached by using audit reports.  Since audits do not contain detailed account or line item information, it does not lend itself to detailed analysis.   Thirdly, audits are concerned primarily with account reporting.  The actual financial health of a community can not necessarily be determined.  Even a city with severe financial problems can have a clean audit report.

Figure 1: Audits from Cuyahoga County Cities (A-L)

	Place Code
	FIPS55 Feature Name
	Class Code
	GSA Code
	Census Code
	Audit Year ending Dec 31$$$$
	Total Cash Receipts
	Total Cash Disbursements
	Security of Persons and Property
	Public Health Services
	Leisure Time Activities
	Transportation
	General Government
	Fund Cash Balance
	Total Federal Assistance

	13358
	Chagrin Falls
	C1
	1470
	785
	2003
	144,690
	136,909
	N/A
	507
	N/A
	N/A
	57,550
	253,654
	N/A
	
	

	4416
	Bay Village (corporate name for Bay)
	C2
	512
	260
	2003
	14,268,805
	15,009,141
	5,766,935
	711,820
	530,254
	1,964,736
	2,838,252
	4,835,462
	429,646
	
	

	4500
	Beachwood
	C2
	530
	275
	2003
	28,860,277
	27,001,371
	6,178,298
	513,502
	1,010,747
	N/A
	4,028,788
	21,230,913
	1,105,868
	
	

	4878
	Bedford
	C2
	570
	295
	2003
	18,883,335
	19,172,705
	7,126,405
	243,755
	1,249,546
	3,786,962
	4,516,277
	379,323
	689,181
	
	

	4920
	Bedford Heights
	C2
	572
	300
	2003
	19,951,017
	20,773,568
	9,011,478
	351,341
	1,427,498
	1,935,912
	3,706,046
	3,735,451
	858,789
	
	

	5550
	Bentleyville
	C2
	690
	360
	2003
	2,182,836
	2,615,983
	576,710
	N/A
	6,811
	890,953
	240,314
	1,945,225
	213,318
	
	

	5690
	Berea
	C2
	710
	370
	2003
	14,260,481
	18,931,506
	4,478,817
	119,042
	1,750,225
	899,290
	6,002,685
	7,555,457
	1,649,933
	
	

	8336
	Bratenahl
	C2
	960
	500
	2003
	3,701,575
	3,526,226
	1,122,369
	3,861
	73,180
	824,088
	866,355
	2,134,250
	N/A
	
	

	8364
	Brecksville
	C2
	970
	505
	2003
	23,461,326
	26,854,254
	5,866,553
	118,442
	1,858,992
	N/A
	4,358,136
	4,689,465
	703,830
	
	

	9064
	Broadview Heights
	C2
	1020
	535
	2003
	18,557,017
	17,398,611
	6,503,289
	54,963
	992,949
	2,225,878
	4,275,024
	1,250,890
	798,398
	
	

	9246
	Brooklyn
	C2
	1030
	540
	2003
	17,733,655
	22,845,598
	7,434,844
	N/A
	2,403,608
	865,238
	1,728,888
	377,602
	N/A
	
	

	9274
	Brooklyn Heights
	C2
	1040
	545
	2003
	4,958,622
	6,610,066
	2,189,995
	157,558
	217,160
	62,990
	1,789,373
	21,000
	N/A
	
	

	9288
	Brook Park
	C2
	1050
	550
	2003
	39,121,910
	27,524,277
	9,075,363
	226,005
	2,497,528
	510,314
	10,675,655
	19,643,416
	1,265,141
	
	

	16000
	Cleveland
	C2
	1680
	900
	2003
	443,745,000
	472,883,000
	295,180,000
	5,914,945
	36,762,000
	341,333,332
	82,560,000
	21,134,345
	38,000,000
	
	

	16014
	Cleveland Heights
	C2
	1690
	905
	2003
	62,991,176
	62,655,866
	17,671,151
	460,421
	3,812,176
	2,046,177
	13,763,275
	1,048,976
	2,392,473
	
	

	19806
	Cuyahoga Heights
	C2
	2040
	1080
	2003
	8,730,890
	8,667,571
	4,127,544
	29,573
	210,372
	160,262
	3,234,339
	40,994
	773,000
	
	

	23380
	East Cleveland
	C2
	2340
	1225
	2002
	16,245,072
	16,706,705
	8,477,588
	0
	369,444
	738,235
	5,663,483
	-1,409,643
	4,307,061
	
	

	25704
	Euclid
	C2
	2520
	1320
	2003
	55,059,641
	53,231,209
	19,842,460
	287,591
	1,914,797
	N/A
	12,180,369
	2,288,627
	6,547,438
	
	

	
	Fairview Park
	
	
	
	2003
	16,182,430
	15,184,173
	6,003,528
	49,447
	693,544
	1,980,401
	2,632,827
	2,304,194
	538,662
	
	

	
	Garfield Heights
	
	
	
	2003
	27,189,728
	29,770,094
	11,280,319
	603,100
	1,592,432
	4,683,979
	7,466,623
	1,157,634
	3,749,324
	
	

	35255
	Highland Hills
	C2
	.
	1827
	2003
	10,475,120
	9,189,572
	4,989,788
	N/A
	616,029
	30,294
	2,023,131
	3,898,346
	493,042
	
	

	36918
	Hunting Valley
	C2
	3640
	1890
	2003
	4,889,999
	10,761,943
	1,401,335
	30
	N/A
	547,333
	862,034
	19,101,34
	N/A
	
	

	37240
	Independence
	C2
	3670
	1905
	2003
	21,913,227
	17,104,762
	6,723,956
	84,143
	2,467,927
	753,156
	4,327,195
	5,850,894
	599,659
	
	

	41664
	Lakewood
	C2
	4040
	2120
	2003
	59,738,224
	61,176,766
	19,017,621
	3,455,966
	2,049,816
	2,696,191
	8,348,643
	-1,168,797
	4,123,931
	
	

	45556
	Lyndhurst
	C2
	4480
	2350
	2003
	16,608,923
	17,192,843
	6,508,436
	45,073
	2,005,776
	1,973,276
	3,221,667
	6,324,962
	905,000
	
	


Analysis:


The audit reports examined in Figure 2A and 2B came from the audits presented in Figure 1.   Figures 2A and 2B focus on the cities with the highest household income and those with the lowest household income in relation to the year end budget balance. 

Figure 2A: Cities with Highest Median Household Income and Their Year End Budget Balances

City



     HH Median Income
Year End Balance

	Bay Village city, Cuyahoga County, Ohio
	$70,397
	$4.8 Million

	Beachwood city, Cuyahoga County, Ohio
	$65,406
	$21 Million

	Bratenahl village, Cuyahoga County, Ohio
	$76,028
	$2.1 Million

	Brecksville city, Cuyahoga County, Ohio
	$76,159
	$4.6 Million

	Hunting Valley village, Cuyahoga County, Ohio
	$200,001
	           $19 Million


Figure 2B: Cities with Lowest Median Household Income and Their Year End Budget Balances

City



     HH Median Income
Year End Balance
	Cleveland city, Cuyahoga County, Ohio
	$25,928
	$25,928

	East Cleveland city, Cuyahoga County, Ohio
	$20,542
	-$1.2 Million

	Euclid city, Cuyahoga County, Ohio
	$35,151
	$2.2 Million

	Brooklyn city, Cuyahoga County, Ohio
	$36,046
	$377,000

	Bedford city, Cuyahoga County, Ohio
	$36,943
	$379,000


The communities with residents with lower median incomes have the lowest year end balances.  Many communities, according to the audits, pride themselves on their sound bond rating, similar to the credit rating for an individual.  However, a bond rating is based heavily on the year end balance. In most cases, according to this analysis, the bond rating is being influenced by year end balances achieved through borrowing for basic budget items, and revenue from outside sources, such as federal grants.    An example taken from the communities in Figure 2A and 2B is Euclid and Beachwood.  Euclid has the highest year end balance of the lower income cities and Beachwood has the highest year end balance of the higher income cities.  While Euclid had a substantial year end balance of $2.2 million, it also had $59 million in debt which is equivalent to 52% of its total yearly budget and in 2003, 22.58% of its budget was grants and other outside contributions.  However, Beachwood had a $21 million year end balance.  Furthermore, Beachwood’s debt of $11 million is the equivalent of only 39% of its annual budget while only 19% of its budget is comprised of grants and outside sources.   Beachwood’s debt is about $900.00 per capita while Euclid’s debt is $1,134 per capita.  Euclid’s year end balance is about $38 per capital while Beachwood’s is $1,750.00 per capita.   The numbers comparing Beachwood to Euclid are indicative of the whole.  Older, mostly inner-ring suburbs and Cleveland, are having a more difficult time financially than the other communities in Cuyahoga County.   


It appears that Cuyahoga County is comprised of communities doing very well and those that are not.  It is important to remember that some communities who are having moderate to serious financial problems may still have a good audit report and bond rating.  However, as explained earlier, financial health is not indicated by an audit report and solid bond ratings can be influenced by artificially adjusted year end balances. 

Summary:


Audit reports do not generally lend themselves to substantial analysis.  However, from the audit samples examined here, one can conclude the following:  First, almost every community had a good financial audit.  Second, many communities had moderate to high bond ratings, which help communities borrow money at lower interest rates.  Thirdly, both indicators, a good audit report and a solid bond rating, do not necessarily mean a community is in good financial health.  An audit primarily examines the reporting methods of a community and not the financial health.  Furthermore, bond ratings can be heavily influenced by year end balances which can be inflated through heavy borrowing.   Fourth, it appears many cities in the County, in particular those with lower income residents, are borrowing heavily to achieve relatively small year end balances.  This can lead one to conclude that those communities do not have good financial health.  It can also lend itself well to the discussion on the health of the region.  For what is a region but the communities within it?  With great disparities among communities within the same County, one might conclude that some discussion is necessary regarding regional consolidation of services, cooperation in purchasing among communities, some form of regionalized government, or a tax revenue sharing plan that would lead to more financial equity.   

