General Governments:  Final Analysis

Cyril Kleem

Jonathan Holody

April 5, 2005

Financial Audits:  

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.

Census Data
Demographic Data

Financial Audits alone cannot tell the whole story of a community.  Demographic data must also be analyzed.  The Total Population and Median Family Income in 1999 dollars were obtained for each community in Cuyahoga County from the U.S. Census Bureau (http://factfinder.census.gov/servlet).  This census allows for the financial analysis of communities on a per-capita bases.  

Migration Patters

In addition to total population, each community’s population was further analyzed on the resident’s location five years prior to the census.  This allows us to evaluate which communities are facing the greatest transition of residents or influx of new residents.  For example, 80% of the residents of the Village of Valley View lived in the same house that they did in 1995, compared to 38% of the residents of the Village of Woodmere.  

Also, it can be determined where these new residents are resided prior to moving to the community.  Some communities, such as North Randall gained most of their new residents (79%) from another community within Cuyahoga County.  Other communities, such as   Bentleyville (60%) and Chagrin Falls Township (50%) gained a high percentage of their residents from outside of the County. 

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 communities with the highest household income and those with the lowest household income in relation to the year end budget balance. 

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

City



     HH Median Income
Year End Balance

	Moreland Hills village
	$113,977
	$6.1 Million

	Pepper Pike city
	$133,316
	$11.2 Million

	Gates Mills village
	$133,605
	$3.1 Million

	Bentleyville village
	$160,902
	$1.9 Million

	Hunting Valley village
	$200,001
	           $19 Million


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

City



     HH Median Income
Year End Balance
	East Cleveland city
	$20,542
	$-1.4 Million

	Cleveland city
	$25,928
	$21 Million

	North Randall village
	$28,235
	$3.2 Million

	Highland Hills village
	$31,731
	$3.8 Million

	Woodmere village
	$32,102
	$2.3 Million


The communities with residents with lower median incomes have the lowest year-end balances, with the exception of Cleveland.  This trend is even more prominent when small villages, are excluded (See Figures 2C and 2D).  

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

City



     HH Median Income
Year End Balance

	Highland Heights city
	$69,750
	$5.9Million

	Bay Village city
	$70,397
	$4.8 Million

	Brecksville city
	$76,159
	$4.6 Million

	Solon city
	$78,903
	$29.8 Million

	Pepper Pike city
	$133,316
	           $11.2 Million


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

City



     HH Median Income
Year End Balance
	East Cleveland city
	$20,542
	$-1.4 Million

	Cleveland city
	$25,928
	$21 Million

	Euclid city
	$35,151
	$2.2 Million

	Brooklyn city
	$36,046
	$377,602

	Bedford city
	$36,943
	$379,323


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 of this is Euclid and Beachwood.  Euclid has the highest year end balance of the lower income cities(excluding Cleveland) and Beachwood has one of the highest year end balance of all communities with in the county.  Beachwood is also seventh in the county when it comes to median family income with $65,406. 

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 artificially adjusted year-end balances can influence bond ratings. 

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.   

Finally, because regionalism may involve multiple communities combining services or merging bounders, the changes could lead to “winners and losers.”  Those residents with high per-capita expenses in public safety may find it difficult to merge with a community with low per-capita spending on public safety.  The residents in these communities demand different levels of this service.  Merging the two services providers will result in a deviation from the current level of service provided for one or both of the communities.  This change in who pays for and who receives services, and at what level is at the heart of the debate of merging municipalities or service providers.    

PAGE  
8

