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SHAKERHEIGHTS

June 27, 2018

Mayor David E. Weiss

Members of City Council and

Residents of the City of Shaker Heights, Ohio
Shaker Heights City Hall

3400 Lee Road

Shaker Heights, Ohio 44120

Re: Submission of 2017 Comprehensive Annual Financial Report
Dear Mayor, Members of Council, and Residents of Shaker Heights:

We are pleased to submit for your review the City of Shaker Heights' (the City) 2017 Comprehensive
Annual Financial Report, commonly referred to asa“ CAFR”. This report is the City’s official annual report for
the fiscal year ended December 31, 2017. This CAFR is a more extensive report than the basic financia
statements, and we believe that it demonstrates the City’ s ongoing commitment to be accountable not only to its
citizenry but also to excellencein financial reporting. Ohio law requires that the City of Shaker Heights annually
publish acomplete set of financial statements for the results of its fiscal operations, presented in conformity with
generally accepted accounting principles (GAAP). The Finance Department isresponsible for the accuracy of the
data and the compl eteness and fairness of its presentation, including disclosures. We believe that the information
presented is accurate in al materia respects and reported in amanner designed to show the financial position and
operating results of the City.

This CAFR consists of management’s representations concerning the finances of the City of Shaker
Heights. Consequently, the management of the City assumes full responsibility for the completeness and
reliability of all of the information presented in thisreport. In order to provide areasonabl e basisfor making these
representations, the management of the City has established a comprehensive internal control framework. This
internal control system has been designed to both protect the City’ s assetsfrom | oss, theft or misuse and to compile
sufficient reliable information for the preparation of the City’s financial statements in conformity with GAAP.
Because the cost of internal controls should not outweigh their benefits, the City’ s comprehensive framework of
internal controls has been designed to provide reasonable, rather than absolute, assurance that the financial
statements will be free from material misstatement. As the management of the City of Shaker Heights, we assert
that, to the best of our knowledge and belief, thisfinancial report is complete and reliable in all material respects.

The City of Shaker Heights' financia statements have been audited by Rea & Associates, Inc., afirm of
licensed certified public accountants. The goal of the independent audit is to provide reasonable assurance that
the financial statements of the City of Shaker Heights for the year ended December 31, 2017, are free of material
misstatement. An independent audit involves examining, on atest basis, evidence supporting the amounts and
disclosuresinthefinancia statements; assessing the accounting principles used and significant estimates made by
management; and evaluating the overall financial statement presentation. Based upon the results of the audit, the
independent auditor concluded that there was a reasonable basis for rendering an unmodified opinion that the
City' sfinancial statementsfor the year ended December 31, 2017 arefairly presented in conformity with GAAP.
The independent auditor’s report is presented as the first component of the financial section of this report.

CITY OF SHAKER HEIGHTS | FINANCE DEPARTMENT
3400 LEE ROAD | SHAKER HEIGHTS, OH 44120 | TEL 216.491.1420 | FAX 216.491.1465 | OHIO RELAY SERVICE 711 | WEB shakeronline.com
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The independent audit of the financial statements of the City of Shaker Heights was part of a broader,
federally mandated “ Single Audit” designed to meet the special needs of federal grantor agencies. The standards
governing Single Audit engagements require the independent auditor to report not only on the fair presentation of
the financia statements, but also on the audited government’s internal controls and compliance with legal
requirements, with special emphasis on internal controls and legal requirements involving the administration of
federal grant awards. These reports are available in the City’'s separately issued Reports Issued Pursuant to
Governmental Auditing Standards and Uniform Guidance.

Provisions of GAAP require that city management provide an introduction, overview and analysis to
accompany the basic financial statementsin the form of aManagement’ s Discussion and Analysis(MD&A). This
letter of transmittal is designed to complement the MD& A and should be read in conjunction withit. The City’s
MD&A can be found immediately following the independent auditor’ s report.

Pr ofile of the City of Shaker Heights, Ohio

The City of Shaker Heights, covering approximately 6.3 square miles and a population of 28,448, (2010
Census) islocated approximately ten miles southeast of downtown Cleveland in Cuyahoga County in northeastern
Ohio. Incorporated under Ohio law as avillagein 1912, Shaker Heights became a city in 1931. As provided by
Ohio law, the City operates under the auspices of its own charter, which was adopted by the votersin 1931. The
Charter provides for the City to operate under the Mayor-Council form of government with the Mayor serving as
the President of Council. The Mayor serves as the City’'s Chief Executive Officer and appoints, subject to
confirmation by City Council, and removes the City’s Chief Administrative Officer and appoints and removes all
department heads. The City is empowered by State statute to levy a property tax on real properties and public
utility persona property located within its boundaries. It is aso empowered to levy atax on the income and net
profits of al individuals and businesses earned within the boundaries of the City as well as the income of City
residents, regardless of where the income was earned.

Legidative authority is vested in a seven-member Council. All council members are elected at-large and
serve for four-year terms. Council terms are staggered with four members being el ected in one election and three
members being elected in the next election two years following. City Council holds its regular monthly council
meeting on the fourth Monday of the month. In addition, the Council holds awork session meeting on the second
Monday of the month. The various committees of Council meet on a monthly basis at various times throughout
the month. The Mayor appoints all Council committees. The Chief Administrative Officer serves asthe Clerk of
Council with the Director of Law serving as the Clerk of Council Pro-Tem. The City department heads attend
regular council meetings and council work sessions whenever required.

Primarily considered to be a residential community, Shaker Heights is the nation’s oldest completely
planned community and is recognized in the National Register as the Shaker Village Historical Didtrict.
Combining the “Garden City” movement with comprehensive planning, the City was initially planned and
developed to include housing that was diverse in style and in price, large parcels of land for public and private
schools, churches, lakes, parks and a golf course. The City is served by a rail transit system to downtown
Cleveland. Originaly City-owned and operated, the rail system is now owned and operated by the Greater
Cleveland Regional Transit Authority (GCRTA).

The City provides a variety of City services to its residents, including: Police and Fire Protection,
Emergency Medical Service, Refuse Collection, Street Maintenance, Recreation, Municipal Court, Planning,
Economic Development, Inspectional Services, Public Improvements and General Administrative Services.
Beginning January 1, 2018, the City will receive its Public Health services from the Cuyahoga County Board of
Health as al other governments in the County do with the exception of the City of Cleveland. FirstEnergy and
Dominion East Ohio Gas Company, both of which areindependent, investor-owned utilitiesregul ated by the State
of Ohio, provide the City’s residents with electricity and natural gas, respectively. The City provides a natural
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gas aggregation program for its residents through Interstate Gas Supply, Inc., which is used by about 6,352
residential and small commercial customersin the City. The City is aso a member of the Northeast Ohio Public
Energy Council (NOPEC), for the provision of an electric aggregation program to about 8,635 residential and
small commercia customersin the City. The City of Cleveland and the Northeast Ohio Regional Sewer District
provide water and sewage service to the City’s residents, respectively. In addition to fees paid to the Northeast
Ohio Regional Sewer District, City residents also pay alocal surcharge based upon water consumption that is used
by the City for the maintenance and replacement of the sewer lines within the City.

The City’s Police Department is an internationally accredited agency and attained its 9" reaccreditation
from by the Commission on Accreditation of Law Enforcement Agencies (CALEA) in November 2017. The
department annually offers a Citizens Police Academy for City residents and is a member of the Eastside
Department’s Group Enforcement Agency (EDGE) to share police services, including a SWAT, Mobile Field
Force and Accident Investigation Unit teams. The Shaker Heights Fire Department had ajoint dispatch center
with the neighboring cities of Cleveland Heights and University Heights. In 2017 this EASTCOM joint fire
dispatch center and the Police department dispatch functions merged to form the newly-created Heights Hillcrest
Communications Center (HHCC) with four other cities. This regional dispatch center combined both police and
fire dispatch services into one operation for a more efficient and cost effective dispatch operation. The Shaker
Heights Fire Department belongs to the Heights Hillcrest Technical Rescue Team (HHTRT) which provides
technical rescue capabilities such as Confined Space Rescue, High Angle Rope Rescue, Trench Collapse Rescue
and Structural Collapse Rescue. The Fire Department oversees the Community Emergency Response Team
(CERT), a group of citizens trained in emergency preparedness and how to assist police and firefighters when
called upon during an emergency. The Public Works Department offers backyard collection of refuse, and as such
unsightly garbage cans are not placed on residential tree lawns. The City’'s recycling program allows the
comingling of paper, glass, plastic and cans. In addition, the City offers large item drop off and recycling of
corrugated cardboard, magazines and other materias at its service center, as well as recycling of discarded
computers and electronic equipment. Each year, Public Works oversees several million dollars of street
resurfacing and sewer repair and replacement projects.

The City’s Thornton Park recreation center is situated on a 13-acre campus and its facilities include an
indoor ice arena that provides year-round service, an Olympic size outdoor pool, tot pool, spray pad, sand
volleyball court, outdoor tennis courts, skate-park, basketball court, walking trail and sledding hill. Horseshoe
Lake Park has trails, picnic pavilions, ADA accessible parking, and a children's playground. There is a
multipurpose trail in the Shaker Boulevard median from Warrensville Center Road to the City of Beachwood
border, connecting with Beachwood’ s own multipurpose trail, and sports fields on the Shaker Boulevard median
near Warrensville Center Road and on Chagrin in the Shaker Towne Center area, among others. In addition to
these facilities, a comprehensive range of recreational programsis offered for children and adults. The City aso
maintai ns the Shaker Lakes, a 190-acre area that includes four |akes.

Shaker Heights was designated as a Bicycle Friendly Community in 2016. A regional, multi-purpose
Lake-to-Lakes Trail is a 5-mile, off-road paved trail that connects the Shaker Lakes with Lake Erie, traveling
through Shaker Heights, Cleveland Heights, Cleveland's University Circle district, Rockefeller Park and into
Gordon Park along the Lake Erie shore. Ultimately, the entire trail will connect to the Towpath Trail aong the
Ohio and Erie Canal. Shaker Heights' portion incudes 10-foot wide striped crosswal ks and countdown pedestrian
signals, activated flasher beacons, trail signage, bike racks, a bicycle repair station, decorative pavers and
landscaping. “Bikes May Use Full Lane/Change Lanes to Pass’ signage was installed on Shaker Boulevard in
2014 and wasinstalled on Van Aken Boulevard in 2017. South Park Boulevard and South Woodland Road have
sharrows and share the road signs. There are 31 bike racks at 21 destinations throughout Shaker Heights.

The annual operating and capital budgets serve as the basis for the City’ s financia planning and control.

The City’s Charter requires the Mayor, with the assistance of the Director of Finance, to submit a draft of the
following year’s proposed budget not less than forty-five days (usually November 16th) prior to the end of each
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fiscal year. Council is required to adopt either an annual budget for the ensuing year or a temporary budget
covering thefirst ninety days of the ensuing year, by no later than December 31 of the current year. If atemporary
budget is adopted, a permanent budget must be adopted by no later than the ninetieth day of the budget year,
normaly March 31. For many years Council has adopted an annual operating and capital budget prior to
December 31 of the preceding year.

The appropriated budget is prepared by fund, department, and expenditure category (personal services
and all other expenditures). Council must authorize appropriation transfers between departments and between
categories within departments and transfers or advances of moneys between funds. Operating budgets expire on
December 31. Budget-to-actual comparisons are provided in this report for each individual governmenta fund
for which an appropriated annual budget has been adopted. For the general fund, this comparison is presented as
part of the basic financial statements for the governmenta funds. For governmental funds, other than the general
fund, with appropriated annual budgets, this comparison is presented in the governmental fund subsection of this
report.

L ocal Economy and Financial Condition

The information presented in the financid statements is perhaps best understood when it is considered
from the broader perspective of the specific environment within which the City of Shaker Heights operates.

The City of Shaker Heightsis an inner-ring suburb of the City of Cleveland, Ohio. Primarily residentia
in nature, the City of Shaker Heights has a diverse base of residents working in many professions and industries.
The City’ s economic strength is directly linked to this diversity and the strength of northeast Ohio’ s economy.

While downtown Cleveland is only twenty minutes by car from the heart of the City, the rapid transit, a
light rail public transit system, provides even more accessibility to downtown Cleveland’ s business community
and attractions, including a casino, the Globa Innovation Center and the Cleveland Convention Center. The
Greater Cleveland Regiona Transit Authority’s (GCRTA) rapid transit rail line serves not only downtown
Cleveland and Cleveland Hopkins International Airport but also the Cleveland waterfront area including the
recreational/entertainment areaknown asthe“ Flats’, the Rock & Roll Hall of Fame and Museum, the Great Lakes
Science Museum, Quicken Loans Arena (home of the NBA Cleveland Cavaliers), Progressive Field (home of the
MLB Cleveland Indians) and First Energy Stadium (home of the NFL Cleveland Browns). Another contributor
to the City’ s economic strength is its proximity to the University Circle area of Cleveland. University Circleis
hometo mgjor cultural, educational and medical facilitiesincluding Severance Hall, the home of theworld-renown
Cleveland Orchestra, the Cleveland Museum of Art, and Case Western Reserve University. University Hospitals
of Cleveland and the Cleveland Clinic are located in University Circle and are both world-renowned for medical
research, teaching and treatment facilities. They are the two largest employersin Cuyahoga County.

Educational institutions contribute significantly to the fabric of the community. Of the principa
employersin 2017, four of the top seven are schools: the Shaker Heights City School District; Hathaway Brown
School; Laurel School; and University School (Shaker Heights Campus). The City of Shaker Heights residents
place a noteworthy value on public education. Of the total millage in the City of Shaker Heightsfor al entitiesin
2017, approximately 73.9% of residential property taxes support the Shaker Heights City School District. In
March 2014, voters approved an additiona levy of 6.9 mills for operating expenses of the Shaker Heights City
School District. All of these factors have contributed to the continuing economic strength of the community. In
May 2017, voters in the School District passed a $30 million bond issue and a 1.25 mill continuing permanent
improvement levy to improve and renovate school buildings throughout the School District. The County Fiscal
Officer estimates that the average annual levy for debt charges on the bond issue will be at a rate of 2.50 mills.
These new levies will commence in collection year 2018.
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According to the Cuyahoga County Fiscal Officer, the total property assessed valuation for the 2017 tax
year was $772,361,630. For the 2008 tax-year the total property assessed valuation was $889,478,997. Most of
the decrease during the ten-year period from 2008 to 2017 came as a result of a revaluation of rea property in
2009 and a full reappraisal of rea property completed in 2012. This revaluation and the latest full reappraisa
reflected the reduction in real estate values that had occurred as a result of the economic downturn and related
decline in the housing market. Total assessed valuation increased by 5.0% following the 2015 revaluation, but
has declined by .72% sincethe 2015 revaluation. Revenue derived from the current property collections decreased
by 12.4% from 2012 to 2013 as a result of the lower assessed valuations. The ongoing collections of current
property taxes increased in 2013 through 2016 but decreased by 2.2% since 2016. The decreases in assessed
valuation reflect the demolition of blighted residential property and commercia property in the City.

On acash basis, City income tax revenue grew 64.52% during the ten-year period from 2008 to 2017. The
significant growth over the period was mostly attributable to the 0.5% increase in the income tax rate that became
effectivein October 2012. 1n 2011, the Ohio General Assembly adopted abiennial State budget that cut State aid
to the City by 50% in the second year of the biennium, terminated certain other paymentsto the City to reimburse
it for prior State tax cuts and eliminated the estate tax for all deaths occurring on and after January 1, 2013. These
State actions were expected to have a significant impact on the City’s financial outlook resulting in a 60%
reduction in the City’s state aid (excluding estate tax). In response to these actions by the State of Ohio, the City
submitted a ballot measure to voters at a special election held in August 2012 asking for an increase to the
municipal income tax rate of 0.5% to arate of 2.25%. Shaker voters approved the income tax increase by a 64%
to 36% plurality.

Prior to the income tax rate increase, the annual rate of growth averaged approximately 1.0% per year
from 2006-2011. While there was a5.7% decline in income tax revenue in 2009 compared to 2008 as a result of
the last recession, income tax revenue increased 4.0% in 2011 compared to 2010 and 2.2% in 2012 compared to
2011. It isimportant to note that income tax collection results since 2013 include collection of income tax at the
increased rate. Income tax revenue grew by 31.3% in 2013 as the new rate was in effect for the full year and
increased by 8.2%, 5.6%, 4.2% and 4.3% in 2014, 2015, 2016 and 2017, respectively, on strong collections. The
bulk of income tax collectionsin 2017, 64.22% are from individual tax payers, 32.12% are from withholding by
employers and 2.20% is from taxes on net profits.

The 2013, 2014, 2015, 2016 and 2017 revenue results included the distributions of estate tax revenues of
$2,823,240, $844,300, $4,683, $105,763 and $8,845, respectively. This demonstrates the impact of the repeal of
the estate tax. Future budgets will not include any revenue from this now phased out funding source. The City
expects that the revenue from the income tax rate increase will make up for a significant portion of the lossesin
revenue related to the reductions in State aid and phase out of the estate tax.

Economic Development

The City has historically permitted development only pursuant to carefully developed and implemented
general plans. In 2001, the City adopted a Strategic Investment Plan (SIP) which identified areas of the City for
commercia and residential development and redevel opment.

In November 2010, the City adopted an Economic Development Strategy to generate income tax to
support the City’s long term economic strength. The plan focuses on business attraction in specific industry
segments (ambulatory care, professional services, technology and information services, and design and
engineering); business retention/expansion, such asretail businesses, home-based businesses; financial incentives
to commercial property owners and businesses seeking to expand or locate in the City; and an aggressive
marketing, branding, and business recruitment effort.



The City’s Vision Fund forgivable loan program incentivizes property owners to make building
improvements. The City has partnered with the Cuyahoga County/US Small Business Administration Municipal
Loan Program, making funds available to companies who want to rel ocate to or expand in Shaker Heights.

A $50,000 grant from Cuyahoga County assisted 4 commercial property owners on Lee Road to renovate
their storefrontsin 2017.

The non-profit Shaker Heights Devel opment Corporation (SHDC) on whose board sits 6 City-elected and
appointed officials, leases a former car dealership from the City for use as its offices and as “ The Dealership”,
which offers co-working space for entrepreneurs and businesses as well as programming presented by the
Economic Community Development Institute (ECDI). The SHDC isinvesting in buildings on Lee Road, having
partnered with some local investorsto purchase aformer plant nursery which now houses alocal doggie day care
facility. When the City purchases or receives commercia property through tax foreclosure, it partners with the
Cuyahoga County Land Bank to demolish the vacant building with Cuyahoga County grant dollars, and then deeds
the land to SHDC to redevel op, enabling additiona revitalization of this commercial corridor.

The Van Aken neighborhood spans approximately 20 acres and sits at the beginning of the Van Aken
light rail line connecting Shaker Heights to Terminal Tower in Downtown Cleveland. The Van Aken district
redevelopment will create a gathering place for residents with unique retail shops and restaurants, high quality
rental apartments, and second and third floor office space. The first phase of the Van Aken district, on schedule
to open in summer 2018, includes 102 apartments and 65,000 square feet of office space over approximately
100,000 squarefeet of first floor retail. Phase 1A of the Van Aken district is another 200 apartmentsto be builtin
a City-owned parking lot on Farnsleigh Road that overlooks Shaker Heights Country Club. It also includes a
proposed grocery anchored mixed use devel opment on a 3-acre property owned by the City of Shaker Heightson
the southeast corner of Warrensville and Farnsleigh Roads. Phase 2 includes an office tower. The City has
contributed $6.2 million toward the project. The development and use agreement for this project was approved by
Council in 2016. The demolition of the former 1960’ s shopping center occurred in 2016. Construction began in
2017 and is on track for alate summer 2018 opening.

The developer of the Van Aken district has also purchased and renovated a shopping center just south of
the new construction, to which a number of retail tenants from the 1960’ s center were relocated. This retail strip
has also attracted new tenants to Shaker Heights, al of which will complement the new development.

Additional redevelopment in the area includes a new private pre-school which opened in January 2018
and a climbing gym, which broke ground in April 2018. Both of these businesses are being built on property
deeded to the City in lieu of tax foreclosure and whose buildings were demolished with County grant funds.

Housing and the Neighbor hoods

The City of Shaker Heights is known for the excellent quality of its housing, its attractive, Garden City
landscape and its vibrant, diverse neighborhoods. These are the characteristics which draw people to the
community and which cause them to stay. While all cities seek to be regarded as desirable placesto live, for cities
like Shaker Heightswhere 90.5% of the property tax baseisresidential, and only 9.5% is commercial, maintaining
strong property values is an imperative, not a choice. Housing is Product #1 in this City. Throughout the decades,
Shaker Heights has been the choice for home seekers looking to move into a community that acknowledges and
recognizes the benefits — social, economic, and long-term — of an integrated, diverse suburb.

Shaker’s City Council has adopted the 2016 Housing and Neighborhood Plan which serves as an update to the
2001 Housing Preservation Plan. The goals of the 2016 Plan are:

. Attract New Residentsto Shaker Heights, Increase Demand for Houses, and Increase Property Values



. Preserve Existing High Quality Housing, and
. Increase Cohesiveness, Desirahility, Attractiveness, and Stability in the Neighborhoods

Since the adoption of the 2016 Housing and Neighborhood Plan, the City has made both large scale and
scattered site infill housing at various price points a priority. The City sponsored a design competition in 2017 to
attract builders to construct homes on city owned vacant lots. Twelve builders submitted proposals and the City
has entered into a development and Use agreement with one builder to start construction in summer 2018. The
Plan foresees the consgtruction of 200 [uxury renta apartments as part of the VVan Aken redevelopment, Phase 1 of
which isslated to openin summer 2018 and 50 new homes behind Shaker Towne Centre (Avalon Station I1). The
Plan aso includes new and updated housing that meets the needs of Millennials and empty nesters in a market
rate for sale townhome project under construction in the Moreland neighborhood, the Townhomes of Van Aken.
The new energy-efficient housing capitalizes on the location’s proximity to transit, and five of the townhomes
have been completed and sold.

The City isalso in the process of establishing a Small Lot Infill Development (SL1D) Overlay District which
will enable a greater variety of housing types to be built in the areas of the City with the highest concentrations
of city owned vacant lots.

High quality housing is maintained with a strong code enforcement program. In 2017, the Housing
Inspection Department conducted 719 point-of -sal einspections, an 10.8% increase over the prior year. 150 escrow
accountstotaling $2,517,618 were established to correct code violations. The Housing Inspection Department also
works to improve the quality of rental housing for safety and habitability by requiring an annual Certificate of
Occupancy for each rental property aswell asacompleteinterior and exterior inspection every three years. Owner-
occupied single-family homes receive an exterior inspection every five years.

Foreclosures and properties sold at Sheriff’s sales are monitored regularly. The City’s Vacant Property
Ordinance mandates that vacant homes are secured and maintained, and each vacant property is checked monthly
by adedicated Housing Inspector to ensurethat it iskept secure and maintai ned to community standards. Nuisance
abatement orders were issued on 29 propertiesin 2017 for items such as, replacement of broken windows, exterior
repairs, removal of litter and debris. yard cleanups, and demolition of 13 blighted houses and garages.

The Shaker Renovator Program sells houses obtained by the City through donations and foreclosures for
$1 to approved rehabbers who upgrade them and sell them to owner-occupants. The City’s partnership with the
Cleveland Restoration Society’ s Heritage Home Loan Program resulted in almost $414,000 of reinvestment in 8
homes, including bathroom updates.

TheMoreland Rising Project was devel oped to create anew market in adesirable, cohesive neighborhood.
The project is a City and neighborhood-led collaboration with arts, business and devel opment partnersto explore
new ways for neighbors to connect with each other, catalyze entrepreneurship along the Chagrin-Lee corridor,
and encourage innovative housing designs that set the standards for yearsto come.

Xi



Resident and Business Attract and Retain Strategy

The City’s Communications and Marketing Department leads the City’s efforts to identify Shaker Heights as a
desirable destination for relocation by residential and commercial populations that value a walkable and
cosmopolitan City. Marketing campaigns emphasize the progressive nature of the community and its commitment
to the protection and preservation of its natural beauty, housing, schools, and neighborhoods. Communications in
these efforts include:

. Messaging and advertising in print, social, and digital media;

. Delivery of E-newsletters to 11,200 subscribers;

. Websites (shakeronline.com and www.shaker life);

. Offers of resources (tours and materials) to prospective residents, business owners, and area
employers;

. Publishing the quarterly, award-winning Shaker Life magazine.

Awards and Acknowledgements

GFOA Certificate of Achievement Award and Auditor of State Award: The City of Shaker Heights was
awarded the Government Finance Officers Association of the United States and Canada (GFOA) Certificate

of Achievement for Excellence in Financial Reporting for its Comprehensive Annual Financial Report (CAFR)
for the fiscal years ended December 31, 1996 through 2004. Due to a significant transition of Finance
Department personnel in 2006, application for the CAFR for the fiscal year ending December 31, 2005 was
waived. For the fiscal years ended December 31, 2006 through 2016, the City was again awarded the Certificate
of Achievement for Excellence in Financial Reporting for its Comprehensive Annual Financial Report.

A Certificate of Achievement is valid for a period of only one-year. We believe that the City’s submission for the
fiscal year ended December 31, 2017 continues to conform to the Certificate of Achievement program’s
requirements and, as such, it will be submitted to the GFOA for review, evaluation and consideration.

The City was awarded the Auditor of State Award with Distinction by the Ohio Auditor for 2016, 2014, 2013 and
2012 Audit reports.

Acknowledgements: The successful completion of a report of this scope depends upon the dedicated contributions
of many employees. The sincere appreciation of those primarily responsible for the completion of this CAFR is
extended to all contributors, but especially those employees in the Finance Department, particularly former
Finance Directors Matthew Rubino and David Pfaff, Assistant Director of Finance Cheryl Arslanian, CPA,
Accountants Paul Beckwith, CPA (inactive), and Lorraine Miller, CPA, Accounting Specialist Beverly Brown,
Accounting Technician Linda Sulc, Senior Administrative Assistant Gail Little and Accounting Technician Janet
Jones. Without the dedicated assistance of the Finance Department employees, this report would not have been
possible. Finally, the Staff wishes to extend its appreciation to former Mayor Earl M. Leiken, Chief
Administrative Officer and Clerk of Council, Jeri Chaikin, the City Council and its Finance Committee for their
support and commitment to responsible and transparent financial reporting.

QO

Robert H. Baker
Director of Finance

Respectfully submitted,
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Rea s associates

June 27, 2018

To the Members of Council
City of Shaker Heights
Cuyahoga County, Ohio
3400 Lee Road

Shaker Heights, OH 44120

Independent Auditor's Report
Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the City of Shaker Heights, Cuyahoga County, Ohio (the
City) as of and for the year ended December 31, 2017, and the related notes to the financial statements,
which collectively comprise the City's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

CPAs and business consultants
www.reacpa.com
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the City of Shaker Heights, Cuyahoga County, Ohio, as of December 31, 2017, and
the respective changes in financial position and, where applicable, cash flows thereof and the respective
budgetary comparison for the general fund for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis, Schedule of the City’s Proportionate Share of the Net Pension Liability, and
Schedule of City Contributions on pages 5-13, 67, and 68-69 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted
of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City's basic financial statements. The combining and individual nonmajor fund financial
statements and schedules, the introductory and statistical sections are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The combining and individual nonmajor fund financial statements and schedules are the responsibility of
management and were derived from and relates directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the combining and individual nonmajor fund financial statements and
schedules are fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 27, 2018
on our consideration of the City's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the City’s internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering City's internal

control over financial reporting and compliance.
%ﬂ/ Z .

Medina, Ohio
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City of Shaker Heights
Cuyahoga County, Ohio
Management’ s Discussion and Analysis
For the Year Ended December 31, 2017

The discussion and analysis of the City of Shaker Heights's (the City) financia performance provides an
overal review of the City’s financial activities for the year ended December 31, 2017. The intent of this
discussion and analysis is to look at the City's performance as a whole; readers should aso review the
transmittal letter and notes to the basic financia statements and financia statements to enhance their
understanding of the City’ sfinancial performance.

Financial Highlights

Key financia highlightsfor 2017 are asfollows:
Net position decreased $3.1 million, which represents a decrease of 3 percent from 2016.
Total capital assets increased $3.2 million during 2017.

Outstanding debt increased from $19.1 million to $27.7 million due to new debt issued exceeding
principal payments made during the year.

Using this Comprehensive Annual Financial Report

Thisreport is designed to allow the reader to look at the financia activities of the City of Shaker Heightsasa
whole and is intended to alow the reader to obtain a summary view or a more detailed view of the City's
operations, asthey prefer.

The Statement of Net Position and the Statement of Activities provide information from a summary
perspective showing the effects of the operations for the year 2017 and how they affected the operations of
the City asawhole.

Reporting the City as a Whole
Statement of Net Position and the Statement of Activities

The Satement of Net Position and Statement of Activities provide information about the activities of the
whole City, presenting both an aggregate view of the City’s finances and a longer-term view of those
finances. Fund financia statements provide the next level of detail. For governmental funds, these
statements tell how services were financed in the short-term as well as what remains for future spending. The
fund financial statements also look at the City’s most significant funds with all other nonmajor funds
presented in total in one column. In the case of the City of Shaker Heights, the general fund is by far the
most significant fund.

A question typically asked about the City’s finances is "How did we do financially during 2017?' The
Statement of Net Position and the Statement of Activities answer this question. These statements include dl
assets and deferred outflows of resources and liabilities and deferred inflows of resources using the accrua
basis of accounting similar to the accounting method used by most private-sector companies. This basis of
accounting takes into account al of the current year's revenues and expenses regardiess of when cash is
received or paid.



City of Shaker Heights
Cuyahoga County, Ohio
Management’ s Discussion and Analysis
For the Year Ended December 31, 2017

These two statements report the City’s net position and changes in net position. This changein net position is
important because it tells the reader that, for the City as a whole, the financial position of the City has
improved or diminished. The causes of this change may be the result of many factors, some financial, some
not. Non-financial factors include the City’'s property tax base, current property tax laws in Ohio which
restrict revenue growth, facility conditions, and other factors.

In the Statement of Net Position and the Statement of Activities, Governmental Activities include genera
government, security of persons and property, public health, leisure time services, housing and community
development, sanitation and sewer services, street maintenance, transportation and repair, public works and
interest and fiscal charges.

Reporting the City' s Most Significant Funds
Fund Financial Satements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
safeguarded for specific activities or objectives. The City uses many funds to account for financial
transactions. However, these fund financial statements focus on the City’s most significant funds. The City’'s
major governmental funds are the general fund and capital projects fund.

Governmental Funds Most of the City’s activities are reported in governmental funds, which focus on how
money flows into and out of those funds and the balances left at year-end available for spending in future
periods. These funds are reported using an accounting method called modified accrual accounting, which
measures cash and all other financial assets that can readily be converted to cash. The governmental fund
statements provide a detailed short-term view of the City’s genera government operations and the basic
services it provides. Governmental fund information helps you determine whether there are more or fewer
financial resources that can be spent in the near future to finance future services. The relationship (or
differences) between governmental activities (reported in the Statement of Net Position and the Statement of
Activities) and governmental fundsis reconciled in the financial statements.

Proprietary Funds There are two types of proprietary funds; enterprise funds and internal service funds.
Enterprise funds are used to report the same functions presented as businesstype activities in the
government-wide financia statements. The City has no activity that fits this category. Internal service funds
are an accounting device used to accumul ate and allocate costs internally among the City’ s various functions.
The City maintains four individual interna service funds. Because these activities benefit governmental
rather than business functions, they have been included within governmental activities in the government-
wide financial statements.

Fiduciary Funds Fiduciary funds are used to account for resources held for the benefit of parties outside the
City. Fiduciary funds are not reflected in the government-wide financial statements because the resources are
not available to support the City’s own programs. The City of Shaker Heights has only agency funds to
report within the fiduciary fund category. Agency funds are reported on the accrual basis and only present a
statement of fiduciary assets and liabilities.



City of Shaker Heights
Cuyahoga County, Ohio
Management’ s Discussion and Analysis
For the Year Ended December 31, 2017

The City asa Whole

Recall that the Statement of Net Position provides the perspective of the City asawhole. Table 1 provides a
summary of the City’ s net position for 2017 compared to 2016:

Tablel
Net Position
Governmenta Activities
2017 2016
Assets
Current and Other Assets $ 80,614,100 $ 72,925,928
Capital Assets 96,142,793 92,929,371
Total Assets 176,756,893 165,855,299
Defer red Outfl ows of Resour ces
Deferred Charges on Refunding 808,326 989,921
Pension 13,992,788 13,883,900
Total Deferred Outflows of Resour ces 14,801,114 14,873,821
Liabilities
Current and Other Liabilities 5,613,275 5,542,971
Long-Term Lighilities:
Due within One Year 4,403,468 2,284,369
DueinMore Than One Year:

Net Pension Liahility 52,514,315 48,457,154

Other Amounts 32,808,200 25,822,304
Total Liabilities 95,339,258 82,106,798
Deferred Inflows of Resour ces
Property Taxes 6,167,696 6,303,838
Payment in Lieu of Taxes 1,376,682 1,004,960
Pension 1,763,991 1,312,428
Total Deferred Inflows of Resources 9,308,369 8,621,226
Net Position
Net Investment in Capitd Assets 70,763,174 74,476,459
Restricted 9,672,645 6,615,154
Unrestricted 6,474,561 8,909,483
Total Net Position $ 86,910,380 $ 90,001,096

Under the standards required by GASB 68, the net pension liability equals the City’s proportionate share of
each plan’s collective:

1. Present value of estimated future pension benefits attributable to active and inactive employees’ past
service
2. Minus plan assets avail able to pay these benefits
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For the Year Ended December 31, 2017

GASB notes that pension obligations, whether funded or unfunded, are part of the “employment exchange” —
that is, the employee is trading his or her labor in exchange for wages, benefits, and the promise of afuture
pension. GASB noted that the unfunded portion of this pension promise is a present obligation of the
government, part of a bargained-for benefit to the employee, and should accordingly be reported by the
government as a liability since they received the benefit of the exchange. However, the City is not
responsible for certain key factors affecting the balance of this liability. In Ohio, the employee shares the
obligation of funding pension benefits with the employer. Both employer and employee contribution rates
are capped by State statute. A change in these caps requires action of both Houses of the General Assembly
and approval of the Governor. Benefit provisions are also determined by State statute. The employee enters
the employment exchange with the knowledge that the employer’s promise is limited not by contract but by
law. The employer enters the exchange also knowing that there is a specific, legal limit to its contribution to
the pension system. In Ohio, there is no legal means to enforce the unfunded liability of the pension system
as against the public employer. State law operates to mitigate/lessen the moral obligation of the public
employer to the employee, because all parties enter the employment exchange with notice asto the law. The
pension system is responsible for the administration of the plan.

Most long-term liabilities have set repayment schedules or, in the case of compensated absences (i.e. sick and
vacation leave), are satisfied through paid time-off or termination payments. There is no repayment schedule
for the net pension liahility. As explained above, changes in pension benefits, contribution rates, and return
on investments affect the balance of the net pension liability, but are outside the control of the local
government. Inthe event that contributions, investment returns, and other changes are insufficient to keep up
with required pension payments, State statute does not assign/identify the responsible party for the unfunded
portion. Due to the unique nature of how the net pension liability is satisfied, this liability is separately
identified within the long-term liability section of the statement of net position.

In accordance with GASB 68, the City’s statements prepared on an accrual basis of accounting include an
annual pension expense for their proportionate share of each plan's change in net pension liability not
accounted for as deferred inflows/outflows of resources.

At year end, capital assets represented 54 percent of total assets. Capital assets include, land, construction in
progress, buildings and improvements, land improvements, machinery and equipment and infrastructure.
Net investment in capital assets was $70.8 million at December 31, 2017. These capital assets are used to
provide services to citizens and are not available for future spending. Although the City’s investment in
capital assets is reported net of related debt, it should be noted that the resources to repay the debt must be
provided from other sources, since capital assets may not be used to liquidate these liabilities.

A portion of the City’s net position, $9.7 million represents resources that are subject to external restrictions
on how they may be used. The balance of unrestricted net position of $6.5 million may be used to meet the
government’ s ongoing obligationsto citizens and creditors.
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The increase in current and other assets was caused by an increase in cash and cash equivaents. This was
primarily caused by certain bond proceeds being used to reimburse the City for monies spent on capital
projects during 2016, coupled with an increase of income tax receipts during 2017. The increase in capita
assets was caused by additional construction in progress for the Van Aken Shopping Center and the Shaker
Boulevard resurfacing projects which began in 2017. Theincrease in long term liabilities was caused by the
issuance of debt during 2017 for street and sewer improvement as well as the Van Aken redevel opment
project. Long term liabilities due within one year increased due to the $2 million note payable issued in
2017. The increase in deferred inflows of resources for pension was caused by changes related to net
pension liability while the increase in deferred inflows of resources for payment in lieu of taxes was caused
by an increase in estimated revenue in lieu of taxes for the City.

Table 2 shows the changes in net position for fiscal year 2017 and 2016.
Table?2

Changesin Net Position
Governmenta Activities

2017 2016
Revenues
Program Revenues:
Charges for Services $ 10,392,612 $ 10,705,833
Operaing Grants 2,575,283 4,960,216
Capitd Grants 1,846,752 376,504
General Revenues:
Property Taxes 6,683,358 6,712,702
Municipa Income Taxes 35,805,675 31,929,776
Other Taxes 49,673 57,205
Grants and Entitlements 1,798,481 1,847,342
Payment in Lieu of Taxes 885,610 914,230
Investment Earnings 259,455 273,406
Miscellaneous 433,610 203,510
Total Revenues 60,730,509 57,980,724
Program Expenses
Generd Government
Legislative and Executive 6,250,752 5,477,169
Judicid System 2,574,412 2,311,753
Security of Persons and Property
Police 14,107,309 16,619,282
Fire 8,168,803 7,743,625
Other 883,593 885,739
Public Hedth 393,522 440,827
Leisure Time Services
Culture and Recreaion 3,642,478 3,076,586
Parks and Public Land Maintenance 1,318,410 1,114,744
Housing and Community Devel opment 12,709,824 5,318,429
Sanitation and Sewer Services 5,614,744 5,002,530
Street Maintenance and Repair 3,830,430 3,082,749
Transportation 454,926 444,367
Public Works 2,768,174 2,704,678
Interest and Fiscd Charges 1,103,848 690,169
Total Program Expenses 63,821,225 54,912,647
Changein Net Position (3,090,716) 3,068,077
Net Position Beginning of Year 90,001,096 86,933,019
Net Position End of Year $ 86,910,380 $ 90,001,096
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Certain intergovernmental revenues were reclassified as payments in lieu of taxes and certain expenses were
reclassified from street maintenance and repair and public works expense to transportation expense during
2017. For comparability purposes, the 2016 column was also updated.

Governmental Activities

The funding for the governmental activities comes from several different sources, the most significant begin
the municipa income tax. Other prominent sources are charges for services, property taxes, operating grants
and grants and entitlements.

The City’ sincome tax rate was 2.25 percent in 2017 after voters approved an increase in the income tax rate
at a special election in August 2012. The rate became effective on October 1, 2012. The City submitted to
voters a request to increase its municipa income tax rate as a result of the state legislature reducing state
local government fund support of cities by 50 percent and the elimination of the tax on estates of descendants
that had died on or after January 1, 2013. Prior to this approval, the tax rate was unchanged at 1.75 percent
since the last voter approved increase in 1981. Both residents of the City and nonresidents who work inside
the City are subject to the income tax. The City grants an income tax credit to residents who work in a
locality that has a municipal income tax. The City provides a credit of 50 percent of the resident’ s workplace
community’sincome tax rate up to atax rate of 1.0 percent.

Income tax revenue for 2017 was $35.9 million, accounting for 59 percent of the City’ stotal 2017 revenue of
$60.7 million. Charges for services of $10.4 million account for 17 percent of total revenues. Property taxes
of $6.7 million account for 11 percent of total revenues. Unrestricted grants and entitlements of $1.8 million
account for 3 percent of total revenue and al other revenue of $6 million accounts for the remaining 10
percent of the City’s 2017 revenue. The City monitors its sources of revenue very closely for fluctuations
throughout the year, especially income tax.

Operating grant revenue received for the HIDTA grant decreased as a result of the City of Independence
taking over as grant administrator, beginning with the 2017 grant agreement. Capital grants increased due to
agrant from ODOT for the Shaker Boulevard resurfacing project. The increase of income tax revenue was
caused by fluctuations of the City’ s economic conditions and estimated receipts.

Security of persons and property, primarily consisting of police and fire, represent the largest expense of the
governmental activities. This expense of $23.2 million represents 36 percent of the tota governmental
activities expenses. The large decrease in police expense was caused by a change in net pension liability
related to OPF and areduction of salaries and related benefits due to the decrease of the HIDTA grant.

The overadl increase in al other programs is partialy due to an increase in the City’s share of OPERS
unfunded pension liability along with other factors as discussed bel ow.

Genera government expenses total $8.8 million or 14 percent of total governmental expenses. Genera
government expenses include legidative, executive, judicia and financial management departments of the
City.

Street maintenance and repair expense of $3.8 million accounts for 6 percent of total governmental activities

expense. These expenses consist of road maintenance and repair projects. The increase during 2017 was
primarily caused increased street repair projects and a change in net pension liability.
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The increase in housing and community development expense of $7.4 million was due partialy to a donation
of a detention system to the University Hospital Health System and the redevelopment of the Van Aken
shopping center, a project owned primarily by RMS Investments. The $.6 million increases in culture and
recreation and sanitation and sewer expenses were caused by various repair projects throughout the City.
Debt issuance in 2017 caused a $.4 million increase in interest and fiscal charges expense for issuance costs.

The City’sFunds
Governmental Funds

Information about the City’s governmental funds begins on page 16. These funds are accounted for using the
modified accrual method of accounting. The funds are monitored consistently with adjustments made
throughout the year in budgets to accommodate yearly revenues.

The genera fund's net change in fund balance for 2017 was an increase of $.5 million, from normal
operations.

The fund balance of the capital improvement fund increased by $5.1 million which was primarily caused by
debt proceeds and transfers, only partially offset by an increase in expenditures for street improvements and
the Van Aken redevel opment project.

General Fund Budgeting Highlights

The City’s budget is prepared according to Ohio law and is based on accounting for certain transactions on
the basis of cash receipts, disbursements and encumbrances. An annual appropriation budget is legally
required to be prepared for all funds of the City other than the capital projects and agency funds. The City
appropriates for capital projects on a project-by-project basis. Council is provided with a detailed line item
budget for all departments and has discussions at several regularly held council meetings and work sessions,
which are open to the public. The budget is adopted by City Council at the fund level by department and
within each department, broken out between personal services, other expenses and transfers. Appropriations
by department may be transferred between departments and between personal services and other expenses
within a department with the approval of Council. Council must also approve any revisions to the budget that
alter total fund appropriations or that require the transfer of monies between funds. Recommendations for
budget revisions are reviewed by the Finance Committee of City Council before being presented to the
Council for consideration for enactment by ordinance. During the course of 2017, the City used this process
to amend its general fund budget on severa occasions.

The most significant budgeted fund is the general fund, which includes the recreation fund and economic
development and housing fund. The Chief Administrative Officer and the Finance Department monitor al
departmental budgets closely to monitor compliance with allocated budgets and provide quarterly reports to
City Council and its Finance Committee depicting monthly and year-to-date activity.

For the general fund, the actua budget basis revenue was $50.5 million, representing a $.8 million increase
over thefinal budget estimate of $49.7 million.

Fina expenditure appropriations of $40.5 million were $2.5 million higher than the actual expenditu