City Of Middleburg Heights, Ohio

Comprehensive

Annual Financial Report
For The Year Ended December 31, 2004

Issued By The Department of Finance

Timothy Pope, CPA
Director

John Mockler, CPA
Assistant Director






Auditor of State
Betty Montgomery

Members of the City Council
City of Middleburg Heights
Middleburg Heights, Ohio

We have reviewed the Independent Auditor's Report of the City of Middleburg Heights, Cuyahoga
County, prepared by Ciuni & Panichi, Inc., for the audit period January 1, 2004 through

December 31, 2004. Based upon this review, we have accepted these reports in lieu of the audit
required by Section 117.11, Revised Code. The Auditor of State did not audit the accompanying
financial statements and, accordingly, we are unable to express, and do not express an opinion on
them.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor of
State, regulations and grant requirements. The City of Middleburg Heights is responsible for
compliance with these laws and regulations.

Tty Iwtgmany

BETTY MONTGOMERY
Auditor of State

June 21, 2005

88 E. Broad St. / P.O. Box 1140 / Columbus, OH 43216-1140
Telephone: (614) 466-4514 (800) 282-0370 Fax: (614) 466-4490
www.auditor.state.oh.us




(THIS PAGE INTENTIONALLY LEFT BLANK)



City of Middleburg Heights, Ohio

Comprehensive Financial Annual Report

For the Year Ended December 31, 2004
Table of Contents

Introductory Section

THLIE PAgR... oo
Table Of CONENES........ooiiiiieieee e
Transmittal Letter. .. ..o
GFOA Certificate of Achievement.........ccccovvvvveninininiiieeee,
Listing of Principal City Officials-Elected and Appointed Officials
Listing of Principal City Officials-Special Boards and Commissions
Organizational Chart...........ccooiiiiiiei e

Financial Section

Independent Auditors’ Report... e e —————————
Management’s Discussion and AnaIyS|s ..........................................
Basic Financial Statements:
Government-Wide Financial Statements:
Statement 0f Net ASSELS......cccorvririreririree e
Statement of ACHVILIES........ccoveiiiieiieiee e
Fund Financial Statements:
Balance Sheet-Governmental Funds............cccocevvvieiienns
Statement of Revenues, Expenditures and
Changes in Fund Balances-Governmental Funds...........
Statement of Revenues, Expenditures and
Changes in Fund Balance-Budget
(Non-GAAP Basis) and Actual:
General FUuNd..........ccooieiiiiiii e
Recreation FUNd.........cccocoveiiiiiiiiiincee e
Statement of Fund Net Assets-Proprietary Fund..............
Statement of Revenues, Expenses, and Changes in Fund Net
Assets- Proprietary Fund............cooiiiiii i
Statement of Cash Flows-Proprietary Fund.....................
Statement of Fiduciary Net Assets-Fiduciary Funds..............
Notes to the Basic Financial Statements............ccccccevvviervenns
Combining Statements and Individual Fund Schedules:
Combining Statements-Nonmajor Governmental Funds:
FUND DESCHIPLIONS. ....ccviiiieiieeie e
Combining Balance Sheet-Nonmajor Governmental Funds..
Combining Statement of Revenues, Expenditures and

Changes in Fund Balances-Nonmajor Governmental Funds...

Combining Balance Sheet-Nonmajor Special Revenue Funds....
Combining Statement of Revenues, Expenditures and

xii
xiii
Xiv

[EEN

13
14

15

17

19
20
21

22
23
24
25

49

51

52
53

Changes in Fund Balances-Nonmajor Special Revenue Funds 55

Combining Balance Sheet-Nonmajor Capital Projects Funds.....
Combining Statement of Revenues, Expenditures and

57



City of Middleburg Heights, Ohio
Comprehensive Financial Annual Report
For the Year Ended December 31, 2004
Table of Contents

Changes in Fund Balances-Nonmajor Capital Projects Funds. 58
Combining Statements-Agency Funds:

FUNG DESCIIPLIONS. .. .eeuiiiiieiieeie ettt sne e 59
Combining Statement of Changes in Assets and
Liabilities-Agency FUNAS...........ccoovvieiieieiie e 60

Individual Fund Schedules of Revenues, Expenditures and
Changes in Fund Balance-Budget (Non-GAAP Basis) and Actual:
Major Funds:

General FUNG.........coooieeic e e 62
ReCreation FUNG..........cocoiiiiiiiece e e 66
General Obligation Bond Retirement Fund.............ccccccoveviieiiennne 67
Special Assessment Bond Retirement Fund.............cccccceevveieenen. 68
Capital Improvements FUN.........ccccooeveieiiieiececeece e . 69
Road Improvements FUNd............cccoooeiiiiin i 70
Nonmajor Funds:
Street Construction, Maintenance and Repair Fund...................... 71
State Highway FUNQ..........cccoveiieiiie e 72
Clerk of Courts Computer Services Fund.................ooeeeennnn. 73
Law Enforcement FUNG..........cccoiveieiienicic e 74
Medical Transport FUNd............ccooiiiiiiiiiie e . 15
Sewer Maintenance FUN...........cccovveviiie e . 16
Police Pension FUNG...........coooiiiiiiinineeee e 77
Fire Pension FUNG.........cccooviiiiiec e e 78
Tree Planting FUNd...........cooo e 79
Veteran’s Memorial FuNd............cocooviiiiiiein e 80
Southwest General Hospital Fund............cccooviiiiiiiiniiecce 81
Community Center FUNG..........ccovoeiieiieie e 82
Service Center FUNG.........cooviiiiiiiie e 83
City Hall/Fire Station Expansion Fund.................cccoceivvnennnn 84

Health Insurance FUNd..........ooeereee e 85

I11.Statistical Section

Table of CONENES ..o e e e 86
Net Assets by Component-Last Three Years........cccoevvvvinivernnnnne 87
Changes in Net Assets-Last Three Years.. . vevrenrenn, 88
Fund Balances, Governmental Funds- Last Ten Years ....................... 90
Changes in Fund Balances, Governmental

FUNAS-LASt TEN YEAIS.....ccveiieeriiiieieeiesies e e eerie e e snee e see e 92
Tax Revenues by Source, Governmental Funds-Last Ten Years........ 94
Income Tax Revenue Base and Collections-Last Ten Years........... 95
Principal Taxpayers-Current and Nine Years AgO........cccccecevverieennns 96
Property Tax Rates-All Direct and Overlapping Governments........ 97



City of Middleburg Heights, Ohio
Comprehensive Financial Annual Report
For the Year Ended December 31, 2004
Table of Contents

Assessed and Estimated Actual Value of Taxable Property-

Last TeN YIS ...u ettt et
Property Tax Levies and Collections-Real and Public

Utility Taxes-Last TEN YEAIS.......cceveriereeienienieee et
Ratios of General Bonded Debt and Legal Debt Margins-

Last TeN YIS, .. . e e e
Computation of Direct and Overlapping Debt..........cccccevvviveiviinnen,
Demographic and Economic Statistics-Last Ten Years...........cccu......
Principal Employers-Current and Four Years AgO........cccceevervvervnnnen.
Full-time City Employees by Function/Program-Last Ten Years.....
Operating Indicators by Function/Program-Last Ten Years...........
Capital Asset Statistics by Function/Program-Last Ten Years........



Finance Department

CITY OF MIDDLEBURG HEIGHTS

15700 Bagley Road e Middleburg Heights, Ohio 44130-4832
440/234-8989 » Fax: 234/4934 » E-mail: finance@middleburgheights.com

Gary W. Starr Timothy Pope, CPA
Mayor Director of Finance
June 1, 2005

Honorable Mayor Gary Starr,
Members of City Council
and the Citizens of Middleburg Heights, Ohio

We are pleased to submit the Comprehensive Annual Financial Report of the City of Middleburg Heights (the
“City”) for the year ended December 31, 2004. We believe this report, prepared by the Department of Finance,
presents comprehensive financial and operating information about the City’s activities during 2004 that should be
useful to citizens and taxpayers. Responsibility for both the accuracy of the presented data and the completeness
and fairness of the presentation, including all disclosures, rests with the City. We believe the data, as presented, is
accurate in all material respects; that it is presented in a manner designed to set forth fairly the financial position
and the results of operations of the City; and that all disclosures necessary to enable the reader to gain the
maximum understanding of the City’s financial activity have been included.

The financial section begins with the Independent Auditors’ Report and includes Management’s Discussion and
Analysis, the Basic Financial Statements and Notes that provide an overview of the City’s financial position and
operating results, the Combining Statements for non-major funds and other schedules that provide detailed
information relative to the basic financial statements.

CITY ORGANIZATION

The City of Middleburg Heights is approximately 8 square miles and is located in northeastern Ohio, southwest of
Cleveland, within the boundaries of Cuyahoga County. The City’s population from the 2000 federal census was
15,542. The City was first established as a village in 1927 and was incorporated as a City in 1961 under the laws
of the State of Ohio.

The City operates under and is governed by its Charter, which was first adopted by the voters in 1961. The
Charter has been and may be amended by the voters from time to time. The City is also subject to some general
laws applicable to all cities. Under the State Constitution, the City may exercise all powers of local self-
government and police powers to the extent not in conflict with applicable general laws. The Charter provides for
a Mayor-Council form of government.

Legislative authority is vested in a seven-member Council. Three members are elected at-large and four members
are elected from wards, for two-year terms. The Council fixes compensation of City officials and employees, and
enacts ordinances and resolutions relating to City services, tax levies, appropriations, borrowing money, licensing
and regulating businesses and trades, and other municipal purposes. The presiding officer is the President of
Council, who is elected at large by the electors for a two-year term. The Charter establishes certain administrative
departments; and, the Council may establish divisions within these departments and additional departments.



The City’s chief executive and administrative officer is the Mayor, who is elected by the voters specifically to that
office for a four-year term.

The Mayor appoints, subject to the approval of a majority of the members of Council, the Directors of the City’s
departments. The major appointed officials are the Directors of Finance, Law, Public Service, Recreation and
Public Safety. The Mayor also appoints members to a number of boards and commissions, and appoints and
removes, in accordance with civil service requirements, all appointed officers and employees, except Council
officers and employees.

The Mayor may veto any legislation passed by the Council. A veto may be overridden by a two-thirds vote of all
members of the Council.

All elected officials, except the Mayor, serve part-time.
REPORTING ENTITY

Reporting Entity: The reporting entity is comprised of the primary government, component units and other
organizations that are included to ensure that the financial statements of the City are not misleading. This
definition of the reporting entity is found in GASB Statement No. 14, “The Financial Reporting Entity.”

The City of Middleburg Heights primary government consists of all funds and departments, which are not legally
separate from the City. They include a police force, a fire fighting and emergency medical transport force, a
service department, a building department, a recreation department, and a staff to provide essential support to
these service providers.

Component units are legally separate organizations for which the City is financially accountable. The City is
financially accountable for an organization if the City appoints a voting majority of the organization’s governing
board and (1) the City is able to significantly influence the programs or services performed or provided by the
organization; or (2) the City is legally entitled to or can otherwise access the organization’s resources; the City is
legally obligated or has otherwise assumed the responsibility to finance the deficits of or provide financial support
to, the organization; or the City is obligated for the debt of the organization. Component units may also include
organizations for which the City approves the budget, the issuance of debt or the levying of taxes. The reporting
entity of the City does not include any component units.

As discussed in the notes, the City participates in several jointly governed organizations, including the Southwest
General Health Center, the Woodvale Union Cemetery, the Southwest Council of Governments, the Northeast
Ohio Public Energy Council, and the Southwest Suburban Airport Council of Governments. Note 17 describes
the City’s relationship to these entities.

ECONOMIC CONDITION AND OUTLOOK

Summary of Local Economy: Location is one of the greatest assets of the City of Middleburg Heights. As a
major suburb of the City of Cleveland, its proximity to Cleveland Hopkins International Airport and easy access
to three interstate highways has contributed to the City’s continued economic stability. Major development of the
commercial corridor, west of Interstate 71, during the last ten years is responsible for an increase in service
industry jobs in the City. Construction of Hepburn Road has added 70 acres of commercially zoned land
accessible for future expansion, and the widening of Engle Road has made the area even more desireable.
According to an article in Crain’s Cleveland Business, “The Middleburg Heights commercial market has
prospered by filling a niche between the high-end corporate office space and the older commercial space of
Cleveland and suburbs bordering the airport.”

Vi



Major Industries Affecting the City Economy: With its juxtaposition to Cleveland Hopkins Airport and
Interstate 71, the City of Middleburg Heights has found a home for several international shipping and package
delivery carriers. As a hub for companies such as UPS, FedEx, ABX Logistics, Emery Worldwide, BAX Global
and others, the shipping industry continues to employ over 1,500 in the City.

The Engle/Bagley Road business district continues to grow and play a vital role in providing the City of
Middleburg Heights tax dollars. There is over 2,239,560 square feet of commercial space in the Engle/Bagley
Road area with over 1,000,000 square feet proposed for the future. With the completion of the reconstruction and
widening of Engle Road in 2002, the traffic flow in this business district has improved, assuring continued growth
in this area.

The City of Middleburg Heights’ major industries also include a significant number of health care, lodgings,
restaurant, retail, education and government employers. Therefore, the City’s economic health is not based solely
upon the success or failure of a single industry.

Future Economic Outlook: Since its founding in 1920, the Southwest General Health Center has served
southwestern Cuyahoga, eastern Lorain and northern Medina counties from its primary facility located in
Middleburg Heights. The health center is a private, not-for-profit, 336-bed facility.

The 1997 partnership with University Hospitals Health System made Southwest General the flagship hospital for
University on Cleveland’s west side. The agreement brought the world-renowned services of Rainbow Babies &
Children’s Hospital, MacDonald Women’s Hospital and the Ireland Cancer Center to the Southwest campus. The
partnership also opened the door for perinatal and neonatal services to be available at Southwest General.

The partnering agreement with University Hospitals Health System was renewed for another ten years in 2002.
New buildings and projects started and/or completed in 2004 include the following:

Sunnyside Honda (addition)

Ganley BMW (addition)

Dr. Postel D.D.S. (new)

Ripepi and Sons Funeral Home (renovation and addition)
Arby’s (new restaurant)

Cross Country Inn (Upgrade to Ramada Inn)

On Time Delivery (addition)

Dairy Deli (Fuel Station and convenience store)

Old Oak Bible Church (addition)

Foundation Surgery Affiliates of Middleburg Heights (new building)
Teamz Bar and Grill

Don Tequila (new restaurant)

Lifeworks (new imaging center)

Cold Stone Creamery (new business)

Carpet and Tile Liquidators (new)

Woodvale Cemetery (expansion of office and work building)

vii



New projects proposed or in process in 2004 include the following:

« Rich’s Towing (new building)

« El Rodeo Mexican Restaurant

« Pioneer Park Office Building (new)

« Conceptual Business Medical Campus (new building)

With low mortgage interest rates, the City is not only seeing expansion of its industrial and commercial base, but
also continues to see an upsurge of new residential construction projects. Current residential construction
includes:

« Chandler’s Inc. — new subdivision consisting of 13 single family homes in the price range of

$350,000 to $450,000.

« Crystal Lakes Phase 3 — Subdivision of 73 two-bedroom condominiums in the $125,000 range.

« Deer Creek Estates — 19 sublots total. Only 3 remain, priced from $300,000 to $400,000

« Nantucket Woods - 48 Detached Cluster Units (20 remaining)

« Silver Oaks — Phase 3 started. 106 total sublots in the range of $190,000 to $250,000.

« Fox Hollow Court Condominiums — 16 units from $180,000 to $200,000

«  Wexford Glen — Approximately 50 cluster homes in the $225,000 to $250,000 range.

All these projects serve to assure the continued expansion of the City’s commercial tax and housing base. Both
are integral to the future economic development of the City of Middleburg Heights.

MAJOR INITIATIVES

Current year projects: The City is currently focused on saving more money. Increased co-pays for employee
health insurance is estimated to save the City $50,000 in 2005 and as much as $70,000 in 2006. The City has also
committed to two Workers Compensation Programs in 2005 that could potentially save the City another $75,000
per year.

Future Projects: The City has continued its commitment to the preservation of green space. Cleveland
Metroparks Big Creek Reservation runs through the heart of the City. The scenic hiking and biking trail provides
recreational opportunities for residents and ties into the 3,189 acre Mill Stream Run Reservation. Lake Isaac, a
180 acre fish and fowl sanctuary, also owned by Cleveland Metroparks, is a beautiful setting for recreational
activities from picnics to quiet reflection.

The City has been supportive of the Cleveland Metroparks’ efforts to acquire properties along the riparian
corridor of Abram Creek from Lake Isaac to Lake Abram, a 105 acre marsh and woodland habitat protection area,
also located in the City of Middleburg Heights. The “Lake-to-Lake All Purpose Trail” would directly link to the
existing Big Creek all-purpose trail and provide the opportunity for future linkages with adjoining businesses and
institutions as well as surrounding neighborhoods. The City recently received a $400,000 state grant to help fund
the project. The Metroparks continues to acquire “conservation easements” from property owners and has
received over $270,000 worth of donated land so far. The project is estimated to be completed by 2010.

Furthermore, the City itself owns and maintains approximately 20 acres of outdoor park and recreational area.
The City has received the designation of “Tree City USA” for eight years running from the National Arbor Day

Foundation. The City believes that with its continued dedication to preservation and maintenance of trees, it will
again receive the designation in future years.
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FINANCIAL CONDITION

This is the third year that the City of Middleburg Heights has prepared financial statements in accordance with
GASB Statement 34, “Basic Financial Statements — Management’s Discussion and Analysis — for State and Local
Governments” GASB 34 creates new basic financial Statements for reporting on the City’s financial activities as
follows:

Government-wide financial statements These statements are prepared on an accrual basis of accounting
which is similar to the basis of accounting followed by businesses.

Fund financial statements These statements present information for individual major funds rather than
by fund type. Non-major funds are presented in total in one column. Governmental funds use the
modified accrual basis of accounting and include a reconciliation to the governmental activities accrual
information presented in the government-wide financial statements. Fiduciary funds use the accrual basis
of accounting.

Statement of budgetary comparisons These statements present comparisons of actual information to the
legally adopted budget. The budgetary basis as provided by law is based upon accounting for certain
transactions on a basis of cash receipts, disbursements and encumbrances.

As part of the new reporting model, management is responsible for preparing a discussion and analysis of the
City. This discussion follows the Independent Auditors’ Report providing an assessment of the City finances for
2004.

Cash Management

All City cash is pooled for investment purposes in order to generate the highest possible yield. A majority of the
City’s deposits are collateralized by pooled collateral. By law, financial institutions may establish a collateral
pool to cover all public deposits. The face value of the pooled collateral must equal at least one hundred five
percent of the public funds on deposit. Trustees, including the Federal Reserve Bank and designated third party
trustees of the financial institutions, hold the collateral.

Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors and
omissions; injuries to employees and natural disasters. During the year the City contracted with Compensation
Analysts, Inc. to manage our insurance coverage. These risks are fully insured.

The City provides two different medical plans for full time employees and council members and their families. A
traditional plan with a Preferred Provider Organization is self-funded and administered by a third party administrator.
A Health Maintenance Organization plan is also offered at no cost to the employee. All covered employees also
receive prescription vision and dental benefits. Full time employees and council members are covered by a $30,000
term life insurance and accidental death and dismemberment policy.

For the traditional plan, the preferred provider prices all claims which are then submitted to the third party
administrator. The third party administrator reviews and processes the claims, which the City then pays. The City
has purchased stop loss coverage of $40,000 per individual per year. Control of the plan rests with the City.

The State of Ohio provides worker’s compensation coverage. The City pays the State Workers’ Compensation
System a premium based on a rate per $100 of salaries. This rate is calculated based on accident history and
administrative costs.



OTHER INFORMATION

Independent Audit: In accordance with Ohio law, annual independent audits are required to be performed on all
financial operations of the City. These audits are conducted by either the Auditor of the State of Ohio or, if the
Auditor permits, an independent public accounting firm. The City of Middleburg Heights has contracted with the
accounting firm of Ciuni & Panichi, Inc., to perform these services for 2004. Their report is presented in the
financial section of this report.

GFOA Certificate of Achievement Award: The Government Finance Officers Association of the United States
and Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Middleburg Heights, Ohio for its Comprehensive Annual Financial Report (CAFR) for the fiscal year ended
December 31, 2003. The Certificate of Achievement is a prestigious national award, recognizing conformance
with the highest standards for preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized CAFR, whose contents conform to program standards. The CAFR must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City of Middleburg Heights has received
a Certificate of Achievement for the last nine consecutive years. We believe our current report continues to
conform to the Certificate of Achievement program requirements, and we are submitting it to the GFOA.

The City also received a Certificate of Recognition from the Governmental Accounting Standards Board for early
implementation of GASB 34 for its December 31, 2002 Comprehensive Annual Financial Report.

Acknowledgments: The preparation of the Comprehensive Annual Financial Report on a timely basis was made
possible by the dedicated service of the entire staff of the Finance Department. We would like to express our
appreciation to all staff members who have contributed or assisted in its preparation.

In closing, we would like to thank the Mayor and the members of Middleburg Heights City Council, and the
citizens of this fine City, for without your continued support, the preparation of this report to help ensure the
continued financial integrity of the City, would not have been possible.

Sincerely,
/ - /‘1“-—“'--\‘_

Timothy Pope, CPA
Director of Finance
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CPAs and Business Advisors

Independent Auditors’ Report

Members of the City Council
Middleburg Heights, Ohio

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the City of Middleburg Heights, Ohio as of and for the year
ended December 31, 2004, which collectively comprise the City’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of City of Middleburg Heights, Ohio’s
management. Our responsibility is to express an opinion 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 of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and the significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our 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 Middleburg Heights, Ohio, as of December 31, 2004, and the respective changes
in financial position and the respective budgetary comparison for the General and Recreation Funds thereof
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated June 1, 2005 on
our consideration of the City of Middleburg Heights, Ohio’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grants. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be read
in conjunction with this report in considering the results of our audit.

C) C&P Advisors, LLC 25201 Chagrin Boulevard
Ciuni & Panichi, Inc. Cleveland, Ohio 44122.5683
p. 216.831.7171
f. 216.831.3020
www.cp-advisors.com

Joel Strom Associates LLC

National Investor Services, Ltd.

1 A member of National Associated CPA Firms



Members of the City Council
Middleburg Heights, Ohio

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Middleburg Heights, Ohio’s basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements, and statistical tables 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 have been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section and statistical tables
have not been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

Camoc ¥ Glanaeli e

Cleveland, Ohio
June 1, 2005



City of Middleburg Heights
Management’s Discussion and Analysis
For the Year Ended December 31, 2004

Unaudited

This discussion and analysis of The City of Middleburg Heights’ (the City’s) financial performance
provides an overall review of the City’s financial activities for the year ended December 31, 2004. The
intent of this discussion and analysis is to look at the City’s financial performance as a whole; readers
should also review the transmittal letter and the basic financial statements to enhance their understanding
of the City’s financial performance.

Financial Highlights
Key Financial highlights for 2004 are as follows:

e The assets of the City of Middleburg Heights exceeded its liabilities at the close of the most recent
fiscal year by $40,082,367 (net assets). Of this amount, $5,270,879 (unrestricted net assets) may be
used to meet the government’s ongoing obligations to citizens and creditors.

o Total Net Assets decreased $2,239,022 or a 5.3 percent decrease from 2003. The decrease was
primarily due to the following: 1) In 2004, negotiated increases for salaries and fringes averaged
about 4%. 2) In 2004 the city had an extra, twenty-seventh pay, which added approximately
$443,000 to salaries and fringes in 2004. 3) Income tax collections fell by $494,176 from 2003. 4)
Expenses for streets and highways increased by $538,288 mostly due to expenses associated with the
maintenance and repair of Bagley Road and West 130" Street, and depreciation.

e Total Assets of the City decreased $3,805,400, which represents a 5.3 percent decrease from 2003.
e Total Capital Assets decreased by $717,704 or 1.37 percent from 2003.

o As of the close of the current fiscal year, the City’s governmental funds reported combined ending
fund balances of $8,829,672, a decrease of $2,911,961 in comparison with the prior year.

e Total outstanding Long-term liabilities were $23,883,276. This was a 5.98% decrease from the
balance at the end of 2003.

e On a cash basis, City income tax collections decreased 1.82% from 2003. Income tax collections
have been essentially flat since 2000.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements are comprised of three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.

Government-wide Financial Statements. The government-wide financial statements are designed to
provide readers with a broad overview of the City’s finances, in a manner similar to private-sector
businesses. The statement of net assets and statement of activities provides 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 assets. Major fund financial 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 dollars remain
for future spending. The fund financial statement also looks at the City’s most significant funds with all
other nonmajor funds presented in total in one column.
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The statement of net assets presents information on all of the City’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the City is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed during
the most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods (e.g. uncollected
taxes and earned but unused vacation leave).

The governmental activities of the City include general government, security of persons and property,
public health services, community development, streets and highways, culture and recreation, and
sanitation. The City has no business-like activities except for its health insurance reserve fund, an internal
service fund.

The government-wide financial statements can be found starting on page 13 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City of Middleburg Heights,
like other state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds  Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental funds financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s near term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City of Middleburg Heights maintains 20 individual governmental funds. Information is presented
separately in the governmental funds balance sheet and in the governmental funds statement of revenues,
expenditures, and changes in fund balances, for the General Fund, Recreation Fund, General Obligation
Bond Retirement Fund, Special Assessment Bond Retirement Fund, Capital Improvements Fund and
Road Improvement Fund; all of which are considered to be major funds. Data from the other 14 nonmajor
governmental funds are combined into a single, aggregated presentation. Individual fund data for each of
these nonmajor governmental funds is provided in the form of combining statements elsewhere in this
report.

The City adopts an annual appropriated budget for each of its governmental funds. A budgetary
comparison statement (non-GAAP basis) has been provided for each major and nonmajor fund to
demonstrate budgetary compliance.
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Proprietary Funds The City of Middleburg Heights maintains one type of proprietary fund. Internal
service funds are an accounting device used to accumulate and allocate costs internally among the City’s
various functions. The City maintains such a fund for its self-insurance of health related employee
benefits. Because this fund only benefits governmental functions, this fund has been included with the
governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only
in more detail. The City’s only proprietary fund is an internal service fund for self-insurance, which is
considered a nonmajor fund. The basic proprietary fund financial statements can be found on pages 21 to
23 of this report.

Notes to the Financial Statements The notes provide additional information that is essential for a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 25 to 48 of this report.

Other information In addition to the basic financial statements and accompanying notes, this report also
presents certain other information that the City believes readers will find useful. After the notes to the
financial statements, the combining statements referred to earlier in connection with nonmajor
governmental and internal service funds are presented, as well as individual detailed budgetary
comparisons for all funds. This information can be found on pages 51 to 85 of this report.

Government-Wide Financial Analysis

While this document contains information about the funds used by the City to provide services to our
citizens, the view of the City as a whole looks at all financial transactions and asks the question, “How
well did the City perform financially during 2004?” The Statement of Net Assets and the Statement of
Activities answers this question. These statements include all assets and liabilities using the accrual basis
of accounting similar to the accounting used by the private sector. The accrual basis of accounting takes
into account all of the current year’s revenues and expenses regardless of when the cash is received or
paid.

These two statements report the City’s net assets and the changes in those assets. The change in assets is
important because it tells the reader whether, for the City as a whole, the financial position of the City has
improved or diminished. However, in evaluating the overall position of the City, non-financial
information such as changes in the City’s tax base and the condition of City capital assets will also need
to be evaluated.

The Statement of Net Assets and the Statement of Activities are divided into the following categories:

Assets

Liabilities

Net Assets (Assets minus Liabilities)

Program Revenues and Expenses

General Revenues

Net Assets Beginning of Year and End of Year

The City of Middleburg Heights as a Whole

Recall that the Statement of Net Assets looks at the City as a whole. The following table provides a
summary of the City’s net assets for 2004 compared to 2003.
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Table 1 Net Assets
Governmental Activities

2004 2003

Assets
Current and Other Assets $16,652,785 $19,740,481
Capital Assets, Net 51,479,570 52,197,274
Total Assets 68,132,355 71,937,755
Liabilities
Current Liabilities 4,166,712 4,214,706
Long-term Liabilities

Due within One Year 3,124,144 2,958,013

Due in More Than One Year 20,759,132 22,443,647
Total Liabilities 28,049,988 29,616,366
Net Assets
Invested in Capital Assets, Net of Related Debt 29,822,417 28,782,469
Restricted for:

Capital Projects 442,211 1,131,259

Debt Service 4,128,272 4,673,180

Other Purposes 418,588 404,227
Unrestricted 5,270,879 7,330,254
Total Net Assets $40,082,367 $42,321,389

As noted earlier, over time, net assets may serve as a useful indicator of a government’s financial
position. For the City of Middleburg Heights, assets exceed liabilities by $40,082,367 at the close of the
most recent fiscal year.

The largest portion of the City’s net assets (74.4%) reflects investments in capital assets (e.g. land,
buildings, infrastructure, machinery and equipment), less any related debt to acquire those assets that is
still outstanding. The City uses these capital assets to provide services to its citizens; consequently, these
assets are not available for future spending. Although the City’s investment in its capital assets is reported
net of related debt, it should be noted that resources needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

Total assets decreased by $3,805,400 from 2003 to 2004, while the City’s total liabilities decreased by
$1,566,378. The most significant change was a decrease in Equity in Pooled Cash and Cash Equivalents,
of $3,092,510 during the fiscal year. The decrease in liabilities was mainly due to the scheduled
retirement of bonded debt.

Total net assets of the City’s governmental activities decreased by $2,239,022. The primary reasons for
this decrease was previously discussed in the “Financial Highlights”.

In order to further understand what makes up the changes in net assets for the current year, the following
table gives readers further details regarding the results of activities for the current year in comparison to
2003.
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Table 2 Changes in Net Assets

Governmental Governmental

Activities Activities
2004 2003

Revenues
Program Revenues

Charges for Services $2,529,813 $2,460,311

Operating Grants and Contributions 756,071 689,679

Capital Grants and Contributions 539,301 1,362,161
Total Program Revenues 3,825,185 4,512,151
General Revenues

Property Taxes & Other Local Taxes 2,934,334 2,783,996

Income Taxes 12,302,532 12,796,708

Grants and Entitlements 1,053,794 1,129,313

Investment Income 164,962 236,156

Miscellaneous 355,037 271,142
Total General Revenues 16,810,659 17,217,315
Total Revenues 20,635,844 21,729,466
Program Expenses
General Government 6,295,289 5,912,798
Security of Persons and Property

Police 4,343,435 3,998,227

Fire 3,026,842 2,851,306

Safety Director 45,650 42,266
Public Health Services 258,754 253,092
Culture and Recreation 3,152,424 2,924,858
Community Development 631,527 605,855
Streets and Highways 3,345,946 2,901,524
Sanitation 729,743 716,221
Interest and Fiscal Charges 1,045,256 1,127,571
Total Program Expenses 22,874,866 21,333,718
Increase (decrease) in Net Assets ($2,239,022) $395,748

Governmental Activities

Governmental activities decreased the City’s net assets by $2,239,022. A discussion of the reasons for the
decrease in net assets is as follows:

Several types of revenues fund our governmental activities, with the City income tax being the biggest
contributor. The income tax rate was 1.75% for 2004. This rate was increased from 1.0% in 1998 by a
vote of the residents for the purpose of building and operating a community center and a new service
center. Both residents of the City and non-residents who work in the City are subject to the income tax.
However if residents work in another locality that has a municipal income tax, the City provides 100%
credit up to 1.75% for those who pay income tax to another city. City Council could by Ordinance,
choose to vary that income tax credit and create additional revenues for the City. In 2004, cash basis
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income tax collections decreased by 1.82% compared to 2003, the third year to year decrease over the last
four years.

Over the years a major factor in increasing the City’s net assets has been the City’s ability to partner with
the State of Ohio and Cuyahoga County to obtain infrastructure improvements largely funded by the State
and County. In 2004 The Sprague Road Project was completed, in 2003 the city recognized $1,137,646
in capital grants and contributions for this project, while only $224,664 was recognized in 2004 thus
explaining the reduction in capital grants and contributions reflected in table 2 above.

Revenues by Source
Capi