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Auditor of State
Betty Montgomery

INDEPENDENT ACCOUNTANTS’ REPORT

Members of City Council
City of Bay Village
Cuyahoga County
350 Dover Center Road
Bay Village, Ohio 44140

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Bay Village,
Cuyahoga County, Ohio, (the City) 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 the City’s management. 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 the Comptroller General of the
United States’ Government Auditing Standards. Those standards require that we plan and perform the
audit to reasonably assure 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 significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe 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, the business-type activities, each major fund,
and the aggregate remaining fund information of City of Bay Village, Cuyahoga County, Ohio, as of
December 31, 2004, and the respective changes in financial position and cash flows, where applicable,
thereof and the budgetary comparison for the General Fund 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 August 19,
2005, on our consideration of the Government’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. While we did not opine on the internal control over financial reporting or on compliance, that
report describes the scope of our testing of internal control over financial reporting and compliance and
the results of that testing. That report is an integral part of an audit performed in accordance with
Government Auditing Standards. You should read it in conjunction with this report in assessing the
results of our audit.

Lausche Building / 615 Superior Ave., NW / Twelfth Floor / Cleveland, OH 44113-1801
Telephone: (216) 787-3665 (800) 626-2297 Fax: (216) 787-3361
www.auditor.state.oh.us
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Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information accounting principles generally accepted in the United States of America
requires. We have applied certain limited procedures, consisting principally of inquiries of management
regarding the methods of measuring and presenting the required supplementary information. However,
we did not audit the information and express no opinion on it.

Tty Iwtgmsny

Betty Montgomery
Auditor of State

August 19, 2005
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The discussion and analysis of the City of Bay Village’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 basic
financial statements to enhance their understanding of the City’s financial performance.

Financial Highlights
Key Financial highlights for 2004 are as follows:

Total net assets decreased by $772,801 or 4.0 percent from 2003.

Capital assets, net of depreciation, increased by $953,371 or 6.6 percent from 2003.

Total assets of governmental activities increased by $1,471,195 or 5.4 percent over 2003.

Total liabilities of governmental activities increased by $1,751,920 or 8.7 percent from 2003.

In total, equity in pooled cash and cash equivalents increased by $287,157 for governmental activities
and decreased by $500,090 for business-type activities over 2003.

The City issued $1,000,000 in general obligation bonds during 2004.

The City issued $1,500,000 in notes during 2004 which mature in July 2005.

The Bradley Park tennis courts were replaced.

Construction of the new Police Station started in 2004.

Using This Annual Financial Report

This annual report consists of a series of financial statements and notes to those statements. These
statements are prepared and organized so the reader can understand the City of Bay Village as a financial
whole or as an entire operating entity. The statements will provide a detailed look at our specific financial
condition.

The Statement of Net Assets 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 assets. 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 statements also look at the City’s most significant funds with all other non-major funds presented in
total in one column.

Reporting the City of Bay Village as a Whole
Statement of Net Assets and the Statement of Activities

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 considers all financial transactions and measures how the City did
financially during 2004. The Statement of Net Assets and the Statement of Activities include assets and
liabilities using the accrual basis of accounting similar to the accounting method used by the private sector.
The basis for this 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 changes in those assets. The changes in assets are
important because it tells whether, for the City as a whole, the financial position 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 the City’s capital assets will also need to be evaluated.
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The Statement of Net Assets and the Statement of Activities are divided into the following categories:

Assets

Liabilities

Net Assets (Assets minus Liabilities)

Program Expenses and Revenues

General Revenues

Net Assets Beginning of Year and at Year’s End

Reporting the City of Bay Village’s Most Significant Funds
Fund Financial Statements

The presentation of the City’s funds begins on page 18. Fund financial statements provide detailed
information about the City’s major funds. The City has established many funds which account for the
multitude of services, facilities and infrastructure provided to our residents. However, these fund financial
statements focus on the City’s most significant funds. In the case of the City of Bay Village, the major
governmental funds are the general fund, general obligation bond retirement fund, and the police station
improvement capital project fund. The sewer fund and the swimming pool fund are the City’s major
enterprise funds.

Governmental Funds

Most of the City’s activities are reported in the 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.
Governmental funds are reported using modified accrual accounting which measures cash and all other
financial assets that are expected to be readily converted to cash. The governmental fund statements provide
a detailed short-term view of the City’s general operations and the basic services it provides. Governmental
fund information helps one determine whether there are more or fewer financial resources that can be spent
in the near future on services provided to our residents. The relationship (or differences) between
governmental activities (reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds is reconciled in the financial statements.

Proprietary Funds

The City of Bay Village maintains two different types of proprietary funds. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide financial statements.
The City uses enterprise funds to account for its sewer operations and swimming pool activity. 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
and workers’ compensation. Because these programs predominately benefit governmental rather than
business functions, they have been included within the governmental activities in the government-wide
financial statements.

Proprietary fund financial statements provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements include the sewer and swimming
pool activity.

The proprietary fund financial statements can be found on pages 23- 26 of this report.

-4 -



City of Bay Village, Ohio
Management’s Discussion and Analysis
For the Year Ended December 31, 2004

Unaudited

The City of Bay Village as a Whole

Recall that the Statement of Net Assets looks at the City as a whole. The following provides a summary of
the City’s net assets.

Table 1
Net Assets
Governmental Activities Business Type Activities Total
2004 2003 2004 2003 2004 2003

Assets
Current and Other Assets $19,554,718 $18,973,366  $6,520,089  $7,145,470 $26,074,807 $26,118,836
Capital Assets, Net 9,121,735 8,231,892 6,354,355 6,290,827 15,476,090 14,522,719
Total Assets 28,676,453 27,205,258 12,874,444 13,436,297 41,550,897 40,641,555
Liabilities
Current and Other Liabilities 7,819,641 7,385,077 68,245 65,664 7,887,886 7,450,741
Long-Term Liabilities:

Due Within One Year 1,507,380 1,500,087 87,305 87,429 1,594,685 1,587,516

Due In M ore Than One Year 12,564,985 11,254,922 996,848 1,069,082 13,561,833 12,324,004
Total Liabilities 21,892,006 20,140,086 1,152,398 1,222,175 23,044,404 21,362,261
Net Assets
Invested in Capital Assets,

Net of Related Debt 4,549,681 5,037,132 5,360,245 5,712,710 9,909,926 10,749,842
Restricted for:

Capital Projects 503,178 585,587 0 0 503,178 585,587

Debt Service 695,587 715,128 0 0 695,587 715,128

Other Purposes 1,944,086 1,551,569 0 0 1,944,086 1,551,569
Unrestricted (Deficit) (908,085) (824,244) 6,361,801 6,501,412 5,453,716 5,677,168
Total Net Assets $6,784,447  $7,065,172 $11,722,046 $12,214,122 $18,506,493 $19,279,294

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
For the City of Bay Village, total assets exceed total liabilities by $18,506,493 at December 31, 2004.

The largest portion of the City’s governmental net assets (67 percent) reflects the investments in capital
assets (land, construction in progress, buildings, machinery, equipment, vehicles and infrastructure) less any
related debt to acquire those assets that is still outstanding. These capital assets are used to provide services
to the City’s 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.
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Total assets increased by $909,342 from 2003 to 2004, and the City’s total liabilities increased by
$1,682,143. The assets increase is due to additional construction projects in the City. The liability increase
is due to an increase of debt to meet contractual payments for construction in progress projects.

The negative unrestricted balance of ($908,085) in governmental activities occurred because the City issued
general obligation debt to meet contractual commitments for the community gym and the aquatic facility. As
further discussed in Note 16 to the financial statements, the City contributed to the construction of the
community gym; however, the asset belongs to the Bay Village City School District. In addition, the debt for
the City’s aquatic facility, which opened in 2003, is being paid from the City’s general obligation bond
retirement fund; however, the asset was capitalized in the swimming pool fund which is a business-type
activity. Therefore, in both circumstances, the governmental activity assets were reduced due to cash
outflows for assets that are not held in governmental activities.

At the end of the current year, the City is able to report positive balances in the nine categories of restricted
net assets, both for the government as a whole as well as for its separate governmental and business-type
activities.

During the current year, the total net assets of the City’s governmental activities decreased by $280,725. The
decrease was primarily due to an increase in total liabilities in 2004. The total net assets of the business-type
activities decreased by $492,076, which is primarily due to a decrease in cash and cash equivalents.

In order to further understand what makes up the changes in net assets for the current year, the following
table provides further details regarding the results of activities for the current year.
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Governmental Activities Business Type Activities
2004 2003 2004 2003

Revenues
Program Revenues

Charges for Services $621,844 $552,709 $1,753,443 $1,774,472

Operating Grants and Contributions 752,838 542,729 0 0

Capital Grants and Contributions 40,312 23,506 0 0
Total Program Revenues 1,414,994 1,118,944 1,753,443 1,774,472
General Revenues

Property Taxes 5,971,044 5,099,331 0 0

Municipal Income Taxes 4,325,970 4,442,591 0 0

Grants and Entitlements 3,142,734 3,225,642 0 0

Unrestricted Contributions and Donations 7,421 8,805 0 0

Interest 123,614 62,540 0 0

Miscellaneous 361,923 75,761 3,283 13,000
Total General Revenues 13,932,706 12,914,670 3,283 13,000
Total Revenues 15,347,700 14,033,614 1,756,726 1,787,472
Program Expenses
General Government 3,071,084 2,838,252 0 0
Security of Persons and Property 5,908,478 5,766,935 0 0
Public Health and Welfare 573,276 711,820 0 0
Transportation 2,095,783 1,964,736 0 0
Community Environment 797,815 726,697 0 0
Basic Utility Services 1,620,691 1,664,521 0 0
Leisure Time Activities 1,004,148 530,254 0 0
Intergovernmental 0 429,646 0 0
Interest and Fiscal Charges 489,775 376,280 0 0
Sewer 0 0 1,857,765 1,434,203
Swimming Pool 0 0 458,412 399,762
Total Program Expenses 15,561,050 15,009,141 2,316,177 1,833,965
Decrease in Net Assets

before Transfers (213,350) (975,527) (559,451) (46,493)
Transfers (67,375)  (1,629,628) 67,375 1,629,628
Decrease in Net Assets (280,725)  (2,605,155) (492,076) 1,583,135
Net Assets Beginning of Year 7,065,172 9,670,327 12,214,122 10,630,987
Net Assets End of Year $6,784,447 $7,065,172 $11,722,046 $12,214,122

The reduction in net assets was due to expenses exceeding revenues under full accrual basis of accounting.
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Governmental Activities

Several revenue sources fund our governmental activities with property tax and income tax being the largest
contributors. In 2004, property tax accounted for 38.9 percent of total revenues, and municipal income tax
accounted for 28.2 percent. The City’s municipal income tax rate of 1.5 percent has remained unchanged
since 1983. Grants and entitlements revenue totaling $3,142,734, accounts for 20.5 percent of total
governmental activity revenue. These funds are comprised of distributions from the State and county, the
majority of which was estate taxes.

Transportation expenses increased $131,047 from 2003 due to an increase in depreciation expense.
Operating grants and contributions increased due to the City receiving monies in 2004 from the Ohio
Department of Transportation (ODOT) for a joint project completed in 2003. The City was reimbursed
$160,970 for a portion of the project costs and the inspection costs. The reimbursement was received in June
2004.

Leisure Time Activities increased by $473,894 from 2003. The increase was due to operating costs for the
Community Gym which opened in March 2004 and general costs increases for maintenance and plant
materials for the City’s four parks and the rental facilities.

Intergovernmental expenses decreased by $429,646 from fiscal year 2003. As further described in Note 16,
the City’s portion of the joint operating agreement for the Community Gym was capped at $1,143,280. The
City fully met its obligation for its portion during 2003.

Security of persons and property, including the police and fire departments, accounted for $5,908,478 which
is 38 percent of total governmental activity expenses.

Table 3 presents a summary for governmental activities, to total cost of services and the net cost of providing
these services.

Table 3
Governmental Activities
Total Cost of Net Cost of Total Cost of Net Cost of
Services Services Services Services
2004 2004 2003 2003
General Government $3,071,084 $2,900,294 $2,838,252 $2,657,908
Security of Persons and Property 5,908,478 5,831,445 5,766,935 5,695,923
Public Health and Welfare 573,276 353,247 711,820 539,022
Transportation 2,095,783 1,417,434 1,964,736 1,503,164
Community Environment 797,815 724,229 726,697 674,291
Basic Utility Services 1,620,691 1,620,691 1,664,521 1,664,521
Leisure Time Activities 1,004,148 808,941 530,254 347,838
Intergovernmental 0 0 429,646 429,646
Interest and Fiscal Charges 489,775 489,775 376,280 376,280
Total $15,561,050 $14,146,056 $15,009,141 $13,888,593
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Charges for Services, Operating Grants and Contributions and Capital Grants and Contributions all reduce
the governmental activity expenses. For 2004, there was a difference of $1,414,994 between the Total Cost
of Services and the Net Cost of Services. The most significant contributing factors follow.

e General Government expenses were reduced by $170,790 from charges for services which were
derived primarily from cable franchise fees, facility rentals, and mulch sales.

e Security of Persons and Property expenses were reduced by $49,803 through charges for services
which consist of police fines and fees and court fines and fees from the Rocky River Municipal
Court which serves the City of Bay Village. Operating Grants and Contributions further reduced
these expenses by $27,230, the majority of which represents grants received by both the City’s
Police and Fire Departments.

e Public Health and Welfare expenses were reduced by $220,029. The expenses were mainly reduced
by charges for services revenue which consisted of building department fees and permits. 2004 is
the first full year under the new fee structure which was implemented during 2003.

e Transportation expenses were reduced by $678,349 which consists of State shared gasoline taxes and
vehicle registration fees.

e Leisure Time Activity expenses were reduced by $190,448 through charges for services for parks
and recreation programs and facility rentals.

Business-Type Activities

Charges for services are the primary source of revenue for the City’s sewer and swimming pool operations.
In 2004, the sewer fund expenses exceeded revenue by $424,157. The sewer rates charged to Bay Village
residential and commercial accounts have remained the same since 1997; therefore, revenue is relatively
consistent. However, expenses continue to increase due to rising costs for the City’s capital and operating
contributions to the Rocky River Wastewater Treatment Plant, a joint venture among four municipalities.

In June 2003 the City opened a new aquatic center which consists of a main pool with slide features, water
features and a toddler area as well as a separate diving pool. The new facility has an expanded capacity from
the old facility, and it also provides concession access from both the pool and the adjacent park area which
includes baseball diamonds, tennis courts, and a toddler playground. Revenue from charges for services
(pool pass sales, concession sales, and swimming programs) has remained consistent between 2003 and
2004. However, the operating expenses exceeded revenue by $135,294. This increase, which was
approximately $60,000 from the prior year, is mostly due to maintenance, acquisition of non-capital assets,
and utility costs.

Financial Analysis of the Government’s Funds

Information about the City’s governmental funds begins on page 18. These funds are accounted for by using
the modified accrual basis of accounting. All governmental funds had total revenues of $15,142,361 and
total expenditures of $17,798,302. The most significant fund is the general fund which had an unreserved
fund balance at year end of $1,686,057 compared to expenditures of $9,654,461. While revenues exceeded
expenditures by $1,004,424, the excess was transferred to other funds. These transferred funds enable the
City to fund other departments and capital improvements.

-9-
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General Fund Budgeting Highlights

The City’s budget is prepared according to Ohio law and is based on accounting for certain transactions on a
basis of cash receipts, disbursements, and encumbrances. The most significant budgeted fund is the General
Fund. The City amended its general fund budget at various times throughout 2004. All recommendations
for budget amendments are initially presented to the Finance Committee of City Council for review before
they are presented to the whole Council for Ordinance enactment on the change. Budgetary modifications
may only be made by ordinance of the City Council at the legal level of control. The general fund supports
many of the City’s major activities such as the Police and Fire Departments as well as most legislative and
executive activities. The general fund is monitored closely, looking for possible revenue shortfalls or
overspending by individual departments.

For the general fund, original budgeted revenues were $10,708,286. The final budgeted revenue amount was
$10,863,695. The most significant change was an increase in estimated revenue in Property and Other
Taxes, Municipal Income Taxes, and Intergovernmental Revenue. The original appropriations for the
general fund were $10,980,342. The final appropriations were $11,188,795.

e The general government increase was due to increased operating costs and a realignment of wages
between the service administration which is under general government and service garage wages

which is under basic utility services.

o The increase of security of persons and property was due to an increase of fire wages and overtime
costs and a decrease in police wages and benefits.

e The increase in public health and welfare was due to wage and benefit increases.
o The increase in transportation was the result of increased wages and decreased operating costs.

o The decrease in community environment was due to a decrease in wages and an increase in
operating costs.

e The increase in basic utility services was due to wage realignment between service administration

(general government) and service garage. This overall increase also includes a decrease in wage
costs in other basic utility departments and a decrease in operating costs in the service garage.

-10 -
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Capital Assets and Debt Administration
Capital Assets
Table 4
Capital Assets (Net of Depreciation)
Governmental Activities Business Type Activities Total
2004 2003 2004 2003 2004 2003
Land $412,101 $804,873 $40,000 $40,000 $452,101 $844,873
Construction in Progress 1,387,658 299,560 0 63,480 1,387,658 363,040
Land Improvements 365,062 123,587 836,507 875,984 1,201,569 999,571
Buildings 1,784,968 1,857,243 1,478,326 1,530,873 3,263,294 3,388,116
Machinery and Equipment 653,450 717,499 704,082 762,139 1,357,532 1,479,638
Vehicles 963,154 1,104,668 58,413 90,422 1,021,567 1,195,090
Infrastructure
Roads 2,745,918 2,481,888 0 0 2,745,918 2,481,888
Culverts 94,306 96,939 0 0 94,306 96,939
Traffic Signals 715,118 745,635 0 0 715,118 745,635
Sewer Lines 0 0 3,237,027 2,927,929 3,237,027 2,927,929
Total $9,121,735 $8,231,892 $6,354,355 $6,290,827 $15,476,090 $14,522,719

The City’s total capital assets for governmental activities increased in 2004 by $889,843. The increase
occurred because of an increase in construction in progress, an increase in land improvements for the Bradley
Park tennis courts, and an increase in valuations for the roads that were rehabilitated during 2004.

Total capital assets for business-type activities shows an increase of $63,528 from 2003. This total increase
is primarily the result of a decrease in vehicles after the City removed obsolete or irreparable vehicles from
service and an increase in sewer lines which represents the sewer rehabilitation project completed in 2004.
For additional information on capital assets, see Note 9.
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Debt

As of December 31, 2004, the City of Bay Village had $14,004,311 in bonds, loans, and notes outstanding
with $1,317,007 due within one year.

Table 5
Outstanding Debt at Year End

Governmental Activities Business Type Activities Total

2004 2003 2004 2003 2004 2003
General Obligation Bonds $11,486,201 $11,763,169 $450,000 $500,000 $11,936,201 $12,263,169
Special Assessment Bonds 24,000 32,000 0 0 24,000 32,000
OPWC Loan 0 0 544,110 578,117 544,110 578,117
Notes 1,500,000 0 0 0 1,500,000 0
Total $13,010,201 $11,795,169 $994,110 $1,078,117 $14,004,311 $12,873,286

The General Obligation Bonds are composed of 1) Various Improvement; 2) Street Improvement; 3)
Motorized Equipment; 4) Real Estate Acquisition; 5) Recreational Facility for the Aquatic Center; 6)
Recreational Facility for the Community Gymnasium; and 7) Police Station Improvement. Principal and
interest for these bonds are paid from tax money receipted into the debt service fund.

The Special Assessment Bonds consist of the Cahoon Road Street Improvement and Sidewalk Improvement
bonds. Principal and interest for these bonds are paid from the collection of special assessments by the

County Auditor.

The OPWC Loan is paid semi-annually from the sewer fund. This zero-interest loan will be paid in full in
the year 2020.

State statutes limit the amount of general obligation debt a governmental entity may issue to 10.5 percent of
total assessed valuation. The City’s overall legal debt margin was $36,043,411 on December 31, 2004.

The Notes are composed of 1) Police Station Improvement and 2) Park Improvement. The notes mature in
July 2005.

Note 14 of the Basic Financial Statements includes additional information about the City’s debt.
Current Financial Related Activities

The City of Bay Village remains committed to improving facilities and services and management continually
reviews and plans in relation to annual and projected budgets.

The City’s income tax rate of 1.5 percent has remained unchanged since 1983. During 2003 the County
Auditor reassessed property valuations, and as a result of the reassessments, during 2004 the City realized an
increase in property tax distributions from the County.

The City has adopted a street improvement plan. Since 1994, the City expended approximately $700,000

annually on maintenance and resurfacing projects. During 2004, thirty-three individual, or significant
portions of major roads, were addressed under the improvement plan.

-12-
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As previously noted, sewer rates have remained unchanged despite increasing capital and operating
contributions to the Rocky River Wastewater Treatment Plant. The City has been able to offset the costs by
reducing inflow to the Plant. This is primarily the result of the City’s sewer correction project which helps
eliminate inflow and infiltration to sanitary sewer lines. During 2004 the City completed a sewer project
which cost approximately $707,000. The project rehabilitated approximately 8,560 linear feet of eight and
twelve inch sanitary and storm sewers which also included rehabilitating approximately thirty manholes.

The City maintained its contract with Browning-Ferris Industries (BFI) for trash removal which assists in
maintaining service costs. The cost of trash removal is paid from revenue received from property tax
assessments; therefore, residents do not incur additional trash removal costs. The City’s service department
provides special pick-up services on an as-needed basis. The service department also handles leaf collection
between October and December.

The City continues to purchase vehicles and capital equipment on an annual basis as it has over the past five
years. Eighty-three percent of the Police Department vehicles are four years old or less. Three new police
vehicles were acquired in 2004, and in February 2005 City Council authorized the purchase of two new
vehicles. The primary fire 