Ohio Local Government

Management’s Discussion and Analysis

For the Year Ended December 31, 20CY
Unaudited


This sample is designed as a starting point for entities wishing to prepare modified cash basis financial statements that “look like” those required by GASB Statement No. 34.  It will require significant modification to display the chart of accounts used by your government and in order to reflect the financial activities that significantly affected your government’s financial position.  In this sample 20CY means current year and 20PY means prior year and would be replaced with the four digit current year (for example 2006) or four digit prior year (for example 2005).  The tables are embedded excel spread sheets.  To modify account titles and to enter numbers, just double click within the table and the spreadsheet will open in excel.  When the changes are complete, click outside the table and it will re-embed in the narrative.
This discussion and analysis of the Ohio Local Government’s financial performance provides an overall review of the Government’s financial activities for the year ended December 31, 20CY, within the limitations of the Government’s modified cash basis accounting.  Readers should also review the basic financial statements and notes to enhance their understanding of the Government’s financial performance.
Highlights
Key highlights for 20CY are as follows:


Net assets of governmental activities decreased $_________, or __ percent, a significant change from the prior year.  The fund most affected by the decrease in cash and cash equivalents was the General Fund, which realized the greatest burden of increased costs in 20CY; however, cost increases affected most funds.

The Government’s general receipts are primarily property and income taxes.  These receipts represent respectively __ and __ percent of the total cash received for governmental activities during the year.  Property and income tax receipts for 20CY changed very little compared to 20PY as development within the Government has slowed.

The water operation, the Government’s lone business-type activity, broke even for the year.

Other potential topics for discussion:  major construction project(s), significant debt issues, passage or failure of levies, expiration of a levy, development or recession and related growth or reduction in property values, new employee contracts, major grants, change in enrollment for schools, major change in costs such as health care, increase or decrease in number of employees.  Remember that disclosure in the MD&A is limited to currently known facts.
Using the Basic Financial Statements
This annual report is presented in a format consistent with the presentation requirements of Governmental Accounting Standards Board Statement No. 34, as applicable to the Government’s modified cash basis of accounting.
Report Components

The statement of net assets and the statement of activities provide information about the cash activities of the Government as a whole.

Fund financial statements provide a greater level of detail.  Funds are created and maintained on the financial records of the Government as a way to segregate money whose use is restricted to a particular specified purpose.  These statements present financial information by fund, presenting funds with the largest balances or most activity in separate columns.
The notes to the financial statements are an integral part of the government-wide and fund financial statements and provide expanded explanation and detail regarding the information reported in the statements.
Basis of Accounting

The basis of accounting is a set of guidelines that determine when financial events are recorded.  The Government has elected to present its financial statements on a modified cash basis of accounting.  This basis of accounting is a basis of accounting other than generally accepted accounting principles.    Under the Government’s modified cash basis of accounting, receipts and disbursements are recorded when cash is received or paid.
As a result of using the modified cash basis of accounting, certain assets and their related revenues (such as accounts receivable) and certain liabilities and their related expenses (such as accounts payable) are not recorded in the financial statements.  Therefore, when reviewing the financial information and discussion within this report, the reader must keep in mind the limitations resulting from the use of the modified cash basis of accounting.

Reporting the Government as a Whole
A discussion of the reporting entity might be appropriate here, especially if the Government has a significant component unit.
The statement of net assets and the statement of activities reflect how the Government did financially during 20CY, within the limitations of modified cash basis accounting.  The statement of net assets presents the cash balances and investments of the governmental and business-type activities of the Government at year end.  The statement of activities compares cash disbursements with program receipts for each governmental program and business-type activity.  Program receipts include charges paid by the recipient of the program’s goods or services and grants and contributions restricted to meeting the operational or capital requirements of a particular program. General receipts are all receipts not classified as program receipts.  The comparison of cash disbursements with program receipts identifies how each governmental function or business-type activity draws from the Government’s general receipts.

These statements report the Government’s cash position and the changes in cash position.  Keeping in mind the limitations of the modified cash basis of accounting, you can think of these changes as one way to measure the Government’s financial health.  Over time, increases or decreases in the Government’s cash position is one indicator of whether the Government’s financial health is improving or deteriorating.  When evaluating the Government’s financial condition, you should also consider other nonfinancial factors as well such as the Government’s property tax base, the condition of the Government’s capital assets and infrastructure, the extent of the Government’s debt obligations, the reliance on non-local financial resources for operations and the need for continued growth in the major local revenue sources such as property and income taxes. 

In the statement of net assets and the statement of activities, we divide the Government into two types of activities:

Governmental activities.  Most of the Government’s basic services are reported here, including police, fire, streets and parks.  State and federal grants and income and property taxes finance most of these activities.  Benefits provided through governmental activities are not necessarily paid for by the people receiving them.
Business-type activity.  The Government has one business-type activity, the provision of water.  Business-type activities are financed by a fee charged to the customers receiving the service.
Reporting the Government’s Most Significant Funds
Fund financial statements provide detailed information about the Government’s major funds – not the Government as a whole.  The Government establishes separate funds to better manage its many activities and to help demonstrate that money that is restricted as to how it may be used is being spent for the intended purpose.  The funds of the Government are split into three categories: governmental, proprietary and fiduciary.  
Governmental Funds - Most of the Government’s activities are reported in governmental funds.  The governmental fund financial statements provide a detailed view of the Government’s governmental operations and the basic services it provides.  Governmental fund information helps determine whether there are more or less financial resources that can be spent to finance the Government’s programs.  The Government’s significant governmental funds are presented on the financial statements in separate columns.  The information for nonmajor funds (funds whose activity or balances are not large enough to warrant separate reporting) is combined and presented in total in a single column.  The Government’s only major governmental fund is the General Fund.  The programs reported in governmental funds are closely related to those reported in the governmental activities section of the entity-wide statements.  We describe this relationship in reconciliations presented with the governmental fund financial statements.  
Proprietary Funds – When the Government charges customers for the services it provides, these services are generally reported in proprietary funds.  When the services are provided to the general public, the activity is reported as an enterprise fund.  The Government has one enterprise fund, the water fund.   When the services are provided to other department of the Government, the service is reported as an internal service fund.  The Government has one internal service fund to account for employee health-care claims.
Fiduciary Funds - Fiduciary funds are used to account for resources held for the benefit of parties outside the Government.  Fiduciary funds are not reflected on the government-wide financial statements because the resources of these funds are not available to support the Government’s programs. 
The Government as a Whole
Table 1 provides a summary of the Government’s net assets for 20CY compared to 20PY on a modified cash basis:
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Net Assets

Governmental Activities Business-Type Activities Total

20CY 20PY 20CY 20PY 20CY 20PY

Assets

Cash and Cash Equivalents $0 $0

Investments 0 0

Total Assets $0 $0 $0 $0 $0 $0

Net Assets

Restricted for:

  Debt Service

$0 $0

  Capital Outlay

0 0

  Other Purposes

0 0

Unrestricted

0 0

Total Net Assets

$0 $0 $0 $0 $0 $0


As mentioned previously, net assets of governmental activities decreased $ _____________ or ___ percent during 20CY.  The primary reasons contributing to the decreases in cash balances are as follows:
· Unanticipated slow growth in local tax receipts.  Over the last five years, new construction has resulted in increases in assessed valuation averaging over $_____________.  Due to the slowing economy, growth has been reduced to less than $_________.  Local wages have also not increased, resulting in little change in income tax receipts compared to last year. 
· Increases in salaries ranging from __% to __% based on current negotiated agreements.
· The Government had several streets that were in very poor condition that needed extensive repairs costing in excess of $_________.
· In 20CY, the Government made a balloon payment on debt for the new Government Hall in the amount of $________.
· Health benefit costs grew substantially as several employees experienced significant health problems.  Last year’s claims were $__________ while this year claims totaled $___________.
Table 2 reflects the changes in net assets on a modified cash basis in 20CY and 20PY for governmental activities, business-type activities and total primary government. 
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Changes in Net Assets

Governmental Business-Type

Activities Activities Total

20CY 20PY 20CY 20PY 20CY 20PY

Receipts:

Program Receipts:

  Charges for Services and Sales $0 $0

  Operating Grants and Contributions 0 0

  Capital Grants and Contributions 0 0

Total Program Receipts 0 0 0 0 0 0

General Receipts:

  Property and Other Local Taxes 0 0

  Income Taxes 0 0

  Grants and Entitlements Not Restricted 

     to Specific Programs 0 0

  Interest 0 0

  Miscellaneous 0 0

Total General Receipts 0 0 0 0 0 0

Total Receipts 0 0 0 0 0 0

 

Disbursements:

  General Government 0 0

  Security of Persons and Property: 0 0

  Public Health Services 0 0

  Leisure Time Activities 0 0

  Economic Development 0 0

  Basic Utilities 0 0

  Transportation 0 0

  Capital Outlay 0 0

  Principal Retirement 0 0

  Interest and Fiscal Charges 0 0

  Water 0 0

Total Disbursements 0 0 0 0 0 0

Excess (Deficiency) Before Transfers 0 0 0 0 0 0

Transfers 0 0

Increase (Decrease) in Net Assets 0 0 0 0 0 0

Net Assets, January 1, 20CY 0 0

Net Assets, December 31, 20CY $0 $0 $0 $0 $0 $0


Program receipts represent only ____ percent of total receipts and are primarily comprised of restricted intergovernmental receipts such as motor vehicle license and gas tax money, building permits and inspection fees and charges to Nearby Government for police services provided under contract.
General receipts represent __ percent of the Government’s total receipts, and of this amount, over __ percent are local taxes.  State and federal grants and entitlements make up the balance of the Government’s general receipts (__ percent).  Other receipts are very insignificant and somewhat unpredictable revenue sources.
Disbursements for General Government represent the overhead costs of running the Government and the support services provided for the other Government activities.  These include the costs of council, and the auditor, treasurer, and income tax departments, as well as internal services such as payroll and purchasing.  Since these costs do not represent direct services to residents, we try to limit these costs to __ percent of General Fund unrestricted receipts.
Security of Persons and Property are the costs of police and fire protection; Public Health Services is the health department; Leisure Time Activities are the costs of maintaining the parks and playing fields; the economic development department promotes the Government to industry and commerce as well as working with other governments in the area to attract new business; and Transportation is the cost of maintaining the roads.
Explain any significant variances.
Governmental Activities

If you look at the Statement of Activities on page __, you will see that the first column lists the major services provided by the Government.  The next column identifies the costs of providing these services.  The major program disbursements for governmental activities are for transportation and security of persons and property, which account for __ and __ percent of all governmental disbursements, respectively.  General government also represents a significant cost, about 8 percent.  The next three columns of the Statement entitled Program Receipts identify amounts paid by people who are directly charged for the service and grants received by the Government that must be used to provide a specific service.  The net Receipt (Disbursement) column compares the program receipts to the cost of the service.  This “net cost” amount represents the cost of the service which ends up being paid from money provided by local taxpayers.  These net costs are paid from the general receipts which are presented at the bottom of the Statement.  A comparison between the total cost of services and the net cost is presented in Table 3.
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Total Cost Net Cost Total Cost Net Cost

  of Services of Services of Services of Services

20CY 20CY 20PY 20PY

  General Government

  Security of Persons and Property

  Public Health Services

  Leisure Time Activities

  Economic Development

  Basic Utilities

  Transportation

  Capital Outlay

  Principal Retirement

  Interest and Fiscal Charges

Total Expenses $0 $0 $0 $0

Governmental Activities


The dependence upon property and income tax receipts is apparent as over __ percent of governmental activities are supported through these general receipts.
Explain any significant variances.

Business-type Activities

The water operation of the Government is relatively small and routinely reports receipts and cash disbursements that are relatively equal.  The infrastructure is beginning to age and the Government has begun discussing the need for major repairs and how these will be funded.  We have also received notification from the Ohio EPA that improvements may be necessary to satisfy new water quality standards.
The Government’s Funds
Total governmental funds had receipts of $_____________ and disbursements of $____________.  The greatest change within governmental funds occurred within the General Fund.  The fund balance of the General Fund decreased $____________ as the result of increased costs for salaries and benefits and not achieving anticipated growth in income and property tax receipts.
General Fund receipts were less than disbursements by $___________ indicating that the General Fund is in a deficit spending situation.  It was the recommendation of the finance committee and the administration that a reduction in disbursements was preferable to requesting additional funds from the taxpayers.  Some of these reductions have already been implemented for 20CY including cuts in park repairs and maintenance and reductions in office personnel.  These cuts will not eliminate the need for additional funds (or additional cuts) in the future if the growth in property and income taxes remains stagnant.
General Fund Budgeting Highlights
The Government’s budget is prepared according to Ohio law and is based upon accounting for certain transactions on a basis of cash receipts, disbursements, and encumbrances.  The most significant budgeted fund is the General Fund.

During 20CY, the Government amended its General Fund budget several times to reflect changing circumstances.  Final budgeted receipts were below original budgeted receipts due to unexpected slow growth in tax receipts.  The difference between final budgeted receipts and actual receipts was not significant.  

Final disbursements were budgeted at $___________ while actual disbursements were $___________.  Although receipts failed to live up to expectations, appropriations were not reduced.  The Government kept spending very close to budgeted amounts as demonstrated by the minor reported variances.  The result is the decrease in fund balance of $___________ for 20CY. 

Capital Assets and Debt Administration
Capital Assets
The Government does not currently keep track of its capital assets and infrastructure.  The Government has acquired a software package to accomplish this task and is in the process of entering the necessary information.  It is anticipated that this program will be fully functional for 20XX but reductions in staff may delay the implementation.
Debt
At December 31, 20CY, the Government’s outstanding debt included $_____________ in general obligation bonds issued for improvements to buildings and structures, and $___________ in capital leases for facilities and equipment.  For further information regarding the Government’s debt, refer to Note XX to the basic financial statements.

Current Issues
The challenge for all Governments is to provide quality services to the public while staying within the restrictions imposed by limited, and in some cases shrinking, funding.  We rely heavily on local taxes and have very little industry to support the tax base.  Our newly prepared financial forecast predicts a deficit for 20XX; therefore, the finance committee and the administration implemented a strategy to delay the deficit.  This plan became effective for 20XX.  We reviewed our sources of revenue and determined that increases were unlikely.  We then reviewed the disbursement history of the Government.  We have reduced planned park repairs and maintenance and have also reduced staffing levels in areas where we felt it would have the least impact on services.  All departments have been asked to reduce their spending for supplies by _______ percent.
Contacting the Government’s Financial Management
This financial report is designed to provide our citizens, taxpayers, investors, and creditors with a general overview of the Government’s finances and to reflect the Government’s accountability for the monies it receives.  Questions concerning any of the information in this report or requests for additional information should be directed to __________________, Clerk-Treasurer, Ohio Local Government, 10 South Court St., Local Government, Ohio 44458.
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		Changes in Net Assets

						Governmental								Business-Type

						Activities								Activities								Total

						20CY				20PY				20CY				20PY				20CY				20PY

		Receipts:

		Program Receipts:

		Charges for Services and Sales																				$0				$0

		Operating Grants and Contributions																				0				0

		Capital Grants and Contributions																				0				0

		Total Program Receipts				0				0				0				0				0				0

		General Receipts:

		Property and Other Local Taxes																				0				0

		Income Taxes																				0				0

		Other Taxes																				0				0

		Payments in Lieu of Taxes																				0				0

		Special Assessments																				0				0

		Grants and Entitlements Not Restricted

		to Specific Programs																				0				0

		Interest																				0				0

		Miscellaneous																				0				0

		Total General Receipts				0				0				0				0				0				0

		Total Receipts				0				0				0				0				0				0

		Disbursements:

		General Government																				0				0

		Security of Persons and Property:																				0				0

		Public Health Services																				0				0

		Leisure Time Activities																				0				0

		Economic Development																				0				0

		Basic Utilities																				0				0

		Transportation																				0				0

		Capital Outlay																				0				0

		Principal Retirement																				0				0

		Interest and Fiscal Charges																				0				0

		Electric																				0				0

		Water																				0				0

		Sewer																				0				0

		Trash																				0				0

		Total Disbursements				0				0				0				0				0				0

		Excess (Deficiency) Before Transfers				0				0				0				0				0				0

		Transfers																				0				0

		Increase (Decrease) in Net Assets				0				0				0				0				0				0

		Net Assets, January 1, 20CY																				0				0

		Net Assets, December 31, 20CY				$0				$0				$0				$0				$0				$0
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		Governmental Activities

						Total Cost				Net Cost				Total Cost				Net Cost

						of Services				of Services				of Services				of Services

						20CY				20CY				20PY				20PY

		General Government

		Security of Persons and Property

		Public Health Services

		Leisure Time Activities

		Economic Development

		Basic Utilities

		Transportation

		Capital Outlay

		Principal Retirement

		Interest and Fiscal Charges

		Total Expenses				$0				$0				$0				$0
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		Net Assets

				Governmental Activities								Business-Type Activities								Total

				20CY				20PY				20CY				20PY				20CY				20PY

		Assets

		Cash and Cash Equivalents																		$0				$0

		Investments																		0				0

		Total Assets		$0				$0				$0				$0				$0				$0

		Net Assets

		Restricted for:

		Debt Service																		$0				$0

		Capital Outlay																		0				0

		Other Purposes																		0				0

		Unrestricted																		0				0

		Total Net Assets		$0				$0				$0				$0				$0				$0






