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Execu0ve	  Summary	  	  
•  The	  City	  of	  Ba4le	  Creek	  con0nued	  its	  strong	  
results	  in	  2010,	  with	  increases	  in	  reserves,	  
declines	  in	  debt,	  and	  increases	  in	  fund	  
balances.	  

•  The	  main	  revenue	  sources	  all	  increased	  from	  
2009	  to	  2010.	  

•  Looking	  forward,	  the	  decline	  in	  the	  State	  
shared	  revenue	  that	  is	  being	  proposed	  will	  not	  
have	  a	  significant	  effect	  at	  all	  for	  2012	  
revenues	  and	  beyond.	  
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Statement	  of	  Net	  Assets:	  Big	  Picture	  

• The	  percentage	  of	  liabili0es	  is	  very	  low,	  indica0ng	  that	  the	  City	  has	  
very	  li4le	  debt.	  	  We	  will	  confirm	  this	  conclusion	  later.	  
• 	  Note	  the	  liability	  percentage	  got	  lower	  in	  2010;	  this	  is	  because	  no	  new	  
debt	  was	  issued,	  and	  some	  principle	  of	  debt	  was	  paid	  off.	  
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Statement	  of	  Net	  Assets:	  Government	  Ac2vi2es	  Only	  
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• 	  This	  table	  takes	  out	  the	  wastewater	  and	  water	  ac0vi0es	  
• 	  However,	  it	  s0ll	  reveals	  that	  the	  City	  has	  very	  li4le	  debt,	  and	  that	  the	  
amount	  of	  debt	  decreased	  in	  2010.	  



Components	  of	  Net	  Assets	  or	  Reserves	  
•  Net	  assets	  in	  the	  NPO	  sector	  are	  the	  equivalent	  of	  owner’s	  equity	  in	  the	  for-‐profit	  

sector.	  	  They	  are	  o[en	  referred	  to	  as	  reserves.	  There	  are	  several	  components	  of	  
net	  assets:	  
–  Net	  Assets	  invested	  in	  capital	  assets,	  which	  do	  not	  reveal	  any	  significant	  inference	  about	  an	  

NPO’s	  financial	  condi0on	  
–  Restricted	  net	  assets,	  which	  are	  those	  that	  are	  earmarked	  for	  specific	  purposes,	  but	  which	  

may	  be	  u0lized	  at	  the	  City’s	  discre0on.	  	  Some	  of	  these	  are	  expendable,	  and	  some	  are	  not	  
expendable.	  

–  Unrestricted	  net	  assets,	  which	  can	  be	  seen	  as	  a	  pure	  reserve	  fund	  for	  the	  City,	  to	  be	  used	  
without	  restric0ons.	  	  	  

•  Expendable	  net	  assets	  are	  the	  numerical	  sum	  of	  restricted-‐expendable	  net	  assets	  
and	  unrestricted	  net	  assets.	  	  These	  expendable	  net	  assets	  are	  the	  equivalent	  of	  
retained	  earnings	  in	  the	  for-‐profit	  sector.	  	  

•  The	  expendable	  net	  assets	  are	  those	  net	  assets	  that	  can	  be	  used	  for	  opera0ons	  or	  
to	  pay	  off	  debt	  of	  the	  city.	  	  Therefore,	  they	  are	  an	  indica0on	  of	  financial	  flexibility.	  	  
These	  expendable	  net	  assets	  do	  not	  represent	  a	  pot	  of	  cash;	  however,	  they	  
indicate	  that	  the	  City	  either	  has	  cash	  of	  this	  amount,	  or	  has	  access	  to	  cash	  in	  this	  
amount.	  	  	  

•  Expendable	  net	  assets	  are	  seen	  by	  the	  financial	  community	  as	  an	  important	  
measure	  of	  financial	  strength,	  which	  is	  why	  we	  will	  see	  these	  metric	  used	  in	  
several	  ra0os	  used	  by	  bond	  ra0ng	  agencies.	  	  

5	  



Reserves	  
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Total	  Net	  
Assets	  

=	   Invested	  in	  
Capital	  Assets	   +	  

Restricted	  
Net	  Assets	  

+	   Unrestricted	  
Net	  Assets	  

Expendable	   Non-‐expendable	  

Reserves	  or	  
Expendable	  
Net	  Assets	  

=	   Restricted	  
Expendable	  

+	   Unrestricted	  
Net	  Assets	  



Analysis	  of	  2010	  Reserves	  
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• The	  primary	  reserve	  ra0o	  =	  Total	  expendable	  net	  assets	  /	  Total	  Expenses	  
• 	  The	  level	  of	  reserves	  is	  very	  high,	  as	  we	  will	  see	  later	  when	  we	  compute	  the	  
Moody’s	  scores.	  
• A	  primary	  reserve	  ra0o	  of	  close	  to	  50%	  means	  that	  the	  City	  has	  almost	  6	  
months	  worth	  of	  expenses	  in	  reserve.	  This	  is	  much	  larger	  than	  other	  ci0es.	  
	  



Do	  These	  Reserves	  Represent	  Liquidity?	  YES!	  
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•  A	  current	  ra0o	  of	  between	  4	  and	  5	  is	  extremely	  high,	  and	  
demonstrates	  solid	  liquidity	  

•  The	  current	  ra0o	  increased	  significantly	  from	  2009	  to	  2010	  



History	  of	  Reserves	  
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•  The	  primary	  reserve	  ra2o	  is	  increased	  for	  2010,	  aGer	  declining	  for	  the	  last	  few	  years.	  	  
•  S2ll,	  the	  level	  at	  51%	  is	  very	  high;	  
•  The	  increase	  demonstrates	  that	  2010	  was	  a	  strong	  year	  for	  the	  City	  



Reserves	  and	  Debt	  
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• 	  The	  viability	  ra0o	  is	  defined	  as	  reserves	  (here,	  unrestricted	  net	  assets)	  
divided	  by	  debt	  
• 	  A	  viability	  ra0o	  over	  100%	  is	  considered	  extremely	  strong	  
• 	  Conclusions:	  

• 	  High	  level	  of	  reserves	  
• 	  Low	  level	  of	  debt	  



Reserves	  from	  a	  Fund	  Perspec0ve:	  Fund	  Balance	  

•  Ci0es	  are	  typically	  cons0tu0onally	  required	  to	  
balance	  the	  budget,	  and	  the	  budget	  is	  in	  the	  
General	  Fund	  and	  all	  funds.	  	  

•  For	  this	  reason,	  we	  need	  to	  examine	  reserves	  
and	  its	  rela0on	  to	  total	  expenses	  in	  both	  the	  
General	  Fund	  and	  all	  funds	  (there	  is	  no	  debt	  in	  
the	  fund	  balance	  sheet)	  

•  In	  the	  fund	  statements,	  we	  call	  reserves	  the	  
fund	  balance,	  and	  the	  “free”	  reserves	  are	  
unreserved	  fund	  balances.	  
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Fund	  Balance	  Sheet	  for	  2009	  and	  2010:	  
All	  Funds	  
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• 	  From	  a	  fund	  perspec0ve,	  reserves	  are	  very	  strong.	  
• 	  There	  was	  a	  significant	  increase	  of	  $1.7	  million	  in	  the	  unreserved	  fund	  balance	  
from	  2009	  to	  2010.	  
• 	  The	  City	  will	  try	  and	  claim	  that	  some	  of	  the	  unreserved	  fund	  balance	  is	  
“designated.”	  	  However,	  	  the	  City	  can	  reverse	  those	  decisions	  at	  its	  discre0on.	  	  If	  
the	  reserves	  were	  truly	  irreversible,	  the	  outside	  auditors	  would	  put	  them	  in	  the	  
reserved	  category.	  	  	  



Fund	  Balance	  Sheet	  for	  2009	  and	  2010:	  
General	  Fund	  Only	  
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•  As	  with	  all	  the	  funds,	  the	  unreserved	  fund	  balance,	  which	  is	  the	  measure	  of	  
reserves	  that	  the	  City	  believes	  is	  most	  relevant,	  increased	  from	  2009	  to	  2010	  

•  The	  ra2o	  of	  unreserved	  fund	  balance	  to	  total	  assets	  (47%)	  is	  extremely	  high,	  
and	  is	  far	  above	  the	  recommended	  level	  of	  5	  to	  15%	  



Fund	  Reserves	  Compared	  to	  Total	  Fund	  Expenditures	  
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• A	  ra0o	  of	  between	  5%	  and	  15%	  is	  considered	  solid,	  as	  the	  next	  slide	  
demonstrates	  
• 	  For	  the	  General	  Fund,	  Ba4le	  Creek	  is	  at	  18%	  and	  increased	  from	  2009	  
to	  2010	  



Decline	  in	  Fund	  Expenditures	  from	  2009	  to	  2010	  

•  Total	  Fund	  Expenditures	  declined	  from	  
approximately	  $66	  million	  in	  2009	  to	  $58	  
million	  in	  2010.	  	  This	  main	  reasons	  for	  the	  
$8.0	  million	  decline	  was	  due	  to:	  
– $5.3	  million	  decline	  in	  highway	  and	  road	  	  
– $2.4	  million	  decline	  in	  general	  government	  
– $0.8	  million	  decline	  in	  parks	  and	  recrea0on	  
– $0.2	  million	  decline	  in	  public	  safety	  
– $0.9	  million	  increase	  in	  community	  development	  
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Unreserved	  Fund	  Balances	  Are	  Available	  

•  From	  page	  3	  of	  the	  2010	  Management	  Discussion	  
and	  Analysis	  of	  the	  Audited	  Financial	  Statements,	  
the	  City	  said	  the	  following	  (emphasis	  as	  reported)	  

•  “As	  of	  the	  close	  of	  the	  current	  fiscal	  year,	  the	  
City’s	  governmental	  funds	  reported	  combined	  
ending	  fund	  balances	  of	  $11,461,108,	  an	  increase	  
of	  $170,699	  in	  comparison	  with	  the	  prior	  year.	  
Approximately	  89	  percent	  of	  this	  total	  amount,	  
or	  $10,153,635,	  is	  available	  for	  spending	  at	  the	  
government’s	  discre0on	  (unreserved	  fund	  
balance).”	  
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Revenues	  and	  Expenses:	  Total	  Primary	  Government	  
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Revenues	  and	  Expenses:	  Government	  Ac2vi2es	  Only	  
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Revenues	  and	  Expenses	  Closer	  to	  Cash	  Flows:	  	  
Effect	  of	  Non-‐Cash	  Deprecia0on	  
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•  The	  change	  in	  net	  assets	  here	  is	  closer	  to	  cash	  flows,	  as	  non-‐cash	  
deprecia0on	  expense	  is	  added	  back	  

•  The	  results	  are	  be4er	  in	  2010	  than	  in	  2009	  



Revenues	  and	  Expenses	  Net	  of	  Deprecia2on:	  
Government	  Ac2vi2es	  Only	  
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Analysis	  of	  Revenues	  and	  Expenses	  
•  It	  appears	  as	  if	  the	  City	  of	  Ba4le	  Creek	  is	  running	  
a	  deficit	  each	  year	  

•  However,	  the	  City	  has	  a	  total	  of	  over	  $16	  million	  
of	  deprecia0on	  expense	  each	  year,	  which	  does	  
not	  use	  any	  cash.	  

•  Therefore,	  if	  we	  add	  back	  the	  non-‐cash	  
deprecia0on	  expense	  (which	  is	  very	  common),	  
we	  get	  a	  different	  picture	  of	  how	  well	  the	  City	  is	  
doing.	  	  That	  is	  why	  they	  have	  so	  much	  cash	  on	  
hand;	  they	  are	  genera0ng	  solid	  amounts	  of	  cash	  
each	  year.	  
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Revenues	  and	  Expenditures:	  Fund	  Basis	  
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• 	  On	  an	  all	  funds	  basis,	  it	  appears	  as	  if	  there	  is	  an	  annual	  deficit	  
• 	  However,	  the	  General	  Fund	  is	  running	  a	  large	  surplus	  each	  year	  
• 	  This	  analysis	  omits	  transfers	  and	  debt	  issuances,	  as	  these	  are	  not	  
revenues	  nor	  expenditures	  based	  on	  standard	  accoun0ng	  principles	  –	  and	  
the	  numbers	  are	  exactly	  as	  reported	  in	  pages	  109	  to	  112	  of	  the	  2009	  CAFR	  
• 	  The	  firefighters	  are	  part	  of	  the	  General	  Fund	  



Moody’s	  Ra0o	  Analysis	  
•  Moody’s	  uses	  three	  ra2os	  to	  judge	  the	  financial	  
condi2on	  of	  public	  en22es.	  	  Then	  a	  composite	  
score	  is	  compiled	  based	  on	  these	  3	  ra2os:	  

•  Primary	  Reserve	  Ra2o	  
– Are	  there	  sufficient	  reserves?	  

•  Viability	  Ra2o	  
–  Is	  there	  too	  much	  debt?	  

•  Net	  Income	  Ra2o	  
– Are	  revenues	  and	  expenses	  in	  line	  with	  each	  other?	  
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Moody’s	  Ra0o	  Defini0ons	  
•  Primary	  reserve	  ra9o:	  Expendable	  net	  assets	  
divided	  by	  total	  opera0ng	  expenses.	  	  

•  Viability	  ra9o:	  Expendable	  net	  assets	  divided	  
by	  debt.	  	  

•  Net	  Income	  Ra9o:	  Change	  in	  total	  net	  assets	  
divided	  by	  total	  revenues.	  

•  Final	  Score	  =	  	  
50%	  *	  Primary	  Reserve	  Ra0o	  +	  	  
30%	  *	  Viability	  Ra0o	  +	  	  
20%	  *	  Net	  Income	  Ra0o	  
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Moody’s	  Ra0ngs	  	  
•  There	  has	  not	  been	  an	  update	  since	  April	  23,	  
2010.	  	  	  

•  The	  ra0ngs	  are	  now	  the	  ra0ngs	  are	  now	  Aa2	  
and	  Aa3,	  as	  of	  April	  23,	  2010	  

•  The	  ra0ngs	  as	  of	  February,	  22,	  2010	  were	  A1.	  
•  h4p://v3.moodys.com/page/ataglance.aspx?
orgid=600024873,	  	  

•  This	  is	  outside	  confirma0on	  that	  the	  City	  is	  
doing	  very	  well	  financially	  
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City	  of	  Ba4le	  Creek	  Moody’s	  Scores	  
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• 	  A	  score	  of	  3.9	  is	  considered	  very	  solid	  
• 	  The	  net	  income	  ra2o	  is	  low,	  but	  it	  includes	  deprecia2on	  expense;	  if	  
this	  was	  taken	  out,	  the	  composite	  scores	  would	  be	  above	  4.	  



Revenue	  Dollar	  Analysis	  
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• 	  Property	  tax	  revenues	  have	  increased	  every	  year.	  
• 	  Income	  tax	  revenue	  increased	  from	  2009	  to	  2010	  
• 	  The	  charges	  and	  grants	  for	  Gov	  are	  from	  the	  State,	  as	  well	  as	  from	  parks	  and	  recrea0on	  
• 	  The	  charges	  for	  biz	  are	  mostly	  related	  to	  wastewater	  and	  water	  



Revenue	  Percentage	  Analysis	  

28	  

• 	  This	  table	  is	  very	  important,	  as	  it	  indicates	  that	  the	  financial	  health	  of	  
the	  City	  is	  not	  overly	  reliant	  on	  property	  taxes	  
• With	  this	  diversity	  of	  revenue	  sources,	  any	  decline	  in	  one	  source	  will	  not	  
have	  a	  significant	  detrimental	  effect	  on	  the	  City’s	  financial	  condi0on	  



Revenue	  Dollar	  Analysis:	  General	  Fund	  Only	  
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• 	  Property	  taxes	  increased	  every	  year	  
• 	  Income	  taxes	  declined	  from	  2008	  to	  2009,	  but	  increased	  from	  2009	  to	  2010	  



Revenue	  Percentage	  Analysis:	  General	  Fund	  Only	  
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• 	  Though	  property	  taxes	  are	  a	  larger	  percentage	  of	  total	  revenues	  than	  with	  
the	  total	  primary	  government,	  they	  are	  s0ll	  not	  the	  majority	  revenue	  source	  
• 	  The	  intergovernmental	  revenue	  contains	  the	  revenues	  from	  Lansing,	  and	  
we	  will	  see	  that	  this	  decline	  has	  not	  been	  detrimental	  to	  the	  City	  



General	  Fund	  Revenues	  for	  2006	  to	  2011	  
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•  The	  20-‐11	  data	  is	  budget	  data	  
•  Note	  that	  2011	  total	  revenues	  are	  budgeted	  to	  be	  above	  2010	  levels	  
•  Property	  taxes	  and	  ncome	  taxes	  decline	  very	  slightly	  for	  2011,	  but	  are	  steady	  



Intergovernmental	  Revenues	  
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•  In	  2010,	  the	  state	  shared	  revenue	  was	  well	  below	  budget,	  and	  wound	  up	  at	  1.8	  
million.	  	  In	  2012,	  even	  if	  the	  full	  33%	  cut	  in	  the	  state	  shared	  statutory	  revenue	  
is	  met,	  the	  most	  the	  City	  will	  be	  hit	  is	  600,000	  

•  In	  fact,	  the	  hit	  will	  likely	  be	  less	  than	  this,	  because	  if	  certain	  performance	  
measures	  are	  met,	  the	  cut	  will	  be	  smaller.	  

•  Conclusion:	  The	  Governor’s	  reduc0on	  will	  not	  affect	  the	  City	  significantly	  



General	  Fund	  Revenues	  vs.	  Expenditures	  
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•  General	  Fund	  revenues	  exceed	  general	  fund	  expenditures	  by	  around	  $5	  
every	  year.	  

•  This	  matches	  the	  government-‐wide	  results	  when	  we	  take	  out	  deprecia0on	  
expense,	  which	  is	  not	  a	  GF	  expenditure	  

•  This	  demonstrates	  the	  strength	  of	  the	  City’s	  opera0ng	  performance	  



Fire	  Department	  Costs	  
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• 	  Fire	  department	  expenses	  are	  less	  than	  10%	  of	  all	  expenses,	  and	  20%	  of	  
general	  fund	  expenditures.	  
• Fire	  department	  expenses	  increased	  2.9%	  from	  2009	  to	  2010	  
• 	  These	  costs	  are	  clearly	  not	  driving	  the	  City’s	  financial	  situa0on	  



What	  Will	  a	  1%	  Increase	  in	  Fire	  Department	  
Costs	  Mean?	  
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• 	  A	  1%	  increase	  in	  total	  fire	  department	  costs	  will	  cost	  very	  li4le;	  
• 	  A	  1%	  increase	  would	  lead	  to	  less	  than	  a	  1/10th	  of	  1%	  increase	  in	  total	  
expenses,	  and	  only	  2/10th	  of	  1%	  increase	  in	  General	  Fund	  expenditures	  



Fire	  Department	  Costs	  are	  Less	  than	  Budgeted	  
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• 	  Each	  year,	  the	  City	  seems	  to	  budget	  expenses	  higher	  than	  actual.	  	  This	  
con0ngency	  is	  just	  a	  cushion	  or	  profit	  built	  into	  the	  budget.	  	  
• 	  In	  2010,	  total	  expenditures	  were	  $1	  million	  below	  budget	  
• The	  actual	  fire	  department	  costs	  were	  significantly	  below	  budget	  in	  both	  
2009	  and	  2010	  
• 	  If	  this	  over-‐budge0ng	  is	  common,	  then	  the	  ability	  to	  pay	  fire	  department	  
costs	  is	  more	  than	  is	  being	  portrayed	  by	  the	  City	  



Conclusions	  
•  The	  City	  of	  Ba4le	  Creek	  is	  in	  strong	  financial	  condi0on.	  	  This	  is	  demonstrated	  by:	  

–  Strong	  level	  of	  reserves	  
–  Low	  level	  of	  debt	  
–  Revenues	  greater	  than	  expenses	  when	  deprecia0on	  is	  added	  back	  
–  Diversity	  of	  revenue	  sources	  
–  Strong	  ra0ngs	  by	  outside	  credit-‐ra0ng	  agencies	  
–  Fire	  department	  costs	  that	  are	  a	  small	  component	  of	  total	  expenses	  
–  Fire	  department	  costs	  that	  were	  much	  less	  than	  budgeted	  in	  2009	  and	  2010	  

•  The	  City	  will	  claim	  that	  the	  future	  is	  bleak,	  due	  to	  declining	  property	  tax	  and	  
income	  tax	  revenues.	  	  However,	  we	  have	  yet	  to	  see	  a	  significant	  decline	  through	  
the	  2011	  budget.	  

•  As	  to	  our	  predic0ons	  of	  the	  future,	  what	  we	  do	  know	  is	  that	  as	  of	  June	  30,	  2010,	  
the	  City	  of	  Ba4le	  Creek	  is	  in	  strong	  financial	  condi0on	  

•  The	  decline	  in	  State	  statutory	  revenue	  sharing	  will	  not	  have	  a	  significant	  effect	  on	  
the	  City	  in	  2012.	  
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