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Guiding Principle for Enterprise Funds

Self-sufficiency

Revenues collected = Costs expended
Avoid or minimize transfers



Tools you can use

Monitor finances against the budget
Monitor collections
Track financial performance indicators



Examples of what you can assess with financial
performance indicators

Is your utility self-sufficient? Operating Ratio
Are you able to cover your debt service Debt Service
after paying for your day-to-day operations? Coverage Ratio

If your customers stop paying their bills,

how long can you maintain operations? Days Cash on Hand

garggi)ig;:};stem meet its short-term Quick / Current Ratio

How much of your utility’s expected life has P :
ercent Depreciated
already run out (and how much is left)? P

These indicators (and more) focus mostly on current revenues and expenses.
Need to consider future costs as well.



Whiteboard video: financial benchmarking

https://www.youtube.com/watch?v=pfsObrT jkU

Part of a series of whiteboard videos at this link
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https://efc.sog.unc.edu/project/defining-resilient-business-model-water-utilities
https://efc.sog.unc.edu/project/defining-resilient-business-model-water-utilities

Where to Find Data

Local governments:

annual audited financial
statements

Non-governments:

balance sheets,
shareholder reports,
annual reports, etc.
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What are Audited Financial Statements (“Audits”)?

G.S. 159-34 requires all local governments to prepare an annual
independent audit of its finances.

Auditors prepare and submit reports.

The auditors do not opine on the financial condition of the local
government. However, you can use the information in the audits
to make an assessment.



Audited Financial Statements (“Audits”)

You will need all of the following:
Statement of Net Position
Statement of Revenues, Expenses & Changes in Net Position
Statement of Cash Flows

Explanations in the Notes could be helpful.

(Note: all are in accrual basis of reporting)



Operating Ratio

Total Operating Revenues

Total Operating Expenses

Calculate two numbers:

one including depreciation in total operating expenses,

and one excluding depreciation.

Aim to exceed well over 1.0
http://efc.web.unc.edu/2015/02/27/operating-ratio/



http://efc.web.unc.edu/2015/02/27/operating-ratio/

Operating Ratio

Including Depreciation

Statement of Revenues, Expenses and Changes in Fund Net Position

Enterprise Funds
Water and Sewer

QFERATING REVENUES

Charges feor services $ 444,231
Grants 0 @
Tut-al operat:. ng revenues 444,231 =

QPERELTIHG E}EPENSES .

Personnel services 178,885
Contractural services 63,808
Other supplies and expense 126,202
Depreciation 142,463 -~
Total gperating expenses 511,448 =
Olgarating income (loss) (67,217}
$444,231

Operating Revenues (1)

1a.

0.8

| 4511448

Operarmg Expenses (including depreciation) (2)




Operating Ratio

Excluding Depreciation

Statement of Revenues, Expenses and Changes in Fund Net Position

Enterprise Funds
Water and Sewer

QFERATING REVENUES

Charges feor services $ 444,231
Grants 0 @
Total operating revenues 444,231 =

®oy

OPERATING EXPENSES

Personnel services 178,885
Contractural services 63,808
Other supplies and expense 126,202 -
Depreciation 142,463
Total gperating expenses 511,448 =
Operating income (loss) __ (67,217) OE .#511,448
-Dep $142,463
$444,231
Operating Revenues (1)
1b. = 1.20
£368,985

Operating Expenses (excluding depreciation) (2-3)



Cashflow from Operating Activities

— Operating Revenues

— (Operating Expenses Excluding Depreciation)
— Changes in receivables, prepaid assets, inventory
and payable balances that affect cash balances

Aim for well over >$0
Should aim for > debt service + whatever you need to build in reserves that year



Cashflow from Operating Activities

Statement of Cash Flows

Enterprias Funds
Weter and Sewer

ChSH FLOWS FROM OPERATING ACTIVITIES

Feceipts from customers ] 437,947
Payments to suppliers {187, 296)
Pavments to emplovees (178,825

Wet cash provided by operating activities 71,766

CRSH FLOWS PROM MOMOAPITAHL
FINANCING ACTIVITIES

Tranafers in [(out] {60,000}
MNet caah {used) by noncapital |
filnancing activitias {60,000}

CRSH FLOWS FROM CAPITAL AND RELATED
FINAHMCING ACTIVITIES

Loan procesds 0
Purchasges of capital assets [ 3%,841)
Principal paid on capital debt ( 43,655)) @
Interest pald on capital debt [ 35,128)

Met cash (used) by capital and
related financing activities (124, 8624)



Debt Service Coverage Ratio

__ Total Operating Revenues — Operating Expenses (excluding depreciation)

Principal + Interest Payments on Long Term Debt

Bond covenants may specify a minimum target
(usually 1.1 or 1.2 or higher)

http://efc.web.unc.edu/2015/04/23/debt-service-coverage-ratio/



http://efc.web.unc.edu/2015/04/23/debt-service-coverage-ratio/

Debt Service Coverage Ratio

Statement of Cash Flows

Entarprisa Funds

Water and Sewer

CRSH FLOWS FROM OPERATING ACTIVITIES

Beceipts from customers 3 437,947
Payments to suppliers {187, 298)
Payments to employees o __i{178,885)

Wat cash provided by operating activities 71,766

CA3H FLOWZ FROM HOMCAPITAL
FINANCING ACTIVITIES

Transfers in (out) {60, 000}
Net caah {used) by noncapitsl
financing activities {60, 000}

CARSH FLOWS FROM CAPITAL AND RELATED
FINAHNCING ACTIVITIES

Loan proceeds v]
Purchages of capital assets [ 3%,841)
Frincipal paid on capital debt { 48,653)
Interest paid on capital debt [ 35,128)
Wet cash (used) by capital and
related finanecing activities (124, B24)

H444,021 . $268,985]

Operating Revenues (1)  Operating Expenses (2-3)
(excluding depreciation)

=/ 089

24,782 | <«

Principal & Interest on Long-Term Debt (4)

£49,655

$35,128



Surplus/Deficit with Debt

= Operating Revenues
— (Operating Expenses Excluding Depreciation)
— Debt service payment

Aim for >$0
Should aim for > whatever you need to build in reserves that year



Days of Cash on Hand

Unrestricted cash and cash equivalents

(Operating Expenses excluding depreciation) / 365

Aim for > what you need to hold in reserve for emergencies, cashflow fluctuations,
unexpected revenue losses, ability to cover ? days or months of costs without rev.

http://efc.web.unc.edu/2015/06/24/days-cash-on-hand/



http://efc.web.unc.edu/2015/06/24/days-cash-on-hand/

Days of Cash on Hand

Statement of Net Position

ASSETS

Current assets
Cash
Restricted cash
Receivables, net
Total current assets

Capltal assets
Land and 1mprovaments
Distribution and collection systems

Buildings
Legs accumulated depreczation

Total capital assets

Total Assets

$107 706

Unrestricted Cash & Cash Equivalents (5)

Enterprige Funds

Water and Sewer

107,706 "@

176,424 -
41,870 =(6)

326,000

10,229
5,732,845
503,398

{2,514, 833)

3z731‘53?
$ 4,057,539

107

 $368,985 | /365

Operating Expenses (excluding depreciation) (2-3)



Current Ratio

Unrestricted cash and cash equivalents + Receivables, net + inventory/assets to be liquidated soon

Current Liabilities

Quick Ratio

__ Unrestricted cash and cash equivalents + Receivables, net

Current Liabilities (that will be paid with current assets)*

*Revenue anticipation notes for USDA debt excluded from current liabilities

Aim to exceed well over 1.0
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/



http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/

Quick Ratio

$107,706 | +

$41,870

Unrestricted Cash &
Cash Equivalents (5)

Receivables, net (6)

$108,390

Current Liabilities (7)

1,38 Statement of Net Position

Enterprise Funds
Water and Sewer

ASSET?

Current assets . _,.@
Cash 107,706
Restricted cash 176,424
Receivables, net ' 41,870 .

Total current assets 326,000
Capitalassets
Land and improvements 10,229
Distribution and cellecticn systems 5,732,848
Buildings 503,398
Less accumulated depreciation (2,514,333}
Total capital assets _ .3¢731,538
Total Assets ' $ 4,057,539
LIRBILITIES
Current liabilities
Rccounts payable ' & 9,311
Customer deposits 44,228

Bonds payable current 54,850
Total current liabilities 108,320 =



Days Sales in Receivables

= Net Customer Accounts Receivable

Charges for services / 365

Then compare to # of days in billing period



Days Sales in Receivables

= Net Customer Accounts Receivable *41/87 0

24,4 dags

Charges for services / 365 $444,231/ 365

Statement of Net Position Statement of Revenues, Expenses and Changes in
Fund Net Position

Enterprise Funds
Water and Sewer

Enterprise Funds

ASSETS Water and Sewex
Curreht ‘assets . ‘,@
gzsh . , igérigj QPERATING REVENUES $ 44,231
stricted cas : r i 4
rvices
Receivables, net : 41,870 - gﬁ:ﬁg:s fozr se ! 0
TOE?J.' gurrent sssete — 328,000 Tokal operating revenues _ 444,231 "‘"@
Capitai’fas,;gets T T
Land and improvements 10,229 OFERATING EXPENSES
Distribution and collecticn systems 5,732,845 Personnel services 178,885
Buildings tated 4 . ) 222'333, Contractural services €3,898
Less accumulated depreciation _ {2,514, Other supplies and expense 126,202
Total capital assets 35'?31.‘53:‘9 Depreciation 142 453"
- . —
Total Assets $ 4,057,539 Total gperating expenses 511,448
s Operating income {loss) 67,217)
LIABILITIES : LE A .



Percent Depreciated

Accumulated Infrastructure Depreciation Expense

Total Gross Value of Depreciable Assets

*Caveat — This indicator is only as good as your depreciation schedule, and
even then historic pricing is likely to distort the results.



X

X

Example

Indicator _________________|Value | Target (greater than...

Operating ratio (incl. depreciation) 0.87 >1.0 (not enough) or >1.1 or higher

Operating ratio (excl. depreciation) 1.20 >1.0 (not enough) or >1.1 or higher

Cashflow from operating activities + $71,766 >%0

Debt service coverage ratio 0.86 See bond covenant (>1.1? >1.27)

Surplus/deficit with debt - $9,537 >$0

Days cash on hand 107 ? (up to you - aim for well over >90)

Quick ratio 1.38 >1.0 (not enough) or >1.1 or higher

Days sales in receivables 34.4 Not much higher than number of days
between meter reading and cut-off date

Percent depreciated X ? (try to be <50% at least)

Is 1t too much?
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https://efc.sog.unc.edu/resource/north-carolina-water-and-wastewater-rates-dashboard

Caution: Don’t Just Look at Last Year

New Example:
Last fiscal year’s ratios show

Operating ratio = 1.02 v
Debt service coverage ratio = 1.15

Days cash on hand = 145 v/
Current ratio = 1.20 vd

Potential conclusion: “we’re doing well”



Consider Trends in the Last 5 Years

Did you generate the revenues needed to pay for O&M and a little for capital?

Assessment for Example utility

Did you generate the revenues needed to pay for O&M by itself?

Did you generate the revenues needed to pay for O&M and existing debt service?

2.00 -
1.80
1.60 4
1.40
1.20

Operating Ratio, including depreciation

100
0.80 -
0.60
0.40 -
0.20
0.00

2012

2013 2014 2015 2016

2.00
1.20

140
120
1.00
0.80
0.60
0.40
0.20
0.00

1.60

Operating Ratio, not including depreciation

f'"“‘--.____

2012 2013 2014 2015 2016

2.50 -

2.00

1.50 -

Debt Service Coverage Ratio

- E—Y
1.00 - '_—__'_—._-——'—_'
[
0.50 -
0.00 . . . !
2012 2013 2014 2015 2016

Did you have enough liquidity to pay your current liabilities at the end of the year?

How many days could you continue to operate the utility with the cash levels avail

able?

2.00 -
1.80 -
1.60 -
1.40 -
1.20 -
1.00 -
0.80 *
0.60 -
0.40 -
0.20 -
0.00

Quick Ratio

2012

2013 2014 2015 2016

300

250

200

150

100

50

Days Cash on Hand

2012 2013 2014 2015 2016




Key:  Bryson Clly

Rusgenil Ol 2212021 1038:51 PM

Resource Flow
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Interperiod equity measures whether or mol a local
povemment lived within s financial maans. The iolal
mangin ratio - iotal fnancial ressurces divided by tolal
linangial obligations - is usad 1o analyze this dimension of
resource flow.

Financial performancs shows how much a government's
financial posiion improved of delerorated &s a result of
resource flow. The percant change in net position s
calculaled &s the change in net position divided by net
position, beginming.

Sell-sufficsency addresses the extent io which charges
for sendces covered otal expenses. The charge-io-
expense ratie is calculated as charges for senvces
divided by total expenses.

Financing obligaton looks ab service fexidity by
determining the amount of olal expenses commibied 1o
annual debl sarvice. The debl sarvice ratio s calculabad
&8 annual dabl sendos dividad by tolal expenses.

Liguidity measures a govermnments abiity to mest its
short-tarm obligatons. The quick ratio—cash &
investments divided by curment kabilities—s used to
analyze this dimension of resounce shock.

Solvency Massues a govemments abiity 1o meet long-
term ebligations. The net position ratio is caleulated as
unresthcbed ned position divided by total liabdbes.

Leverage messunes the axtant to which tolal assets ane
financed with long-termn debt. The debi-io-assets rabo =

calculated &5 long-term dabl divided by iolal assats.

Capital iz the condilion of capital assats as defined by
their remaining useful lite. The capital assats condtion
ratio is calculated as accumulated depreciation divided
by capital assets being depreciated. This resull is then
subtracted from one.

Benchmark your Enterprise
Fund over 5 years on the
Local Government
Commission’s Financial
Reports and Analysis Tools

https://logos.nctreasurer.com/Reporting/Report/Ex

ternal?applicationCode=BMT



https://logos.nctreasurer.com/Reporting/Report/External?applicationCode=BMT

Key
[1]
121
[3]
[4]
[4b]
[5]
[6]
[7]
[8]
[9]

Financial Health Checkup for Water Utilities

http://efc.sog.unc.edu

or http://efcnetwork.org

Find the most up-to-date version in Resources / Tools

Free, simplified Excel tool allowing you to track and benchmark financial
performance metrics for your water/sewer fund in the past 5 years

Fiscal Year End

Instructions

Enter as shown in the Total Operating
Enter as shown in the Total Operating
Depreciation and amortization are liste
Enter $0 if there were no debt service |
Enter 50 if there were no debt service |
Total Current Assets minus all inventor
Total Current Liabilities minus all refur
Unrestricted Cash & Investments (and
Total accumulated depreciation on cap
Enter the total value of capital assets b

Did you generate the revenues needad to pay for &M and existing debt service?

Debt Service Coverage Ratio

Field in the financial statement/CAFR 2010 2011 2012 2013 2014
Total Operating Revenues S 2,341,857 | & 2,556,399  § 2,271,777 | § 2,334,236 | § 2,501,286
Total Operating Expenses s 2,229,208 5 2,403,938 & 2,565,282 | § 2,555,504 | § 2,740,266
Depreciation & Amortization Expenses S 362,047 | S 490,007 | § 569,998 § 568,179 S 534,000
Debt Principal Payments s 185,000 5 279,242 | § 333,558 S 132,742 | & 436,459
Debt Interest Payments S 84,859 § 81,330 $ 72,808 S 71,620 S 55,535
Current Assets, excluding inventories, restricted cash, prepaids ~ § 2,986,691 S 3,565,601 | $ 3,266,234 | § 3,050,573 | § 2,941,629
Current Liabilities, excluding deposits & bond anticipation notes  $ 757,776 | 5 776,266 & 495555 § 656,257 & 547,019
Unrestricted Cash & Investments S 1,961,851 & 2,883,569 § 2,411,154 | § 2,273,697 | & 2,415,013
Total Accumulated Depreciation s 5,125,329 S 5,520,510 § 7,661,024 % 8,229,207 S 8,763,207
Total Depreciable Capital Assets S 17,221,067 | 17,144,542 | § 697,849 S 18,744,028  § 18,854,157

Did you generate the revenuss neaded to pay for 0&M and s lirtle for capital?  Did you generate the revanue % to pay for O&M by itselt?

Operating Ratio, including depreciation Operating Ratio, not including depreciation
00 250

it e

160 160 200

1.40 1.40

i 120 P'''_-_--"-'-“"—--._‘____-.___. 150

A ———0-.\__‘_‘_._.____.—. 100 |

080 0.30 100

0.60 0.60

0.40 0.40 050

0.20 0.20

0.00 0.00 0.00

2010 01 2012 2013 ms 2010 0oL 2012 plo E3 2014 00 2011

2012 203 2014

Did you have enough liquidity to pay your current liabilities at the end of the ye

How many days could you continue to operate the utility with the cash levels avz How much have your utility's assets depreciated (nearing the end of their lives)?

7.00
6.00
5.00
4.00
3.00

2.00 4

Quick Ratio

1.00 «|
0.00

2010

2001 2002 2013 2014

Days Cash on Hand

600
500 /\\\-
200
00
200
100 “

a

2000 2001 2012 2013 2014

0%
109
20%

509
609
T0%
a0%
509
1003

Percent of Capital Assets Depreciated

20% 4
0%

2010

2011

2012 2013 2014

I Excel®-based

Free to download

Free to use



http://efc.sog.unc.edu/
http://efcnetwork.org/

Forward-Looking Assessment

Project revenues and expenses for the next few years and
calculate the metrics
— Use a multi-year budget if it exists

— Include capital costs from C.I.P. or asset management plan. If neither,
include more than depreciation, or 5% of gross value of assets
(whichever is higher)

— Project trend in O&M expenses from last few years; use worse case
scenario

— Calculate revenues from projected rate increases and reduced average
water use



What other metrics does your utility use to assess
financial performance?



Key Financial Metrics During COVID-19

Change in billed charges from same month last year
Collections rate (or % of bills past due)
Average past due amount

Number of customers disconnected for non-payment (for
longer than 7 days)

Percent of customers with past due bills on payment plans
Average balance on payment plans
Percent of customers on auto-pay



Water & Wastewater Rates Analysis Model

http://efc.sog.unc.edu or http://efcnetwork.org
Find the most up-to-date version in Resources / Tools

Cash-flow model to compare different rates on your projected fund
balance to determine sufficiency of covering costs.

[ Staying with existing rates

FY2020 FY2021 FY2022 FY2023 FY2024
Net revenues without changing rates $166,199 $149,665 $132,780 $115,532 $97,909
{existing rates)

Net revenues after changing rates $174,771 $166,344 $158,602 $150,036 $139.817
(new rates)

Net Revenues Gained (Lost) Using $8,572 $17,178 $25,822 $34,504 $41,908

the New Rares

I Excel®-based Free to download Free to use



http://efc.sog.unc.edu/
http://efcnetwork.org/

Shadi Eskaf

eskaf@sog.unc.edu
919=962-2785
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