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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?

Are you able to cover your debt service 
after paying for your day-to-day operations?

If your customers stop paying their bills, 
how long can you maintain operations?

Can your system meet its short-term 
obligations?

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

Operating Ratio

Debt Service 
Coverage Ratio

Days Cash on Hand

Quick / Current Ratio

Percent Depreciated

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=pfs0brT_jkU

Part of a series of whiteboard videos at this link

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.



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

Calculate two numbers:
one including depreciation in total operating expenses, 
and one excluding depreciation.
Aim to exceed well over 1.0

Total Operating Revenues
Total Operating Expenses

=

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

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


Operating Ratio
Including Depreciation

$444,231

$511,448
0.87

Statement of Revenues, Expenses and Changes in Fund Net Position



Operating Ratio
Excluding Depreciation

$444,231

1.20
$368,985

Statement of Revenues, Expenses and Changes in Fund Net Position

OE  $511,448
- Dep $142,463



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



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

$444,231 $368,985

0.89
$84,783

Statement of Cash Flows



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
=

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

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/


Statement of Net Position

Days of Cash on Hand

$368,985

$107,706

107



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

Current Liabilities=

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

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/


Statement of Net Position

Quick Ratio

$108,390

$107,706

1.38

$41,870



Days Sales in Receivables

Then compare to # of days in billing period

=    Net Customer Accounts Receivable

Charges for services / 365



Days Sales in Receivables

Statement of Revenues, Expenses and Changes in 
Fund Net Position

Statement of Net Position

$41,870
34.4 days

$444,231 / 365

=    Net Customer Accounts Receivable

Charges for services / 365
=



Percent Depreciated

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

Accumulated Infrastructure Depreciation Expense
Total Gross Value of Depreciable Assets

=



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? >1.2?)
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 it too much?



Find your utility’s latest FY 
metrics on the NC Water and 
Wastewater Rates Dashboard

https://efc.sog.unc.edu/resource/north-carolina-
water-and-wastewater-rates-dashboard

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
• Debt service coverage ratio = 1.15
• Days cash on hand = 145
• Current ratio = 1.20

?

Potential conclusion: “we’re doing well”



Consider Trends in the Last 5 Years



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


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

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

Financial Health Checkup for Water Utilities

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

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

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

Excel®-based Free to download Free to use

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