Assessing Financial Condition
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Session Objectives

e Understanding where your water system
IS right now financially

e |_earn some standard measures that
funders will be concerned with
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Can you sleep at nlght’>

* |s your water system self-sufficient?

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

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

e (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)?
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In terms of your water system's finances,
how well do you sleep at night?

Like a baby

Some tossing
and turning

Heavily
medicated

I'm not sure yet...

—

Start the presentation to see live content. Still no live content? Install the app or get help at PollEv.com/app ..
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Whiteboard Video: Financial Benchmarking

Terms to keep an eye out for:
e Operating ratio

e Debt service coverage ratio

e Quick / current ratio

e Days cash on hand

e Infrastructure condition
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Whiteboard Video:
Financial Benchmarking

http://www.waterrf.orq/Paqges/Projects.aspx?PID=4366

FINANCIAL -

BENCHMARKING



http://www.waterrf.org/Pages/Projects.aspx?PID=4366

e =

Is your system 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)?

Financial performance metrics

Operating Ratio

Debt Service
Coverage Ratio

Days Cash on
Hand

Quick / Current
Ratio

Asset
Depreciation



Where do we get started?

Local governments: opES

annual audited financial
statements 310

Non-governments: =
balance sheets, shareholder =
reports, annual reports, etc.

.......
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A Tale of Two Systems That
Look Similar On Paper...

e Bavaria and Mayberry

e TwWo average small town community
water systems from the same state

Note: Actual numbers from actual towns
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They Serve Similar Populations

Bavaria

Service
Population

Mayberry

Bavaria

Service

Connections .o
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They Have Similar Demographics

Bavaria

MHI

Mavyberry

Bavaria

Percent
Poverty Mayberry




...Though Vastly Different In
Financial Indicators (and In

Actual Appearance)

Mayberry Bavaria
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Quick Overview of Financial
Statements

BAVARIA
STATEMENT OF KET ASRETS
FROPRIETARY FID
FUTHE 30, 011




I s | esia¥ - i

Statement of Net Position

e The assets and liabilities of the water
system on the day the financial
statements were prepared




Statement of Revenues, Expenses
& Changes in Net Position

e Annual operating and non-operating
revenues and expenses for the water
system

 Also transfers to and from the general
fund
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Statement of Cash Flows

 Money In and money out of the water
system
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Notes to Financial Statements

e Explanations, where needed, to the
financial statements
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Operating Ratio

Total Operating Revenues
Total Operating Expenses

Please calculate two numbers—
one including depreciation, and one
excluding depreciation



Operating Ratio
Including Depreciation

MAYBERRY
STATEMENT OF REVENUES. EXPENSES., AND CHANGES IN NET ASSETS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31. 2010

Enterprise Funds
Water and Sewer

QOFERATING REVENUES

Charges for services 5 444,231
Grants 0 @
Total operat:ng revenles 444,231 ==
-!'JPERATIHG EI{PEHSES
Personnel services 178,885
Contractural services 63,898
Other supplies and expense 126,202 -
Depreciation 142,463
Total gperat;ng expenses 511,448 =

aeatating income (loss) {67,217}
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Operating Ratio — Mayberry

Including Depreciation

$444,231
Operating Revenues (1)

1a.

0.87

| $511,448
Operating Expenses (including depreciation) (2)




Operating Ratio
Excluding Depreciation

MAYBERRY
STATEMENT OF REVENUES. EXPENSES., AND CHANGES IN NET ASSETS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31. 2010

Enterprise Funds
Water and Sewer

QOFERATING REVENUES

Charges for services 5 444,231
Grants 0 @
Total operat:ng revenles 444,231 ==
-!'JPERATIHG EI{PEHSES
Personnel services 178,885
Contractural services 63,898
Other supplies and expense 126,202 -
Depreciation 142,463
Total gperat;ng expenses 511,448 =

aeatating income (loss) {67,217}
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Operating Ratio — Mayberry

Excluding Depreciation

$444,231
Operating Revenues (1)

1b. 1,20

$368,985

Operating Expenses (excluding depreciation) (2-3)
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Debt Service Coverage Ratio

_ Total Operating Revenues — Operating Expenses (excluding depreciation)

Principal + Interest Payments on Long Term Debt
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Debt Service Coverage Ratio

MAYBERRY
STATEMENT OF REVENUES. EXPENSES, AND CHANGES IN NET ASSETS
PEOPRIl
FOR. THE YEAR EN
MAYBEREY
STATEMENT OF CASH FLOWS Page 1 of 2
PROPRIETARY FUNDS
QPERATING REVENUES FOF. THE YEAR ENDED DECEMBEE. 31. 2010
Charges for services :
Grants Enterprise Funds
Tohal operating revenues Water and Sewer
AT ShSH FLOWS FROM OFERATING ACTIVITIES
. Receipts from customers 3 437,947
QPER&T-IHG EEPENSES ) Payments to suppliers {187, 296)
Persopn&l services Payments to employees o __ {178, 885)
Contractural services Mat cash provided by operating activities 71, 766
Other supplies and expense caSH FLOWS FROM HONCA
: A FL EITAL
Depreciation FINANCING ACTIVITIES
Total gperating expenses Transfers in [out] {60, D00}
QEiara_iting income (loss) Met cash {used) by noncapital |
e financing activities {50, 000}
CRSH FLOWS FROM CARPITAL AND BELATED
FINANCING ROTIVITIES
Loan procesds 1]
Purchases of caplital assets [ 3%,841)
Principal paid on capital debt [ 49,6551 ) @
Interest pald on capital debb [ 35,128)

Net cash (used) by capital and

related financing activities (124, 6824}
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Debt Service Coverage Ratio
— Mayberry

| 4444231

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

$84,783 ‘

Principal & Interest on|Long-Term Debt (4)
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Days of Cash on Hand

Unrestricted cash and cash equivalents

(Operating Expenses excluding depreciation) / 365
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Days of Cash on Hand

MAYBERRY
STATEMENT OF NET ASSETS
PROPRIETARY FUND
DECEMBER 31, 2010

Enterprise Funds
Water and Sewer

ASSE‘I‘§
Current assets : (:7
Cash } 107,706 -
Restricted cash : 176,424
Receivables, net : 41,870 6
Total current assets 326,000
Capltal assets
Land and 1mprovaments 16,229
Distribution and collecticn systems 5,732,845
Buildings 503,398
Legs accumulated depreczation _ 2,514,833)
Total capital assets , 3,731,538

5 4,057,539

Total Assets

LIABILITIES




Days of Cash on Han—
Mayberry

$107,706

Unrestricted Cash & Cash Equivalents (5)

W
I

107

$368,985 / 365

cluding depreciation) (2-3)
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Current Ratio

__Unrestricted cash and cash equivalents + Recelivables, net
Current Liabllities
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Current Ratio — I\/Iayberry

F10F,706 | +

Unrestricted Cash &
Cash Equivalents {5)

$41,870

Receivables, net (6)

$108,290

Current Liabilities (7)

1.38
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Now you calculate the four
ratios for Bavaria



Operating Ratio — Bavaria
Including Depreciation

$709,972

Operating Revenues (1)

1a. 1.06

| $671,333

Operating Expenses (including depreciation) (2)
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Operating Ratio
Including Depreciation

Bavaria

Mavyberry
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Operating Ratio — Bavaria
Excluding Depreciation

$709,972

1b.

Operating Revenues (1)

4459,022

Operating Expenses (excluding depreciation) (2-3)

1.55
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Operating Ratio
Excluding Depreciation

Bavaria

Mayberry
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Debt Service Coverage Ratio
— Bavaria

| $709,972 $459,022 |

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

1.32

$190,633 ‘

Principal & Interest on Long-Term Debt (4)
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Debt Service Coverage Ratio

1.2

Bavaria

Mayberry




Days of Cash o Han—
Bavaria

$568,061
Unrestricted Cash & Cash Equivalents (5)
3. = 452
$459,082 / 365

cluding depreciation) (2-3)




L

Days of Cash on Hand




Current Ratio Bavai

562,061 | +| $66,246

Unrestricted Cash & Receivables, net (6)
Cash Equivalents {5)

4. = 0.71

292,474

Current Liabilities (7)
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Current Ratio

1.0
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What Happened to Bavaria?

Or

Why the Notes to Financial
Statements are Crucial

The accompanying notes are an integral part
of these financial statements.

15
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Bavaria corrected

$1,028,066 | +

Unrestricted Cash &
Cash Equivalents {5)

$606,340

Receivables, net (6)

$292,474

Current Liabilities (7)

1.22
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Current Ratio

Bavaria Corrected for Missing Grant
Funds
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One More to Mention:
Asset Depreciation®

Accumulated Depreciation

~ Gross Plant and Equipment

Benchmark? Don’t get close to 1.0

*Caveat - This indicator is only as good
as your depreciation schedule and even
then historic pricing is likely to distort
the results.
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Why Care About Thls’>

e Funders and ratings agencies care
about this

* As you think about the future needs of
your system, you have to know where
you are starting from
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http://efc.web.unc.edu/2015/02/27/operating-ratio/

SUBSCE

Sign Up

Key Financial Indicators for
Water and Wastewater Systems:
Operating Ratio

FEBRUARY 27, IMENTS OFF ON KEY FINANCIAL Financi

NDICATORS FOR WATER AND WASTEWATER SYSTEMS: OPERATING RATIO

Genera
= | Smart b
System

In previous posts, we have discussed where to find data to help water and
. . . - Waste |
wastewater systems make smart financial and managerial decisions. Another )

vital data ennirre for anv water and wactewater evetam i ite nwn finanrial Waters


http://efc.web.unc.edu/2015/02/27/operating-ratio/
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http://efc.web.unc.edu/2015/04/23/debt-service-coverage-ratio/

Key Financial Indicators for
Water and Wastewater Systems:

Debt Serwce Coverage Ratlo

APRIL 23,2015 / GLENN BARNES / COMMENTS OFF ON KEY FINANCIAL INDICATORS Finan
FOR WATER AND WASTEWATER S EMS: DEBT SERVICE COVERAGE RATIO

Genelr

= | Smart

Systel

In a previous post, we outlined how to use the financial statements of a water or
. C e ; : Waste
wastewater system to calculate the key financial indicator of operating ratio, a )

maaciire nf calf_cniffiriancy Annther kav financial indicratnar ic daeht carvira Watel


http://efc.web.unc.edu/2015/04/23/debt-service-coverage-ratio/
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http://efc.web.unc.edu/2015/06/24/days-cash-on-hand/

Key Financial Indicators for
Water and Wastewater Systems:

Days of Cash on Hand

ENM BARNES :_‘ Ol | KEY FINANCIAL INDICATORS Finam
FC R WAT F~ AND WA '_E VATER SYSTEMS: DAYS OF ::.;_~:+ ON HAND
Gener
= m Smart
Systel
In previous posts, we outlined how to use the financial statements of a water or
Waste

wastewater system to calculate the key financial indicators of operating ratio (a

measure of self-sufficiency) and debt service coverage ratio (a measure of a Wate


http://efc.web.unc.edu/2015/06/24/days-cash-on-hand/
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http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/

SUBSCF

SignUp

Key Financial Indicators for
Water and Wastewater Systems:
Current Ratio

BER 1, 2015 GLENMN BARMNES 0 COMMENTS Financiz
General

= rs
Smart M
In previous posts, we outlined how to use the financial statements of a water or System:
wastewater system to calculate the key financial indicators of operating ratio (a Waste P

measure of self-sufficiency), debt service coverage ratio (a measure of a system’s .
Waters

ahilitv +n mavs ite lana_tarm dahtel and dawve Af rach Aan hand (a2 maaciira nf a


http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
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Caution: don’t just look at last year

Example from a different utility.

Last fiscal year’s ratios:

e Operating ratio = 1.02

e Debt service coverage ratio = 1.15
e Days cash on hand = 145

e Current ratio = 1.2

NN N

Potential conclusion: “we’re on the right track”




But consider

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?

the trends In the last 5 years

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

Operating Ratio, including depreciation

0.40 -
0.20 |
0.00

2012 2013 2014 2015 2016

Operating Ratio, not including depreciation
2.00
1.80
1.60
1.40 h..-..‘...'-''''''‘'‘‘-----.--------''''''.'‘'‘'‘-----—...._.----n.------u---—---——--.
1.20
1.00
0.80
0.60
0.40
0.20
0.00 T T T 1
2012 2013 2014 2015 2016

Debt Service Coverage Ratio
2.50

2.00
1.50

1.00 '______._____....-—-—'

0.50

0.00
2012 2013 2014 2015 2016

Did you have enough liguidity 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?

Quick Ratio

2.00

1.80

1.60

1.40

1.20

1.00 +

0.80

0.80

0.40

0.20

0.00 -+ T T T 1

2012 2013 2014 2015 2016

Days Cash on Hand

300 -
250 +
200
150
100

50

0 T T T 1
2012 2013 2014 2015 2016

New conclusion: “we were OK, but something needs to change”




Tool: 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

Financial Health Checkup for Water Utilities

Excel®- based tool
Free to use

ENVIRONMENTAL FINANCE CENTER

fl | UNC

oped

What does this tool do?
This tool assists in the assessment of the financial performance of a water {and/or wastewater) utility fund. Financial data readily available in annual financial
staternents are copied into this tool, which computes key financial indicators that measure a variety of important metrics, such as the ability to pay debt service,
awvailability of cash to pay for operations and maintenance, the sulficiency of revenues generated, et Each metric is compared against targets that are specified by
the user, The tool demonstrates the financial strengths and weaknesses of the utility fund in the past 5 years.,

Assessment for Town of Anywhere
Features:

Simple data entry (uses data already reported in your audited financial statements) Did you generata the revenues nesded to pay for D&M and a little for capital? Did you ganerate the revenuas naedad to pay for D&M by itsaif? Didyou genarata tha revenues naedad to pay for O&M and existing debt servica?
& financial performance indicaters with explanations Operating Ratio, including depreciation Debt Service Coverage Ratio
Set your own targets 200 A 2=
Assessment of last year's financial ratios, improvements since previous year, and five-year trends 180 i:: 200
Guided navigation through hyperlinked images i:; P P!
120 ot ——, . 150
What are financial indicators? O — 100
. L % : i A 080 LE 100
Watch a whiteboard video explaining financial performance indicaters in Ly terms. i e
Q= 040 020 050
020 020
= 000 000 000
S FIN I N c| l L ' 2010 2011 2012 2012 2014 2010 2011 2012 2012 2014 2010 2011 012 2013 2014
Did you have encugh liquidity ta pay your current liabilities atthe endoftheyear?  Haw many days could you continue to operate the utility with the cash levels available? How much have your utility's assets depreciated [nearing the end of their lives)?
BENCI'HARK]HG Quick Ratio Percent of Capital Assets Depreciated
700 00 o5
0%
o - /\_\A =
500
e 0%
a00 0%
100 300 50%
03
200 =iy 0%
ar o 0%
£
aoo 0 ; 5 : . 1005 |
2010 2011 2012 013 2014 2010 2011 012 2013 2014 2010 2011 2012 2013 2014

Created by the Environmental Finance Center at the University of North Carolina, Chapel Hill
A resource for water systems from the EFCN’s Smart Management for Small Water Systems project
funded under a cooperative agreement with the U.S. E.P.A.


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

Ll

Tool: Financial Health Checkup for Water Utilities

Field in Tne Tinancial statément/ LAFK

Total Operating Revenues
Total Operating Expenses

Debt Principal Payments
Debt Interest Payments

Unrestricted Cash & Investments

INSTrucCtions

Enter as shown in the Total Operating
Enter as shown in the Total Operating
Depreciation and amortization are list
Enter S0 if there were no debt service
Enter S0 if there were no debt service
Total Current Assets minus all invento
Total Current Liabilities minus all reful
Unrestricted Cash & Investments (and

Total Accumulated Depreciation

$ 3,084,193 $ 3,965,968 3,901,253
3 4,165,641 S 3,736,470 S 4,378,937
Depreciation & Amortization Expenses S 681,808 S 635,807 S 656,255
S 323177 § 331,520 S 339,490
$ 55,289 § 53,350 5 47,011
Current Assets, excluding inventories, restricted cash, prepaids | § 6,614,237 § 4,004,526 S 4,756,504
Current Liabilities, excluding deposits & bond anticipation notes | § 1,247,456 § 456,465 S 425,164
S 6,297,233 § 3,406,963 S 4,149,266
$ 12,076,114 $ 13,611,921 $ 14,268,176
3 30,575,353 § 30,686,885 S 30,867,768

Total Depreciable Capital Assets

=

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

Key: Blue line = target
(edit targets in Step 2)

Financial Health Checkup

Five-Year Trends

Above dotted line = exceeded target (good)

Assessment for Sample Utility

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

J Ulb
4,459,727 & 5,074,590
4,789,087 S 4,896,441
668,160 & 684,561
342,512 S 265,342

38474 S 147,909

5362317 § 7,808,389
750,171 § 691,223
4929329 § 7,580,205
14,936,336 § 15,620,897
30,994,872 $ 31,291,993

Below dotted line = did not meet target (needs improvement)

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

Operating Ratio, including depreciation

10 o, . —

2012 2013 2014 2015 2016

20 Operating Ratio, not including depreciation

180
160
140
120 '_'—'_'_\___.—-—""'"
100
050
0.680
0.40
0.20
0.00
2012 2013 2014 2015 2016

Debt Service Coverage Ratio

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 available? How much have your utility's assets depreciated (nearing the end of their lives)?

Quick Ratio

12.00
10.00

8.00

6.00

4.00

2.00

0.00 |

2012 2013 2014 2015 2016

Days Cash on Hand
700

600
500
400

300
200
100

o

2012 2013 2014 2015 2016

Percent of Capital Assets Depreciated

0%
10%
20%
30%
A0%
50%
60%
70%
B80%
50%
100% +

2012 2013 2014 2015 2016

Total accumulated depreciation on ca
Enter the total value of capital assets
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