Understanding Your Audit Report and Using It for Decision-Making
Finance is the most important department/function in a municipality, according to Julie Jakubec, O’Hara Township Manager and CPA, because service delivery depends on it. At the Local Government Academy’s “Understanding Your Audit Report and Using It for Financial Decision-Making” program, Jakubec highlighted the main things that elected officials should know about their municipalities’ financial statements and how these statements can aid them in making decisions. The program was held at the Cranberry Township Municipal Center on April 29, 2008 and was instructed by Jakubec.

Jakubec explained the new standards for accounting set by GASB 34 in 1999, or the Governmental Accounting Standards Board Statement No. 34, and notes that adhering to these changes is the responsibility of the municipalities’ management and its elected officials. The basic overview of financial statements was presented to the group using the statements prepared in O’Hara Township for 2006, including the Auditor’s Report, the Management Discussion and Analysis, the Basic Financial Statements, Footnotes, Required Supplementary Information, and Combining schedules. 
The differences between the government-wide financial statements, or those with a long-term focus, and the fund financial statements, or those with a short-term focus, were explained. The governmental funds, or the major funds, proprietary funds, or those that cover any business-like activities of the municipality, and fiduciary funds, which cover pensions, were also described. Jakubec mentioned that any program or function of the proprietary funds should be self-supporting. She used swimming pools and golf courses as examples of programs in the proprietary funds that should be funded through user fees. She noted that some communities fund swimming pools, for example, with tax dollars, although not everyone in the municipality uses the pool. 
A discussion of footnotes showed attendants that the details of the key financial statement numbers are presented here. Jakubec noted that certain footnotes are required for Generally Accepted Accounting Principles (GAAP) financial statements, and that footnotes can be very informative. She presented the footnotes from O’Hara’s 2006 financial statements, giving the group a few minutes to glance them over. Then, she gave a quiz on O’Hara to illustrate the amount of information that can be included in these pages.

Finally, Jakubec stressed the importance of looking at trends in financial statements to assess a municipality’s fiscal health, because sometimes unforeseen circumstances can cause alterations in the financial statements that might seem alarming. The August 9, 2007 storm in the Pittsburgh region was given as an example of an unforeseen circumstance that caused O’Hara Township to have to use a large portion of their fund balance to cover emergency repairs, so Jakubec stated that their financial statements would look significantly different between 2006 and 2007. 

The program concluded with questions and an appeal by Jakubec for elected officials, managers and department heads to understand financial statements and their implications for the municipality, because “The finance department and their related reports are the gatekeepers to the success or failure of a government.”
To read more about assessing the financial health of a municipality, please visit the LGA Lyceum.

