Writing Your MD&A

(continued)


Writing Your MD&A

The management discussion and analysis should provide an objective and easily readable analysis of the government’s financial activities based on currently known facts (information that management is aware of as of the date of the auditors’ report), decisions, or conditions.  The financial managers of governments are knowledgeable about the transactions, events, and conditions that are reflected in the government’s financial report and of the fiscal policies that govern its operations.  MD&A provides financial managers with the opportunity to present both a short- and long-term analysis of the government’s activities. 

It’s important to note that the MD&A is based on facts.  The MD&A should not present speculative information or comments that are editorial in nature.  All data that is presented in the MD&A should be historical in nature, not prospective.  For example, the budgetary section should include the historical data upon which budget assumptions are made, and the economic outlook section should include the historical data upon which economic forecasts are based.  

Below is a list of questions, divided by segment of the MD&A, to help you gather the information needed to prepare your document.  Each question, if applicable, is cross-referenced to the indicated number in the illustrative MD&A and the basic financial statements for Dogwood.  

Financial Highlights:

1. What is the total government-wide net asset amount for the year ended June 30, 2004?  (1.A) 

2. What is the increase or decrease in net assets for the year ended June 30, 2004? (2.Q) 

3. If net assets increased, why?  If they decreased, why? Be fairly specific here, not simply “net assets increased because the net assets of the Water and Sewer Fund increased.”  Explain why they increased, such as “A new sewer treatment plant was placed into service during the year, increasing net assets by $X.”

4. What is the total fund balance in the unit’s governmental funds for the year ended June 30, 2004? (3.A)   

5. What is the increase or decrease in total fund balance of the unit’s governmental funds for the year ended June 30, 2004? (4.A)
6. What caused the change in total fund balance?  Again, be specific. For example, “Our Town’s tax revenue decreased because a large manufacturing plant filed for bankruptcy, reducing our tax revenue by $30,000.”

7. How much of the total governmental fund balance at 2004 is unreserved? (3.B)
8. What is the unreserved fund balance in the General Fund?  (3.C)
9. What percent of total expenditures for that year is this total?

(3C ÷ (4B+4C [as a positive number] - 4D))

10. What was the change in the unit’s total debt for the year ended June 30, 2004?  Make sure you are using debt totals, not liability totals.  Debt totals include GO bonds, revenue bonds, installment financings, capital leases, certificates of participation, and bond anticipation notes.  Debt for this calculation does not include unpaid pension obligations or compensated absences. (This data will come from the debt note to the basic financial statements.)

11. If total debt increased, what new financing did the unit issue?  If it decreased for any reason other than annual payments being made, explain that as well.  If a refunding was issued, indicate the total savings in reduced interest costs. 

12. What is the unit’s bond rating?  Has it been raised recently?  How long has the unit maintained this rating?  (Include this only if the unit has a very good or excellent rating.)

13. Did the unit earn a GFOA certificate last year?  How many years has the unit earned this award? 

14. Are there any other significant positive financial events that occurred during the last year that haven’t been covered in previous questions? If so, give summary.  

Review the answers to each of the questions above.  Is this information you wish to highlight regarding your government?  If so, list in a logical order in the Financial Highlights section of the MD&A.  Eliminate what you do not wish to emphasize. Nothing in this section is required to be presented in this format.  You may leave out the financial highlights section entirely if you choose to do so. 

Single Purpose Governments:  Your unit will have only the net asset and fund balance information (governmental fund types) or just the net asset data (proprietary fund types). Those of you that issue debt may wish to include your bond rating.  Feel free to add any other factual data on significant events that occurred during the year. 

Overview of the Financial Statements 

This section is fairly generic and can be used by most units in North Carolina without a lot of modification; however, you will need to edit as needed to fit your government. You must include a discussion of the basic financial statements, the government-wide financial statements, and the fund financial statements, including the governmental fund type (if applicable), the proprietary fund type (if applicable), the notes, and other information.  If your government is a single purpose government that has only proprietary funds, you should make clear in this section that the government-wide and fund statements are the same, and omit any discussion of governmental type activities.  Likewise, if you have only governmental activities, delete any discussion of proprietary funds.  Finally, make sure the page number references are correct.  

Government-Wide Financial Analysis

The first few paragraphs here are primarily for use in the year of implementation of GASB 34.  Once you are in year 2 of GASB 34, you may modify or eliminate some or all of these initial paragraphs.  We have prepared an illustrative 2nd year MD&A for Carolina County that is available on our website.  

A graph or chart should be included in this section showing the highly summarized statement of net assets for governmental, business-type, and entity wide numbers.  Include comparative numbers if at all possible.  You will need the following data for the current year (You may include the prior year if you choose to do so; most of the data will become available as you work through the conversion process.):
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The paragraph following the graphic is a more detailed discussion of the data, giving reasons why numbers changed as they did, when applicable.  You may have summarized these explanations for the Financial Highlights section earlier in the document.  In this section, you may give a more detailed explanation.  For example, if your unit’s net assets increased, and the increase is primarily due to an increase in capital assets, net of related debt, state this, indicating specifically which material capital assets were added. If your net assets were fairly stable during the year, say so.  If your net assets decreased, give the reasons why this happened.  This may take more than one paragraph to discuss, but try to keep it straightforward and to the point. 

In the next paragraph, you should highlight some aspects of the unit’s financial operations that positively impacted the unit for the year.  Some examples of this include a good tax collection rate, a key grant that your unit was awarded, increases in user fees and/or tax revenues, or the decreased cost of borrowing for your unit if you maintained or improved your bond rating.  You also could include here decreases in spending or other cost-saving measures that your unit is employing to keep property taxes down or to prevent the use of reserves to fund the operating budget.  

If your unit has not maintained or strengthened its fiscal condition during the past year, you can omit the above-discussed paragraph.  However, you still must specifically discuss the reasons why your unit’s financial condition declined.  Remember, the MD&A is a factual document; state the factual reasons why the financial position of the unit has declined.  Avoid a discussion of political situations or opinions regarding the finances of the government. 

The next graph or chart that should appear is the unit’s condensed Statement of Net Assets.  Again, you can prepare this in chart form and add a graph if you wish to.  You will need the following data, eliminating any column, revenue source, or functional expense that does not relate to your unit.  
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Governmental activities:  

In this discussion of the governmental activities, you will discuss in more detail why the governmental activities net assets of the unit increased or decreased, giving specific examples of items that contributed to the increase or decrease.  If your government does not have governmental activities, delete this section.

Business-type activities:

In this discussion of the business-type activities, you should discuss in more detail why the nets assets of the business-type activities increased or decreased, giving specific reasons why.  If you government does not have business-type activities, delete this section. 

Financial Analysis of the Unit’s Individual Funds

This section is broken into two broad components – governmental funds and proprietary funds.  Within each section, however, you need to analyze each major fund individually, and the non-major funds as a whole.  For units with only governmental funds or only proprietary funds, make the modifications necessary to fit your unit.  

Governmental Fund types:

· What is unreserved fund balance in the General Fund at year-end? (3.C)

· What is the total fund balance in the General Fund at year-end? (3.D)
· What are total expenditures in the General Fund for the year? (4.B)
· What percentage of total expenditures does the unreserved fund balance represent?  (3.C ( (4.B+4.C [as a positive number] – 4.D))

· How do these percentages compare to other units of similar size to your unit? (See our Fund Balance Available for Appropriation Memorandum, most recently issued is as of June 30, 2003, Memorandum 1014.)

· Are these percentages increasing, decreasing, or remaining stable over time? 

· What is causing the changes noted above?

You also need to discuss the budget for the General Fund. The first paragraph shown in the MD&A for the City of Dogwood gives a description of the three primary reasons a budget ordinance would be amended.  Details about changes made by the unit during the year should follow.  If you do not have a General Fund (e.g. single purpose business-type government) then discuss the budget for your primary operating fund. 

General Fund Budget

· Was the budget amended materially during the year?  If not, state this in your analysis.

· Assuming the budget was materially amended, give details of material changes that increased/decreased estimated revenues and/or increased/decreased appropriations.  It is not generally necessary to include amendments that only moved funds from one function to another unless you materially changed the overall budget of a function.  This analysis does not need to be overly specific.  See the MD&A for the City of Dogwood for an example.

· Was fund balance appropriated materially amended?  If so, give a brief discussion of reasons why.

Proprietary Fund Types:

This discussion is much like the one for the General Fund except it will focus on net assets of the proprietary fund(s).  If you have more than one major proprietary fund, please discuss each separately, and the non-major fund(s) as one unit.  If you do not have any proprietary funds, or if you have only non-major proprietary funds, you may omit this section of the MD&A. 

· What is the total unrestricted net asset figure for each major proprietary fund? (6.A, 6.B)

· What is the total net asset figure for each major proprietary fund? (6.C, 6.D)

· What is the change in net assets for each major fund? (7.A, 7.B)
· What factors caused the changes discussed above?

Capital Asset and Debt Administration

This section focuses on changes in capital assets and total debt of your unit during the fiscal year.  If the unit has no debt, eliminate this part of the discussion.  You may wish to include a short statement that the unit has no debt to avoid any confusion.  

Capital Assets:

· What is the total capital asset figure, net of depreciation, for the unit? (1.M)

· What are the primary components of this total? (e.g. buildings, roads, park facilities, water system, etc)

· Is there material construction in progress at year-end?  If so, what type of project(s) is included?

· Have any new systems come on-line during the year (e.g. sewer plant expansions, new primary roadways, etc.)

· Were there significant disposals or demolitions during the year?  If so, give short description and total dollar amount removed from books.

You also will need to present a summary of the dollar totals in capital assets by governmental and business-type activities.  You may add a graphic if you wish.  Most of this data will come from the capital asset note to the basic financial statements.  The following data should be presented:
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As a last note, refer the reader to the capital asset note in the financial statements, giving a note number reference and page number. 

Long-term debt:

Your analysis of the unit’s long-term debt should include a chart showing all outstanding bonded debt of the unit by type.  You may include installment and capital lease debt in separate categories as well.  The text here should summarize the chart, discuss reasons why debt increased (new issues to fund projects for example), or decreased (paid $X of principle over the course of the year), and state the unit’s legal debt margin.  Significant installment purchase, capital lease, or certificates of participation issues should be discussed.  If the unit has any authorized but un-issued debt, this should be mentioned as well. Finally, if the unit has a good bond rating, and particularly if the rating has been raised during the year, a brief discussion of this topic is warranted.  
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Again, a reference should be included to direct the reader to the notes to the financial statements.  

Economic Factors and Next Year’s Budgets and Rates

This could be the most difficult section of the MD&A to write.  It is also one of the few sections you can write prior to the financial statements being completed.  The most important thing to remember here is that this section must include only factual information.  The following questions should help you collect data that could be useful in preparing this section:

· What is the unemployment rate in your area?  How does it compare to the state average rate?

· Has any new industry come to your geographic area in the last year?  Did it bring new jobs?

· Has a major industry left your geographic area?  How many jobs were lost?

· What are the occupancy rates for commercial space in your area?  How does this compare to the state or larger metropolitan area averages?

· Have there been any material changes (positive or negative) in the tax collection rate for the unit? Why?

· Have primary employers in your area initiated major layoffs?  If so, how many jobs were lost?

· Are there any other recent factual events that have positively or negatively affected the economy in your area?  Give a brief summary. 

Sources for Data:  Below is a list of websites we think you may find useful in preparing this section of your MD&A.  You could also consider contacting your county for data and your local chamber of commerce.

Agricultural statistics:


http://www.ncagr.com/stats/personel/personel.htm
Economic Development:


http://cmedis.commerce.state.nc.us
Various statistics from US Census:

http://www.sdc.state.nc.us/
Bureau of Labor:


http://www.bls.gov
North Carolina ESC:


http://www.ncesc.com
For labor market data, select “labor market resources”, then “services and resources”, followed by “local labor force statistics”, then “all areas by year”, then “counties”.

Various Statistical Data on Local Governments:


http://www.treasurer.state.nc.us/lgc/units/unitlistjs.htm
Budget Highlights for the Fiscal Year Ending June 30, 2005

This section is your discussion of the budget that has been adopted for the coming fiscal year.  Again, statements here have to be factual in nature.  For example, you can state that the budget is based on an expected growth rate of 2% for your unit.  

Governmental Activities:

Your main focus here will be the General Fund.  If you are a business-type single purpose government, you should discuss your primary operating fund here.  

· What revenues have been budgeted to increase in the current year? Why?

· What appropriations have been budgeted to increase? Why?

· Are there material transfers to other funds from the General Fund? Why?

· Are there material transfers to the General Fund from other funds? Why?

Business-type Activities:

· What revenues have been budgeted to increase this year? Why? Have any revenue estimates been reduced? Why?  If revenue increases are due to rate increases, what prompted those increases?

· What appropriations have been budgeted to increase? Why? Decreases? Why?

Request for Information

Here you need to list the name and address of a contact person at your unit from whom an interested individual can obtain a copy of the financial report or have his or her questions answered.  You may also wish to refer to your unit’s website and give a brief summary of what data is available there. 

See the cross-referenced illustrative MD&A for Dogwood for the details on how to summarize this data.








Please see the cross-referenced illustrative MD&A for Dogwood for the specific data elements that make up this chart.








Information for this chart can be found in the debt note to the basic financial statements.
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_1145429900.xls
Sheet1

		CITY OF DOGWOOD CHANGES IN NET ASSETS

										Governmental		Business-type

										Activities		Activities		Total

										2004		2004		2004

		Revenues:

				Program revenues:

						Charges for services								$   -

						Operating grants and contributions								-

						Capital grants and contributions								-

				General revenues:

						Property taxes								-

						Other taxes								-

				Grants and contributions not restricted to specific programs										-

				Other										-

								Total revenues		-		-		-

		Expenses:

				General government										-

				Public safety										-

				Highways/streets										-

				Sanitation										-

				Economic development										-

				Culture and recreation										-

				Interest on long-term debt										-

				Water and sewer										-

				Electric										-

								Total expenses		-		-		-

		Increase in net assets before transfers								-		-		-

		Transfers

		Increase in net assets								-		-		-

		Net assets, July 1

		Net assets, June 30								$   -		$   -		$   -






_1145433820.xls
Sheet1

				Governmental		Business-type

				Activities		Activities		Total

				2004		2004		2004

		Land						$   -

		Buildings and Systems						-

		Improvements other than Buildings						-

		Machinery and equipment						-

		Infrastructure						-

		Vehicles and motorized equipment						-

		Construction in progress						-

		Total		$   -		$   -		$   -






_1145434141.xls
Sheet1

				Govenrmental		Govenrmental		Business-type		Business-type

				Activities		Activities		Activities		Activities		Total		Total

				2004		2003		2004		2003		2004		2003

		General obligation bonds										$   -		$   -

		Revenue bonds										-		-

		Total		$   -		$   -		$   -		$   -		$   -		$   -






_1145384780.xls
Sheet1

				Governmental		Governmental		Business-type		Business-type

				Activities		Activities		Activities		Activities		Total		Total

				2004		2003		2004		2003		2004		2003

		Current and other assets										$   -		$   -

		Capital assets										-		-

		Total assets		-		-		-		-		-		-

		Long-term liabilities outstanding										-		-

		Other liabilities										-		-

		Total liabilities		-		-		-		-		-		-

		Net assets:

		Invested in capital assets net of related debt										-		-

		Restricted										-		-

		Unrestricted										-		-

		Total net assets		$   -		$   -		$   -		$   -		$   -		$   -






