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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

Our discussion and analysis of the City of Canton’s financial performance provides an 
overview of the City’s financial activities as of December 31, 2011.  Please read it in conjunction 
with the City’s basic financial statements, which begin on page 13. 
 
FINANCIAL HIGHLIGHTS 
 

• The City’s net assets increased $4.7 million as a result of this year’s operations.                      
Net assets of our business-type activities increased by $2.1 million, or 2.2 percent, and 
net assets of governmental activities increased by $2.6 million, or 2.0 percent. 

 

• The City received no rating change in 2011.  The City saw its Bond Ratings downgraded 
to A1 per Moody’s and to A+ status from Fitch in 2010.   

 

• For the fourth consecutive year, the City was unable to reduce its unfunded compensated 
absence debt.  The unfunded compensated absence debt went from  $7,289,166 at the end 
of 2010 to $8,823,379 at the end of 2011. 

 
USING THIS ANNUAL FINANCIAL REPORT 
 

This annual financial report consists of a series of financial statements.  The Statement of 
Net Assets and the Statement of Activities (on pages 13 and 14-15) provide information about 
the activities of the City as a whole and present a longer-term view of the City’s finances.  Fund 
financial statements begin on page 16.  For governmental activities, these statements tell how 
these services were financed in the short-term as well as what remains for future spending.  Fund 
financial statements also report the City’s operations in more detail than the government-wide 
statements by providing information about the City’s most financially significant funds. 
 
Reporting the City as a Whole 

 
 The Statement of Net Assets and the Statement of Activities 

 
Our analysis of the City as a whole begins on page 13.  One of the most important 

questions asked about the City’s finances is, “Is the City as a whole better off or worse off as a 
result of the year’s activities?”  The Statement of Net Assets and the Statement of Activities 
report information about the City as a whole and about its activities in a way that helps answer 
this question.  These statements include all assets and liabilities using the accrual basis of 

accounting, which is similar to the accounting used by most private-sector companies.  Accrual 
of the current year’s revenues and expenses are taken into account regardless of when cash is 
received or paid. 

 
These two statements report the City’s net assets and changes in them.  You can think of 

the City’s net assets, the difference between assets, what the citizens own, and liabilities, what 
the citizens owe, as one way to measure the City’s financial health, or financial position.  Over 
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time, increases or decreases in the City’s net assets are one indicator of whether its financial 

health is improving or deteriorating.  You will need to consider other non-financial factors; 
however, such as changes in the City’s property tax base, income tax base, and the condition of 
the City’s capital assets (land, roads, building, water and sewer lines, etc...) to assess the overall 

health of the City. 
 

In the Statement of Net Assets and the Statement of Activities, we divide the City into 
two types of activities: 
 

Governmental Activities: Most of the City’s basic services are reported here, including the 
police, fire, street and highway maintenance, capital improvement, vehicle acquisition, parks and 
recreation, and general administrative.  Income taxes, property taxes, undivided local 
government, ambulance user fees and state and federal grants finance most of these activities. 
 

Business-Type Activities: The City charges a fee to customers to help cover all or most of the 
cost of certain services it provides.  The City’s water, sewer and refuse operations are reported 
here. 
 

Reporting the City’s Most Significant Funds 
 

Fund Financial Statements 
 

Our analysis of the City’s major funds begins on page 16.  The fund financial statements 
provide detailed information about the most significant funds, not the City as a whole.  Some 
funds are required to be established by State law.  However, City Council establishes many other 
funds to help it control and manage money for particular purposes (Ex. Parking Deck Fund) or to 
show that it is meeting legal responsibilities for using certain taxes, grants, and other money (Ex. 
grants received from the U.S. Department of Housing and Urban Development).  The City’s two 
kinds of funds, governmental and proprietary, use different accounting approaches. 

 
Governmental funds: Most of the City’s basic services are reported in governmental 

funds, which focus on how money flows into and out of those funds and the balances left at year-
end that are available for spending.  These funds are reported using an accounting method called 
modified accrual accounting, which measures cash and all other financial assets that can readily 
be converted to cash.  The governmental fund statements provide a detailed short-term view of 
the City’s general government operations and the basic services it provides.  Governmental fund 
information helps one determine whether there are more or fewer financial resources that can be 
spent in the near future to finance the City’s programs.  We describe the relationship (or 
differences) between governmental activities (reported in the Statement of Net Assets and the 
Statement of Activities) and governmental funds in a reconciliation alongside the fund financial 
statements. 
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Proprietary funds: When the City charges customers for the full cost of the services it 
provides whether to outside customers or to other units of the City, these services are reported in  
proprietary funds.  Proprietary funds are reported in the same way that all activities are reported 
in the Statement of Net Assets and the Statement of Activities.  In fact, the City’s enterprise 
funds (a component of business type funds) are the same as the business-type activities we report 
in the government-wide statements but provide more detail and additional information, such as a 
Statement of Cash Flows.  We use internal service funds, Health Insurance, Worker’s 
Compensation Insurance, and Compensated Absences Claim funds, (the other component of 
proprietary funds) to report activities that provide a service to the City’s other programs and 
activities. 
 

THE CITY AS A WHOLE 

 
The City’s combined net assets changed from a year ago, increasing from $223.8 million 

to $228.5 million.  The City experienced an increase in both its governmental business-type 
activities net assets.  Our analysis below focuses on the net assets (Table 1) and changes in net 
assets (Table 2) of the City’s governmental and business-type activities. 
 

Table 1

Net Assets

(In Millions)

Governmental Business-Type

Activities Activities Total

2011 2010 2011 2010 2011 2010

Assets

Current and Other Assets 55.5$     57.2$       37.3$     34.0$     92.8$     91.2$       

Capital Assets, Net 110.5     109.4       102.1     95.1       212.6     204.5       

Total Assets 166.0$   166.6$     139.4$   129.1$   305.4$   295.7$     

Liabilities

Current and Other

  Liabilities 11.6$     12.4$       2.2$       2.0$       13.8$     14.4$       

  Due Within One Year 4.7         4.6           2.2         2.2         6.9         6.8           

Long-Term Liabilities:

  Due Within More Than One Year 20.8       23.3         35.4       27.4       56.2       50.7         

Total Liabilities 37.1       40.3         39.8       31.6       76.9       71.9         

Net Assets

Invested in Capital 

  Assets Net of Debt 97.3       96.7         64.5       65.5       161.8     162.2       

Restricted 30.8       34.5         -          -          30.8       34.5         

Unrestricted 0.8         (4.9)          35.1       32.0       35.9       27.1         

Total Net Assets 128.9$   126.3$     99.6$     97.5$     228.5$   223.8$     
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Net assets in the City’s governmental activities increased by 2.0 percent ($126.3 million 
compared to $128.9 million).  Unrestricted net assets, the part of net assets that can be used to 
finance day-to-day operations without constraints established by debt covenants, enabling 
legislation, or other legal requirements increased from $(4.9) million at December 31, 2010 to 
$0.8 million at the end of 2011.  Restricted net assets, those restricted mainly for capital projects 
and special purposes such as street cleaning or maintenance decreased from $34.5 million at the 
end of 2010 to $30.8 million at the end of 2011.  The investments in capital assets, net of debt 
category increased by $0.6 million. 
 

Net assets in the City’s business-type activities increased by 2.2 percent ($97.5 million 
compared to $99.6 million) in 2011.  The City generally can only use these net assets to finance 
the continuing operations of the water, sewer, and refuse operations.  
 

Table 2 shows the changes in net assets for the year ended, December 31, 2011.  The 
City’s governmental activities revenue increased in 2011 from $85.9 million to $91.1 million and 
expenses increased by $0.2 million or 0.2 percent resulting in an increase in governmental net 
assets of $6.9 million.  The City’s Business-Type Activities revenue decreased by $1.3 million 
and expenses increased by $4.3 million resulting in a net asset increase of $2.2 million. 
 

Table 2

Change in Net Assets

(In Millions)

Governmental Business-Type

Activities Activities Total

2011 2010 2011 2010 2011 2010

Revenues

Program Revenues:

  Charges for Services 13.8$  14.2$       33.0$  34.3$     46.8$      48.5$       

  Operating Grants and Contributions 11.3    11.3         0.2      -          11.5        11.3         

  Capital Grants and Contributions 5.2      6.7           -        0.2         5.2          6.9           

Total Program Revenues 30.3    32.2         33.2    34.5       63.5        66.7         

General Revenues:

  City Income Taxes 42.6    38.6         -        -          42.6        38.6         

  Property Taxes 2.7      3.7           -        -          2.7          3.7           

  Intergovernmental 9.0      8.8           -        -          9.0          8.8           

  Interest and Investment Earnings -        0.2           -        -          -            0.2           

  Other 6.5      2.4           0.2      0.3         6.7          2.7           

  Gain on Sale of Assets -        -             -        -          -            -             

Total General Revenues 60.8    53.7         0.2      0.3         61.0        54.0         

Total Revenues 91.1$  85.9$       33.4$  34.8$     124.5$    120.7$     
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2011 2010 2011 2010 2011 2010

Expenses

Program Expenses:

  General Government 18.5$     17.9$       -$        -$        18.5$     17.9$       

  Security of Persons and Property 39.8       38.0         -          -          39.8       38.0         

  Public Health 6.4         6.8           -          -          6.4         6.8           

  Transportation 12.2       12.6         -          -          12.2       12.6         

  Community Development 8.5         9.3           -          -          8.5         9.3           

  Leisure Time Activities 2.3         2.9           -          -          2.3         2.9           

  Interest on Long-Term Debt 0.8         0.8           -          -          0.8         0.8           

  Water -          -             12.5      10.9      12.5       10.9         

  Sewer -          -             13.2      11.1      13.2       11.1         

  Refuse -          -             5.5        4.9        5.5         4.9           

Total Program Expenses 88.5       88.3         31.2      26.9      119.7     115.2       

Increase (Decrease) in Net Assets 2.6         (2.4)          2.2        7.9        4.8         5.5           

Net Assets 1/1/2011 126.3     128.7       97.5      89.6      223.8     218.3       

Net Assets 12/31/2011 128.9$   126.3$     99.7$    97.5$    228.6$   223.8$     

 
Governmental Activities 
 

The 2.0 percent income tax is the largest revenue source for the City.  Designated by 
ordinance, the Capital Acquisition and Improvement Fund receives 20 percent of net income tax 
received.  In addition, the Motor Vehicle Fund receives 5 percent of net income tax received.  
The remaining 75 percent is allocated to the General Fund and is used for such things as Police 
and Fire Protection, Street Maintenance, and other purposes determined by council. 

 
When looking at sources of income to support governmental activities, it should be noted 

that charges for services are only 14.5 percent of revenue.  Revenues provided by sources other 
than city residents in the form of operating and capital grants comprise another 21.8 percent.  
The remaining revenues are primarily generated locally through property (2.8 percent) and 
income taxes (44.7 percent). 

 
Chart 3 represents the cost of each of the City’s Governmental programs: Security of 

Persons and Property, General Government, Transportation, Public Health, Leisure Time 
Activities, Community Development, and Interest on Long Term Debt.  The net cost shows the 
financial burden that was placed on the City’s taxpayers by each of these functions.  The increase 
in the net cost demonstrates the inability to recover the increased cost of the program under the 
current revenue policies.  As indicated by Governmental Program Expenses, citizen’s safety, 
health, and well-being is emphasized. 
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Business-Type Activities 
 

The City’s major Enterprise Funds consist of the Water Operating Fund, the Sewer 
Operating Fund and the Refuse Operating Fund.  For a description of these funds, see the 
accompanying Notes to the Basic Financial Statements. 

 
The basic financial statements for the major funds are included in this report.  Because 

the focus on business-type funds is a cost of service measurement or capital maintenance, we 
have included these funds in Graph 5, which demonstrates capital asset balances.  Graph 5 is 
located on page 11. 
 

The City’s Funds 

 

Information about the City’s major governmental funds begins on page 16.  These funds 
are reported using the modified accrual basis of accounting.  All Governmental funds had total 
revenues of $89.1 million and expenditures of $92.1 million including other financing sources 
and uses.  The General Fund balance increased $1,560,794 primarily due to an increase of $1.6 
million in income tax revenue.  Included in the General Fund Expenditures is the annual 
premium based contributions into the City’s Compensated Absence Claim Fund of $2,140,208. 
In 2004, as part of cost cutting measures, the City established the Compensated Absences Claim 
Fund.  This fund is receiving biweekly premiums from all other funds presently paying a salary.  
The money set aside will be used to pay for the salaries of employees using sick leave and cover 
the cost of benefits paid to employees at the point of termination. The success of this fund is 
obvious.  The City, in recent years, has reversed the early success seen upon creation of the fund.  
The debt has escalated back up to $8,823,379 at the end of 2011 as compared to a low of 
$4,710,430 in 2007.  Unfortunately, 2011 saw the fourth consecutive year in which the unfunded 
compensated absence obligation increased.  This can be attributed to two factors.  One is the 
effect of increased retirements due to the forced retirement of safety forces that enrolled in the 

Chart 3

Program Expenses 2011
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Police and Fire Pension DROP program in its initial year of eligibility.  The second was due to 
reducing the premium percentage to 105% of the total cost of the sick leave accrued on a 
biweekly payroll in both 2009 and 2010.  In 2011, despite returning the premium to 125% the 
City saw the unfunded liability grow an additional $1,534,213 due to a wage increase awarded to 
the majority of City employees exceeding 3.0% 

 
 The Community and Economic Development Fund balance decreased by $426,423, 

which can be attributed to a large increase in expenditures from funds previously received from 
the federal government’s stimulus program.  The Capital Projects Fund balance saw an increase 
of $914,860 caused by an increase of over $466,841 in income tax and a $282,149 increase in 
capital grants.  The Motor Vehicle Purchase Fund balance decreased by $221,745, this decrease 
resulted from significant increases vehicle acquisition purchases that were ordered and not 
received in the prior year.  Motor Vehicle Fund expenditures increased in 2011 by $962,891.  
There were two transfers in the governmental funds in 2011.  The transfers were from the 
General Fund to Nonmajor Special Revenue Funds.  A $40,000 transfer was done as a grant 
match and a $4,000 transfer was done to establish equity in a new fund.  The Water, Sewer and 
Refuse funds had net asset increases of $1,380,556, $131,245 and $594,114, respectively.  The 
Water and Refuse funds experienced large decreases in operating revenue of 5.9% and 7.7%, 
respectively.  The Water fund was coming off an exceptional year of 22.6% growth in 2010, this 
growth was unrealistic to sustain.  In addition the weather for 2011 in Canton, Ohio, saw cooler 
than normal summer months and record setting levels of rain, each impacting the amount of 
usage in the summer months.  Finally, both the Water and Refuse Funds experienced reductions 
in usage, as a result of fewer customers due largely in part to the affects of foreclosures and 
vacant properties in the City.  The Sewer fund revenue remained virtually unchanged. Operating 
expenses remained stable throughout 2011 while absorbing the effects of average pay increases 
of roughly 3.0% for their employees.  
 

General Fund Budgeting Highlights 
 

The budgetary process is prescribed by provisions of the Ohio Revised Code and entails 
the preparation of budgetary documents within an established timetable.  The major documents 
prepared are the Alternative Tax Budget, the Certificate of Estimated Resources and the 
Appropriation Ordinance:  all are prepared on the budgetary basis of accounting. The Certificate 
of Estimated Resources and the Appropriations Ordinance are subject to amendment throughout 
the year with the legal restriction that appropriations cannot exceed estimated resources, as 
certified.  All funds, other than agency funds, are legally required to be budgeted and 
appropriated.  The legal level of budgetary control is at the account level split between salary and 
non-salary line items.  Any budgetary modifications above account group level may only be 
made by resolution of City Council. 
 

The City’s fully automated financial system also maintains budgetary control through its 
requisition/purchase order/encumbrance feature. Department requisitions, which if processed, 
would result in an overrun of budget are placed into suspense and can only be authorized when 
additional appropriations are made available through Council ordinance or departmental transfer.  
The security of the financial system prohibits commitments in excess of appropriations.  
Requisitions not completed are removed at the close of each month.  Requisitions meeting the 
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required criteria are processed by the City Auditor resulting in the required purchase order.  The 
purchase order provides for the reserved encumbrance against the current budget. 

 

The City Auditor continually monitors the encumbrances and expenditures against the 
budgeted appropriations and against the County Auditor’s Certificate of Estimated Resources.  
Using the budget prepared by the City the preceding July and including the carry over balances 
less carry over encumbrances at year-end, the County Auditor arrives at and issues the 
Certificate of Estimated Resources for the City.  Ohio Law prohibits total fund appropriations 
from exceeding the amounts by fund on the County Auditor’s certificate. 
 

The City’s General Fund variance from original estimated revenues increased by 
$3,809,092 increasing the overall General Fund estimated revenues to $59,769,693 as indicated 
on page 20.  This change represents 6.4% of total revenue and is due to repayment $1.8 million 
in manuscript debt outstanding in 2010 and repaid in 2011 and reclassified as other.  The General 
Fund variance from original appropriations to final appropriations was $4,747,220; this increased 
the overall General Fund appropriations to $61,321,808.  The actual expenditures were less than 
the final budget by $1,868,333.  The small variance, 3.0% of total expenditures, was due to the 
careful monitoring of expenditures by all elected officials and department heads.  The actual 
expenditures were greater than the original budget by $2,878,887.  The actual variance was again 
due to the need to issue manuscript debt and the personnel cost increases due to raises on average 
of 3% to the majority of the City workforce in 2011.   
 

CAPITAL ASSET AND DEBT ADMINISTRATION 
 

At the end of 2011, the City had $212.6 million invested in a variety of capital assets, 
including police and fire equipment, land, buildings, park facilities, roads, bridges, and water and 
sewer lines (see following graphs).  This amount represents a net increase over last year.  Major 
additions for the Governmental Activities included ongoing major road and storm sewer projects, 
park equipment additions and renovations, and a major street lighting upgrade. 
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Additions to Business-Type Activities included additional water and sewer line 
construction, the continuation of a major renovation project at the City’s Water Reclamation 
Plant, and ongoing restoration work at two of the City’s water plants. 

 
The City’s 2012 capital budget anticipates a spending level of $8.4 million for capital 

projects.  The City will also continue to use the $15,850,000 generated from the sale of general 
obligation bonds during 2006 to construct a new fire station, renovate City Hall and improve 
infrastructure.  More detailed information about the City’s capital assets is presented in Note 8 to 
the basic financial statements. 
 

Debt 

At December 31, 2011, the City had $13.8 million in Governmental Activities General 
Obligation Bonds. 
 

Table 6

General Obligation Bond Debt Outstanding at Year End

Governmental Activities

2011 2010

Unvoted General Obligation Bonds:

2009 Refunding Bonds 6,620,000$       7,460,000$       

2001 Radio Communication -                        655,000            

2006 Various Purpose 7,215,411         8,599,810         

Total Unvoted General Obligation Bonds: 13,835,411$     16,714,810$     
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The City’s overall legal debt margin was $75,394,894 as of December 31, 2011.  The 

City’s unvoted legal debt margin was $32,071,981 as of December 31, 2011. 
 

At December 31, 2011, the City had outstanding long-term debt obligations in the 
amount of $23.4 million down from $26.6 million in 2010 for the governmental activities this 
represents a 12.0 percent decrease.  The City’s business-type activities debt obligation as of 
December 31, 2011 was $39.8 million up from $30.9 million in 2010 this represents an increase 
of 28.8 percent.  The breakout on debt is presented in the graph below. 
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In 2011, no adjustments were made to the City’s credit rating; however, in 2010 Moody’s 

Investor Services downgraded the City’s rating to A1 from Aa3 and gave the City a negative 
outlook on general obligation bond issue.  Fitch Rating service also downgraded the City from 
AA- to A+ but said its outlook is stable.  Other obligations include accrued vacation pay and sick 
leave.  More detailed information about the City’s long-term liabilities is presented in Note 10 to 
the basic financial statements. 
 
CONTACTING THE CITY’S FINANCIAL MANAGEMENT 

 
This financial report is designed to provide our citizens, taxpayers, customers, and 

investors and creditors with a general overview of the City’s finances and to show the City’s 
accountability for the money it receives.  If you have questions about this report or need 
additional financial information, contact Richard A. Mallonn II-City Auditor, City of Canton, 
218 Cleveland Ave., Canton, Ohio 44702.  (Phone 330-489-3226 or Fax 330-580-2067).  
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