ALLEN COUNTY REGIONAL TRANSIT AUTHORITY

AUDIT REPORT

For the Year Ended December 31, 2006

CHARLES E. HARRIS & ASSOCIATES, INC.
Certified Public Accountants and Government Consultants






Mary Tavlor, cra

Auditor of State

Board of Trustees

Allen County Regional Transit Authority
200 East High Street

Lima, Ohio 45081

We have reviewed the Report of Independent Accountants of the Allen County Regional Transit
Authority, prepared by Charles E. Harris & Associates, Inc., for the audit period January 1, 2006
through December 31, 2006. Based upon this review, we have accepted these reports in lieu of the
audit required by Section 117.11, Revised Code. The Auditor of State did not audit the
accompanying financial statements and, accordingly, we are unable to express, and do not express
an opinion on them.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor of
State, regulations and grant requirements. The Allen County Regional Transit Authority is
responsible for compliance with these laws and regulations.

Mary Taylor, CPA

Auditor of State

October 24, 2007

88 E. Broad St. / Fifth Floor / Columbus, OH 43215-3506
Telephone: (614) 466-4514 (800) 282-0370 Fax: (614) 466-4490
www.auditor.state.oh.us



This Page is Intentionally Left Blank.



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY
AUDIT REPORT
For the Year Ended December 31, 2006

TABLE OF CONTENTS

TITLE PAGE
Report of Independent Accountants 1-2
Management’s Discussion and Analysis 3-6
Statement of Net Assets 7
Statement of Revenues, Expenses and Changes in

Net Assets 8
Statement of Cash Flows 9-10
Notes to the Basic Financial Statements 11-19
Schedule of Expenditures of Federal Awards 20
Notes to the Schedule of Expenditures of Federal Awards 21
Report on Internal Control Over Financial Reporting and on Compliance

and Other Matters Based on an Audit of Financial Statements Required by

Government Auditing Standards 22-23
Report on Compliance with Requirements Applicable to Each Major Program

and Internal Control Over Compliance in Accordance with OMB Circular A-133 24-25
Schedule of Findings and Questioned Costs 26-27
Schedule of Prior Audit Findings 28




This Page is Intentionally Left Blank.



Rockefeller Building

614 W Superior Ave Ste 1242

Cleveland, OH 44113-1306
Charles E. Harris & Associates, Inc. Office phone - (216) 575-1630
Certified Public Accountants Fax - (216) 436-2411

REPORT OF INDEPENDENT ACCOUNTANTS

Allen County Regional Transit Authority
200 E. High St.
Lima, Ohio 45801

To the Board of Trustees:

We have audited the accompanying financial statements of the business-type activities of the
Allen County Regional Transit Authority (the Authority) as of and for the year ended December
31, 2006, as listed in the table of contents. These financial statements are the responsibility of
the Authority’s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the Authority as of December 31, 2006, and the changes in its
financial position and cash flows, for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 14, 2007 on our consideration of the Authority’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.



Management’s Discussion and Analysis on pages 3 through 6 is not a required part of the basic
financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Authority’s basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the basic financial statements of the
Authority. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

Charles E. Harris & Associates, Inc.
September 14, 2007



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
MANAGEMENT’S DISCUSSION & ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2006

(UNAUDITED)

As management of the Allen County Regional Transit Authority, we offer readers of the
Authority’s financial statements this narrative overview and analysis of the Authority’s financial
activities for the year ended December 31, 2006.

Financial Highlights

« The assets of the Authority exceeded its liabilities at the close of the most recent fiscal year
by $3.0 million (net assets). Of this amount, $.1 million (unrestricted net assets) may be used
to meet the government’s ongoing obligations to citizens and creditors.

. The Authority’s net assets decreased by $.31 million, or 9%.

« The Authority has current assets of $.2 million and $.15 million of current liabilities.

« The Authority has no long-term debt.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Authority’s basic
financial statements. The financial statements presented by the Authority are the Statement of
Net Assets, the Statement of Revenues, Expenses and Changes in Net Assets and the Statement
of Cash Flows. These statements are presented using the economic resources measurement focus
and the accrual basis of accounting. The Authority is structured as a single enterprise fund with
revenues recognized when earned and measurable. Expenses are recognized when they are
incurred, not when paid. Capitalized assets are depreciated, except land, over their estimated
useful lives.

The balance sheet presents the Authority’s statement of financial position. GAAP allows the
accounts of this statement to be presented in one of two ways:

Assets — liabilities = net assets (net asset approach)
Assets = liabilities + net assets (balance sheet approach)

The resulting difference between assets and liabilities will be called net assets, no matter which
approach is taken. Over time, increases and decreases in net assets may serve as a useful
indicator of whether the financial position of the Authority is improving or deteriorating. Net
assets increase when revenues exceed expenses. Increases in assets without a corresponding
increase to liabilities also results in increased net assets.

The Statement of Revenues, Expenses and Changes in Net Assets presents information showing
how the Authority’s net assets changed during the year. This statement summarizes operating
revenues and expenses along with non-operating revenues and expenses. In addition, this
statement lists capital grant revenues received from federal, state and local governments.



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
MANAGEMENT’S DISCUSSION & ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2006

(UNAUDITED)

The Statement of Cash Flows allows financial statement users to assess the Authority’s adequacy
or ability to generate sufficient cash flows to meet obligations in a timely manner. The statement
is classified into four categories:

A. Cash flows from operating activities;

B. Cash flows form non-capital financing activities;

C. Cash flows from capital and related financing activities and;
D. Cash flows from investing activities.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the financial statements.

FINANCIAL ANALYSIS OF THE AUTHORITY

One of the most important questions asked about the Authority’s finances is “Is the Authority as
a whole better off or worse off as a result of this year’s activities?” The statement of net assets
and the statement of revenues, expenses and changes in net assets report information about the
Authority’s activities in a way that will help answer this question. Over time, increases or
decreases in the Authority’s net assets are one indicator of whether its financial health is
improving or deteriorating. However, one will need to consider other non financial factors such
as changes in economic conditions, population decline or growth and new or changed
governmental legislation.

Condensed Summary of Net Assets:

2006 2005
Current and other assets $ 247,921 $ 275,507
Capital assets, net $ 2,822,349 $ 3,057,429
Total Assets $ 3,070,270 $ 3,332,936
Current liabilities $ 153,975 $ 105,571
Total Liabilities $ 153,975 $ 105,571
Net Assets:
Invested in capital assets,
net of related debt $ 2,822,349 $ 3,057,429
Unrestricted $ 93,946 $ 169,936
Total Net Assets $ 2,916,295 $ 3,227,365




ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
MANAGEMENT’S DISCUSSION & ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2006

(UNAUDITED)

The decrease in capital assets is due to the current year depreciation and the disposal of a vehicle.
Current liabilities increased 46% primarily as a result of an increase in deferred revenue.

The unrestricted net assets, $93,946, may be used to meet the Authority’s ongoing obligations to
citizens and creditors. The Authority did not have any external restrictions placed on its net
assets at this year- end.

At the end of the current year, the Authority is able to report positive balances in both of its net
asset classifications.

The Authority’s net assets decreased by $311,070 during the current year. This decrease
represents the degree to which operating revenues and nonoperating revenues were outstripped
by increases in ongoing expenses. Key elements of these changes in net assets are as follows:

2006 2005
Total Operating Revenues $ 147,530 $ 150,525
Total Operating Expenses 1,542,983 1,462,654
Operating Loss (1,395,453) (1,312,129)
Total Other Revenue 1,084,383 1,172,144
Revenue Over (Under) Expenses (311,070) (139,985)
Net Assets-Beginning 3,227,365 3,367,350
Net Assets-Ending $2,916,295 $3,227,365

Revenue Sources

Nontransportation Revenue Fares & Charter

State Grants

The Authority’s reliance upon grant revenues is demonstrated by the graph above indicating 77%
of total revenues are from federal, state and local grants.



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
MANAGEMENT’S DISCUSSION & ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2006

(UNAUDITED)

Capital Assets

The Authority’s investment in capital assets as of December 31, 2006, amounts to $2,822,349
million (net of accumulated depreciation). This investment in capital assets includes land, land
improvements, buildings, equipment, furniture, vehicles, and infrastructure. Total dispositions
for the current year were $30,896 and depreciation was $235,080. Detailed information
regarding capital asset activity is included in the Note 6 to the basic financial statements.

Debt

The Authority had no debt at December 31, 2006.

Request for Information

This financial report is designed to provide a general overview of the Authority’s finances for
those with an interest in its finances. Questions concerning any of the information in this report

or requests for additional financial information should be addressed to the Executive Director,
Allen County Regional Transit Authority, 200 E. High Street, Lima, Ohio 45801.



Allen County Regional Transit Authority

Allen County
Statement of Net Assets
December 31, 2006

ASSETS:

Current Assets:
Cash
Accounts receivable

Material and supplies inventory

Total current assets

Capital Assets:

Property, facilities, and equipment
Less: accumulated depreciation

Total capital assets
Total assets

LIABILITIES:

Current Liabilities:
Accounts payable
Accrued payroll and benefits
Unearned Revenue

Total Current Liabilities

NET ASSETS
Invested in capital assets
Unrestricted

Total Net Assets

$ 168,951
33,925
45,045

247,921

6,010,984

(3,188,635)
2,822,349

3,070,270

6,268
53,941
93,766

153,975

2,822,349
93,946

_$ 2916295

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



Allen County Regional Transit Authority
Allen County
Statement of Revenues, Expenses and Changes in Net Assets
For the year ended December 31, 2006

OPERATING REVENUES:

Passenger Fares $ 126,363
Special Event and Special Service Guarantee 21,167
Total Operating Revenues 147,530

OPERATING EXPENSES:

Labor 569,870
Fringe Benefits 220,973
Services 153,939
Materials and Supplies 193,818
Claims and insurance net of settlements 74,977
Utilities 46,023
Miscellaneous 48,303
Depreciation 235,080
Total Operating Expenses 1,542,983
Operating Loss (1,395,453)

NONOPERATING REVENUES:

Interest Income 445
Nontransportation Revenue 126,551
Federal Grants and Assistance 682,204
State Grants and Assistance 77,433
Local Grants and Assistance 197,750
Total Nonoperating Revenue 1,084,383
Excess of Revenues Over (Under) Expenses (311,070)
Net assets-January 1 3,227,365
Net assets-December 31 $ 2,916,295

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



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY
Statement of Cash Flows
For the year ended December 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Nontransportation revenue
Cash payments to suppliers for goods and services
Cash payments to employees for services
Cash payments for employee benefits
Cash payments for casualty and liability
Net cash used in operations

CASH FLOWS FROM NON-CAPITAL
FINANCING ACTIVITIES:

Federal grants
State grants
Local grants
Net cash provided by non-capital financing activities

CASH FLOW FROM CAPITAL AND RELATED

FINANCING ACTIVITIES:
Federal capital grants
Disposition of property, facilities, and equipment
Net cash used by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Interest

Net Increase (Decrease) in cash
Cash-January 1

Cash-December 31

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

$

148,746
124,551
(493,805)
(569,870)
(216,194)

(74,977)

(1,081,549)

723,808
106,470
197,750

1,028,028

199,438
2,000

201,438

445

148,362

20,589

168,951



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY
Statement of Cash Flows- (continued)
For the year ended December 31, 2006

Reconciliation of Operating Loss to Net
Cash Used In Operating Activities:

Operating Loss $ (1,395,453)

Adjustments to Reconcilie Operating Loss
to Net Cash Used In Operating Activities:

Depreciation 235,080
Nontransportation revenue 124,551
Changes in Assets and Liabilities:
(Increase) in Materials and Supplies Inventory (1,581)
Decrase in Customer Accounts Receivable 1,216
Decrease in Accounts Payable (50,141)
Increase in Accrued Wages and Benefits 4,779
Total Adjustments 313,904
Net Cash Used in Operating Activities $ (1,081,549)

10



1.

ALLEN COUNTY REGIONAL TRANSIT AUTHORITY

Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

A

ORGANIZATION

The Allen County Regional Transit Authority was created pursuant to
Section 306.01 through 306.13 of the Ohio Revised Code for the purpose
of providing public transportation in Allen County, Ohio. As a political
subdivision, it is distinct from and is not an agency of, the State of Ohio or
any other local government unit. The Authority is not subject to federal or
state income taxes.

A five-member board that is appointed by the Allen County Board of
Commissioners manages the Authority.

Management believes the financial statements included in this report
represent all of the funds of the Authority over which the Authority has
the ability to exercise direct operating control.

REPORTING ENTITY

In evaluating how to define the Authority for financial reporting purposes,
management has considered all agencies, departments and organizations
making up the Allen County Regional Transit Authority (the primary
government) and its potential component units consistent with
Governmental Accounting Standards Board Statement No. 14, “The
Financial Reporting Entity.” The Authority has no component units.
However, the Authority is considered a component unit of Allen County
(the *“County™) by virtue of the fact that the Authority’s Board is appointed
by the Allen County Board of Commissioners and the County’s ability to
impose its will on the Authority. These conclusions regarding the
financial reporting entity are based on the concept of financial
accountability. The Authority is not financially accountable for any other
organizations.

BASIS OF ACCOUNTING

The Authority follows the accrual basis of accounting, whereby revenues
and expenses are recognized in the period earned or incurred. The
measurement focus is on determination of net income, financial position,
and cash flows. All transactions are accounted for in a single enterprise
fund.

11



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES-(continued)

In accordance with Statement No. 20 of the Governmental Accounting
Standards Board Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities that Use Proprietary Fund
Accounting, the Authority has elected not to apply the provisions of the
statements and interpretations of the Financial Accounting Standards
Board issued after November 30, 1989. The Authority will continue
applying all applicable pronouncements issued by the Governmental
Accounting Standards Board.

D. CASH AND CASH EQUIVALENTS

The Authority considers highly liquid investments, with an original
maturity of three months or less, to be cash equivalents. Investment
procedures are restricted by the provisions of the Ohio Revised Code.

E. PROPERTY, FACILITIES AND EQUIPMENT

Property, facilities and equipment are stated at historical cost. The costs
of normal maintenance and repairs are charged to operations as incurred.

Depreciation is computed using the straight-line method over the
estimated useful lives of the respective assets as follows:

Description Years
Transportation Equipment 5-12
Other Equipment 5-10
Facilities 20-35

F. MATERIALS AND SUPPLIES

Materials and supplies are stated at the lower of cost or market. Cost is
determined on the first-in, first-out (FIFO) basis. The costs of inventory
items are recorded as expenses when used.

G. ACCUMULATED UNPAID VACATION AND PERSONAL LEAVE

Employees of the Authority are not permitted to carry over year-end
vacation and personal/sick leave balances. Vacation pay is charged to
expense when used.

12



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES-(continued)

H.

GRANTS

Grants are recognized as nonoperating revenues in the accounting period
in which they are earned and become measurable.

BUDGETARY ACCOUNTING CONTROL

The Authority’s annual budget is prepared on the accrual basis of
accounting as permitted by law. The Authority maintains control by not
permitting total expenditures to exceed appropriations without approval of
the Board.

USE OF ESTIMATES

The accounting and reporting policies of Allen RTA conform to
accounting principles generally accepted in the United States of America
(GAAP). The preparation of financial statements in conformity with
GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from those estimates.

NET ASSETS
Equity is displayed in three components as follows:

Invested in Capital assets, Net of Related Debt — This consists of capital
assets, net of accumulated depreciation, less the outstanding balances of
any bonds, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets.

Restricted — This consists of net assets that are legally restricted by
outside parties or by law through constitutional provisions or enabling
legislation. The Authority does not have restricted net assets at December
31, 2006.

Unrestricted — This consists of net assets that do not meet the definition
of “restricted” or “invested in capital assets, net of related debt”.

13



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES-(continued)

L. NONEXCHANGE TRANSACTIONS

Nonexchange transactions, in which the Authority receives value without
directly giving equal value in return, primarily include grants for operating
assistance as well as the acquisition of property, facilities and equipment.
Substantially all of the Authority’s grants are reimbursement-type grants,
which are recorded as revenue in the period the related expenditures are
incurred. Any grants received in advance of the period in which the
related expenditures are incurred, are recorded as restricted assets and as
deferred revenue.

2. CASH AND INVESTMENTS

The investment and deposit of Authority monies are governed by the provisions
of the Ohio Revised Code. In accordance with these statutes, only banks located
in Ohio and domestic building and loan associations are eligible to hold public
deposits. The statutes also permit the Authority to invest its monies in certificates
of deposit, commercial paper, savings accounts, money market accounts, the State
Treasurer’s Asset Reserve investment pool (STAR Ohio) and obligations of the
United States government or certain agencies thereof. The Authority may also
enter into repurchase agreements with any eligible depository or any eligible
dealer who is a member of the National Association of Securities Dealers for a
period not exceeding thirty days. The Authority is prohibited from investing in
derivatives and reversed repurchase agreements.

Protection of the Authority’s deposits is provided by the Federal Deposit
Insurance Corporation, by eligible securities pledged by the financial institution
as security for repayment, by surety company bonds deposited with the Financial
Manager by the financial institution, or by a single collateral pool established by
the financial institution to secure the repayment of all public monies deposited
with the institution.

Custodial credit risk for deposits is the risk that in the event of bank failure, the
Authority will not be able to recover deposits or collateral securities that are in the
possession of an outside party. At fiscal year end, the carrying amount of the
School’s deposits was $168,950, and the bank balance was $212,610. Of the
bank balance, $100,000 was covered by federal depository insurance. $112,610
was uncollateralized.

The Authority had no investments at December 31, 2006.

14



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

DEFINED BENEFIT PENSION PLAN

The employees of the Authority are covered by the Ohio Public Employees
Retirement System (OPERS). OPERS administers three separate pension plans as
described below:

1.  The Traditional Plan (TP) - a cost-sharing multiple-employer defined
benefit pension plan.

2.  The Member-Directed Olan (MD) - a defined contribution plan in which
the member invests both member and employer contributions (employer
contributions vest over five years at 20% per year). Under the Member-
Directed Plan members accumulate retirement assets equal to the value of
member and (vested) employer contributions plus any investment earnings
thereon.

3. The Combined Plan (CO) - a cost-sharing multiple-employer defined
benefit pension plan. Under the Combined Plan employer contributions
are invested by the retirement system to provide a formula retirement
benefit similar in nature to the Traditional Plan benefit. Member
contributions, the investment of which is self-directed by the members,
accumulate retirement assets in a manner similar to the Member-Directed
Plan.

OPERS provides retirement, disability, survivor and death benefits and annual
cost of living adjustments to members of the Traditional Plan and Combined
Plans. Members of the Member-Directed Plan do not qualify for ancillary
benefits.

Authority to establish and amend benefits is provided by state statute per Chapter
145 of the Ohio Revised Code. OPERS issues a stank-alone financial report.
Interested parties may obtain a copy by making a written request to 277 East
Town Street, Columbus, Ohio 43215-4642. or by calling (614)-222-6705 or 1-
800-222-PERS (7377).

The Ohio Revised Code provides statutory authority for employee and employer
contributions. For 2006, member and employer contribution rates were consistent
across all three plans (TP, MD and CO).

The 2006 member contribution rate for employees was 9.0% of covered payroll.
The 2006 employer contribution rate for the Authority was 13.70% of covered
payroll. The Authority’s contributions for the years ending December 31, 2006,
2005, and 2004 were $90,085, $81,178, and $88,157, respectively. The full
amount has been contributed for 2005 and 2004. 92% has been contributed for
2006 with the remainder being reported as a liability.

15



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

POSTEMPLOYMENT BENEFITS

OPERS also provides post-retirement health care coverage to age and service
retirees with 10 or more years of qualifying Ohio service credit. Health care
coverage for disability recipients and primary survivor recipients is available. The
health care coverage provided by the retirement system is considered an Other
Post-employment Benefit (OPEB) as described in GASB Statement No. 12. As
required by state statute, a portion of each employer’s contribution to OPERS (see
note 7) is set aside for the funding of post-retirement health care. The Ohio Revised
Code provides statutory authority for employer contributions. The 2006
contribution rate of 13.7% included a portion (4.5%) that was used to fund
healthcare. The Authority’s 2006 contribution for post-employment benefits was
$29,592.

The Health Care Preservation Plan (HCPP) adopted by the OPERS Board on
September 9, 2004, is effective on January 1, 2007. OPERS took additional actions
to improve the solvency of the Health Care Fund in 2005 by creating a separate
investment pool for health care assets. Member and employer contribution rates
increased as of January 1, 2006 and January 1, 2007, which will allow additional
funds to be allocated to the health care plan.

The Ohio Revised Code provides the statutory authority requiring public employers
to fund postretirement health care through their contributions to OPERS.

Summary of assumptions

Actuarial Review — The assumptions and calculations below were based on the
System’s latest Actuarial Review performed as of December 31, 2005.

Funding Method — The individual entry age actuarial cost method of valuation is
used in determining the present value of OPEB. The difference between assumed
and actual experience (actuarial gains and losses) becomes part of unfunded
actuarial accrued liability.

Assets Valuation Method — All investments are carried at market value. For
actuarial valuation purposes, a smoothed market approach is used. Under this
approach assets are adjusted annually to reflect 25% of the unrealized market
appreciation or depreciation on investment assets annually, not to exceed a 12%
corridor.

Investment Return — The investment assumption rate for 2005 was 6.5%.

Active Employee Total Payroll — An annual increase of 4.0% compounded annually,
is the base portion of the individual pay increase assumption. This assumes no
change in the number of active employees. Additionally, annual pay increases over
and above the 4.0% base increase, were assumed to range from 0.5% to 6.3%.

16



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

POSTEMPLOYMENT BENEFITS — (continued)

Health Care — Health care costs were assumed to increase at the projected wage
inflation rate plus an additional factor ranging from .5% to 6% for the next 9 years.
In subsequent years (10 and beyond), health care costs were assumed to increase at
4.0% (the projected wage inflation rate).

OPEBs are advanced funded on an actuarially determined basis. The number of
active contributing participants in the Traditional Pension Plan and Combined
Plans at December 31, 2005 was 369,214. The actuarial value of the Retirement
System’s net assets available for OPEB at December 31, 2005 was $11.1 billion.
The actuarially accrued liability and the unfunded actuarial accrued liability at
December 31, 2005, based on the actuarial cost method used, were $31.3 billion and
$20.2 billion, respectively.

DEBT

The Authority had no debt at year-end December 31, 2006.

17



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY

Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

6. PROPERTY, FACILITIES AND EQUIPMENT

Capital asset activity for the year ended December 31, 2005 is as follows:

Balance Balance
January 1, December 31,
2006 Additions Deletions 2006

Capital Assets Not
Being Depreciated:
Land &
Improvements $ 217,262 $ - $ - $ 217,262
Capital Assets Being
Depreciated:
Building &
Improvements 3,294,756 - - 3,294,756
Vehicles 2,366,178 - 30,896 2,335,282
Equipment & Other 163,684 - - 163,684
Total Capital Assets
Being Depreciated 5,824,618 - 30,896 5,793,722
Less Accumulated
Depreciation:
Buildings &
Improvements 862,960 105,898 - 968,858
Vehicles 2,011,354 117,608 30,896 2,098,066
Equipment & Other 110,13 11,574 - 121,711
Total Accumulated
Depreciation 2,984,451 235,080 30,896 3,188,635
Total Capital Assets
Being Depreciated, Net 2,843,167 (235,080) - 2,608,087
Total Capital Assets $3,057,429  $ (235,080) $ - $ 2,822,349

7. RISK MANAGEMENT

The Authority is a member of the Ohio Transit Risk Pool (OTRP), formerly the
Ohio Transit Insurance Pool (OTIP), a self-insurance pool created under Chapter
The Authority has the following insurance
coverage: Comprehensive General Liability, Automobile Liability, Errors and
Omissions, and Employee Benefits Liability. There has not been a reduction in
coverage from the prior year and claims have not exceeded the coverage in any of
the past three years. The Authority pays the State Worker’s Compensation
System a premium based on a rate per $100 of salaries.

2744 of the Ohio Revised Code.

18



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Notes to the Basic Financial Statements
For the Year Ended December 31, 2006

CONTINGENCIES

The Authority received financial assistance from federal and state agencies in the
form of grants. The disbursement of funds received under these grants requires
compliance with terms and conditions specified in the grant agreements. These
grants are subject to audit by the grantor agencies and disallowed claims resulting
from these audits could become a liability of the Authority.

Pursuant to an agreement with the Petroleum Underground Storage Tank Release
Compensation Board (the Board), the Authority maintained a irrevocable standby
letter of credit with the Huntington National Bank in the amount of $22,000 in
favor of the Board to cover the deductible amount of the Authority’s coverage for
and underground storage tank.

Management believes there are no pending claims or lawsuits.
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ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
Schedule of Expenditures of Federal Awards

For the Year Ended December 31, 2006

Federal Grantor/Title

Federal

Grantor Number/Program Title CFDA # Grant # Expenditures
U.S. Department of Transportation
Federal Transit Administration (FTA)
Federal Transit Cluster
Received Directly from FTA:
Operating, Planning, and Capital Formula Grants:
Urbanized Area Formula Program 20.507 OH-90-4547 $329,743
Urbanized Area Formula Program 20.507 OH-90-4500 4,605
Urbanized Area Formula Program 20.507 OH-90-0050 49,567
Urbanized Area Formula Program 20.507 OH-90-0547 130,172
Urbanized Area Formula Program 20.507 OH-03-0234 11,300
Urbanized Area Formula Program 20.507 OH-90-2547 42,787
Urbanized Area Formula Program 20.507 OH-90-2500 21,193
Urbanized Area Formula Program 20.507 OH-90-8500 4,000
Urbanized Area Formula Program 20.507 OH-90-8431 38,569
Urbanized Area Formula Program 20.507 OH-90-8547 50,270
Total U.S. Department of Transportation $682,206
Total Federal Expenditures $682,206

See accompanying notes to schedule of expenditures of federal awards.
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Allen County Regional Transit Authority
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended December 31, 2006

Significant Accounting Policies

The accompanying schedule of federal awards expenditures is a summary of the
activity of the Authority’s federal award programs. The schedule has been
prepared on the accrual basis of accounting.
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Rockefeller Building

614 W Superior Ave Ste 1242

Cleveland, OH 44113-1306
Charles E. Harris & Associates, Inc. Office phone - (216) 575-1630
Certified Public Accountants Fax - (216) 436-2411

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS REQUIRED BY GOVERNMENT AUDITING STANDARDS

Allen County Regional Transit Authority
200 E. High Street
Lima, Ohio 45801

To the Board of Trustees:

We have audited the financial statements of the business-type activities of the Allen County Regional Transit
Authority (the Authority) as of and for the year ended December 31, 2006, and have issued our report thereon
dated September 14, 2007. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Controls Over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Authority’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the Authority’s ability to initiate, authorize, record, process, or report financial data reliably
in accordance with generally accepted accounting principles such that there is more than a remote likelihood
that a misstatement of the Authority’s financial statements that is more than inconsequential will not be
prevented or detected by the Authority’s internal control. We consider the deficiency described in the
accompanying schedule of findings and questioned costs, item 2006-ACRTA-01, to be a significant
deficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more

than a remote likelihood that a material misstatement of the financial statements will not be prevented or
detected by the Authority’s internal control.
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Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, we consider the significant deficiency described
above to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters that we have reported to management of the Authority in a separate letter dated
September 14, 2007.

The Authority’s response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned cost. We did not audit the Authority’s response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the management, the Board of Trustees, and

federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Charles E. Harris and Associates, Inc.
September 14, 2007
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Rockefeller Building
614 W Superior Ave Ste 1242
Cleveland, OH 44113-1306

Charles E. Harris & Associates, Inc. Office phone - (216) 575-1630
Certified Public Accountants Fax - (216) 436-2411

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Allen County Regional Transit Authority
200 E. High Street
Lima, Ohio 45801

To the Board of Trustees:
Compliance

We have audited the compliance of the Allen County Regional Transit Authority (the Authority) with
the types of compliance requirements described in U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to its major federal program for the year
ended December 31, 2006. The Authority’s major federal program is identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs. Compliance
with the requirements of laws, regulations, contracts and grants applicable to its major federal program
is the responsibility of the Authority’s management. Our responsibility is to express an opinion on the
Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about the Authority’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination on the Authority’s
compliance with those requirements.

In our opinion, the Authority complied, in all material respects, with the requirements referred to
above that are applicable to its major federal program for the year ended December 31, 2006.

Internal Control Over Compliance

The management of the Authority is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Authority’s internal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance with
OMB Circular A-133.
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Our consideration of the internal control over compliance would not necessarily disclose all matters
in the internal control that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal
control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Trustees, management of

the Authority, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Charles E. Harris & Associates, Inc.
September 14, 2007
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ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY
OMB CIRCULAR A-133 SECTION .505
December 31, 2006

Schedule of Findings and Questioned Costs
A. Summary of Audit Results

1. The auditor’s report expresses an unqualified opinion on the basic
financial statements.

2. One significant deficiency in internal control over financial reporting
was disclosed during the audit of the financial statements of the
Authority (2006-ACRTA-01). This significant deficiency condition
was identified as a material weakness.

3. No instances of noncompliance material to the financial statements of
the Authority were disclosed during the audit.

4, No reportable conditions in internal control over major programs were
disclosed.
5. The auditor’s report on compliance for the major federal award

program for the Authority expresses an unqualified opinion.

6. No findings required to be reported under Section .510(a) of OMB
Circular A-133.

7. The program tested as a major program was Federal Transit
Administration Cluster: CFDA #20.507.

8. The dollar threshold for distinguishing Type A and Type B programs
was $300,000.

9. The Authority was determined to be a low-risk auditee.
B. Findings-Financial Statement Audit

2006-ACRTA-01- Financial Statements Materially Misstated

Criteria
Proper internal control provides for the prevention or detection of material
misstatement of the financial statements in a timely manner.

Condition

Journal entries were improperly posted to the general ledger which resulted in the
financial statements being materially misstated. Revenues were understated by
$11,300 as the result of classification or posting errors and expenses, primarily
related to depreciation, were understated by $251,275 due to posting errors.
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ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY
OMB CIRCULAR A-133 SECTION .505
December 31, 2006

B. Findings-Financial Statement Audit- (continued)

2006-ACRTA-01- Financial Statements Materially Misstated — (continued)

Effect
The financial statements for the interim months and the year end were materially
misstated and management could not make informed operating decisions.

Recommendation

We recommend that journal entries be approved by someone other than the person
recording the entry and monthly financial statements be independently reviewed
by an outside party.

Managements Response

Management indicated that they will obtain assistance in the preparation of
monthly financial statements from an outside consultant that has previously
assisted them.

C. Findings and Questioned Costs- Federal Transit Cluster, CFDA #20.507.

None

27



ALLEN COUNTY REGIONAL TRANSIT AUTHORITY
ALLEN COUNTY, OHIO
For the Year Ended December 31, 2006

SCHEDULE OF PRIOR AUDIT FINDINGS

The prior audit report, for the year ending December 31, 2005, reported no material
citations or recommendations.
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Mary Taylor, cra

Auditor of State

REGIONAL TRANSIT AUTHORITY

ALLEN COUNTY
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