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Mary Tavlor, cra

Auditor of State

Board of Directors

San-Ott Insurance Consortium
9451 E. Harbor Road
Lakeside-Marblehead, Ohio 43440

We have reviewed the Independent Auditors’ Report of the San-Ott Insurance Consortium,
Sandusky County, prepared by Weber O’Brien, Ltd., for the audit period August 1, 2005 through
July 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.

The financial statements in the attached report are presented in accordance with a regulatory basis
of accounting prescribed or permitted by the Auditor of State. Due to a February 2, 2005
interpretation from the American Institute of Certified Public Accountants (AICPA),
modifications were required to the Independent Auditors’ Report on your financial statements.
While the Auditor of State does not legally require your government to prepare financial
statements pursuant to Generally Accepted Accounting Principles (GAAP), the AICPA
interpretation requires auditors to formally acknowledge that you did not prepare your financial
statements in accordance with GAAP. The attached report includes an opinion relating to GAAP
presentation and measurement requirements, but does not imply the statements are misstated under
the non-GAAP regulatory basis. The Independent Auditors’ Report also includes an opinion on
the financial statements using the regulatory format the Auditor of State permits.

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 San-Ott Insurance Consortium is responsible for
compliance with these laws and regulations.

Mary Taylor, CPA
Auditor of State

April 16, 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
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INDEPENDENT AUDITORS' REPORT

Board of Directors

San-Ott Insurance Consortium
1306 Cedar Street

Fremont, OH 43420

We have audited the accompanying financial statement of the San-Ott Insurance
Consortium (San-Ott), as of and for the year ended July 31, 2006, as listed in the table of
contents. This financial statement is the responsibility of San-Ott's management. Our
responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in
the United States 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 consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of San-Ott Insurance
Consortium’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statement, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

As described more fully in Note 1, the San-Ott Insurance Consortium has prepared this
financial statement using accounting practices the Auditor of State prescribes or
permits. These practices differ from accounting principles generally accepted in the
United States. Although we cannot reasonably determine the effects on the financial
statement of the variances between these regulatory accounting practices and
accounting principles generally accepted in the United States, we presume they are
material.

In our opinion, because of the effects of the matter discussed in the preceding
paragraph, the financial statement referred to above does not present fairly, in
conformity with accounting principles generally accepted in the United States, the
financial position of San-Ott Insurance Consortium as of July 31, 2006 or its changes in
financial position and cash flows for the year then ended.

Also, in our opinion, the financial statement referred to above presents fairly, in all
material respects, the cash balance of the San-Ott Insurance Consortium, as of July 31,
2006 and its cash receipts and disbursements for the year then ended on the basis of
accounting described in Note 1.
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In accordance with Government Auditing Standards, we have also issued our report
dated December 22, 2006, on our consideration of San Ott's internal control over
financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. That report describes the
scope of our testing of internal control over financial reporting and compliance and the
results of that testing. It does not opine 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.

Jilder (T A5 e AP

December 22, 2006



| SAN-OTT INSURANCE CONSORTIUM
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS AND CHANGES IN CASH BALANCE

Year Ended July 31, 2006
OPERATING RECEIPTS ,
Member Contributions $ 9,447 493
Stop Loss Recoveries 115,494
Drug Rebates . 98,403
Total Operating Receipts ' 9,661,390
OPERATING DISBURSEMENTS
Claims Paid 8,623,128
Administrative Fees 616,052
Insurance Premiums 291,609
Professional Fees 50,705
Miscellaneous Fees 850
Total Operating Disbursements 9,582,344
EXCESS OF OPERATING RECEIPTS OVER OPERATING DISBURSEMENTS 79,046
NON OPERATING RECEIPTS - Investment Income 120,772
CHANGE IN CASH BALANCE 199,818
CASH BALANCE AT BEGINNING OF YEAR 3,226,289
CASH BALANCE AT END OF YEAR $ 3,426,107

"The Accompanying Notes are an Integral
Part of These Financial Statements"
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SAN-OTT INSURANCE CONSORTIUM
NOTES TO CASH BASIS FINANCIAL STATEMENTS
Year Ended July 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of the Entity

San-Ott Insurance Consortium (“Organization”) is an Ohio not-for-profit corporation
organized under Section 501(c)(9) of the Internal Reveue Code for the public purpose of
enabling its members to obtain insurance coverage, provide methods for paying claims
and provide a formalized jointly administered self-insurance pool. Specifically, the San-
Ott Insurance Consortium pool provides coverage for medical, dental, and prescription
drug benefits. The members of the Organization include the following ten entities:
Ottawa County Board of Education, Benton-Carroll LSD, Clyde-Green Springs LSD,
Danbury LSD, Genoa LSD, Gibsonburg EV Schools, Port Clinton LSD, Put-In-Bay
Schools, Vanguard-Sentinel Career Centers, and Woodmore LSD.

Basis of Accounting

These financial statements follow the cash basis of accounting prescribed by the Ohio
Auditor of State, which is a comprehensive basis of accounting other than generally
accepted accounting principles. Receipts are recognized when received in cash rather
than when earned, and disbursements are recognized when paid rather than when a
liability is incurred. All transactions are accounted for in a single enterprise fund.

These statements include adequate disclosure of material matters, as prescribed or
permitted by the Auditor of State.

Cash and Investments

Investments are included in cash balances. Accordingly, purchases of investments are
not recorded as disbursements, and sales of investments are not recorded as receipts.
Gains or losses at the time of sale are recorded as investment income.

Certificates of deposit are valued at cost. The investment in STAROhio (the State
Treasurer’s investment pool) is valued at amounts reported by the State Treasurer.

Member and Supplemental Contributions

Member contributions are calculated to annually produce a sufficient sum of money
within the self-insurance pool to fund administrative expenses of the Organization and
to create reserves for claims and unallocated loss adjustment expenses. Under the terms
of membership, should annual member contributions not be sufficient to fund ultimate
losses, establish adequate reserves and cover administrative expenses, the Board of
Directors can require supplementary contributions. Supplementary contributions can
be assessed during the entire life of the Organization and any later period when claims
or expenses need to be paid which are attributable to any membership year during
which the event or claim occurred.



SAN-OTT INSURANCE CONSORTIUM
NOTES TO CASH BASIS FINANCIAL STATEMENTS, CONTINUED
Year Ended July 31, 2006

NOTE 2 - EQUITY IN CASH AND INVESTMENTS

The carrying amount of cash and investments at July 31, 2006 was as follows:

Demand Deposits $433,282
Certificates of Deposit 2,516,807
STAROhio 476,018

Total Deposits and Investments $3,426,107

Deposits

At July 31, 2006, the carrying amount of San-Ott’s deposits was $2,950,089 and the bank
balance was $2,950,089. Deposits are either (1) insured by the Federal Depository
Insurance Corporation, (2) collateralized by securities specifically pledged by the
financial institution to the Organization, or (3) collateralized by the financial
institution’s public entity deposit pool.

Investments

[nvestments in mutual funds (such as STAROhio) are not evidenced by securities that
exist in physical or book entry form.

There are no statutory requirements governing the investment of consortium funds.

NOTE 3 - ADMINISTRATIVE FEES

The Organization has contracted with Medical Mutual of Ohio to provide claims
processing and other various administrative services related to processing the medical
and dental claims.  Similarly, the Organization has contracted with Express Scripts for
processing claims for prescription drug benefits.

NOTE 4 - LOSS RESERVE

San-Ott provides health, dental, and prescription drug insurance coverage to employees
of its members. San-Ott pays covered claims to service providers and recovers these
costs through actuarially determined per employee premiums. The loss reserve
includes both reported and unreported insured events and estimated future payments
of losses and related loss adjustment expenses. A comparison of cash and investments,
to the actuarially determined loss reserve (not recorded in the accompanying cash basis
financial statement) as of July 31, 2006 is as follows:

Cash and Investments $3,426,107
Actuarial Loss Reserve $1,762,100
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Independent Auditors’ Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit
of Financial Statements Performed in Accordance with Government

Auditing Standards

Board of Directors

San-Ott Insurance Consortium
1306 Cedar Street

Fremont, OH 43420

We have audited the accompanying financial statement San-Ott Insurance Consortium
(San-Ott) as of and for the year ended July 31, 2006, and have issued our report thereon
dated December 22, 2006, wherein we noted that San-Ott followed accbun‘cing practices
the Auditor of State prescribes rather than accounting principles generally accepted in
the United States. We conducted our audit in accordance with auditing standards
generally accepted in the United States and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered San-Ott Insurance Consortium ’s
internal control over financial reporting in order to determine our auditing procedures
for the purpose of expressing our opinion on the financial statement and not to provide
assurance on the internal control over financial reporting. However, we noted a matter
involving the internal control over financial reporting and its operation that we consider
to be a reportable condition. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal
control over financial reporting that, in our judgment, could adversely affect the San Ott
Insurance Consortium'’s ability to initiate, record, process, and report financial data
consistent with the assertions of management in the financial statements. The
reportable condition is described in the accompanying schedule of findings as Finding
06-01.

A material weakness is a reportable 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 misstatements caused by error or fraud in amounts that would be material in
relation to the financial statement being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions

- that are also considered to be material weaknesses. However, we believe that the
reportable condition described above is a material weakness.

-6-

5580 Monroe Street Sylvania, OH 43560 I p 419 885 8338 I f 419 885 8182 I www.weberobrien.com



San-Ott Insurance Consortium
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether San-Ott Insurance
Consortium’s financial statement is free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on the
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 in accordance with
Government Auditing Standards.

This report is intended solely for the information of and use of the Board of Directors,
management and others within the Organization and is not intended to be and should
not be used by anyone other than these specified parties.

phhce APotian LAL

December 22, 2006



SAN-OTT INSURANCE CONSORTIUM
SCHEDULE OF FINDINGS
Year ended July 31, 2006

Finding 06-01: Accounting records.

San-Ott prepares its financial statements on the cash basis of accounting as prescribed by
the Auditor of State. However, San-Ott does not maintain adequate records of cash
activity by receipt and expenditure that are suitable for the preparation of cash basis
financial statements. Cash transaction records are forwarded to San-Ott’s health care
consultant who prepares accrual basis statements. Such statements contain numerous
errors and are not practical for generating cash basis financial statements.

We recommend that accurate cash basis records be maintained that classify cash receipts
and disbursements by proper account.



Mary Taylor, cra

Auditor of State

SAN-OTT INSURANCE CONSORTIUM

SANDUSKY COUNTY

CLERK’'S CERTIFICATION
This is atrue and correct copy of the report which is required to be filed in the Office of the
Auditor of State pursuant to Section 117.26, Revised Code, and which is filed in Columbus, Ohio.

desan Poabbitt

CLERK OF THE BUREAU

CERTIFIED
MAY 10, 2007

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