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Mary Taylor, cra

Auditor of State

INDEPENDENT ACCOUNTANTS’ REPORT

Montgomery County Educational Service Center
Montgomery County

200 S. Keowee Street

Dayton, Ohio 45402

To the Board of Education:

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Montgomery County Educational Service Center,
Montgomery County, (the Educational Service Center), as of and for the year ended June 30, 2010,
which collectively comprise the Educational Service Center’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the Educational Service Center’'s
management. Our responsibility is to express opinions 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 the Comptroller General of the
United States’ Government Auditing Standards. Those standards require that we plan and perform the
audit to reasonably assure 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 significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe our
audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Montgomery County Educational Service Center, Montgomery County, as of
June 30, 2010, and the respective changes in financial position thereof 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
November 16, 2010 on our consideration of the Educational Service Center’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. While we did not opine on the internal control over financial
reporting or on compliance, that report describes the scope of our testing of internal control over financial
reporting and compliance and the results of that testing. That report is an integral part of an audit
performed in accordance with Government Auditing Standards. You should read it in conjunction with
this report in assessing the results of our audit.

One First National Plaza / 130 W. Second St. / Suite 2040 / Dayton, OH 45402
Telephone: (937) 285-6677 (800) 443-9274 Fax: (937) 285-6688
www.auditor.state.oh.us
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Accounting principles generally accepted in the United States of America require this presentation to
include Management'’s discussion and analysis, as listed in the table of contents, to supplement the basic
financial statements. Although this information not part of the basic financial statements, the
Governmental Accounting Standards Board considers it essential for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management’s responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any other assurance

We conducted our audit to opine on the financial statements that collectively comprise the Educational
Service Center's basic financial statements taken as a whole. The federal awards receipts and
expenditures schedule provides additional information required by the 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. The federal awards receipts and expenditures schedule is
management’s responsibility, and was derived from and relates directly to the underlying accounting and
other records used to prepare the basic financial statements. This schedule subject to the auditing
procedures we applied to the basic financial statements. We also applied certain additional procedures,
including comparing and reconciling this information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
this information is fairly stated in all material respects in relation to the basic financial statements taken as
a whole.

Auditor of State

November 16, 2010



MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
UNAUDITED

The discussion and analysis of the Montgomery County Educational Service Center's financial
performance provides an overall review of the Educational Service Center's financial activities for the
fiscal year ended June 30, 2010. The intent of this discussion and analysis is to look at the Educational
Service Center’s financial performance as a whole; readers should also review the financial statements
and the notes to the basic financial statements to enhance their understanding of the Educational Service
Center’s financial performance.

Financial Highlights

Key financial highlights for fiscal year 2010 are as follows:

e The Educational Service Center increased all employees’ base salary 2.1 percent, as well as
created two new positions, a construction supervisor and a communication officer.

e During 2010, the Educational Service Center spent over one million dollars in professional
development.

e State funding decreased due to the poor economy.
Using the Basic Financial Statements

This annual report consists of a series of financial statements and notes to those statements. These
statements are organized so the reader can understand the Montgomery County Educational Service
Center as a financial whole, an entire operating entity. The statements then proceed to provide an
increasingly detailed look at specific financial activities.

The statement of net assets and the statement of activities provide information about the activities of the
whole Educational Service Center, presenting both an aggregate view of the Educational Service
Center’s finances and a longer-term view of those finances. Fund financial statements provide the next
level of detail. For governmental funds, these statements tell how services were financed in the short-
term as well as what remains for future spending. The fund financial statements also look at the
Educational Service Center’s most significant funds with all other non-major funds presented in total in
one column.

Reporting the Educational Service Center as a Whole

Statement of Net Assets and the Statement of Activities

While this document contains the large number of funds used by the Educational Service Center to
provide programs and activities, the view of the Educational Service Center as a whole looks at all
financial transactions and asks the question, “How did we do financially during fiscal year 2010". The
statement of net assets and the statement of activities answer this question. These statements include all
assets and liabilities using the accrual basis of accounting similar to the accounting used by most private-
sector companies. This basis of accounting takes into account all of the current fiscal year's revenues
and expenses regardless of when cash is received or paid.

These two statements report the Educational Service Center's net assets and changes in those assets.
This change in net assets is important because it tells the reader that, for the Educational Service Center
as a whole, the financial position of the Educational Service Center has improved or diminished. The
causes of this change may be the result of many factors, some financial, and some not.

In the statement of net assets and the statement of activities, the Educational Service Center only reports
governmental activities. Governmental activities are the activities where all of the Educational Service
Center’'s programs and services are reported including, but not limited to, instruction, support services,
operation and maintenance of plant and pupil transportation.

3



MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
UNAUDITED
(Continued)

Reporting the Educational Service Center’s Most Significant Funds
Fund Financial Statements

The analysis of the Educational Service Center's major funds begins on page 6. Fund financial
statements provide detailed information about the Educational Service Center’'s major funds. The
Educational Service Center uses many funds to account for a multitude of financial transactions.
However, these fund financial statements focus on the Educational Service Center's most significant
funds. The Educational Service Center’s major governmental funds are the General Fund and Title VI-B.

Governmental Funds

Most of the Educational Service Center’s activities are reported in governmental funds, which focus on
how money flows into and out of those funds and the balances left at fiscal year-end available for
spending in future periods. 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 Educational Service
Center's general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can be spent in
the near future to finance educational programs. The relationship (or differences) between governmental
activities (reported in the statement of net assets and the statement of activities) and governmental funds
is reconciled in the financial statements.

Fiduciary Funds

The Educational Service Center's only fiduciary funds are agency funds. The Educational Service
Center’s fiduciary activities are reported in a separate statement of fiduciary net assets. We exclude
these activities from the Educational Service Center’s other financial statements because the Educational
Service Center cannot use these assets to finance its operations. The Educational Service Center is
responsible for ensuring that the assets reported in these funds are used for their intended purposes.
Agency funds are custodial in nature (assets equal liabilities) and do not involve measurement of results
of operations. Fiduciary funds use the accrual basis of accounting.

The Educational Service Center as a Whole

Recall that the statement of net assets provides the perspective of the Educational Service Center as a
whole.

Table 1 provides a summary of the Educational Service Center's net assets for fiscal year 2010
compared to fiscal year 2009.

Table 1
Net Assets
2010 2009 Change

Assets:

Current and Other Assets $18,171,760 $18,746,592  ($574,832)

Capital Assets, Net 6,332,803 6,402,136 (69,333)
Total Assets 24,504,563 25,148,728 (644,165)
Liabilities:

Other Liabilities 3,951,185 3,814,275 136,910

Long-Term Liabilities 1,107,569 1,198,302 (90,733)
Total Liabilities 5,058,754 5,012,577 46,177




MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
UNAUDITED
(Continued)

Table 1
Net Assets
(Continued)
2010 2009 Change
Net Assets:
Invested in Capital Assets, Net of Related Debt 5,861,744 5,718,741 143,003
Restricted 1,556,568 2,033,021 (476,453)
Unrestricted 12,027,497 12,384,389 (356,892)
Total Net Assets $19,445,809 $20,136,151  ($690,342)

Total assets of governmental activities decreased $644,165, or three percent. Most of the decrease was
in current and other assets as expenditures increased from increases in professional developments fees
and two new positions being created. This lowered cash balances. Other liabilities increased due to the
increase in accrued wages and benefits from the creation of two new positions and a base increase of 2.1
percent for employees. Also, long-term liabilities decreased $90,733 due to debt payments made during
the fiscal year. No new debt was entered into for fiscal year 2010.

In total, net assets declined $690,342, a three percent decrease. Both restricted and unrestricted net
assets had large decreases. State funding decreased from the poor economy, while expenditures
increased due to large increases in professional development and the addition of two new positions.
Invested in capital assets, net of related debt improved by $143,003 largely due to the decrease in long-
term debt.

Table 2 shows the changes in net assets for the fiscal years ended June 30, 2010 and 2009.

Table 2
Changes in Net Assets
2010 2009 Change

Revenues:

Program Revenues:

Charges for Services $25,209,970  $24,612,257 $ 597,713

Operating Grants and Contributions 3,647,563 5,213,555 (1,565,992)

Capital Grants, Interest, and Contributions 896 (896)
Total Program Revenues 28,857,533 29,826,708 (969,175)
General Revenues:

Grants and Entitlements not

Restricted to Specific Programs 1,687,894 1,966,469 (278,575)

Investment Earnings 44,190 273,472 (229,282)

Gifts and Donations 5,646 15,600 (9,954)

Miscellaneous 24,876 54,015 (29,139)
Total General Revenues 1,762,606 2,309,556 (546,950)
Total Revenues 30,620,139 32,136,264 (1,516,125)

(Continued)



MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
UNAUDITED
(Continued)

Table 2
Changes in Net Assets
(Continued)

2010 2009 Change
Program Expenses:
Instruction:
Special 6,528,266 6,555,280 (27,014)
Support Services:
Pupils 7,951,590 7,569,967 381,623
Instructional Staff 9,775,411 10,185,577 (410,166)
Board of Education 78,837 60,667 18,170
Administration 2,113,741 1,823,677 290,064
Fiscal 599,560 725,353 (125,793)
Business 63,685 63,685
Operation and Maintenance of Plant 1,698,180 1,482,250 215,930
Pupil Transportation 1,053,534 1,149,215 (95,681)
Central 1,174,860 959,418 215,442
Operation of Non-Instructional Services 250,697 244,361 6,336
Interest and Fiscal Charges 22,120 35,638 (13,518)
Total Expenses 31,310,481 30,791,403 $ 519,078
Change in Net Assets (690,342) 1,344,861
Net Assets at Beginning of Year 20,136,151 18,791,290

Net Assets at End of Year $19,445,809  $20,136,151

Governmental Activities

In total, revenues decreased due to decreases in State funding and investment earnings. State funding
has been reduced due to the poor economy. The decline of investment earnings was caused by both low
interest rates and a decrease in cash balances.

Expenses increased $519,078, or two percent, from the previous fiscal year. A loss of $387,426 on
capital assets increased overall expenses for fiscal year 2010. The Educational Service Center had not
only a large increase in professional development, but also an increase in wages from the two new
positions that were created and an increase in employees’ base rate by 2.1 percent.

The Educational Service Center’s Funds

Information about the Educational Service Center's major fund starts on page 11. The Educational
Service Center's funds are accounted for using the modified accrual basis of accounting. All
governmental funds had total revenues of $30,310,941 and expenditures of $31,338,090. The net
change in fund balance for the fiscal year in the General Fund was a decrease of $238,662.

The net change in fund balance in the General Fund was caused by an increase in expenditures mainly
due to over a million dollar increase in professional development expenditures and the creation of the
construction supervisor and communication officer positions.

The net change in fund balance in the Title VI-B Fund was a decrease of $99,691, due to State funding
declines.



MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
UNAUDITED
(Continued)
General Fund Budgeting Highlights
Under Ohio law, educational service centers are no longer required to prepare a budget. Therefore, at

June 30, 2010 a budgetary statement is not presented within the basic financial statements because the
Board of Education did not approve estimated revenues or adopt appropriations.

Capital Assets

At the end of fiscal year 2010, the Educational Service Center had $6,332,803 invested in land, building
and improvements, furniture and equipment, and vehicles.

Table 3 shows fiscal year 2010 balances compared to fiscal year 2009.

Table 3
Capital Assets (Net of Depreciation) at June 30,
2010 2009
Land $ 182,098 $ 182,098
Construction in Progress 186,774
Buildings and Improvements 5,147,897 5,333,757
Furniture and Equipment 450,062 477,844
Vehicles 552,746 221,663
Totals $6,332,803 $6,402,136

Overall capital assets decreased $69,333 from fiscal year 2009 as deleted assets and depreciation
expense was more than additions. For more information on capital assets, refer to Note 6 of the basic
financial statements.

Debt Administration

At June 30, 2010, the Educational Service Center had $471,059 in total outstanding debt consisting of
capital leases and forgivable debt. Refer to Notes 11 and 12 of the basic financial statements for
additional information.

Current Financial Issues and Concerns

Legislation has been passed at the State level which could affect the regionalization of Educational
Service Centers. Local districts are also reorganizing and putting buildings to use that were previously
rented by the Educational Service Center. As a result, the Educational Service Center has purchased
four buildings to accommodate special education programs. The Educational Service Center has seen
positive outcomes from the addition of these buildings and expects this trend to continue. These positive
outcomes include additional space for programs and more secure locations for programs which the local
districts find favorable.

Contacting the Educational Service Center’s Financial Management

This financial report is designed to provide our citizens, taxpayers, investors and creditors with a general
overview of the Educational Service Center’s finances and to show the Educational Service Center’s
accountability for the money it receives. If you have questions about this report or need additional
financial information, contact Joni Shoemaker, Treasurer, at Montgomery County Educational Service
Center, 200 South Keowee Street, Dayton, Ohio 45402 or email at mg_treas@mdeca.org.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

STATEMENT OF NET ASSETS
JUNE 30, 2010

Governmental
Activities
Assets:
Equity in Pooled Cash and Cash Equivalents $16,565,090
Accrued Interest Receivable 8,122
Intergovernmental Receivable 1,580,295
Materials and Supplies Inventory 5,095
Prepaid Items 13,158
Nondepreciable Capital Assets 182,098
Depreciable Capital Assets, Net 6,150,705
Total Assets 24,504,563
Liabilities:
Accounts Payable 133,774
Accrued Wages and Benefits Payable 3,138,296
Matured Compensated Absences Payable 42,693
Accrued Interest Payable 14,935
Intergovernmental Payable 621,487
Long-Term Liabilities:
Due Within One Year 391,199
Due in More Than One Year 716,370
Total Liabilities 5,058,754
Net Assets:
Invested in Capital Assets, Net of Related Debt 5,861,744
Restricted for:
Other Purposes 347,673
Regional Transportation 1,208,895
Unrestricted 12,027,497
Total Net Assets $19,445,809

See Accompanying Notes to the Basic Financial Statements.



Governmental Activities:
Instruction:
Special
Support Services:
Pupils
Instructional Staff
Board of Education
Administration
Fiscal
Business
Operation and Maintenance of Plant
Pupil Transportation
Central
Operation of Non-Instructional
Services
Interest and Fiscal Charges
Total Governmental Activities

MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Net (Expense) Revenue

Program Revenues and Changes in Net Assets
Total
Charges for Operating Grants Governmental
Expenses Services and Contributions Activities

$6,528,266 $5,779,351 $417,987 ($330,928)

7,951,590 7,234,408 (717,182)

9,775,411 6,507,742 2,327,199 (940,470)

78,837 72,037 (6,800)

2,113,741 1,766,877 106,937 (239,927)

599,560 393,053 192,387 (14,120)

63,685 57,114 (6,571)

1,698,180 1,566,046 267,873 135,739

1,053,534 716,802 217,633 (119,099)

1,174,860 1,067,108 (107,752)

250,697 49,432 117,547 (83,718)

22,120 (22,120)

$31,310,481 $25,209,970 $3,647,563 (2,452,948)
General Revenues:

Grants and Entitlements not Restricted to Specific Programs 1,687,894

Investment Earnings 44,190

Gifts and Donations 5,646

Miscellaneous 24,876

Total General Revenues 1,762,606

Change in Net Assets (690,342)

Net Assets at Beginning of Year 20,136,151

Net Assets at End of Year $19,445,809

See Accompanying Notes to the Basic Financial Statements.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2010

Other Total
Governmental Governmental
General Title VI-B Funds Funds
Assets:
Equity in Pooled Cash and Cash Equivalents $14,878,800 $221,481 $1,464,809 $16,565,090
Accrued Interest Receivable 8,122 8,122
Intergovernmental Receivable 886,027 556,107 138,161 1,580,295
Interfund Receivable 397,201 397,201
Materials and Supplies Inventory 5,095 5,095
Prepaid Items 13,158 13,158
Total Assets 16,188,403 777,588 1,602,970 18,568,961
Liabilities and Fund Balances:
Liabilities:
Accounts Payable 91,055 7,071 35,648 133,774
Accrued Wages and Benefits Payable 2,907,888 136,923 93,485 3,138,296
Matured Compensated Absences Payable 42,693 42,693
Interfund Payable 224,875 172,326 397,201
Intergovernmental Payable 587,272 21,019 13,196 621,487
Deferred Revenue 119,821 369,770 35,244 524,835
Total Liabilities 3,748,729 759,658 349,899 4,858,286
Fund Balances:
Reserved for Encumbrances 548,012 19,410 19,296 586,718
Unreserved, Undesignated, Reported in:
General Fund 11,891,662 11,891,662
Special Revenue Funds (1,480) 1,233,775 1,232,295
Total Fund Balances 12,439,674 17,930 1,253,071 13,710,675
Total Liabilities and Fund Balances $16,188,403 $777,588 $1,602,970 $18,568,961

See Accompanying Notes to the Basic Financial Statements.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES
JUNE 30, 2010

Total Governmental Fund Balances $13,710,675

Amounts reported for governmental activities in the
statement of net assets are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds. These assets

consist of:
Land 182,098
Building and Improvements 5,887,564
Furniture and Equipment 3,671,692
Vehicles 1,346,559
Accumulated Depreciation (4,755,110)
6,332,803
Other long-term assets are not available to pay for current period
expenditures and therefore are deferred in the funds:
Intergovernmental Grants 405,014
Charges for Services 117,860
Investment Earnings 1,961
524,835
Some liabilities are not due and payable in the current period
and therefore are not reported in the funds. These
liabilities consist of:
Accrued Interest on Capital Lease (14,935)
Compensated Absences Payable (636,510)
Capital Lease Payable (426,462)
Forgiveable Loan (44,597)
(1,122,504)
Net Assets of Governmental Activities $19,445,809

See Accompanying Notes to the Basic Financial Statements.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Revenues:
Intergovernmental
Investment Earnings
Tuition and Fees
Rent

Gifts and Donations
Charges for Services
Miscellaneous

Total Revenues

Expenditures:
Current:
Instruction:
Special
Support Services:
Pupils
Instructional Staff
Board of Education
Administration
Fiscal
Business
Operation and Maintenance of Plant
Pupil Transportation
Central
Operation of Non-Instructional Services
Capital Outlay
Debt Service:
Principal Retirement
Interest and Fiscal Charges
Total Expenditures

Deficiency of Revenues Under Expenditures

Other Financing Sources (Uses):
Transfers In
Transfers Out
Proceeds from Sale of Capital Assets
Total Other Financing Sources (Uses)

Net Change in Fund Balances

Fund Balances at Beginning of Year
Fund Balances at End of Year

MONTGOMERY COUNTY

Other Total
Governmental Governmental

General Title VI-B Funds Funds
$2,105,656 $1,590,335 $1,324,008 $5,019,999
45,306 45,306
17,031,891 686,417 17,718,308
269,242 269,242
5,000 145 5,145
6,945,047 283,018 7,228,065
24,756 120 24,876
26,426,898 1,590,335 2,293,708 30,310,941
6,313,037 225 6,313,262
7,858,622 7,858,622
6,839,483 1,353,888 1,195,114 9,388,485
78,837 78,837
1,896,990 1,220 136,403 2,034,613
396,578 134,524 62,476 593,578
62,558 62,558
1,412,789 200,394 61,438 1,674,621
9,202 1,393,227 1,402,429
1,197,985 1,197,985
35,092 202,494 237,586
267,849 267,849
199,616 199,616
28,049 28,049
26,596,687 1,690,026 3,051,377 31,338,090
(169,789) (99,691) (757,669) (1,027,149)
68,973 68,973
(68,973) (68,973)
100 12,900 13,000
(68,873) 81,873 13,000
(238,662) (99,691) (675,796) (1,014,149)
12,678,336 117,621 1,928,867 14,724,824
$12,439,674 $17,930 $1,253,071 $13,710,675

See Accompanying Notes to the Basic Financial Statements.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
Net Change in Fund Balances - Total Governmental Funds ($1,014,149)
Amounts reported for governmental activities in the statement of activities are different because:
Governmental funds report capital outlays as expenditures. However, in the statement of activities,

the cost of those assets is allocated over their estimated useful lives as depreciation expense.
In the current period, these amounts are:

Capital Asset Additions $710,916
Depreciation Expense (379,823)
Excess of depreciation expense over capital outlay 331,093

The proceeds from the sale of capital assets are reported as revenue in the governmental funds. However,
the cost of capital assets is removed from the capital assets account in the statement of net assets and
offset against the proceeds resulting in a loss on the sale of capital assets in the statement of activities.

Proceeds from Sale of Capital Assets (13,000)
Loss on Disposal of Capital Assets (387,426)
(400,426)
Repayment of long-term obligations is an expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets. These amounts consist of:
Capital Lease 199,616
The City of Moraine forgave the Educational Service Center's current year portion of the loan (see Note 12)
On the statement of activities the Educational Service Center recorded this as gifts and donations revenue.
Forgivable Debt Principal 12,720
Decrease of Accrued Interest on Forgivable Debt 646
13,366
Some revenues that will not be collected for several months after the Educational Service Center's
fiscal year-end are not considered "available" revenues and are deferred in the governmental funds.
Deferred Revenues changed by these amounts:
Tuition and Fees (16,835)
Intergovernmental 302,593
Charges for Services 11,190
Investment Earnings (1,116)
295,832
Interest on long-term debt in the statement of activities differs from the amount reported in the
governmental funds because interest is recognized as an expenditure in the funds, when it is due,
and thus requires the use of current financial resources. In the statement of activities, however,
interest expense is recognized as the interest accrues, regardless of when it is due. The
additional amount of interest on the statement of activities is the result of the following:
Decrease in Accrued Interest Payable 5,929
Some items reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in governmental funds. These
activities consist of:
Increase in Compensated Absences Payable (121,603)
Change in Net Assets of Governmental Activities ($690,342)

See Accompanying Notes to the Basic Financial Statements.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER

MONTGOMERY COUNTY

STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
JUNE 30, 2010

Agency

Assets:
Equity in Pooled Cash and Cash Equivalents
Accrued Interest Receivable
Intergovernmental Receivable

$2,403,871
1,148
52,791

Total Assets

2,457,810

Liabilities:
Undistributed Monies

$2,457,810

See Accompanying Notes to the Basic Financial Statements.
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1.

MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

DESCRIPTION OF THE EDUCATIONAL SERVICE CENTER AND REPORTING ENTITY

The Montgomery County Educational Service Center (the “Educational Service Center”) is located
in Dayton, Ohio, the county seat. The Montgomery County Board of Education was established in
1914, and in 1995, the legislature mandated the name change to Educational Service Center. The
Educational Service Center supplies supervisory, special education, administrative, and other
services to several school districts throughout the Miami Valley. The Educational Service Center
furnishes leadership and consulting services designed to strengthen the school districts in areas
they are unable to finance or staff independently.

The Montgomery County Educational Service Center operates under a locally-elected five member
Board form of government and provides educational services as mandated by State and/or federal
agencies. The Educational Service Center has 128 classified staff employees, 220 certified
teaching personnel, and seven administrative employees that provide services to the local,
exempted village, and city school districts.

A. Reporting Entity

A reporting entity is comprised of the primary government, component units, and other
organizations that are included to ensure that the financial statements are not misleading. The
primary government of the Educational Service Center consists of all funds, departments,
boards, and agencies that are not legally separate from the Educational Service Center. For
the Montgomery County Educational Service Center, this includes general operations and
student related activities.

Component units are legally separate organizations for which the Educational Service Center is
financially accountable. The Educational Service Center is financially accountable for an
organization if the Educational Service Center appoints a voting majority of the organization’s
governing board and (1) the Educational Service Center is able to significantly influence the
programs or services performed or provided by the organization; or (2) the Educational Service
Center is legally entitled to or can otherwise access the organization’s resources; the
Educational Service Center is legally obligated or has otherwise assumed the responsibility to
finance the deficits of, or provide financial support to, the organization; or the Educational
Service Center is obligated for the debt of the organization. Component units may also include
organizations that are fiscally dependent on the Educational Service Center in that the
Educational Service Center approves the budget, the issuance of debt, or the levying of taxes.
The Educational Service Center has no component units.

The Educational Service Center participates in two jointly governed organizations, two
insurance purchasing pools, and one public entity shared risk pool. These organizations are
discussed in Note 14 to the basic financial statements. These organizations are:

Jointly Governed Organizations:
Metropolitan Dayton Educational Cooperative Association
Southwestern Ohio Educational Purchasing Council

Insurance Purchasing Pools:
Southwestern Ohio Educational Purchasing Council Workers’
Compensation Group Rating Plan
Ohio School Plan

Public Entity Shared Risk Pool
Southwestern Ohio Educational Purchasing Cooperative Benefit Plan Trust
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Montgomery County Educational Service Center have been
prepared in conformity with generally accepted accounting principles (GAAP) as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles.
The Educational Service Center also applies Financial Accounting Standards Board (FASB)
Statements and Interpretations issued on or before November 30, 1989, to its governmental
activities provided they do not conflict with or contradict GASB pronouncements. The more
significant of the Educational Service Center’s accounting policies are described below.

A. Basis of Presentation

The Educational Service Center’'s basic financial statements consist of government-wide
statements, including a statement of net assets and a statement of activities, and fund financial
statements, which provide a more detailed level of financial information.

1.

Government-wide Financial Statements

The statement of net assets and the statement of activities display information about the
Educational Service Center as a whole. These statements include the financial activities
of the primary government, except for fiduciary funds. The government-wide financial
statements usually distinguish between those activities that are governmental and those
that are considered business-type. The Educational Service Center, however, has no
business-type activities.

The statement of net assets presents the financial condition of the governmental activities
of the Educational Service Center at fiscal year-end. The statement of activities presents
a comparison between direct expenses and program revenues for each program or
function of the Educational Service Center's governmental activities. Direct expenses are
those that are specifically associated with a service, program or department and are
therefore clearly identifiable to a particular function. Program revenues include charges
paid by the recipient of the goods or services offered by the program, grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular program and interest earned on grants that is required to be used to support a
particular program. Revenues which are not classified as program revenues are
presented as general revenues of the Educational Service Center, with certain limited
exceptions. The comparison of direct expenses with program revenues identifies the
extent to which each governmental function is self-financing or draws from the general
revenues of the Educational Service Center.

Fund Financial Statements

During the fiscal year, the Educational Service Center segregates transactions related to
certain Educational Service Center functions or activities in separate funds in order to aid
financial management and to demonstrate legal compliance. Fund financial statements
are designed to present financial information of the Educational Service Center at this
more detailed level. The focus of governmental fund financial statements is on major
funds, rather than reporting by type. The major funds are presented in separate columns.
Non-major funds are aggregated and presented in a single column. Fiduciary funds are
reported by type.
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2,

MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Fund Accounting

The Educational Service Center uses funds to maintain its financial records during the fiscal
year. A fund is defined as a fiscal and accounting entity with a self-balancing set of accounts.
The funds of the Educational Service Center fall within two categories: governmental and
fiduciary.

1.

Governmental Funds

Governmental funds are those through which most governmental functions of the
Educational Service Center are financed. Governmental fund reporting focuses on the
sources, uses and balances of current financial resources. Expendable assets are
assigned to the various governmental funds according to the purposes for which they
may or must be used. Current liabilities are assigned to the fund from which they will be
paid. The difference between governmental fund assets and liabilities is reported as fund
balance. The following are the Educational Service Center's major governmental funds:

General Fund - The General Fund is the operating fund of the Educational Service
Center and is used to account for all financial resources except those required to be
accounted for in another fund. The General Fund balance is available to the Educational
Service Center for any purpose provided it is expended or transferred according to the
general laws of Ohio.

Title VI-B — The Title VI-B Fund accounts for special education grants that assists in
providing an appropriate public education to all children with disabilities.

The other governmental funds of the Educational Service Center account for grants and
other resources whose use is restricted to a particular purpose.

Fiduciary Funds

Fiduciary fund reporting focuses on net assets and changes in net assets. The fiduciary
fund category is split into four classifications: pension trust funds, investment trust funds,
private purpose trust funds and agency funds. Trust funds are used to account for assets
held by the Educational Service Center under a trust agreement for individuals, private
organizations, or other governments and are therefore not available to support the
Educational Service Center's own programs. Agency funds are custodial in nature
(assets equal liabilities) and do not involve measurement of results of operations. The
Educational Service Center's only fiduciary funds are agency funds. The Educational
Service Center's agency funds account for the activity of the Metropolitan Dayton
Educational Cooperative Association as well as a flexible spending and flower account
for employees.

C. Measurement Focus

1.

Government-wide Financial Statements

The government-wide financial statements are prepared using the economic resources
measurement focus. All assets and liabilities associated with the operation of the
Educational Service Center are included on the statement of net assets. The statement of
activities presents increases (e.g., revenues) and decreases (e.g., expenses) in total net
assets.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2,

Fund Financial Statements

All governmental funds are accounted for using a flow of current financial resources
measurement focus. With this measurement focus, only current assets and current
liabilities generally are included on the balance sheet. The statement of revenues,
expenditures and changes in fund balances reports on the sources (i.e., revenues and
other financing sources) and uses (i.e., expenditures and other financing uses) of current
financial resources. This approach differs from the manner in which the governmental
activities of the government-wide financial statements are prepared. Governmental fund
financial statements therefore include a reconciliation with brief explanations to better
identify the relationship between the government-wide statements and the statements for
governmental funds.

D. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and
reported on the financial statements. Government-wide financial statements and the financial
statements of the fiduciary funds are prepared using the accrual basis of accounting.
Governmental funds use the modified accrual basis of accounting. Differences in the accrual
and the modified accrual basis of accounting arise in the recognition of revenue, the recording
of deferred revenue, and in the presentation of expenses versus expenditures.

1.

Revenues - Exchange and Non-exchange Transactions

Revenue resulting from exchange transactions, in which each party gives and receives
essentially equal value, is recorded on the accrual basis when the exchange takes place.
On a modified accrual basis, revenue is recorded in the fiscal year in which the resources
are measurable and become available. “Measurable” means that the amount of the
transaction can be determined and “available” means that the resources will be collected
within the current fiscal year, or are expected to be collected soon enough thereafter to
be used to pay liabilities of the current fiscal year. For the Educational Service Center,
available means expected to be received within sixty days of fiscal year-end.

Non-exchange transactions, in which the Educational Service Center receives value
without directly giving equal value in return, include grants, entitlements and donations.
Revenue from grants, entitlements and donations is recognized in the fiscal year in which
all eligibility requirements have been satisfied. Eligibility requirements include timing
requirements, which specify the fiscal year when the resources are required to be used or
the fiscal year when use is first permitted; matching requirements, in which the
Educational Service Center must provide local resources to be used for a specified
purpose; and expenditure requirements, in which the resources are provided to the
Educational Service Center on a reimbursement basis. On a modified accrual basis,
revenue from non-exchange transactions must also be available before it can be
recognized.

Under the modified accrual basis, the following revenue sources are considered to be

both measurable and available at fiscal year-end: excess costs, tuition and student fees,
grants, and accrued interest.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2. Deferred Revenue

Deferred revenue arises when assets are recognized before revenue recognition criteria
have been satisfied.

Grants and entitlements received before the eligibility requirements are met are also
recorded as deferred revenue.

On governmental fund financial statements, receivables that will not be collected within
the available period have also been reported as deferred revenue.

3. Expenses/Expenditures

On the accrual basis of accounting, expenses are recognized at the time they are
incurred.

The measurement focus of governmental fund accounting is on decreases in net financial
resources (expenditures) rather than expenses. Expenditures are generally recognized
in the accounting period in which the related fund liability is incurred, if measurable.
Allocations of costs, such as depreciation and amortization, are not recognized in the
governmental funds.

E. Cash and Cash Equivalents

To improve cash management, all cash received by the Educational Service Center is pooled.
Monies for all funds are maintained in this pool. Individual fund integrity is maintained through
the Educational Service Center’s records. Interest in the pool is presented as “Equity in Pooled
Cash and Cash Equivalents” on the financial statements.

During fiscal year 2010, the Educational Service Center's investments were limited to non-
negotiable certificates of deposit, which are reported at cost.

Following Ohio Statutes, the Board of Education has, by resolution, specified the funds to
receive an allocation of interest earnings. Interest revenue credited to the General Fund during
fiscal year 2010 amounted to $45,306, which includes $9,056 assigned from other Educational
Service Center funds.

Prepaid Iltems

Payments made to vendors for services that will benefit periods beyond June 30, 2010, are
recorded as prepaid items using the consumption method. A current asset for the prepaid
amount is recorded at the time of the purchase and an expenditure/expense is reported in the
fiscal year in which services are consumed.

. Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund
loans are classified as “Interfund Receivable” and “Interfund Payable”. These amounts are
eliminated in the governmental activities column of the statement of net assets.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H.

Inventory

Inventories are presented at cost on a first-in, first-out basis and are expended/expensed when
used. Inventory consists of expendable supplies held for consumption.

Capital Assets

The Educational Service Center’'s only capital assets are general capital assets. General
capital assets are those assets specifically related to governmental activities. General capital
assets usually result from expenditures in the governmental funds. These assets are reported
in the governmental activities column of the government-wide statement of net assets but are
not reported in the fund financial statements.

All capital assets are capitalized at cost (or estimated historical cost, which is determined by
indexing the current replacement cost back to the year of acquisition) and updated for additions
and retirements during the fiscal year. Donated capital assets are recorded at their fair market
values as of the date received. The Educational Service Center maintains a capitalization
threshold of $5,000. The Educational Service Center does not possess any infrastructure.
Improvements are capitalized; the costs of normal maintenance and repairs that do not add to
the value of the asset or materially extend an asset’s life are not capitalized.

All capital assets, except land, are depreciated. Improvements are depreciated over the
remaining useful lives of the related capital assets. Depreciation is computed using the
straight-line method over the following useful lives:

Description Estimated Lives
Buildings and Improvements 50 years
Furniture and Equipment 5-10 years
Vehicles 5-10 years

Accrued Liabilities and Long-term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government-wide
financial statements.

In general, governmental fund payables and accrued liabilities that, once incurred, are paid in a
timely manner and in full from current financial resources, are reported as obligations of the
funds. However, compensated absences that will be paid from governmental funds are
reported as a liability in the fund financial statements only to the extent that they are due for
payment during the current fiscal year. Capital leases and loans that will be paid from
governmental funds are recognized as a liability in the fund financial statements when due.

Compensated Absences

Vacation benefits are accrued as a liability as the benefits are earned if the employees’ rights to
receive compensation are attributable to services already rendered and it is probable that the
Educational Service Center will compensate the employees for the benefits through paid time
off or some other means. The Educational Service Center records a liability for accumulated
unused vacation time when earned for all eligible employees with more than one year of
service.
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MONTGOMERY COUNTY EDUCATIONAL SERVICE CENTER
MONTGOMERY COUNTY

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Sick leave benefits are accrued as a liability using the vesting method. The liability includes the
employees who are currently eligible to receive termination benefits and those the Educational
Service Center has identified as probable of receiving payment in the future. The amount is
based on accumulated sick leave and employees’ wage rates at fiscal year-end, taking into
consideration any limits specified in the Educational Service Center's termination policy. The
Educational Service Center records a liability for accumulated unused sick leave for all
employees after twenty years of current service with the Educational Service Center.

The entire compensated absences liability is reported on the government-wide financial
statements.

On governmental fund financial statements, compensated absences are reported as liabilities
and expenditures to the extent payments come due each period upon the occurrence of
employee resignations and retirements. These amounts are recorded in the account “Matured
Compensated Absences Payable” in the funds from which the employees will be paid.

Fund Balance Reserves

The Educational Service Center reserves those portions of fund balance which are legally
segregated for a specific future use or which do not represent available expendable resources
and therefore are not available for appropriation or expenditure. Unreserved fund balance
indicates that portion of fund equity which is available for appropriation in future periods. Fund
equity reserves have been established for encumbrances.

. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in
capital assets, net of related debt consists of capital assets, net of accumulated depreciation,
reduced by the outstanding balances of any borrowings used for the acquisition, construction,
or improvement of those assets. Net assets are reported as restricted when there are
limitations imposed on their use either through the enabling legislation adopted by the
Educational Service Center or through external restrictions imposed by creditors, grantors or
laws or regulations of other governments. Net assets restricted for other purposes include
federal and State grants whose use is restricted to specified purposes.

The Educational Service Center applies restricted resources when an expense is incurred for
purposes for which both restricted and unrestricted net assets are available.

Internal Activity

Transfers within governmental activities are eliminated on the government-wide financial
statements.

Internal allocations of overhead expenses from one function to another or within the same
function are eliminated on the statement of activities. Payments for interfund services provided
and used are not eliminated.

Exchange transactions between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to
another without a requirement for repayment are reported as interfund transfers. Interfund
transfers are reported as other financing sources/uses in governmental funds. Repayments
from funds responsible for particular expenditures/expenses to the funds that initially p