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Village of Montezuma Performance Audit

Financial Forecast

I ntroduction

Asabenefit to government entitiesin fiscal watch or emergency status, the Auditor of State’ s Office
hasthe ability to initiate performance audits. These performance audits are completed at no cost to
the government entity and are designed to assist the government in making decisions with the
objective of eliminating the conditions which brought about the declaration of fiscal watch or
emergency. Another objective of the performance audit is to perform an independent assessment
of the government’ s financial situation, including the development of a framework for afinancial
recovery plan. The recommendations contained within the performance audit provide one resource
to agovernment entity in developing afinancial recovery plan.

Scope & Methodology

This document, prepared as of June 2001, represents the performance audit of the Village of
Montezuma (the Village) and consists of a comprehensive financial forecast through 2005. In
developing the financial forecast, athorough analysis of each of the major revenue and expenditure
line-items was conducted in an effort to devel op detailed assumptions. The forecast focuses on the
General and Specia Revenue Funds and projects the Village' s financial situation through 2005,
assuming no major operational changes. To allow for a perspective of the Village's past financial
situation, the financial forecast presents historical information from 1998 through 2000.

Through the process of developing the financial forecast, a number of the Village's operational
practiceswere a so assessed for overall efficiency and effectiveness. Accordingly, the performance
audit identifiesdetailed recommendations designed to assist the Villagein enhancing its operational
efficiency aswell asin developing afinancial recovery plan.

Background

As provided by Section 118.021 of the Ohio Revised Code (ORC), the Mayor of Montezuma
requested that a fiscal watch analysis be performed by the Auditor of State (AOS). On April 24,
2000, citing Sections 118.02 and 118.03 of the ORC, the AOS placed the Village in fiscal watch as
of the end of 1999. The Village of Montezuma has remained in this condition since the AOS's
original designation.

ORC Section 118.022 specifies four fiscal watch conditions. The existence of any of these

conditions constitutes grounds for the declaration of a fiscal watch. These conditions include
assessments surrounding the following:
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General Fund accounts payable,

General Fund and special funds accounts payable,
Deficit fund balances, and

Treasury balance.

The Village was found to have deficit fund balances in excess of the provisions outlined in ORC
Section 118.022(A)(2) and (3). Specifically, the sum of the General Fund deficit balances exceeded
one-twelfth of the sum of the General Fund budget. Additionally, the treasury balance less the
positivefund balances exceeded one-twelfth of thetreasury receipts. A significant causal factor was
administrative inefficiencies. The following are some of the maor administrative problems
contributing to the fiscal watch status:

Budgetary Process- TheVillagedoesnot havewritten policiesregarding the budget
process. The Tax Budget, Certificates of Estimated Resources and the Annual
Appropriation Ordinance routinely had not been prepared on a timely basis.
Appropriations in the General Fund exceeded estimated resources during 1998 and
1999. The unwritten policy the Village chose to follow was seemingly ineffective
because time frames for the completion of tasks were not being realized.

According to a representative from the Mercer County Auditor’s office, it appears
that the Village has taken some stepsto rectify past filing deficiencies by complying
with appropriation measure provisions contained in ORC §5705.38.

Record-keeping - The lack of financial records for the Village has been well
documented. Local Government Services (LGS) has had to reconstruct financial
statements for 1998 and 1999. According to Village officials, accounting records
were not properly maintained by previous administrations. Numerous citations and
management recommendations about the financial records are contained in the
previous two financial audits. The Mercer County Auditor shares AOS concerns,
especialy as they pertain to yearly appropriation and overspending resources
attributable to the Village' s record-keeping practices.

Sincethe Villageisin afiscal watch status, cost for record reconstruction and other
consultation services provided by LGS are charged back to the state. For the period
from April 2000 to July 2001, LGS has spent atotal of 604 hours in assisting the
village. Thisincludesthe reconstruction and reconciliation of records, training the
clerk in general accounting procedures, training the clerk in the use of Uniform
Accounting Network (UAN), and monitoring thevillage's progressasrequired under
fiscal watch. LGShillablerateto thestatefor servicesrenderedtolocal governments
during fiscal year 2001 was $50.62 per hour. Tota cost for the state thus far in
assisting the Village is $30,574.48.

Turnover - The Village of Montezuma has had six Clerk/Treasurers since 1997
resulting in an obvious disruption in the flow of financia information. The

Page -2-



Village of Montezuma Performance Audit

Clerk/Treasurer is normally the chief fiscal administrator of a village.
Clerk/Treasurer responsibilities include keeping and maintaining the financial
records, reviewing receipts and expenditures, taking part in the budget process,
effectuating tax remittances and compl eting government filings and various council
meeting duties.

° Internal Controls- Adequate segregation of accounting duties does not occur due
to the small size of the Village, the previously mentioned high Clerk/Treasurer turn
over and thefact that all accounting functions are performed by the Clerk/Treasurer.
Specifically, internal review of Village financial and budgetary undertakings by an
internal finance committee is not performed. The lack of certain historical
accounting practices, such as routine receipt and expenditure data review, cross-
checks for financial posting timeliness and an overal verification of financial
records, appear to have adversely affected the Village.

Nature and Purpose of Presentation

Thisfinancial projection represents the expected revenues, expenditures and fund balances of the
Village's Genera and Special Revenue Funds. These financial projections are for each of the
calendar yearsincluding 2001 through 2005, with historical information presented for 1998 through
2000.

Description of Village

TheVillage of Montezuma (the Village) islocated near the center of Mercer County at the southern
tip of Grand Lake St. Marys. The Village consists of a0.295 square kilometer area, and according
to the 2000 U.S. Census, is inhabited by 191 persons. Comparing the 2000 U.S. Census Bureau
population figure to that of the 1990 census, 199 persons, suggests an overall trend toward a
decreasing popul ation.

The Village incorporated on March 5, 1894, and is directed by a publicly-elected Mayor along with
a six-member Village Council, also publicly elected. The current Village Clerk/Treasurer was
appointed, but is filling an otherwise publicly-elected position. The Mayor and Council receive
compensation based on thenumber of Council meetingsattended, whilethe Clerk/Treasurer receives
an annual salary. The Village provides services to its residents that include landscaping/snow
removal servicesand street lighting. Inthe past, police serviceswere contracted through the Mercer
County Sheriff’s Office (MCSO). In 2001, the Village voted to accept MCSO's offer for police
services based upon availability of sheriff personnel rather than through contract specifications.
Police service levels are not expected to change. The landscaping/snow removal services are
contracted through aVillageresident. The Village paysfor street lighting located on Village streets
out of the General Fund and for street lighting located on state roadways out of the Special Revenue
Fund.

Page -3-



Village of Montezuma Performance Audit

Fund Accounting

The Village uses fund accounting to segregate cash which isrestricted asto itsuse. The following
are the fund classifications:

General Fund - Thisisthe general operating fund used to account for all financial
resources except those required to be accounted for in another fund. Receiptsinto
the General Fund include, among others, property tax revenue and tax revenue
redistributed through the Local Government Fund and Local Government Revenue
Assistance Fund. Elected officials' payroll and Village utility expenses areincluded
among General Revenue expenditures.

Special Revenue Fund - Thisfund accountsfor moniesfrom specific sources (other
than from trustsor for capital projects) that are restricted to expendituresfor specific
purposes. The Village has the following componentsin its Special Revenue Fund:

- Permissive Motor Vehicle License Tax - locally assessed license tax for specific
transportation related purposes such as for planning, constructing, improving,
maintaining, and repairing of public roads

- Street Construction, Maintenance and Repair - gas and motor vehicle tax for
construction and repair of Village streets

- State Highway Improvement - gas and motor vehicle tax for highway construction
and maintenance of State Highways

Financial Forecast

Thefinancial forecasts presented in Tables 1-1 and 2-1 represent the Auditor of State's projection
of the Village's present and future financial condition in the absence of significant increases in
revenues or reductions in expenditures. The projections, which are for the General and Special
Revenue Funds, are accompanied by three years of comparable historical results, general
assumptions and explanatory events.
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General Fund Forecast

Thefinancia informationin Table 1-1 represents actual and forecasted financial information in the
Genera Fund for the Village of Montezuma.

Table 1-1: General Fund

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) | (Audited) | (Unaudited) 2001 2002 2003 2004 2005

Property Taxes $2,588 $3,171 $5,080 $5,329 $5,702 $6,101 $6,528 $6,985
Intergovernmental
Receipts $20,807 $20,581 $23,601 $23,419 $23,419 $23,419 $23,419 $23,419
Licenses, Permits and
Fees $30 $24 $0 $0 $0 $0 $0 $0
Interest $92 $4 $77 $79 $81 $83 $85 $87
Miscellaneous $1,114 $287 $1,772 $1,058 $1,058 $1,058 $1,058 $1,058
Total Operating
Revenues $24,631 $24,067 $30,530 $29,885 $30,260 $30,661 $31,090 $31,549
Emergency Services $6,541 $4,269 $5,572 $498 $498 $498 $498 $498
Utility Services $5,518 $1,909 $5,354 $5,555 $5,765 $5,986 $6,217 $6,460
General Operations $17,971 $19,449 $20,542 $21,615 $22,203 $22,809 $23,433 $24,076
Capital Outlay $575 $0 $0 $0 $0 $0 $0 $0
Total Operating
Expenditures $30,605 $25,627 $31,468 $27,668 $28,466 $29,293 $30,148 $31,034
Net Transfers/Advances
- In/(Out) $0 ($1,000) $1,646 $0 $0 $0 $0 $0
Results of Operations
(Net) ($5,974) (%$2,560) $708 $2,217 $1,794 $1,368 $942 $515
Beginning Fund
Balance $5,146 ($828) ($3,388) (%2,680) ($463) $1,331 $2,699 $3,641
Ending Fund Balance ($828) ($3,388) ($2,680) ($463) $1,331 $2,699 $3,641 $4,156

Sources: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Ledgers

Assumptions

Summarized in thefollowing pages are the significant general assumptions underlying thefinancial
forecast shown in Table 1-1.

Revenues

A. Property Taxes: Property taxesarelevied and assessed on acalendar year basisagainst real,
public utility and tangible personal (used in business) property located in the Village.
Assessed valuesfor real property taxesare established by state law at 35 percent of appraised

Page -5-



Village of Montezuma

Performance Audit

market value. All real property is required to be revalued every six years and updated
midway through the six-year period.

Real property reappraisal for taxing purposes occurred in 1999 (collected in 2000). The
reappraisal resulted in an increase in property tax vauations for the Village. However,
according to a representative from the Mercer County Auditor’ s office, Montezuma s size
and present capacity make future construction prohibitive. Taking into account various
economicfactors, Mercer County Auditor’ sofficeexpectsVillage property valuestoincrease
at adeclining rate. Notwithstanding information provided by the county auditor’ soffice, this
forecast assumes that in 2002, the period when the next property tax update is to occur, the
appraised property values will increase at a conservative growth rate of seven percent.

The property tax forecasts in Table 1-2 are based on historical valuations and trends,
including the effects of scheduled updates and appraisals. In projecting property valuations
it isassumed that the appraised valueswill increase at the applicable historical growth rates.
The Villageis currently collecting on 2.2 inside mills. The detailed valuation, millage and
revenue projections are summarized in Table 1-2.

Table 1-2: Property Valuation and Millage

For ecast Forecast Forecast For ecast For ecast
2001 2002 2003 2004 2005

Total Assessed Property Values - $2,816,628 $3,013,792 $3,224,758 $3,450,491 $3,692,025
Authorized Mills

Inside 2.20 2.20 2.20 2.20 2.20
Total Authorized Mills 2.20 2.20 2.20 2.20 2.20
Effective Millsto be Levied

Inside 2.20 2.20 2.20 2.20 2.20
Total Effective Millsto be Levied 220 2.20 220 2.20 2.20
Total Projected Property Taxes $5,329 $5,702 $6,101 $6,528 $6,985

Sour ces. Mercer County Auditor and AOS documents

B.

I nter governmental Receipts: Intergovernmental Receipts consists of local government
revenue assistance, state shared taxes and permits, homestead and rollback property tax
exemptions. ThelLocal Government Fund aswell asLocal Government Revenue Assistance
Fund receipts are general operating monies received from the County Auditor. The amount
of funding received from the Local Government Fund and Local Government Revenue
Assistance Fund is based on a mathematical formula outlined in ORC § 5747.53 and ORC
§5747.63.

As Table 1-3illustrates, the Local Government Fund has had fluctuating growth over the
past threeyears. ThelLocal Government Revenue A ssistance Fund showsanincreasingtrend
between 1998 and 2000. Both Local Government Fund and Local Government Revenue
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Assistance Fund for 2001 are calculated at three percent growth. Future years are held
constant at the 2001 level. This is a matter of consequence resulting from provisions
contained in section 138 of the recently passed Amended Substitute House Bill 94, of the
124™ General Assembly, State of Ohio biennial budget. This legislation freezes the
distribution of these tax revenues effective July 2001 through July 2003. During thefreeze
period, the amounts distributed are to equal the amounts that were distributed during the
corresponding month of July 2000 through June 2001 base year period.

Biennial budget deliberations to occur at the beginning of 2003 will foretell future
distribution of these tax revenues. Any possibility of increase in the amount distributed to
local governmentsbeyond 2003 lieswith legidlativeaction. Takingaconservativeapproach,
forecast levelsin the Local Government Fund and Local Government Revenue Assistance
Fund for 2004 and 2005 are also held at the 2001 level.

The Village received inheritance tax revenue in 2000. However, Substitute Senate Bill 108
of the 123" General Assembly, minimizestheamount of inheritancetax revenuethe Village
may receive, therefore, no revenues from this source are projected. The Cigarette Tax has
historically remained constant at $19, with the exception of 1998, and is forecasted to
continue thetrend. Liquor and Beer Permits also have remained constant and are projected
to remain at the current level.

Homestead/Rollback includes a ten percent property tax rollback for all real property tax
owners. 1n 1979, an additional 2.5 percent rollback was enacted for owner-occupied homes.
These tax credits are reimbursed to the Village through the state and are calculated by
applying the appropriate percentages to the residential and commercial properties. Also,
included in this category is an exemption for businesses for the first $10,000 in personal
property tax valuation. Thisexemption isreimbursed by the state and is estimated based on
historical trends. The Village has shown a decline in this area of revenue attributable to a
reduction in the eligible population (mostly elderly) who would receive the tax credit(s).
Therefore, Homestead/Rollback revenues are projected to remain at the current level. The
main components of Intergovernmental Receipts and the projections by component are
presented in Table 1-3.
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Table 1-3: Intergover nmental Receipts
Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) | (Audited) | (Unaudited) 2001 2002 2003 2004 2005

Local Government $15,725 $15,429 $17,373 $17,894 $17,894 $17,894 $17,894 $17,894
Loca Government
Revenue Asst. $2,736 $2,901 $3,309 $3,408 $3,408 $3,408 $3,408 $3,408
Inheritance Tax $0 $0 $802 $0 $0 $0 $0 $0
Cigarette Tax $37 $19 $19 $19 $19 $19 $19 $19
Liquor and Beer Permits $1,848 $1,848 $1,848 $1,848 $1,848 $1,848 $1,848 $1,848
Homestead/Rollback
Property Tax $461 $384 $250 $250 $250 $250 $250 $250
Total
Inter gover nmental
Receipts $20,807 $20,581 $23,601 $23,419 $23,419 $23,419 $23,419 $23,419

Sour ces: 1998 - 1999 Financia Audits and 2000 Uniform Accounting Network Receipt Ledger

C.

Licenses, Permits and Fees: Between 1998 and 1999, the Village issued a total of nine
zoning permitsat acost of $6 each. With aminimal amount of activity taking place over the
past three yearsin this revenue line, future revenues are not projected.

Interest: This source of revenue results from banking activity. The Village has taken
appropriate steps to ensure bank deposits are made in atimely fashion. Subsequently, the
amount of interest revenue increased in 2000 over what was collected in 1999. Given that
bankinginstitutionsare offering arelatively low interest rate, thisforecast projectsatwo and
one-half percent increase in future years.

Miscellaneous: This represents different revenue streams that are either without a specific
category or do not generate enough revenue to warrant a specific category. Examples of
miscellaneous revenue for 2000 include a $14.16 refund from the United States Internal
Revenue Service and $1,250 from the sale of the Village tractor. Future revenues are
predicted to remain constant and at alevel commensurate with average receipts between the
years 1998 and 2000.

Expenditures

F.

Emergency Services. Thisrepresents all emergency services expenditures associated with
the Village. As Table 1-4 illustrates, the Village's emergency expenditures decrease
significantly beginningin 2001. TheMercer County Sheriff instituted a“ district” systemfor
the allocation of county policeresources. With thedistrict system in place, the sheriff found
that providing police services to the Village can occur without having to meet contact
specifications and therefore, is not requiring payment for law enforcement services.
Subsequently, the Village will receive police services from the county sheriff’s officein a
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manner consistent with that provided to unincorporated areas of the county.

Although the Village will not have any police salaries and benefits expense in future years,
itispossiblethat expendituresfor equipment and suppliesassociated with public safety, such
asroad conesand safety flares, will benecessary. Therefore, aconservativeamount hasbeen
projected as possible expenditures in future years. Conversations with county officials
regarding the charges for emergency medical services and emergency management reveal
that the associated annual costs for each are not expected to change. The components that
makeup Emergency Services and associated projections are presented in Table 1-4.

Table 1-4: Emergency Services

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) (Audited) (Unaudited) 2001 2002 2003 2004 2005
Police - Salariesand
Benefits $5,993 $3,821 $5,124 $0 $0 $0 $0 $0
Police Equipment &
Supplies $100 $0 $0 $50 $50 $50 $50 $50
Mercer County
Emergency Medical
Services $398 $398 $398 $398 $398 $398 $398 $398
Mercer County
Emergency
Management Agency $50 $50 $50 $50 $50 $50 $50 $50
Total Security
Expenditures $6,541 $4,269 $5,572 $498 $498 $498 $498 $498

Sour ces: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger

G.

Utility Service: Thisexpenditureitem representsthe costsof maintaining theutility services
for the Village. These costs include natural gas and county sewer services that connect to
the Village office. The Village paysfor part of the Village street lighting from the General
Fund as well as the electric service that is connected to the Village office. Other utility
services include telephone and electrical service work performed by a licensed electrical
contractor.

Significant fluctuationsin previousyears expendituresfor the Village' s utility servicesare
evident when reviewing Table 1-5. Because of these fluctuations, al forecasted
expenditures for utility services in future years are based on actual year 2000 remittances.
The cost for each item is estimated to increase with the annual rate of inflation, which is
approximately three percent. Past and forecasted utility service expenses are delineated in
Table 1-5.
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Table 1-5: Utilities

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) (Audited) (Unaudited) 2001 2002 2003 2004 2005
Natural Gas $330 $359 $668 $728 $794 $865 $943 $1,028
Electric $5,051 $227 $3,154 $3,249 $3,346 $3,446 $3,550 $3,656
County Wide Services $122 $762 $198 $204 $210 $216 $223 $230
Other $15 $561 $1,334 $1,374 $1,415 $1,458 $1,501 $1,546
Total Utility Expense $5,518 $1,909 $5,354 $5,555 $5,765 $5,986 $6,217 $6,460

Sources: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger

H. General Operations: Thisexpenditure category consistsof itemsassociated withtheoverall
operations of the Village of Montezuma. The line-items found in Table 1-6 are broad
descriptions but the specific costsinclude salaries and payroll taxes for the Mayor, Council
Personsand Clerk/Treasurer; expendituresfor office suppliesand equipment; insurance; land
and building maintenance and various other overhead or miscellaneous charges connected
with the operations of any municipality.

Similar to the utility services table, significant fluctuations are readily identifiable with
regardsto general operationsexpenditurespresentedin Table 1-6. Futureyear expenditures
are based on Y ear 2000 figures and are projected to grow with inflationary increases.
Table 1-6: General Operations Expenditures
Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) | (Audited) | (Unaudited) 2001 2002 2003 2004 2005
Personal Service $2,016 $1,545 $4,496 $5,088 $5,180 $5,275 $5,373 $5,474
Employee Benefits $503 $183 $827 $852 $877 $904 $931 $959
Supplies & Materias $290 $260 $1,941 $1,999 $2,059 $2,121 $2,185 $2,250
Legal $8,520 $2,097 $715 $736 $759 $781 $805 $829
Land and Buildings $3,706 $14,885 $3,868 $3,984 $4,104 $4,227 $4,353 $4,484
Other Contracted
Services $2,936 $479 $8,695 $8,956 $9,225 $9,501 $9,786 $10,080
Total General
Operations
Expenditures $17,971 $19,449 $20,542 $21,615 $22,203 $22,809 $23,433 $24,076

Sources: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger

The fluctuation in personal services is attributable to the across-the-board pay increase for
al elected officials. The Village council passed an ordinance on January 16, 1999 that
increased the rate of pay for al Village officials. Sinceit is statutorily prohibited to vote a
pay increasefor seated officials, theincrease did not go into effect until January 2000, when
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newly elected officials took office. The Village passed the rate increase measure so that
elected officials would receive competitive wages with that of other Villages. The
Clerk/Treasurer’s pay increased from $800 to $1,800 per year, the mayor’ s salary increased
from $25 per meeting to $50 per meeting and council members' pay increased from $20 per
meeting to $25 per meeting. Although the Village has taken stepsto curtail spending, itis
prudent to factor in a conservative three percent increase in future years for personnel
services. However, the Clerk/Treasurer’ ssalary isheld constant sinceit is specified asaper
annum wage and not based upon governing factors such asthat of the Mayor’ sand council’s
pay. Other payroll expenses, such as Ohio Bureau of Employment Servicesand Ohio Bureau
of Workers' Compensation deductions, are projected to hold constant in future years at the
20001evel. Table1-7 delineates past expendituresand futureforecastsfor personal services
expenditures.

Table 1-7: Personal Services Expenditures

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) (Audited) (Unaudited) 2001 2002 2003 2004 2005
Mayor $270 $70 $909 $936 $964 $993 $1,023 $1,054
Council $944 $1,016 $2,081 $2,143 $2,208 $2,274 $2,342 $2,412
Clerk/Treasurer $720 $459 $1,298 $1,800 $1,800 $1,800 $1,800 $1,800
Other Payroll
Expenses $82 $0 $208 $208 $208 $208 $208 $208
Total Personal
Services
Expenditures $2,016 $1,545 $4,496 $5,088 $5,180 $5,275 $5,373 $5,474

Sour ces: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger

Employee benefitsfollows salary trends and has been forecasted to increase by three percent
in future years. The Village realized increased expenditures for supplies and materialsin
2000 when compared with 1998 and 1999 figures. Part of the increase can be attributed to
the Village' s enrollment in the Auditor or State’sUAN program. Additional costsincurred
In2000include UAN training, purchase of paper and forms, super disks, printer ribbons, and
extradiskettes. Thisforecast projects future expenditures regarding supplies and materials
to increase with the customary inflation rate of three percent.

The Village dramatically curtailed the use of alegal council from previous years. Therate
of pay for legal council has been and continues to be $90 per hour. Future expendituresfor
legal services are projected to increase with the customary three percent for inflation. Land
and building outlay in 1999 differs significantly from expenditures in 1998 and 2000.
Examples of expenditures made for lands and buildings in 1999 include two to Mercer
County Community Devel opment totaling $4,700, oneto Dayton Power and Light for $2,580
and a payment to Roser Inc. for $2,606. Documentation indicating what each of these
monetary outlays entailed is misplaced within the Village files. Expenditures for 2000
pertaining to this line include payment for services provided by a grant writer, which was

Page -11-



Village of Montezuma Performance Audit

being compensated at arate of $17.50 per hour, and insurance costs borne by the Village.
Future legal and land and building expenditures are projected based on the amount spent in
2000 and are figured to increase by three percent.

In 2000, costs for other contracted services include, but are not limited to, fees paid to the
Auditor of State for audit related services and UAN utilization, vehicle maintenance, post
office box rental fee and for specialized repair services such asthat rendered by alocksmith.
The variation in payments for other contracted services between the three previous yearsis
readily apparent but difficult to ascribe a cause for such variation. Again, taking a
conservative approach to calcul ating future remittances, thisforecast projects expenditures
pertaining to other contracted services to increase by three percent each year.

Capital Outlay: The Village uses the pay-as-you-go funding scheme regarding capital
improvements. Additionally, the Village relies heavily on grant funding to pay for capital
aterations. If the Village is not awarded grant money then the Village does not incur
corresponding expenditures. As depicted in Table 1-1, there have been little capital
expenditures made from the General Fund. The dollar amount shown for 1998 resulted in
a reclassification/audit adjustment. Although the Village has predicted that capital
improvements will be made in the future, to what extent and when is not known. Until the
Villagetakes stepsto devel op and follow acapital improvement plan and secure appropriate
funding, forecasting future expendituresin this line cannot be adequately determined and is
therefore held at zero.

Transfers-out

J.

Transfers-out: This forecast posits that no transfers will be made from the General Fund
during 2001 and futureyears. The Village can expect to make operational transfersfrom the
General Fund to the Special Revenue Fund should deficits occur in the Special Revenue
Fund that cannot be covered by past surpluses.
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Special Revenue Fund For ecast

Thefinancia information in Table 2-1 represents actual and forecasted financial information in the
Specia Revenue Fund for the Village of Montezuma. The Specia Revenue Fund is actually a
collection of several funds that include the Street Construction and Repair Fund, State Highway
Improvement Fund and the Permissive Motor Vehicle License Tax Fund.

Table 2-1. Special Revenue Fund

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) (Audited) (Unaudited) 2001 2002 2003 2004 2005

Local Taxes $668 $706 $581 $598 $616 $635 $654 $674
Intergovernmental $24,334 $15,492 $8,311 $8,496 $8,685 $8,879 $9,078 $9,283
Interest $201 $136 $32 $33 $34 $35 $36 $37
Total Operating
Revenues $25,203 $16,334 $8,924 $9,127 $9,335 $9,549 $9,768 $9,994
Transportation $26,355 $14,253 $9,340 $9,620 $9,909 $10,206 $10,512 $10,828
Capital Outlay $575 $8,000 $0 $0 $0 $0 $0 $0
Total Operating
Expenditures $26,930 $22,253 $9,340 $9,620 $9,909 $10,206 $10,512 $10,828
Net
Transfers/Advances -
In/(Out) $0 $1,000 ($1,646) $0 $0 $0 $0 $0
Results of
Oper ations (Net) (%$1,727) (%$4,919) (%$2,062) ($493) ($573) ($657) ($744) ($834)
Beginning Cash
Balance $12,088 $10,361 $5,442 $3,380 $2,887 $2,314 $1,657 $912
Ending Cash
Balance $10,361 $5,442 $3,380 $2,887 $2,314 $1,657 $912 $78

Sources: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger

Assumptions

Summarized in the following pages are the significant general assumptions underlying the financial
forecast shown in Table 2-1.

Revenues

A. L ocal Taxes: Thisline-item represents the taxes collected for the permissive motor vehicle
licensetax. Mercer County has el ected to assessadditional vehiclelicensing taxesusingtwo
sections of the Ohio Revised Code (ORC), each authorizing a $5 tax increase. The
assessments are authorized under Ohio Revised Code (ORC) §4504.15 and §4504.16. The
revenues collected from registrants of the Village under ORC 84504.15, are split 50/50
between the county and the Village. ORC 84504.05(2)(a) permits this distribution of
revenues. Under the authority granted by ORC 84504.15, the county assesses an additional
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$5 upon each county registrant, including thoseresiding withinthe Village. Twodollarsand
fifty cents of each $5 assessment upon Village registrants authorized by ORC 84504.15, is
remitted back to the Village. The county collectsall of the $5 levy imposed under 84504.16.

The number of registered vehicles in the Village has decreased approximately 14 percent.
Therewere 307 registrationsin 1999 and 268 registrationsin 2000. Although there hasbeen
adownward trend in registration of vehicles by village residents, the forecast assumes that
revenues in thisitem will increase three percent annually from the 2000 levels.

I nter governmental: The license and gasoline taxes represent intergovernmental revenues
the Village receives for the purpose of repairing and maintaining the roads within the
Village's jurisdiction. The major component of this revenue source is the gasoline tax
collected on the state level and then distributed to the county and municipal levels. The
gasoline tax is imposed on wholesale fuel dealers who sell gasoline in Ohio. The tax is
currently established at arate of $0.22 per gallon. The apportionment of motor vehicle fuel
tax is roughly based upon the number of registered vehicles in each governmental entity.
Although vehicle registrations have declined, the amount of gastax revenue has historically
been on the increase. With the unpredictability of consumer choice in operation of motor
vehicles, a conservative figure of atwo percent increase in future revenue in this line has
been projected.

The license tax is imposed by the State of Ohio on motor vehicles operating on public
highways. Thetax rate is $20 for passenger cars and other increased rates for other heavy-
duty vehicles. Future license tax revenues are based on historical averages.

In previous years, the Village was awarded Community Devel opment Block Grant (CDBG)
funds to improve and/or construct sidewalks throughout the Village. CDBG funding is
competitively awarded based upon such criteria as need, project viability and previous
awards. This forecast does not project funding from this source in future years because
decisions made by the governing panel over such discretionary funding cannot be predicted.

Themain components of Intergovernmental and the projectionsby component are presented
in Table 2-2.

Table 2-2: Inter gover nmental

Actual Actual Actual
1998 1999 2000 Forecast Forecast Forecast Forecast Forecast
(Audited) | (Audited) (Unaudited) 2001 2002 2003 2004 2005
License Tax $550 $590 $619 $650 $682 $717 $752 $790
Gasoline Tax $6,784 $6,902 $7,692 $7,846 $8,003 $8,163 $8,326 $8,493
CDBG $17,000 $8,000 $0 $0 $0 $0 $0 $0
Total Intergovernmental $24,334 $15,492 $8,311 $8,496 $8,685 $8,879 $9,078 $9,283

Sources: 1998 - 1999 Financial Audits and 2000 Uniform Accounting Network Expense Ledger
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C.

Interest: This represents interest earned on Special Revenue Fund bank accounts. The
amount of interest revenue decreased as the balance of funds decreased in previous years.
Additionally, theVillagewasnot makingtimely depositsand thereforel ost interest revenues.
A small and steady increasein interest earningsisforecasted based on the projection that the
Village will maintain a positive fund balance in future years and estimating an interest rate
of two and one half percent.

Expenditures

D.

Transportation: These arethe costs associated with maintaining the streetsand roadsin the
Village. The bulk of the expenditure is for street lighting, but other costs include that of
clearing Village streets of snow and upkeep of the Village truck. Reclassification of funds
and audit adjustments account for the fluctuation in this line. Conservative estimates for
future expenditures are based on 2000 levels and are shown to increase with an estimated
inflation rate of three percent.

Capital Outlay: Historically, the Villagefundsthe construction and maintenanceof Village
roadways and appurtenances with grant money. CDBG awardsin 1998 and 1999 amounted
to $25,000. The Village has submitted an application for State Issue Two grant and CDBG
grant funding for similar construction work. However, receipt of grant funding is often
predicated on agovernment entity being ableto provide somelevel of match funding. Future
capital projectsare anticipated, but at what dollar amount and during what year isnot readily
identifiable. Furthermore, if the Village does not receive grant funding, expenditures for
capital improvement will not occur. Therefore, future expenditures are not forecasted.

Transfers-In

F.

Transfers-in: Operating deficits are initially covered by past surpluses in the Special
Revenue Fund and secondarily by the operational transfers from the General Fund.
Operational transfers from the General Fund to cover deficits in the Special Revenue Fund
are not forecasted, but could occur based upon future ending fund balances.

Conclusions

Based on the General Fund forecast presented in Table 1-1, it appears that the Village has the
capability to stabilize its finances. For years projected beyond 2001 in Table 1-1, the Village is
forecasted to maintain positive ending fund balances. However, for Montezuma to achieve the
resultsprojectedin Table 1-1, certain aspectsof theVillage soperationsneed to beimproved. More
specifically, the Village should focus on improving its budgetary practices, take action to minimize
employeeturnover inthe Clerk/Treasurer position, begin maintaining accuratefinancial recordsand
begin fostering proper accounting practices. The detailed operational changes that Montezuma
should implement are outlined in the General Recommendations section of this report.
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In developing the General Fund forecast presented in Table 1-1, a number of assumptions were
made regarding different aspects of Montezuma’ s operations. It should be noted that if the Village
takes actionswhich are contrary to these assumptions, the results presented in the General Fund and
Special Revenue Fund forecasts could differ significantly. The major assumptions which have a
significant impact on the Village' s projected financial condition include the following:

Forecast figures are based upon the Village's ability to accurately account for all
revenues and expenditures. If accurate records are not maintained, the Village will
continue to be negatively impacted. Documentation detailing the areas where the
Village needsto improve upon regarding the accounting of financial transactionshas
been enumerated in previously issued AOS Regular Financial Audits. Additionally,
the state has incurred expenses related to consultations services provided by LGS
division pertaining to record keeping and accounting. The state bears the cost for
such services when local governments are in fiscal watch or fiscal emergency. For
more information, please see Recommendation No. 2.

TheVillagewill undertake aformal budgeting processthat forecastsfuture revenues
and corresponding expenditures. Prioritization and forecasting future budget
transactions as part of an ongoing process will help ensure that the Village keeps
abreast of financia issues. The Village does not currently have awritten budgeting
process and relies on previous years budget and appropriation submissions as the
mechanism for producing associated requests. This method has led the Village to
overestimate past revenues whereby the Village exceeded General Fund estimated
resources in 1998 and 1999. For more information, please see Recommendation
No. 1.

The Village will employ interna controls to assist the Clerk/Treasurer in the
performance of fiscal duties. The Village Clerk/Treasurer is making strides in
acquiring the necessary financial expertiseand/or experience regarding governmental
accounting. Familiarity with Village operations related to financial transactions
should be a priority of all elected officials thereby ensuring that the work is
performed in atimely and accurate manner. As such, this forecast assumes that the
Village council will become actively and collectively involved in the financia
aspects of the Village and proactively assist the Clerk/Treasurer to reduce errorsand
irregularities. For more information, see Recommendation No. 4.

Theforecast doesnot takeinto account any capital expenditurestheVillagemay elect
to initiate. This is attributable to the Village not having a formalized capital
improvement and road maintenance plan. Although the Village has some ideas
where improvements are needed, aformal planning process that includes expected
costs and avenues for funding has not been developed into a formal written
document.
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The Village and the Ohio Department of Natural Resourcesintend to collaborate on
improvementsto appurtenancesto the waterway surrounding the Village park based
upon a 75/25 percent split in cost. However, the Village portion of funding for this
improvement is predicated on the receipt of private donations rather than the
disbursement of Village funds as matching dollars. Although, the construction
expense of this project should not affect the Village finances, it needsto be a part of
aplan that takesinto account improvementsto public property to help in monitoring
and eval uating the progress on this capital project and to include future maintenance
costs in the budgeting process.

Due consideration has been given to deriving relevant and reasonabl e estimates for
future capital expenditures for this forecast. Use of grant money could affect the
Village finances if receipt of such funding is predicated on the Village providing
matching dollars. If, however, the Village secures an award for the full project cost,
100 percent, then the financial effect is nullified. However, determining where
capital improvement is needed and where funding should be derived is a
responsibility the Village shoulders and should be outlined in an appropriate and
formal manner. For more information, please see Recommendation No. 5.

° The dissolution of the contract for police services between the Village and Mercer
County Sheriff’s Office amountsto asubstantial decrease, approximately $5,000, in
emergency services expenditures in each future year. Should the Village decide to
initiate a new contract for policing services or establish its own police department,
the affect would significantly impact the Village finances.

General Recommendations

1.

The Village should formalize the budgetary process.

In the past, the Village has not filed budget and appropriation documents with the County
Auditor in atimely manner. Additionaly, the Village made expenditures from January 1,
1998 until March 28, 1998, without an appropriation measure. Accordingly, the Village
should develop a formal timetable and instructions for preparing the tax budget and the
appropriations resolution. The Village has taken steps in this direction through the recent
formation of aVillage finance committee. The finance committee should continueitswork
and operate under guidelines set forth by the Ohio Revised Code. Embracing a sound
budgeting methodol ogy and preparing budgetsunder written guidelineswill help ensurethat
the Village meets filing deadlines and further enables smooth transitions associated with
employee and elected official turnovers.
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2.

The Village should continue utilizing the Uniform Accounting Network.

TheVillagefinancial recordshave not been effectively maintained as evidenced by anumber
of citations during financial audits. More specifically, the Village hasin the past failed to
adequately maintain cash journals, recei pt ledgers, appropriation ledgersand hasnot used the
encumbrance method of accounting. In addition, financial records fell in disarray under
previousadministrations. Asaresult, LGShashad toreconstruct past financial records. The
Village cannot operate effectively or efficiently without accuratefinancial recordsand sound
accounting practices.

Torectify record keeping and accounting deficiencies, the Village should continueto usethe
UAN services offered by the Auditor of State's office. The UAN not only offers computer
training for Clerk/Treasurers, but also provides general fund accounting training that would
be helpful with the establishment of financia reporting procedures for the Village.
Continued use of the UAN could also save the state from incurring expenditures such asthe
$30,574.48 during fiscal year 2001 for Village record reconstruction and reconciliation
servicesprovided by LGS. TheVillagewill still incur regular auditing expenses. However,
UAN programming reduces the amount of manual accounting that has been somewhat an
ominous undertaking by the Village and has lead to outlays for LGS support and consult
services.

The Village should attempt to limit the turnover in the Clerk/Treasurer position.

One factor contributing to the Village not meeting budgetary time frames and the lack of
accounting records is the high turnover in the Clerk/Treasure position. Since 1997, the
Village has had six Clerk/Treasurers. For aVillage, the Clerk/Treasurer is the chief fiscal
administrator, responsible for maintaining financial records, reviewing receipts and
expenditures, being an integral part of the budget process as well as other financia related
duties. Because of the significant financial responsibilities of the Clerk/Treasurer position,
the Village should seek to understand the reasons for the turnover and attempt to rectify the
issue.

The lack of understanding of accounting practices may have attributed to such a high
turnover rate for Village Clerk/Treasurers. This can be rectified by arranging adequate
training for the Clerk/Treasurer position. This should include attending training seminars
offered by the Auditor of State, and ensuring that updated copies of the Village Officer's
Handbook, Payroll Procedures manual, and the Ohio Compliance Supplement are on hand
intheVillageoffice. Additionally, acorrespondencefilethat includesAudit Bulletinsissued
by the Auditor of State should be maintained, and computer hardware and software manuals
alongwithtechnical support phone numbers pertai ningto the computerized financial system,
UAN, should be available.

Starting in themonth of August 2001, the Auditor of Statewill be offering an onlinetraining
course based upon the Government Finance Officers Association’ s(GFOA) Elected Officials
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Guideseries. The Clerk/Treasurer and all other public officialsfor the Village should enroll
in the program to enhance their knowledge of government finance. There are ten chapters
to the course. The topics include, but are not limited to, introduction into government
finance, multi-year budgeting, procurement, and internal controls. Completion of the course
will result in the participant receiving an Ohio Financia Accountability Certificate. More
importantly, however, isthe greater benefit derived from the enhancement of knowledgein
government finance of those who participate.

Finaly, the Village appropriated $1,050 in 2001 for Clerk/Treasurer training. This practice
should continue in future years.

4. The Village Council should monitor financial activities and take part in the segregation
of financial duties.

Given the size and financial constraints that the Village must operate within, a system of
checks and balances must be employed. Currently, the Village Clerk/Treasurer is the sole
personresponsiblefor al functionsrelated tothe Village' sfinances. TheVillagereliesupon
this one person to maintain al financial records, track and deposit revenues, issue warrants,
and perform administrative duties during and after council meetings. Given the amount of
responsibility accorded to theposition of Village Clerk/Treasurer, and the need for applicable
and necessary experience and expertise, Council should beinvolved in theroutine review of
financial activity.

The Village has recently established a finance committee that monitored the completion of
the 2001 appropriation measureand operating budget. Theresponsibilitiesof thiscommittee
should be expanded to include the routine monitoring of al financial activity. Itisdesirable
that members of this committee have some financial expertiseto appropriately monitor and
planfor futurefinancial needs. Inaddition, thefull council should be provided with detailed
financia reports to include actual receipts and disbursement information, financial
statements, cash balances, and invoices paid. This information provides important data
necessary to manage the Village from afinancial standpoint. Segregating financial duties
will also help toreducetherisk of errorsand/or irregularitieswhich have plagued the Village
as enumerated in previously issued financial audit reports.

5. The Village should begin devel oping formal capital improvement and road maintenance
plans.

The Village has certain capital and road maintenance needs that have yet to be funded. The
Village's mode of financing capital and roadway improvementsis pay-as-you-go, meaning
that the expenditure of funds for a capital item does not occur until the money isin hand.
However, the Villagerelies heavily on grant money to pay for construction of such projects.
Having a systematic approach to planning that includes the reservation of funds for use as
matching dollars could enhance the Village's chances of receiving more grant funding.
Additionally, capital planning, among other things, encourages more efficient government,
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focuses attention on community goal s, needs and capabilities, and enhances opportunitiesto
participate in federal and state grant-in-aid programs.

Capital improvement programming isavaluabletool to ensurethat choices are wisely made
and helps prove to government entities that distribute grant money the readiness of the
Village to act upon pending projects. The plans should be updated annually and should be
incorporated into the yearly appropriations.

6. The Village should continue to make timely deposits in order to maximize interest
revenues.

Thecurrent Village Clerk/Treasurer has endeavored to deposit all remittances and revenues
as quickly as possible. This practice should continue in an effort to collect more interest
revenue. Doing so, the Village istaking advantage of an opportunity to increase the amount
of fundsfor itsuse. Money collected as aresult of doing business with the local banking
institution is easily obtained and requires little effort to accumulate. Additionally, the
practice of making timely bank depositswill increase financial accountability and facilitate
reconciliation of cash accounts.
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