CUYAHOGA COUNTY EDUCATIONAL SERVICE CENTER
CUYAHOGA COUNTY

SINGLE AUDIT

FOR THE YEAR ENDED JUNE 30, 2001

Jim PETRO
AUDITOR OF STATE

STATE OF OHIO







CUYAHOGA COUNTY EDUCATIONAL SERVICE CENTER

CUYAHOGA COUNTY

TABLE OF CONTENTS
Report of Independent ACCOUNTANTS . .. ... . it e e e e e 1
Combined Balance Sheet - All Fund Types and ACCOUNt GIroUPS . . .. oo oottt i i 4

Combined Statement of Revenues, Expenditures and Changes in Fund Balances
All Governmental FUNd TYPeS . ... oot e e e e 6

Combined Statement of Revenues, Expenditures and Changes in Fund Balances

Budget (Non-GAAP Basis) and Actual - All Governmental Fund Types ................... 7
Combined Statement of Changes in Net Assets - Fiduciary Fund Type ........................ 10
Notes to the General Purpose Financial Statements ............... .. . .. 11
Schedule of Federal Awards Expenditure . . ......... i e e 33
Notes to Schedule of Federal Awards Expenditures ................ .. 34

Report on Compliance and on Internal Control Required
by Government Auditing Standards . . . ... .. e e 35

Report on Compliance with Requirements Applicable to Major Federal Programs
and Internal Control Over Compliance in Accordance with OMB Circular A-133 . ................. 37

Schedule of FINAINGS . .. ...t e e e e e 39



This page intentionally left blank.



Lausche Bldg

615 W Superior Ave

STATE OF OHIO Floor 12

OFFICE OF THE AUDITOR Cleveland OH 44113 - 1801
Telephone 216-787-3665

JiM PETRO, AUDITOR OF STATE 800-626-2297
Facsimile 216-787-3361

www.auditor.state.oh.us

REPORT OF INDEPENDENT ACCOUNTANTS

Governing Board

Cuyahoga County Educational Service Center
Cuyahoga County

5700 West Canal Road

Valley View, Ohio 44125

We have audited the accompanying general-purpose financial statements of the Cuyahoga County
Educational Service Center, Cuyahoga County, Ohio (the Center) as of and for the year ended June 30,
2001, as listed in the table of contents. These general-purpose financial statements are the responsibility
of the Center’'s management. Our responsibility is to express an opinion on these general-purpose financial
statements based on our audit.

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

In our opinion, the general-purpose financial statements referred to above present fairly, in all material
respects, the financial position of the Cuyahoga County Educational Service Center, Cuyahoga County,
Ohio, as of June 30, 2001, and the results of its operations for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As described in Note 4 to the financial statements, the Center adopted Governmental Accounting Standards
Board Statements Nos. 33 and 36, as of and for the year ended June 30, 2001.

In accordance with Government Auditing Standards, we have also issued our report dated November 2,
2001 on our consideration of the Center’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That reportis an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.
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We performed our audit to form an opinion on the general-purpose financial statements of the Center, taken
as a whole. The accompanying schedule of federal awards expenditures is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not arequired part of the general-purpose financial
statements. We subjected this information to the auditing procedures applied in the audit of the general-
purpose financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
general-purpose financial statements taken as a whole.

Jim Petro
Auditor of State

November 2, 2001
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Cuyahoga County Educational Service Center

Combined Balance Sheet

All Fund Types and Account Groups

June 30, 2001

Fiduciary
Governmental Fund Types Fund Types
Speciad Trust and
General Revenue Agency

Assets and Other Debits
Assets
Equity in Pooled Cash and

Cash Equivaents $14,242 575 $380,727 $2,890,399
Cash and Cash Equivaents In

Segregated Accounts 0 0 3,372
Investments In Segregated Accounts 0 0 240,340
Receivables:

Accounts 1,100 0 632,929

Intergovernmental 7,724,298 64,041 864,553

Accrued Interest 121,048 0 22,691

Interfund 678,000 0 0
Prepaid Items 308,992 1,205 0
Fixed Assets 0 0 0
Other Debits
Amount to be Provided from

General Government Resources 0 0 0
Total Assets and Other Debits $23,076,013 $445,973 $4,654,284
Liabilities, Fund Equity and Other Credits
Liabilities
Accounts Payable $25,979 $5,513 $0
Accrued Wages 1,689,960 6,181 0
Compensated Absences Payable 8,552 0 0
Interfund Payable 0 19,000 659,000
Intergovernmental Payable 4,202,027 28,169 422,977
Deferred Revenue 7,706,904 64,041 1,042,877
Total Liabilities 13,633,422 122,904 2,124,854
Fund Equity and Other Credits
Investment in General Fixed Assets 0 0 0
Fund Balance:

Held in Trust for Pool Participants 0 0 2,295,231

Held for Individua Investment Account 0 0 234,199

Reserved for Encumbrances 122,119 141,583 0

Unreserved, Undesignated 9,320,472 181,486 0
Total Fund Equity and Other Credits 9,442,591 323,069 2,529,430
Total Liabilities, Fund Equity

and Other Credits $23,076,013 $445,973 $4,654,284

See accompanying notes to the general purpose financia statements




Account Groups

General Genera Totals
Fixed Long-Term (Memorandum
Assets Obligations Only)
$0 $0 $17,513,701
0 0 3,372
0 0 240,340
0 0 634,029
0 0 8,652,892
0 0 143,739
0 0 678,000
0 0 310,197
394,895 0 394,895
0 837,187 837,187
$394,895 $837,187 $29,408,352
$0 $0 $31,492
0 0 1,696,141
0 752,970 761,522
0 0 678,000
0 84,217 4,737,390
0 0 8,813,822
0 837,187 16,718,367
394,895 0 394,895
0 0 2,295,231
0 0 234,199
0 0 263,702
0 0 9,501,958
394,895 0 12,689,985
$394,895 $837,187 $29,408,352




Cuyahoga County Educational Service Center
Combined Statement of Revenues, Expenditures
and Changes in Fund Balances
All Governmental Fund Types
For the Fiscal Year Ended June 30, 2001

Governmental Fund Types

Totals
Specia (Memorandum
General Revenue Only)
Revenues
Intergovernmental $3,045,039 $1,058,912 $4,103,951
Interest 568,205 0 568,205
Contributions and Donations 4,806 4,000 8,806
Charges for Services 37,422,769 0 37,422,769
Miscellaneous 334,227 9,648 343,875
Total Revenues 41,375,046 1,072,560 42,447 606
Expenditures
Current:
Instruction:
Regular 240,897 174,538 415,435
Specia 16,674,533 151,758 16,826,291
Vocational 152,640 0 152,640
Support Services:
Pupils 4,146,642 141,110 4,287,752
Instructional Staff 7,346,597 97,228 7,443,825
Board of Education 30,803 0 30,803
Administration 6,195,107 317,728 6,512,835
Fiscal 321,637 32,752 354,389
Business 530 0 530
Operation and Maintenance of Plant 156,209 0 156,209
Pupil Transportation 1,479 0 1,479
Central 37,150 122,044 159,194
Operation of Non-Instructional Services 3,771,458 16,335 3,787,793
Total Expenditures 39,075,682 1,053,493 40,129,175
Excess of Revenues Over Expenditures 2,299,364 19,067 2,318,431
Fund Balances Beginning of Year - Restated (See Note 4) 7,143,227 285,309 7,428,536
Fund Balances End of Year $9,442,591 $304,376 $9,746,967

See accompanying notes to the general purpose financial statements



Cuyahoga County Educational Service Center

Fund Balances - Budget (Non-GAAP Basis) and Actual
All Governmental Fund Types
For the Fiscal Year Ended June 30, 2001

Combined Statement of Revenues, Expenditures and Changes In

General Fund
Variance
Revised Favorable
Budget Actud (Unfavorable)
Revenues
Intergovernmental $3,038,769 $3,038,769 $0
Interest 710,863 710,863 0
Contributions and Donations 4,806 4,806 0
Chargesfor Services 37,422,769 37,422,769 0
Miscellaneous 334,552 334,552 0
Total Revenues 41,511,759 41,511,759 0
Expenditures
Current:
Instruction:
Regular 255,910 255,910 0
Special 17,066,283 16,981,903 84,380
V ocational 172,885 172,885 0
Support Services:
Pupils 4,567,096 4,567,596 (500)
Instructional Staff 7,890,732 7,890,732 0
Board of Education 31,076 31,076 0
Administration 6,466,960 6,466,960 0
Fiscal 350,427 350,427 0
Business 530 530 0
Operation and Maintenance of Plant 159,200 159,200 0
Pupil Transportation 1,479 1,479 0
Central 51,414 51,414 0
Operation of Non-Instructional Services 3,824,794 3,824,794 0
Total Expenditures 40,838,786 40,754,906 83,880
Excess of Revenues Over (Under) Expenditures 672,973 756,853 83,880
Other Financing Sour ces (Uses)
AdvancesIn 463,564 463,564 0
Advances Out (678,000) (678,000) 0
Total Other Financing Sources (Uses) (214,436) (214,436) 0
Excess of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses 458,537 542,417 83,880
Fund Balances Beginning of Year 8,967,504 8,967,504 0
Prior Y ear Encumbrances Appropriated 234,825 234,825 0
Fund Balances End of Year $9,660,866 $9,744,746 $83,880
(continued)



Cuyahoga County Educational Service Center
Combined Statement of Revenues, Expenditures and Changes In
Fund Balances - Budget (Non-GAAP Basis) and Actual
All Governmental Fund Types (continued)

For the Fiscal Year Ended June 30, 2001

Specia Revenue Funds

Variance
Revised Favorable
Budget Actud (Unfavorable)
Revenues
Intergovernmental $1,201,599 $1,201,599 $0
Interest 0 0 0
Contributions and Donations 4,000 4,000 0
Charges for Services 0 0 0
Miscellaneous 9,648 9,648 0
Total Revenues 1,215,247 1,215,247 0
Expenditures
Current:
Instruction:
Regular 188,508 228,105 (39,597)
Special 168,329 168,329 0
Vocational 0 0 0
Support Services:
Pupils 143,237 143,202 35
Instructional Staff 162,881 113,320 49,561
Board of Education 0 0 0
Administration 370,536 395,124 (24,588)
Fiscal 32,904 32,904 0
Business 0 0 0
Operation and Maintenance of Plant 0 0 0
Pupil Transportation 0 0 0
Central 442,726 327,176 115,550
Operation of Non-Instructional Services 16,382 16,382 0
Total Expenditures 1,525,503 1,424,542 100,961
Excess of Revenues Over (Under) Expenditures (310,256) (209,295) 100,961
Other Financing Sour ces (Uses)
AdvancesIn 19,000 19,000 0
Advances Out (251,584) (251,584) 0
Total Other Financing Sources (Uses) (232,584) (232,584) 0
Excess of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses (542,840) (441,879) 100,961
Fund Balances Beginning of Year 403,393 403,393 0
Prior Y ear Encumbrances Appropriated 247,582 247,582 0
Fund Balances End of Year $108,135 $209,096 $100,961

See accompanying notes to the genera purpose financia statements



Totals (Memorandum Only)

Variance
Revised Favorable
Budget Actual (Unfavorable)
$4,240,368 $4,240,368 $0
710,863 710,863 0
8,806 8,806 0
37,422,769 37,422,769 0
344,200 344,200 0
42,727,006 42,727,006 0
444,418 484,015 (39,597)
17,234,612 17,150,232 84,380
172,885 172,885 0
4,710,333 4,710,798 (465)
8,053,613 8,004,052 49,561
31,076 31,076 0
6,837,496 6,862,084 (24,588)
383,331 383,331 0
530 530 0
159,200 159,200 0
1,479 1,479 0
494,140 378,590 115,550
3,841,176 3,841,176 0
42,364,289 42,179,448 184,841
362,717 547,558 184,841
482,564 482,564 0
(929,584) (929,584) 0
(447,020) (447,020) 0
(84,303) 100,538 184,841
9,370,897 9,370,897 0
482,407 482,407 0
$9,769,001 $9,953,842 $184,841




Cuyahoga County Educational Service Center
Combined Satement of Changesin Net Assets
Fiduciary Fund Type
For the Fiscal Year Ended June 30, 2001

Investment Trust

Revenues

Interest $84,857
Expenses

Operating Expenses 0
Net Increase in Assets Resulting From Operations 84,857
Distributions to Participants (105,503)
Capital Transactions 399,121
Total Increasein Net Assets 378,475
Net Assets Beginning of Year 2,150,955
Net Assets End of Year $2,529,430

See accompanying notes to the general purpose financial statements
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Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

Note 1 - Description of the Educational Service Center

In 1914, the Cuyahoga County Educational Service Center (“Educational Service Center”) was formed. The
Educational Service Center supplies special education, supervisory, administrative, fiscal and other needed
servicesto area school districtsin Cuyahoga, Lake, Lorain, and Geauga County.

The Educational Service Center operates under a locally-elected five-member Governing Board form of
government and provideseducational servicesasmandated by State or federal agenciestothreelocal, twenty-six
city, and one exempted village school districts. The Board controlsthe Educational Service Center's staff who
provide services to over 123,268 students and other community membersin Cuyahoga County.

Reporting Entity

A reporting entity is comprised of the primary government, component units and other organizations that are
included to ensurethat the financial statementsare 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 ServiceCenter. For the CuyahogaEducational Service Center, thisincludesgeneral operationsand
related activities of the Educational Service Center.

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

The Educational Service Center is associated with six jointly governed organizations and one insurance
purchasing pool. These organizations are the Lakeshore Northeast Ohio Computer Association, Cuyahoga
Media Center, Alliance for School Funding, Cuyahoga County Early Intervention Collaborative, Positive
Education Program, Cuyahoga County Special Education Regional Resource Center, and the Ohio School
Boards AssociationWorkers Compensation Group Rating Program. Theseorganizationsare presentedin Notes
17 and 18 to the general purpose financial statements.

Note 2 - Summary of Significant Accounting Policies

The financial statements of the 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. Themoresignificant of the Educational Service Center’ saccounting policiesare
described below.

-11-



Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

A. Basis of Presentation-Fund Accounting

The Educational Service Center uses funds and account groupsto report onitsfinancial position and theresults
of itsoperations. Fund accountingisdesigned to demonstratelegal complianceandto aidfinancial management
by segregating transactions related to certain Educational Service Center functions or activities.

A fundisdefined asafiscal and accounting entity with aself-balancing set of accountsrecording cash and other
financia resources, together with all related liabilities and residual equities or balances, and changes therein,
which are segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordancewith special regulations, restrictions, or limitations. Anaccount groupisafinancial reporting device
designed to provide accountability for certain assets and liabilities that are not recorded in the funds because
they do not directly affect net expendable available financial resources.

For financial statement presentation purposes, the various funds of the Educational Service Center are grouped
into the following generic fund types under the broad fund categories governmental and fiduciary.

Governmental Fund Types Governmental funds are those through which most governmental functions of the
Educational Service Center arefinanced. Theacquisition, use and balances of the Educational Service Center’s
expendablefinancial resourcesand therelated current liabilitiesare accounted for through governmental funds.
The following are the Educational Service Center’s governmental fund types:

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.

Special Revenue Funds Specia revenuefundsare used to account for the proceeds of specific revenue
sources that are legally restricted to expenditure for specified purposes.

Fiduciary Fund Types Fiduciary funds are used to account for assets held by the Educational Service Center
in atrustee capacity or asan agent for individuals, private organizations, other governmental units and/or other
funds. These include trust and agency funds. The Educationa Service Center has an investment trust fund
whichisaccounted for using the accrual basisof accounting. Agency fundsare custodial in nature (assetsequal
liabilities) and do not involve measurement of results of operations.

Account Groups Tomakeaclear distinction between fixed assetsrelated to specific fundsand those of general
government, and between long-term liabilities related to specific funds and those of a general nature, the
following account groups are used:

General Fixed Assets Account Group Thisaccount group is established to account for all fixed assets
of the Educational Service Center.

General Long-Term Obligations Account Group This account group is established to account for all
long-term obligations of the Educational Service Center.

-12 -



Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

B. Measurement Focus and Basis of Accounting

Theaccounting and financial reporting treatment applied to afund isdetermined by its measurement focus. All
governmental fund typesare accounted for using aflow of current financial resources measurement focus. With
this measurement focus, only current assets and current liabilities are generally included on the balance sheet.
Operating statements of these funds present increases (i.e., revenues and other financing sources) and decreases
(i.e., expenditures and other financing uses) in net current assets.

Basis of accounting refers to when revenues and expenditures are recognized in the accounts and reported in
the financial statements. Basis of accounting relates to the timing of the measurements made.

Themodified accrual basisof accounting isfollowed for the governmental and agency funds. Under thisbasis,
revenues are recognized in the accounting period when they become both measurable and available.
"Measurable" meansthe amount of the transaction can be determined and "available" means collectible within
the current fiscal year or soon enough thereafter to be used to pay liabilities of the current fiscal year. The
available period for the Educational Service Center is sixty days after year end.

In applying the susceptible to accrual concept under the modified accrual basis, the following revenue sources
are deemed both measurable and available: interest earnings, servicesto other school districts and grants.

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
therelated fund liability isincurred, if measurable. Allocations of cost, such as depreciation and amortization,
are not recognized in the governmental funds.

The investment trust fund reports transactions and balances using the economic resources measurement focus
and the accrual basis of accounting. All assets and all liabilities associated with the operation of thisfund is
included on the balance sheet. Operating statements present increases (i.e., revenues) and decreases (i.e.,
expenses) in net total assets.

C. Budgetary Data

The budgetary processis prescribed by Section 3317.11 of the Ohio Revised Code. Annually, on or before a
date designated by the State Board of Education, the Educational Service Center preparesabudget of estimated
resources and operating expenses for the ensuing year on forms prepared and furnished by the State Board of
Education and certifies the budget to the State Board of Education, together with such other information asthe
Board may require. The budget consists of two parts. Part (A) includes the cost of the salaries, employer’s
retirement contributions, and travel expenses of supervisory teachersapproved by the State Board of Education.
Part (B) includesthe cost of all other lawful expenditures of the County Educational Service Center. The State
Board of Education reviews the budget.

The Educational Service Center has funds which are budgeted as agency funds, but are reported among the
various governmental funds for GAAP reporting purposes.

-13-



Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

Estimated Revenues After the start of the fiscal year, estimated resources are revised to include any
unencumbered balances from the preceding fiscal year. The revised estimated resources represents the
maximum amount that may be appropriated from each fund. Estimated resources may be further amended
during theyear as projected increases or decreasesin revenue areidentified by the Treasurer or additional grant
programsare approved by theBoard. Theamountsreportedinthebudgetary statement reflect thefinal approved
estimated resources of the Educational Service Center.

Appropriations The annual appropriation resolution is enacted by the Governing Board at the fund, function,
and object level of expenditures. Prior to the passage of the annual appropriation measure, the Board may pass
a temporary appropriation measure to meet the ordinary expenses of the Educational Service Center. The
appropriation resolution, by fund, must be within the estimated resources and the total of expenditures and
encumbrances may not exceed the appropriation totalsat any level of control. Any revisionsthat ater thetotal
of any fund appropriation or alter total function appropriations within a fund, or alter object appropriations
withinfunctions, must be approved by theBoard. TheBoard may passsupplemental fund appropriationssolong
as the total appropriations by fund do not exceed the amounts set forth in budget. The budget figures which
appear in the statements of budgetary comparisons represent the final appropriation amounts, including all
supplemental appropriations. Formal budgetary integration isemployed asamanagement control deviceduring
theyear for all fundsother than investment trust and agency funds. Duringtheyear, several appropriationswere
done; however, none of these amendments were significant.

Encumbrances Aspart of formal budgetary control, purchase orders, contracts and other commitmentsfor the
expenditure of moniesarerecorded asthe equival ent of expenditureson the non-GAAP budgetary basisinorder
to reserve that portion of the applicable appropriation and to determine and maintain legal compliance. Onthe
GAAP basis, encumbrances outstanding at year end are reported as a reservation of fund balance for
subsequent-year expenditures for governmental fund types.

Lapsing of Appropriations At the close of each year, the unencumbered balance of each appropriation reverts
totherespectivefund fromwhich it wasappropriated and becomes subj ect to future appropriation. Encumbered
appropriations are carried forward to the succeeding fiscal year and are not reappropriated.

D. Cash, Cash Equivalents and I nvestments

Toimprove cash management, cash received by the Educational Service Center ispooled. Moniesfor all funds
are maintained in this pool. Individual fund integrity is maintained through the Educational Service Center
records. Each funds interest in the pool is presented as "equity in pooled cash and cash equivalents' on the
combined balance sheet.

During fiscal year 2001, investments were limited to interest in Bankers Acceptances, Commercial Paper,
Victory Federal Money Market Mutual Fund, and Certificates of Deposit.

Except for nonparticipatinginvestment contracts, investmentsarereported at fair valuewhichisbased on quoted
market prices. Nonparticipating investment contracts such as nonnegotiabl e certificates of deposit are reported
at cost.

Following Ohio statutes, the Board has, by resolution, specified the funds to receive an allocation of interest

earnings. Interest revenue credited to the general fund during fiscal year 2001 amounted to $568,205, which
includes $37,221 assigned for other Educational Service Center funds.

-14-



Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

TheEducational Service Center hassegregated bank accountsfor anindividual investment account held separate
from the Educational Service Center’scentral bank account. Thismoney is presented on the combined balance
sheet as* cash and cash equival entsin segregated accounts’ or “investmentsin segregated accounts’ sincethey
are not required to be deposited into the Educational Service Center’streasury.

For purposes of presentation on the combined balance sheet, investments of the cash management pool and
investments with original maturities of three months or less at the time they are purchased by the Educational
Service Center are considered to be cash equivalents. Investments with an initial maturity of more than three
months not purchased from the pool are reported as investments.

E. Prepaid Items

Payments made to vendors for servicesthat will benefit periods beyond June 30, 2001, 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 year in which services are consumed.

F. Inventory

Inventories are stated at cost. For all funds, cost is determined on afirst-in, first-out basis. Inventory consists
of expendable supplies held for consumption. The cost of inventory itemsis recorded as an expenditure when
purchased. Reported material and suppliesinventory isequally offset by afund balancereservewhichindicates
that it does not constitute available spendable resources even though it is a component of net current assets.
Sincetheinventory balance at June 30, 2001, was not significant, an amount was not reported on the combined
balance sheet.

G. Fixed Assets and Depreciation

Genera fixed assets are not capitalized in the funds used to acquire or construct them. Instead, capital
acquisition and construction costs are reflected as expenditures in governmental funds, and related assets are
reported in the general fixed asset account group. The Educational Service Center maintains a capitalization
threshold of five hundred dollars for all assets. The Educational Service Center does not possess any
infrastructure. All fixed assets are capitalized at cost (or estimated historical cost) and updated for additions
and retirements during the year. Donated fixed assets are recorded at their fair market values as of the date
received.

Improvements are capitalized. The costs of norma maintenance and repairs that do not add to the value of the
asset or materially extend an asset’ slifeare not capitalized. Interest incurred during the construction of general
fixed assetsis also hot capitalized. Assetsin the general fixed assets account group are not depreciated.

H. Intergovernmental Revenues

Intergovernmental revenues, such as entitlements and grants awarded on a non-reimbursement basis, are

recorded asreceivables and revenueswhen measurableand available. Reimbursement type grantsarerecorded
as receivables and revenues when the related expenditures are incurred.

-15-



Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

The Educationa Service Center currently participates in several State and Federal programs, categorized as
follows:

Entitlements
General Fund
State Foundation Program

Non-Reimbursable Grants
Ohio Media Regiona Grant
Educational Management Information System
Head Start Disabilities
Specia Education Regional Resource Center
Professional Development Work Cluster
Interpreter Training
Alternative School
Ohio Early Start
Ohio School Conflict Management
Schoolnet Onenet
TitleVI-B
Titlel
Preschool Disabilities
Ohio Early Intervention
Goals 2000
Urban Service
Library Service Technology Act

Grantsand entitlementsamounted to ten percent of the Educational Service Center'sgovernmental fundsrevenue
during the 2001 fiscal year.

I. Interfund Assets and Liabilities

Receivablesand payabl esresulting from transacti ons between fundsfor services provided or goodsreceived are
classified as "due from other funds" or "due to other funds' on the balance sheet. Short-term interfund loans
areclassified as"interfund receivables/payables." Duringfiscal year 2001, therewereadvancesin and advances
out intheagency funds. Since agency fundsdo not present budgetary statements, advancesin and advances out
do not balance on a budgetary basis.

J. Compensated Absences

Vacation benefits are accrued as a liability as the benefits are earned if the employees' rights to receive
compensation are attributableto servicesalready rendered and it is probabl e 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 aliability for accumulated unused vacation time when earned for al employees with
more than one year of service.
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Cuyahoga County Educational Service Center
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

Sick leave benefitsare accrued asaliability using the vesting method. Theliability includesthe employeeswho
are currently eligibleto receive termination benefits and those the Educational Service Center hasidentified as
probable of receiving payment in the future. The amount is based on accumulated sick |eave and employees

wage rates at year end, taking into consideration any limits in the Educational Service Center’s termination

policy.

For governmental funds, the current portion of unpaid compensated absencesisthe amount expected to be paid
using expendable available resources. These amounts are recorded in the account "compensated absences
payable" inthefund fromwhich the empl oyeeswho have accumul ated leave are paid. Theremainder isreported
in the general long-term obligations account group.

K. Accrued Liabilities and Long-Term Obligations

Ingeneral, governmental fund payablesand accrued liabilitiesarereported asobligationsof thefundsregardless
of whether they will be liquidated with current resources. However, claims and judgements, compensated
absences, contractually required pension contributions, and special termination benefits that will be paid from
governmental funds are reported as aliability in the general long-term obligations account group to the extent
that they will not be paid with current available expendablefinancial resources. In general, amounts paid more
than sixty days after year end are considered not to have been paid with current available financial resources.

L. Interfund Transactions

Quasi-external transactions are accounted for as revenues and expenditures. Transactions that constitute
reimbursementsto afund for expendituresinitially madefromit that are properly applicableto another fund are
recorded as expenditures in the reimbursing fund and as reductions of expenditures in the fund that is
reimbursed.

Nonrecurring or nonroutine permanent transfers of equity are reported as residual equity transfers. All other
interfund transfers are reported as operating transfers.

M. Fund Balance Reserves

The Educational Service Center records reservations for portions of fund equity which are legally segregated
for specific future use or which do not represent available spendable resources and therefore are not available
for appropriations for expenditures. Unreserved fund balance indicates that portion of fund equity which is
available for appropriation in future periods. Fund equity reserves are established for encumbrances.

N. Estimates

The preparation of financial statementsin conformity with generally accepted accounting principles requires

management to make estimates and assumptionsthat affect the amountsreported in thefinancial statementsand
accompanying notes. Actual results may differ from those estimates.
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O. Total Columns on General Purpose Financial Statements

Total columns on the general purpose financia statements are captioned “Totals (Memorandum Only)” to
indicate that they are presented only to facilitate financial analysis. Data in these columns do not present
financia position or results of operationsin conformity with generally accepted accounting principles. Neither
issuch datacomparableto aconsolidation. Interfund eliminations have not been madein the aggregation of this
data.

Note 3 - Budgetary Basis of Accounting

While the Educational Service Center isreporting financial position, results of operations and changesin fund
balance on the basis of generally accepted accounting principles (GAAP), the budgetary basis as provided by
law is based upon accounting for certain transactions on a basis of cash receipts, disbursements and
encumbrances. The Combined Statement of Revenues, Expenditures and Changes in Fund Balances - Budget
(Non-GAAPBasis) and Actua , All Governmental Fund Typesis presented on the budgetary basisto provide
ameaningful comparison of actual resultswiththebudget. The major differences between the budget basisand
GAAP basis are that:

1 Revenues are recorded when received in cash (budget basis) as opposed to when susceptible
to accrual (GAAP basis).

2. Expenditures are recorded when paid in cash (budget basis) as opposed to when theliability is
incurred (GAAP basis).
3. Encumbrances are treated as expenditures for all funds (budget basis) rather than as a

reservation of fund balance for governmental fund types.

The following table summarizes the adjustments necessary to reconcile the GAAP and budgetary basis
Statement.

Excess of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Sources
All Governmental Fund Types

Specia
Generd Revenue
GAAPBasis $2,299,364 $19,067
Revenue Accruals 136,713 142,687
Advanceln 463,564 19,000
Expenditure Accruals (1,528,779) (224,427)
Advance Out (678,000) (251,584)
Encumbrances (150,445) (146,622)
Budget Basis $542,417 ($441,879)
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Note 4 - Changein Accounting Principles and Restatement of Balances

For fiscal year 2001, the Education Service Center hasimplemented GASB Statement No. 33, “ Accounting and
Financial Reporting for Nonexchange Transactions’ and GASB Statement No 36, “ Recipient Reporting for
Certain Shared Nonexchange Transactions.” The implementation had the following effect on fund balance as
of June 30, 2000 as previously reported:

Generd
Fund Balances, June 30, 2000 $13,113,265
GASB 33 Adjustments:
Deferred Revenue 5,970,038
Adjusted Fund Balance, June 30, 2000 $7,143,227

Note 5 - Accountability

At June 30, 2001, the Titlel and ODE - Special Learning specia revenuefundshad deficitsof $4,941 and $194,
which were due to adjustments for accrued liabilities. The general fund provides transfers to cover deficit
balances; however, thisis done when cash is needed rather than when accruals occur.

Note 6 - Deposits and | nvestments
State statutes classify monies held by the Educational Service Center into three categories.

Active deposits are public deposits necessary to meet current demands on the treasury. Such monies must be
maintained either as cash in the Educational Service Center Treasury, in commercial accounts payable or
withdrawable on demand, including negotiable order of withdrawa (NOW) accounts, or in money market
deposit accounts.

Inactive deposits are public deposits that the Board of Education has identified as not required for use within
the current two year period of designation of depositories. Inactive deposits must either be evidenced by
certificates of deposit maturing not later than the end of the current period of designation of depositories, or by
savings or deposit accounts including, but not limited to, passbook accounts.

Interim deposits are deposits of interim monies. Interim monies are those monies which are not needed for
immediate use but which will be needed before the end of the current period of designation of depositories.
Interim deposits must be evidenced by time certificates of deposit maturing not morethan oneyear fromthedate
of deposit, or by savings accounts including passbook accounts.

Protection of Educational Service Center’ sdepositsis provided by the Federal Deposit Insurance Corporation
(FDIC), by eligible securities pledged by the financial institution as security for repayment, by surety company
bonds deposited with the treasurer by the financial institution or by a single collateral pool established by the
financial institution to secure the repayment of all public monies deposited with the institution.
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Interim monies may be deposited or invested in the following securities:

1 United States Treasury Notes, Bills, Bonds, or any other obligation or security issued by the
United States Treasury or any other obligation guaranteed as to principal and interest by the
United States;

2. Bonds, notes, debentures, or any other obligations or securities issued by any federal

government agency or instrumentality, including but not limited to, the Federal National
Mortgage Association, Federal Home Loan Bank, Federal Farm Credit Bank, Federal Home
L oan Mortgage Corporation, Government National Mortgage Association, and Student Loan
Marketing Association. All federal agency securities shall be direct issuances of federal
government agencies or instrumentalities;

3. Written repurchase agreements in the securities listed above provided that the market value of
the securities subject to the repurchase agreement must exceed the principal value of the
agreement by at least two percent and be marked to market daily, and that the term of the
agreement must not exceed thirty days;

4, Bonds and other obligations of the State of Ohio;

5. No-load money market mutual fundsconsisting exclusively of obligationsdescribedindivision
(1) or (2) of this section and repurchase agreements secured by such obligations, provided that
investments in securities described in this division are made only through eligible institutions;

6. The State Treasurer’s investment pool (STAROhio); and,

7. Certain banker’s acceptances and commercial paper notes for a period not to exceed one
hundred eighty days in an amount not to exceed twenty-five percent of the interim monies
available for investment at any one time.

Investments in stripped principal or interest obligations, reverse repurchase agreements and derivatives are
prohibited. Theissuance of taxable notesfor the purpose of arbitrage, the use of leverage and short selling are
also prohibited. An investment must mature within five years from the date of purchase unless matched to a
specific obligation or debt of the Educationa Service Center, and must be purchased with the expectation that
it will be held to maturity. Investments may only be made through specified dealers and institutions.

Payment for investments may be made only upon delivery of the securities representing the investmentsto the
treasurer or, if the securities are not represented by a certificate, upon receipt of confirmation of transfer from
the custodian.

Cash on Hand At year end, the Educational Service Center had $100 in undeposited cash on hand which is
included on the balance sheet of the Educational Service Center as part of “equity in pooled cash and cash
equivaents’.

The following information classifies deposits and investments by categories of risk as defined in GASB

Statement No. 3, "Deposits with Financial Institutions, Investments (including Repurchase Agreements), and
Reverse Repurchase Agreements’.
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Deposits At fiscal year end, the carrying amount of the Educational Service Center’ sdepositswas $10,785,135
and the bank balance was $12,182,986. Of the bank balance:

1 $200,000 was covered by federal depository insurance; and

2. $11,982,986 was uninsured and uncollateralized. Although all State statutory requirementsfor
the deposit of money had been followed, non-compliance with federa requirements could
potentially subject the School District to a successful claim by the FDIC.

I nvestments The Educational Service Center’ sinvestmentsare required to be categorized to givean indication
of thelevel of risk assumed by the Educational Service Center. Category 1includesinvestmentsthat areinsured
or registered or for which the securities are held by the Educational Service Center or its agent in the
Educational Service Center’sname. Category 2 includes uninsured and unregistered investments held by the
counterparty’s trust department or agent in the Educational Service Center’s name. Category 3 includes
uninsured and unregistered investments for which the securities are held by the counterparty, or by its trust
department or agent but not in the Educational Service Center’s name. The Victory Federal Money Market
Mutual Fund isan unclassified investment since it is not evidenced by securitiesthat exist in physical or book
entry form.

Fair
Category 3 Vaue
Bankers Acceptance $2,226,331 $2,226,331
Commercia Paper 2,716,606 2,476,266
Victory Federal Money Market Mutual Fund 2,269,581
Totals $4,942,937 $6,972,178

The classification of cash and cash equivalents, and investments on the combined financial statementsisbased
oncriteriaset forthin GASB Statement No. 9, “ Reporting Cash Flowsof Proprietary and Non-Expendable Trust
Funds and Governmental Entities That Use Proprietary Fund Accounting.”

A reconciliation between the classifications of cash and cash equivalents and investments on the combined
financial statements and the classification of deposits and investments presented above per GASB Statement
No. 3isasfollows:

Cash and Cash
Equivaents/Deposits Investments

GASB Statement No. 9 $17,517,073 $240,340

Cash on Hand (100) 0
Investments which are part of the cash management pool:

Commercia Paper (2,235,926) 2,235,926

Bankers Acceptance (2,226,331) 2,226,331

Victory Federal Money Market Mutual Fund (2,269,581) 2,269,581

GASB Statement No. 3 $10,785,135 $6,972,178
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Note 7 - Receivables

Receivables at June 30, 2001, consisted of accounts, interest, interfund and intergovernmental monies. All
receivables are considered collectible in full because of the stable condition of State programs and the current
fiscal year guarantee of federal funds.

A summary of the principal items of intergovernmental receivables follows:

Amount
General Fund
Special Education Excess Cost $7,710,159
State Cafeteria Subsidy 9,139
Gifted Program 5,000
Total General Fund 7,724,298
Special Revenue Fund
Titlel 64,041
Agency Funds
NC Quality Collaborative 10,000
SERRC 327,320
CCEILCG 526,933
Total Agency Funds 864,253
Investment Trust Funds
LNOCA 300
Total Agency and Trust Funds 864,553
Total All Funds $8,652,892

Note 8 - I nvestment Pool

The Educational Service Center serves as fiscal agent for various legally separate entities. The Educational
Service Center pool sthemoneysof theseentitieswith the Educational Service Center’ sfor investment purposes.
The Educational Service Center cannot alocate its investments between the internal and external investment
pools. The investment pool is not registered with the SEC as an investment company. The fair value of
investments is determined annually. The pool does not issue shares. Each participant is allocated a pro rata
share of each investment at fair value along with a pro rata share of the interest that it earns. Condensed
financial information for the investment pool follows:
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Statement of Net Assets

June 30, 2001

Assets

Equity in Pooled Cash and Cash Equivalents $17,495,008
Interest Receivable 143,739
Total Assets $17,638,747
Net AssetsHeld in Trust for Pool Participants

Internal Portion $15,343,516
External Portion 2,295,231
Total Net Assets Held in Trust for Pool Participants $17,638,747

Statement of Changesin Net Assets
For the Fiscal Y ear Ended June 30, 2001

Revenues

Interest $126,546
Expenses

Operating Expenses 0
Net Increase in Assets Resulting from Operations 126,546
Distributions to Participants (816,366)
Capital Transactions 1,495,544
Total Increase in Net Assets 805,724
Net Assets Beginning of Year 16,833,023
Net Assets End of Year $17,638,747

Cash on Hand At year end, the investment pool had $100 in undeposited cash on hand which isincluded on
the balance sheet as part of “equity in pooled cash and cash equivalents’.

The following information classifies deposits and investments by categories of risk as defined in GASB

Statement No. 3, "Deposits with Financia Institutions, Investments (including Repurchase Agreements), and
Reverse Repurchase Agreements”.
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Deposits At fiscal year end, the carrying amount of the investment pool’ s deposits was $10,781,763 and the
bank balancewas $12,164,428. Of the bank balance $200,000 was covered by federal depository insuranceand
$11,964,428 was uninsured and uncollateralized. Although the State statutory requirements for the deposit of
money had been followed, non-compliance with federal requirements could potentially subject the investment
pool to a successful claim by the FDIC.

I nvestments Theinvestment pool’ sinvestmentsare required to be categorized to give anindication of thelevel
of risk assumed by the investment pool at year end. Category 1 includes investments that are insured or
registered or for which the securities are held by the Educational Service Center or its agent in the Educational
Service Center’ sname. Category 2 includes uninsured and unregistered investments held by the counterparty’ s
trust department or agent in the Educational Service Center's name. Category 3 includes uninsured and
unregistered investments for which the securities are held by the counter party, or by its trust department or
agent but not in the Educational Service Center’ sname. The Victory Federal Money Market Mutual Fundisan
unclassified investment since it is not evidenced by securities that exist in physical or book entry form.

Interest Fair

Rates Category 3 Value
Bankers Acceptance 4.02%-4.38% $2,226,331 $2,226,331
Commercia Paper 3.60%-3.98%  2,235926 2,235,926
Victory Federal Money Market Mutual Fund 2,269,581
Totals $4,462,257 $6,731,838

The Bankers Acceptance securities have maturities ranging from July 2, 2001 to August 30, 2001. The
Commercia Paper securities have maturities ranging from July 24, 2001 to August 30, 2001.

Note 9 - Fixed Assets

A summary of the changesin general fixed assets during fiscal year 2001 is as follows:

Baance Balance
June 30, 2000 Additions Deletions June 30, 2001
Furniture and Fixtures $280,372 $141,828 $27,305 $394,895

Note 10 - State Funding

The Cuyahoga County Educational Service Center isfunded by the State Board of Education from State funds
for the cost of Part (A) of the budget. (For an explanation of the budget, see Note 2C - Budgetary Data.)

Part (B) of the budget isfunded in thefollowing way: $6.50 timesthe ADM (Total number of pupilsunder the

Educational Service Center’s supervision) is apportioned by the State Board of Education among the local
school districtstowhichthe Educational Service Center providesservicesfrom paymentsmadeunder the State's
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foundation program. Simultaneously, $37 times the sum of the ADM is paid by the State Board of Education
from State funds to the Educational Service Center.

Note 11 - Interfund Transactions

Interfund balances at June 30, 2001, consist of the following individual fund receivables and payables:

Interfund Interfund
Fund Type/Fund Receivable Payable

Genera $678,000 $0
Special Revenue Funds
Titlel 0 17,300
School Net 0 1,500
ODE - Service Learning Center 0 200
Total Special Revenue Funds 0 19,000
Agency Fund
Ohio Schools Council 0 34,200
CEILCG 0 591,000
SERRC 0 25,500
Total Agency Funds 0 650,700
Media Center Investment Trust Fund 0 8,300
Total Agency and Trust Funds 0 659,000
Total All Funds $678,000 $678,000

Note 12 - Risk Management
A. Property and Liability

The Educationa Service Center is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. During fiscal year
2001, the Educational Service Center contracted with Nationwide Insurance Company for general liability
insurance. Leased vehicles are covered by Nationwide Insurance Company and have a $250 deductible for
comprehensive and a $500 deductible for collision. The vehicle liability insurance is on an occurrence basis
with a $1,000,000 combined single limit.

Professional liability is protected by the Nationwide Insurance Company with a $5,000,000 annual
aggregate/$2,000,000 single occurrence limit with no deductible.

Property insuranceis protected by Indianalnsurance Company, TravelersInsurance, and Todd Associates, Inc.
with a deductible of $250.
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Settled claims have not exceeded this commercia coverage in any of the past three years and there have been
no significant reductions in insurance coverage from last year.

B. Workers Compensation

For fiscal year 2001, the Educational Service Center participated in the Ohio School Boards Association
Workers' Compensation Group Rating Program (GRP), an insurance purchasing pool (Note 18). Theintent of
the GRP is to achieve the benefit of areduced premium for the Educational Service Center by virtue of its
grouping and representation with other participants in the GRP. The workers' compensation experience of
the participating school districts and educational service centersis cal cul ated as one experience and acommon
premium rateisappliedto all school districtsand service centersinthe GRP. Each participant paysitsworkers
compensation premium to the State based on the rate for the GRP rather than itsindividual rate. Total savings
arethen calculated and each participant’ sindividual performanceiscompared to the overall savings percentage
of the GRP. A participant will then either receive money from or be required to contribute to the “Equity
Pooling Fund”. This“equity pooling” arrangement insures that each participant shares equally in the overall
performance of the GRP. Participationinthe GRPislimited to school districtsand service centersthat can meet
the GRP's selection criteria. The firm of Gates McDonald & Co. provides administrative, cost control and
actuarial servicesto the GRP.

Note 13 - Defined Benefit Pension Plan
A. School Employees Retirement System

TheEducational Service Center contributesto the School Empl oyees Retirement System (SERS), acost-sharing
multiple employer defined benefit pension system. SERS provides retirement and disability benefits, annual
cost-of-living- adjustments, and death benefits to plan members and beneficiaries. Authority to establish and
amend benefits is provided by State statute per Chapter 3309 of the Ohio Revised Code. SERS insures a
publicly available, stand-alone financial report that includes financial statements and required supplementary
information. That report may be obtained by writing to the School Employees Retirement System, 45 N. Fourth
Street, Columbus, Ohio 43215-3634.

Plan members are required to contribute 9 percent of their annual covered salary and the Cuyahoga County
Educational Service Center isrequired to contribute at an actuarially determined rate. The current Educational
Service Center rate is 14 percent of annua covered payroll. A portion of the Educational Service Center’'s
contribution is used to fund pension obligations with the remainder being used to fund health care benefits; for
fiscal year 2001, 4.2 percent of annual covered salary was the portion used to fund pension obligations. For
fiscal year 2000, 5.5 percent was used to fund pension obligations. The contribution requirements of plan
members and empl oyers are established and may be amended, up to statutory maximum amounts, by the SERS
Retirement Board. The Educational Service Center’s required contributions for pension obligations to SERS
for the fiscal years ended June 30, 2001, 2000 and 1999 were $587,419, $709,191 and $861,460 respectively;
57.61 percent has been contributed for fiscal year 2001, and 100 percent for fiscal years 2000 and 1999.
$587,419 representing the unpaid contribution for fiscal year 2001, isrecorded asaliability withintherespective
funds and general long-term obligations account group.
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B. State Teachers Retirement System

The Educational Service Center contributes to the State Teachers Retirement System of Ohio (STRS), a cost-
sharing multiple-employer public employee retirement system. STRS provides basic retirement and disability
benefits, annual cost-of-living adjustments, and death and survivor benefits to members and beneficiaries.
Benefits are established by Chapter 3307 of the Ohio Revised Code. STRSissues apublicly available, stand-
alonefinancial report that includesfinancial statementsand required supplementary informationfor STRS. The
report may be obtained by writing to the State Teachers Retirement System, 275 East Broad Street, Columbus,
Ohio 43215-3771.

For the fiscal year ended June 30, 2001, plan members are required to contribute 9.3 percent of their annual
covered salaries. The Educational Service Center was required to contribute 14 percent; 9.5 percent was the
portion used to fund pension obligations. For fiscal year 2000, the portion used to fund pension obligation was
6 percent. Contribution rates are established by STRS, upon recommendation of its consulting actuary, not to
exceed statutory maximum rates of 10 percent for members and 14 percent for employers. The Educational
Service Center’s required contributions for pension obligations to STRS for the fiscal years ended June 30,
2001, 2000 and 1999 were $ 1,787,031, $1,047,848 and $1,025,035 respectively. Nothing has been contributed
for fiscal year 2001 and 100 percent for the fiscal years 2000 and 1999. $1,787,031 representing the unpaid
contribution for fiscal year 2001, is recorded as aliability within the respective funds.

Note 14 - Postemployment Benefits

The Educational Service Center provides comprehensive health care benefits to retired teachers and their
dependentsthrough the State Teachers Retirement System (STRS), and to retired non-certified employees and
their dependents through the School Employees Retirement System (SERS). Benefitsinclude hospitalization,
physicians fees, prescription drugsand reimbursement of monthly Medicarepremiums. Benefit provisionsand
the obligations to contribute are established by the Systems based on authority granted by State statute. Both
systems are on a pay-as-you-go basis.

All STRS benefit recipients and sponsored dependents are eligible for health care coverage. The STRS Board
has statutory authority over how much, if any, of the health care costs will be absorbed by STRS. Most benefit
recipients pay aportion of the health care cost in the form of amonthly premium. By law, the cost of coverage
paid from STRS fundsis included in the employer contribution rate, currently 14 percent of covered payroll.
For thefiscal year ended June 30, 2001, the STRS Board all ocated empl oyer contributions equal to 4.5 percent
of covered payroll to the Health Care Reserve Fund. For the Educational Service Center, thisamount equaled
$846,488 for fiscal year 2001.

STRS pays health care benefits from the Health Care Reserve Fund. At June 30, 2000, (the latest information
available) the balance in the Fund was $3.419 billion. For the year ended June 30, 2000, net health care costs
paid by STRS were $283,137,000 and STRS had 99,011 €eligible benefit recipients.

For SERS, coverage is made available to service retirees with ten or more fiscal years of qualifying service
credit, and to disability and survivor benefit recipients. Membersretiring on or after August 1, 1989, with less
thantwenty-fiveyearsof service credit must pay aportion of their premiumfor health care. The portionisbased
on years of service up to amaximum of 75 percent of the premium.
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After the allocation for basic benefits, the remainder of the employer’s 14 percent contribution is allocated to
providing health care benefits. For the fiscal year ended June 30, 2001, employer contributionsto fund health
care benefits were 9.80 percent of covered payroll, an increase of 1.30 percent from fiscal year 2000. In
addition, SERS levies a surcharge to fund health care benefits equal to 14 percent of the difference between a
minimum pay and the member’ s pay, pro-rated for partial servicecredit. For fiscal year 2001, the minimum pay
was established at $12,400. For the Educationa Service Center, the amount contributed to fund health care
benefits, including the surcharge, during the 2001 fiscal year equaled $1,513,812.

The surcharge, added to the unallocated portion of the 14 percent employer contribution rate, provides for
maintenance of the asset target level for the health carefund. Thetarget level for the health care reserveis 150
percent of the annual health care expenses. Expensesfor health carefor thefiscal year ended June 30, 2000 (the
latest information available), were $140,696,340 and the target level was $211.0 million. At June 30, 2000,
SERS had net assets available for payment of health care benefits of $252.3 million. SERS has approximately
50,000 participants currently receiving health care benefits.

Note 15 - Long-Term Obligations

Changesin long-term obligations of the Educationa Service Center, during fiscal year 2001, were as follows:

Outstanding Outstanding

6/30/00 Additions Deductions 6/30/01
Intergovernmental Payable $84,684 $84,217 $84,684 $84,217
Compensated Absences 637,600 123,922 8,552 752,970
Total General Long-Term Obligations $722,284 $208,139 $93,236 $837,187

Compensated absences and theintergovernmental payablewill be paid from the fund from which the employee
ispaid.

Note 16 - Employee Benefits
A. Compensated Absences

The criteriafor determining vacation and sick leave benefits are derived from negotiated agreements and State
laws. Accumulated unused vacation time is paid upon termination of employment. Teachers do not earn
vacation time. All employees earn sick leave at arate of one and one-fourth days per month. Sick leave may
be accumulated up to a maximum of 180 days for all employees.

Upon retirement, classified employeeswho have at |east ten years service credit with SERS (thelast five years
with the Educational Service Center), are paid one-fourth of their accumulated sick days up to a maximum of
120 days. Certified employees, administrators and supervisors who have at least ten years service credit with
the State (the last five years with the Educational Service Center), are paid one-fourth of their accumulated sick
days up to a maximum of 120 days.
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B. Lifelnsurance

The Educational Service Center provideslifeinsurance and accidental death and dismemberment insuranceto
al employees through Ohio Schools Council.

Note 17 - Jointly Governed Organizations
A. Lakeshore Northeast Ohio Computer Association (LNOCA)

LNOCA isajointly governed organization among sixteen school districtsand the CuyahogaCounty Educational
Service Center in Cuyahoga County. Thejointly governed organization wasformed for the purpose of applying
modern technol ogy with theaid of computersand other el ectroni c equi pment to administrative and instructional
functions among member districts. Each of the districts supports LNOCA based on a per pupil charge. The
Educational ServiceCenter contributed $8,000to LNOCA duringfiscal year 2001 whichwas.59 percent of total
revenues received by LNOCA.

The Governing Board consists of superintendents of each participating school district and the educational
service center. The degree of control exercised by any participant is limited to its representation on the
Governing Board. TheBoard exercisestotal control over the operation of the organization including budgeting,
appropriating, contracting and designating management. To obtain acopy of LNOCA'sfinancial statements,
write to the Educational Service Center at 5700 West Cana Road, Valley View, Ohio 44125.

B. Cuyahoga Media Center (Media Center)

The mediacenter isajointly governed organi zation among seventeen school districtsand the Cuyahoga County
Educational Service Center. Thejointly governed organization wasformed for the purpose of providing media
services to the participants. Each of the districts supports the media center based on a per pupil charge. The
mediacenter isajointly governed organization which selectsits own board, adoptsits own budget and receives
direct Federal and Stategrantsfor itsoperation. The Educational Service Center did not make any contributions
to the media center in fiscal year 2001.

The Governing Board consists of arepresentative of each participating school district. The degree of control
exercised by any participant islimited to its representation on the Governing Board. The Board exercises total
control over the operation of the organization including budgeting, appropriating, contracting and designating
management. To obtain a copy of the media center’s financial statements, write to the Educational Service
Center at 5700 West Canal Road, Valley View, Ohio 44125.

C. Alliancefor School Funding (Alliance)

The Alliance is ajointly governed organization among fifty school districts including the Cuyahoga County
Educational Service Center in Cuyahoga County. Thejointly governed organization was formed to protect the
concept of the existing system of school funding. Each participant pays an annual membership fee. The
Educational Service Center contributed $2,700 to the Alliance during fiscal year 2001 which was 1.44 percent
of total revenues received by the Alliance.

Superintendents of the participating school districts are eligible to be voting members of the Governing Board
which consists of thirteen members. Four members of the Governing Board are elected annually by the
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participants. Thedegreeof control exercised by any participant islimited to itsrepresentation on the Governing
Board. The Board exercises total control over the operation of the organization including budgeting,
appropriating, contracting and desi gnating management. To obtainacopy of theAlliance’ sfinancial statements,
write to the Educational Service Center at 5700 West Canal Road, Valley View, Ohio 44125.

D. Cuyahoga County Early I ntervention Collaborative (CCEIC)

The CCEIC selects its own board, adopts its own budget and receives direct Federal and State grants for its
operation. Thejointly governed organization wasformed to provideinteragency planning, policy devel opment
and implementation of programs for infants and toddlers with developmental disabilities or risk factors, and
their families in Cuyahoga County. The Educationa Service Center did not make any contributions to the
CCEIC infiscal year 2001.

CCEIC’ seight member governing board ismade up of arepresentativefromall the participating school districts.
Thedegreeof control exercised by any participating school district islimited to its representation on the Board.
To obtain a copy of the CCEIC' s financia statements, write to the Educational Service Center at 5700 West
Canal Road, Valley View, Ohio 44125.

E. Positive Education Program (PEP)

The PEP is a non-profit organization which selects its own board, adopts its own budget and receives direct
Federal and State grants for its operation. The jointly governed organization was formed for the purpose of
initiating, expanding and improving special education programs and servicesfor children with disabilities and
their parents. The Educational Service Center has not contributed to PEP in fiscal year 2001.

PEP stwelve member governing board consists of: three superintendents el ected from the participating school
districts, three attorneys, one representative of the business community, one representative of the education
community, and four consumers. The degree of control is exercised by any participating school district is
limited to its representation on the Board. To obtain a copy of the PEP's financial statements, write to the
Positive Education Program at 3100 Euclid Avenue, Cleveland, Ohio 44115-2508.

F. Cuyahoga County Special Education Regional Resource Center (SERRC)

The SERRC isaspecial education service center which selectsitsown board, adoptsitsown budget and receives
direct Federal and State grantsfor its operation. Thejointly governed organization was formed for the purpose
of initiating, expanding and improving special education programs and services for children with disabilities
and their parents. The Educational Service Center has not contributed to the SERRC in fiscal year 2001.

SERRC isgoverned by agoverning board of forty-seven members made up of al the superintendents of all the
school districts in Cuyahoga County. The degree of control is exercised by an participating school district is
limited to its representation on the Board. To obtain acopy of the SERRC’ sfinancial statements, write to the
Educationa Service Center at 5700 West Canal Road, Valley View, Ohio 44125.
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Note 18 - I nsurance Purchasing Pool

The Educational Service Center participates in the Ohio School Boards Association (OSBA) Workers
Compensation Group Rating Program (GRP), an insurance purchasing pool. The GRP' s business and affairs
are conducted by a three member board of directors consisting of the President, the President-Elect and the
Immediate Past President of the OSBA. The Executive Director of the OSBA, or his designee, serves as
coordinator of the program. Each year, the participating school districts and Service Centers pay an enrolment
fee to the GRP to cover the costs of administering the program.

Note 19 - Contingencies
A. Grants

The Educational Service Center received financial assistance from federal and state agencies in the form of
grants. Thedisbursement of fundsreceived under these programs generally requirescompliancewithtermsand
conditions specified in the grant agreements and is subject to audit by the grantor agencies. Any disallowed
claims resulting from such audits could become a liability of the general fund or other applicable funds.
However, in the opinion of management, any such disallowed claimswill not have amaterial adverse effect on
the overall financial position of the Educational Service Center at June 30, 2001.

B. Litigation

TheEducational ServiceCenter isnot aparty tolegal proceedingsseeking damagesor injunctiverelief generally
incidental to its operations and pending projects.

Note 20 - State School Funding Decision

On September 6, 2001, the Ohio Supreme Court issued its latest opinion regarding the State's school funding
plan. Thedecisionidentified aspectsof the current plan that require modification if the plan isto be considered
constitutional, including:

> A change in the school districts that are used as the basis for determining the base cost support amount.
Any change in the amount of funds distributed to school districts as a result of this change must be
retroactive to July 1, 2001, although atime line for distribution is not specified.

> Fully funding parity aid no later than the beginning of fiscal year 2004 rather than fiscal year 2006.

The Supreme Court relinquished jurisdiction over the case based on anticipated compliance with its order.

In generd, it is expected that the decision would result in an increase in State funding for most Ohio school
districts. However, as of November 2, 2001, the Ohio General Assembly is still analyzing the impact this
Supreme Court decision will have on funding for individual school districts. Further, the State of Ohio, in a
motion filed September 17, 2001, asked the Court to reconsider and clarify the parts of the decision changing
the school districtsthat are used asthe basis for determining the base cost support amount and the regquirement
that changes be made retroactive to July 1, 2001.
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On November 2, 2001, the Court granted this motion for reconsideration. The Court may re-examine and
redetermine any issue upon reconsideration.

As of the date of these financial statements, the Service Center is unable to determine what effect, if any, this
decision and the reconsideration will have on its future State funding and on its financial operations.
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CUYAHOGA COUNTY EDUCATIONAL SERVICE CENTER
CUYAHOGA COUNTY

SCHEDULE OF FEDERAL AWARDS EXPENDITURES
FOR THE YEAR ENDED JUNE 30, 2001

Federal Grantor/ Pass Through Federal
Pass Through Grantor Entity CFDA
Program Title Number Number Receipts Disbursements

U.S. DEPARTMENT OF AGRICULTURE
Passed Through Ohio Department of Education:
Nutrition Cluster:

National School Lunch Program 45195 04-PU-99 10.555 66,755 66,755

Total U.S. Department of Agriculture - Nutrition Cluster 66,755 66,755

U.S. DEPARTMENT OF EDUCATION
Passed Through Ohio Department of Education:

Title I- Grants in Local Educational Agency C1-ST-00P 84.010 94,017 57,204
C1-ST-01P 84.010 180,195 170,005

C1-S1-00 84.010 50,341 34,113

C1-SD-01 84.010 38,201 48,017

Total Title | 362,754 309,339

Special Education Cluster:

Special Education - Grants to States

(IDEA Part B) 6B-SF-00P 84.027 103,869 146,623
6B-SF-01P 84.027 52,993 730

6B-SI-00 84.027 109,808 306,152

6B-SI-01P 84.027 1,644,629 1,333,927

6B-SX-01P 84.027 115,810 134,316

Total Special Education 2,027,109 1,921,748

Special Education - Preschool Grant PG-S1-00P 84.173 0 7,382
PG-S1-01P 84.173 12,960 5,286

PG-S7-00 84.173 0 3,990

PG-S7-01P 84.173 11,250 6,137

PG-SC-00P 84.173 3,761 3,761

Total Special (Preschool) 27,971 26,556

Total Special Education Cluster 2,055,080 1,948,304
Project Life PF-S1-99 84.158 0 558
Goals 2000 - State and Local Education System G2-S1-00 84.276 0 69,961
Improvement G2-A2-00 84.276 12,730 0

G2-A2-01 84.276 10,000 10,000

G2-S9-01 84.276 15,000 15,000

G2-S9-00 84.276 0 15,000

G2-S1-99 84.276 0 31,502

Total Goals 2000 37,730 141,463

Passed through Ohio Department of Health
Special Education Grants for Infants and Families

With Disabilities 18-5-01-F-AN-392 84.181 121,546 148,989
18-5-01-F-AN-392 84.181 407,624 407,432

Total Special (Disabilities) 529,170 556,421

Total U.S. Department of Education 2,984,734 2,956,085

INSTITUTE OF MUSEUM AND LIBRARY SERVICES
Passed through The State Library of Ohio
State Library Program 45.310 146,201 136,440

Total Institute of Museum and Library Services 146,201 136,440

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Passed through the Ohio Department of MR/DD:

Title XIX - Medical Assistance Program (CAFS) 93.778 325,779 325,779
325,779 325,779
Total Federal Assistance 3,523,469 3,485,059

The accompanying notes to this schedule are an integral part of this schedule.
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NOTES TO SCHEDULE OF FEDERAL AWARDS EXPENDITURES
FOR THE YEAR ENDED JUNE 30, 2001

NOTE A - BASIS OF PRESENTATION

The accompanying Schedule of Federal Awards Expenditures (Schedule) includes the federal grant activity
of the Service Center and is presented on the cash basis of accounting. The information in this Schedule
is presented in accordance with the requirements of OBM Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Therefore, some amounts presented in this Schedule may
differ from amounts presented in, or used in the preparation of, the general purpose financial statements.

NOTE B - NATIONAL SCHOOL LUNCH PROGRAM

Federal monies received by the Service Center for this program is commingled with state grants and local
revenues. It is assumed that federal monies are expended first.

CFDA - Catalog of Federal Domestic Assistance



Lausche Bldg

615 W Superior Ave

Floor 12

Cleveland OH 44113 - 1801

Telephone 216-787-3665
800-626-2297

Facsimile 216-787-3361

www.auditor.state.oh.us

STATE OF OHIO
OFFICE OF THE AUDITOR

JiM PETRO, AUDITOR OF STATE

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL REQUIRED BY
GOVERNMENT AUDITING STANDARDS

Governing Board

Cuyahoga County Educational Service Center
Cuyahoga County

5700 West Canal Road

Valley View, Ohio 44125

We have audited the financial statements of Cuyahoga County Educational Service Center, Cuyahoga
County, Ohio (the Center) as of and for the year ended June 30, 2001, and have issued our report thereon
dated November 2, 2001, wherein we noted the Center adopted Governmental Accounting Standards Board
Statements Nos. 33 and 36. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

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

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Center’s internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration
of the internal control over financial reporting would not necessarily disclose all matters in the internal control
over financial reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses. However, we noted other matters
involving the internal control over financial reporting that do not require inclusion in this report, that we have
reported to management of the Center in a separate letter dated November 2, 2001.
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Cuyahoga County Educational Service Center

Cuyahoga County

Report on Compliance and on Internal Control Required by
Government Auditing Standards

Page 2

This report is intended for the information and use of management, the Governing Board, and federal
awarding agencies and pass-through entities, and is not intended to be and should not be used by anyone
other than these specified parties.

Jim Petro
Auditor of State

November 2, 2001
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800-626-2297

Facsimile 216-787-3361

www.auditor.state.oh.us

STATE OF OHIO
OFFICE OF THE AUDITOR

JiM PETRO, AUDITOR OF STATE

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

Governing Board

Cuyahoga County Educational Service Center
Cuyahoga County

5700 West Canal Road

Valley View, Ohio 44125

Compliance

We have audited the compliance of the Cuyahoga County Educational Service Center, Cuyahoga County,
Ohio (the Center) with the types of compliance requirements described in the U.S. Office of Management
and Budget (OMB) Circular A-133, Compliance Supplement that are applicable to each of its major federal
programs for the year ended June 30, 2001. The Center's major federal programs are identified in the
summary of auditor’'s results section of the accompanying schedule of findings. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the responsibility of the Center's management. Our responsibility is to express an opinion on the Center’s
compliance based on our audit.

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

In our opinion, the Center complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2001.
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Internal Control Over Compliance

The management of the Center is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the Center’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively low level the
risk that noncompliance with applicable requirements of laws, regulations, contracts and grants that would
be material in relation to a major federal program being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over compliance and its operation that we consider to be material
weaknesses.

This reportis intended for the information and use of management, Governing Board, and federal awarding

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

Jim Petro
Auditor of State

November 2, 2001
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SCHEDULE OF FINDINGS
OMB CIRCULAR A -133 § .505

CUYAHOGA COUNTY EDUCATIONAL SERVICE CENTER
CUYAHOGA COUNTY
JUNE 30, 2001

1. SUMMARY OF AUDITOR’S RESULTS

(d)(@)() Type of Financial Statement Opinion Unqualified
(d)(1)(ii) Were there any material control No
weakness conditions reported at the
financial statement level (GAGAS)?
(d)(1)(ii) Were there any other reportable No
control weakness conditions
reported at the financial statement
level (GAGAS)?
(d)(1)(iii) Was there any reported material non- | No
compliance at the financial statement
level (GAGAS)?
(d)(1)(iv) Were there any material internal No
control weakness conditions
reported for major federal programs?
(d)(1)(iv) Were there any other reportable No
internal control weakness conditions
reported for major federal programs?
(d)(1)(v) Type of Major Programs’ Compliance | Unqualified
Opinion
(d)(1)(vi) Are there any reportable findings No
under § .5107?
(d)(2)(vii) Major Programs (list): Special Education Cluster (CFDA
84.027 and 84.173) Title | (CFDA
84.010) Title XIX (CFDA 93.778)
(d)(Q)(viii) Dollar Threshold: Type A\B Programs | Type A: > $ 300,000
Type B: all others
(d)(1)(ix) Low Risk Auditee? Yes
2. FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS
None
3. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS
None
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88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

CUYAHOGA COUNTY EDUCATIONAL SERVICE CENTER

CUYAHOGA COUNTY

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

desan Toubbitt

CLERK OF THE BUREAU

CERTIFIED
FEBRUARY 28, 2002
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