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STATE OF OHIO
OFFICE OF THE AUDITOR

REPORT OF INDEPENDENT ACCOUNTANTS

Tri-County Educational Service Center
Wayne County

2534 Burbank Road

Wooster, Ohio 44691

To the Governing Board:

We have audited the accompanying general purpose financial statements of the Tri-County Educational
Service Center, Wayne County, (the Educational Service 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 Educational Service 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. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe 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 Educational Service Center as of June 30, 2001, and the results of its
operations and the cash flows of its proprietary fund type for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated November 9,
2001, on our consideration of the Educational Service Center’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report is
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 Educational
Service Center, taken as a whole. The accompanying Schedule of Receipts and Expenditures of Federal
Awards is presented for additional analysis as required by U.S. Office of Management and Budget Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
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, it 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 9, 2001
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Tri-County Educational Service Center
Combined Balance Sheet

All Fund Types and Account Groups
June 30, 2001

Proprietary
Governmental Fund Types Fund Type
Special Internal
General Revenue Service
Assets and Other Debit
Assets
Equity in Pooled Cash and
Cash Equivalents $2.266,214 $530,348 $0
Receivables:
Accounts 152 0 0
Intergovernmental 378,896 150,919 0
Accrued Interest 534 0 0
Interfund 541,761 0 0
Fixed Assets 0 0 0
Other Debit
Amount to be Provided from
General Government Resources 0 0 0
Total Assets and Other Debit $3,187,557 $681,267 $0
Liabilities, Fund Equity
and Other Credits
Liabilities
Accounts Payable $64,569 $37,138 $0
Accrued Wages 704,254 71,767 0
Intergovernmental Payable 41,223 7,267 0
Compensated Absences Payable 26,063 4,517 0
Interfund Payable 0 4,160 537,601
Deferred Revenue 0 122,496 0
Claims Payable 0 0 234,580
Total Liabilities 836,109 247,345 772,181
Fund Equity and Other Credits
Investment in General Fixed Assets 0 0 0
Retained Earnings:
Unreserved (Deficit) 0 0 (772,181)
Fund Balance:
Reserved for Encumbrances 191,710 253,821 0
Unreserved, Undesignated 2,159,738 180,101 0
Total Fund Equity and Other Credits 2,351,448 433,922 (772,181)
Total Liabilities, Fund Equity
and Other Credits $3,187,557 $681,267 $0

See accompanying notes to the general purpose financial statements
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Account Groups

General General Totals
Fixed Long-Term (Memorandum
Assets Obligations Only)

$0 $0 $2,796,562

0 0 152

0 0 529,815

0 0 534

0 0 541,761
999,606 0 999,606
0 307,089 307,089
$999,606 $307,089 $5,175,519
$0 $0 $101,707

0 0 776,021

0 24,149 72,639

0 282,940 313,520

0 0 541,761

0 0 122,496

0 0 234,580

0 307,089 2,162,724
999,606 0 999,606
0 0 (772,181)

0 0 445,531

0 0 2,339,839
999,606 0 3,012,795
$999,606 $307,089 $5,175,519
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Tri-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
Special (Memorandum
General Revenue Only)
Revenues
Intergovernmental $4,570,478 $2.623,164 $7,193,642
Customer Services 3,864,012 0 3,864,012
Tuition and Fees 201,803 0 201,803
Interest 220,705 0 220,705
Donations 6,888 0 6,888
Miscellaneous 108,859 0 108,859
Total Revenues 8,972,745 2,623,164 11,595,909
Expenditures
Current:
Instruction:
Regular 239,971 177,997 417,968
Special 804,319 89,539 893,858
Adult/Continuing 113,355 0 113,355
Other 34,920 0 34,920
Support Services:
Pupils 1,469,985 147,488 1,617,473
Instructional Staff 3,342,645 1,316,695 4,659,340
Board of Education 22,576 0 22,576
Administration 400,686 625,617 1,026,303
Fiscal 241,229 59,606 300,835
Business 191,147 0 191,147
Operation and Maintenance of Plant 72,577 27,355 99,932
Central 1,893 4,518 6,411
Operation of Non-Instructional Services 1,612,151 111,230 1,723,381
Total Expenditures 8,547,454 2,560,045 11,107,499
Excess of Revenues Over Expenditures 425,291 63,119 488,410
Other Financing Sources (Uses)
Sale of Fixed Assets 890 0 890
Operating Transfers In 0 1,500 1,500
Operating Transfers Out (1,500) 0 (1,500)
Total Other Financing Sources (Uses) (610) 1,500 890
Excess of Revenues and Other
Financing Sources Over
Expenditures and Other Financing Uses 424,681 64,619 489,300
Fund Balances Beginning of Year 1,926,767 369,303 2,296,070
Fund Balances End of Year $2,351,448 $433,922 $2,785,370

See accompanying notes to the general purpose financial statements
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Tri-County Educational Service Center
Combined Statement of Revenues, Expenditures and
Changes in Fund Balances - Budget and Actual (Budget Basis)

All Governmental Fund Types

For the Fiscal Year Ended June 30, 2001

Revenues
Intergovernmental
Customer Services
Tuition and Fees
Interest

Donations
Miscellaneous

Total Revenues

Expenditures
Current:
Instruction:
Regular
Special
Adult/Continuing
Other
Support Services:
Pupils
Instructional Staff
Board of Education
Administration
Fiscal
Business
Operation and Maintenance of Plant
Central
Operation of Non-Instructional Services

Total Expenditures

Excess of Revenues Under Expenditures
Other Financing Sources (Uses)

Sale of Fixed Assets

Operating Transfers In

Advances In

Advances Out

Operating Transfers Out

Total Other Financing Sources (Uses)
Excess of Revenues and Other Financing
Sources Under Expenditures and
Other Financing Uses

Fund Balances at Beginning of Year

Prior Year Encumbrances Appropriated

Fund Balances at End of Year

See accompanying notes to the general purpose financial statements

General Fund

Variance
Revised Favorable
Budget Actual (Unfavorable)
$4,761,672 $4,524,736 ($236,936)
3,387,404 3,719,841 332,437
224,194 198,653 (25,541)
200,000 220,241 20,241
4,725 6,388 2,163
25,237 108,707 83,470
8,603,232 8,779,066 175,834
278,023 241,087 36,936
851,545 846,556 4,989
183,543 114,259 69,284
31,187 31,155 32
1,582,677 1,532,832 49,845
4,819,261 3,499,612 1,319,649
38,504 24,216 14,288
512,047 423,948 88,099
307,088 269,885 37,203
280,658 195,040 85,618
136,294 71,613 64,681
4,478 1,893 2,585
2,332,424 1,747,242 585,182
11,357,729 8,999,338 2,358,391
(2,754,497) (220,272) 2,534,225
0 890 890
0 0 0
0 0 0
(4,160) (4,160) 0
(1,500) (1,500) 0
(5,660) (4,770) 890
(2,760,157) (225,042) 2,535,115
2,156,561 2,156,561 0
617,647 617,647 0
$14,051 $2,549,166 $2,535,115
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Special Revenue Funds

Totals (Memorandum Only)

Variance Variance

Revised Favorable Revised Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$2,817,431 $2,621,234 ($196,197) $7,579,103 $7,145,970 ($433,133)
0 0 0 3,387,404 3,719,841 332,437
0 0 0 224,194 198,653 (25,541)

0 0 0 200,000 220,241 20,241
0 0 0 4,725 6,388 2,163
0 0 0 25,237 108,707 83,470
2,817,431 2,621,234 (196,197) 11,420,663 11,400,300 (20,363)
187,681 187,681 0 465,704 428,768 36,936
111,800 109,102 2,698 963,345 955,658 7,687
0 0 0 183,543 114,259 69,284
0 0 0 31,187 31,155 32
162,308 138,429 23,879 1,744,985 1,671,261 73,724
1,733,459 1,473,987 259,472 6,552,720 4,973,599 1,579,121
0 0 0 38,504 24,216 14,288
770,312 666,157 104,155 1,282,359 1,090,105 192,254
61,845 60,179 1,666 368,933 330,064 38,869
0 0 0 280,658 195,040 85,618
30,593 29,439 1,154 166,887 101,052 65,835
4,518 4,518 0 8,996 6,411 2,585
159,616 117,053 42,563 2,492,040 1,864,295 627,745
3,222,132 2,786,545 435,587 14,579,861 11,785,883 2,793,978
(404,701) (165,311) 239,390 (3,159,198) (385,583) 2,773,615
0 0 0 0 890 890
1,500 1,500 0 1,500 1,500 0
4,160 4,160 0 4,160 4,160 0
0 0 0 (4,160) (4,160) 0
0 0 0 (1,500) (1,500) 0
5,660 5,660 0 0 890 890
(399,041) (159,651) 239,390 (3,159,198) (384,693) 2,774,505
279,157 279,157 0 2,435,718 2,435,718 0
119,884 119,884 0 737,531 737,531 0
$0 $239,390 $239,390 $14,051 $2,788,556 $2,774,505




Tri-County Educational Service Center
Statement of Revenues,
Expenses and Changes in Retained Earnings
Proprietary Fund Type
For the Fiscal Year Ended June 30, 2001

Internal Service

Operating Revenues

Charges for Services $711,028
Other 35,299
Total Operating Revenues 746,327
Operating Expenses

Purchased Services 100,540
Claims 1,230,246
Total Operating Expenses 1,330,786
Net Loss (584,459)
Retained Earnings (Deficit) at Beginning of Year (187,722)
Retained Earnings (Deficit) at End of Year ($772,181)

See accompanying notes to the general purpose financial statements
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Tri-County Educational Service Center
Statement of Cash Flows
Proprietary Fund Type
For the Fiscal Year Ended June 30, 2001

Internal Service

INCREASE IN CASH AND CASH EQUIVALENTS
Cash Flows from Operating Activities

Cash Received from Customers $711,028
Cash Received from Other Operating Sources 35,299
Cash Payments to Suppliers for Goods and Services (100,540)
Cash Payments for Claims (1,164,139)
Net Cash Used for Operating Activities (518,352)

Cash Flows from Noncapital Financing Activity

Advances In 537,601
Advances Out (19,249)
Net Cash Provided by Noncapital Financing Activities 518,352
Net Increase in Cash and Cash Equivalents 0
Cash and Cash Equivalents at Beginning of Year 0
Cash and Cash Equivalents at End of Year $0

Reconciliation of Net Loss to Net
Cash Used for Operating Activities

Net Loss ($584,459)
Adjustments:
Changes in Liabilities:
Increase in Claims Payable 66,107
Total Adjustments 66,107
Net Cash Used for Operating Activities ($518,352)

See accompanying notes to the general purpose financial statements
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Tri-County Educational Service Center

Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001

Note 1 - Description of the Educational Service Center

The Tri-County Educational Service Center (Educational Service Center) is a body politic and corporate
established for the purpose of exercising therightsand privileges conveyedtoit by the constitution and laws
of the State of Ohio. The Educational Service Center isan educational service center as defined by Section
3311.05 of the Ohio Revised Code. The Educationa Service Center operates under an elected governing
board of nine membersand provides servicesto the public schoolsin Holmes, Wayne and Ashland Counties.

The Board controls the Educational Service Center’s instructional support services staffed by 79
noncertificated and 116 certificated teaching personnel who provide services to 30,635 students.

Reporting Entity

Thereporting entity is comprised of the primary government, component units and other organizations that
are included to ensure that the financial statements of the Educational Service Center are not misleading.
The primary government consists of all fundsthat arenot legally separatefor the Educational Service Center.
For the Educational Service Center, thisincludesall fundsfor providing necessary servicesto local school
districts.

Component units are legally separate organi zations for which the Educational Service Center isfinancially
accountable. The Educational Service Center is financially accountable for an organization if the
Educational Service Center appoints a voting majority of the organization’s governing board and (1) the
Educational Service Center isableto significantly influence the programs or services performed or provided
by the organization; or (2) the Educational Service Center islegally entitled to or can otherwise access the
organization’s resources; the Educational Service Center islegally obligated or has otherwise assumed the
responsibility to financethe deficitsof, or providefinancial support to, theorganization; or if the Educational
Service Center isobligated for the debt of the organization. Component unitsmay al so include organi zations
that arefiscally dependent onthe Educational Service Center inthat the Educational Service Center approves
the budget, the issuance of debt or the levying of taxes. The Educational Service Center had no component
units.

The Educational Service Center is associated with certain organizations which are defined as Jointly
Governed Organizations and Public Entity Risk Pools. The Educational Service Center is also fiscal agent
for the Lincoln Way Special Education Regional Resource Center. These organizations are presented in
Notes 8, 9 and 10 to the general purpose financial statements. These organizations include the Midland
Council of Governments Tri-County Computer Service Association, the Tri-County Joint Self-Insurance
Association, the Ohio School Boards A ssociation Workers' Compensation Group Rating Plan, theOhioMid-
Eastern Regiona Education Service Agency and the Lincoln Way Specia Education Regional Resource
Center.

Note 2 - Summary of Significant Accounting Policies

Thesignificant accounting policiesfollowed in the preparation of thesefinancial statementsare summarized
below. These policiesconformto generally accepted accounting principles (GAAP) for local governmental
units prescribed in the statements issued by the Governmental Accounting Standards Board (GASB) and
other recognized authoritative sources. The Educational Service Center also applies Financial Accounting
StandardsBoard (FASB) Statements and Interpretationsissued prior to November 30, 1989toitsproprietary
activities unless those pronouncements conflict with or contradict GASB pronouncements.

13



Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
A. Basis of Presentation - Fund Accounting

The Educational Service Center uses funds and account groups to report on its financial position and the
results of its operations. Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactionsrel ated to certain Educational Service Center functionsor activities.

A fund is defined as afiscal and accounting entity with a self-balancing set of accounts recording cash and
other financial 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 accordance with special regulations, restrictionsor limitations. An account group isafinancial 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 expendabl e 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 as governmental and
proprietary.

Governmental Fund Types: Governmental funds are those through which most governmental functions of
the Educational Service Center are financed. The acquisition, use and balances of the Educational Service
Center's expendable financial resources and the related current liabilities are accounted for through
governmental funds. The following are the Educational Service Center's governmental fund types:

General Fund - The genera fund isthe operating fund of the Educational Service Center and isused
toaccount 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.

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

Proprietary Fund Type: The proprietary fundisused to account for the Educational Service Center’'songoing
activitieswhich are similar to those found in the private sector. Thefollowing isthe proprietary fund type:

Internal Service Fund - The internal service fund accounts for the financing of services provided
by one department or agency to other departments or agencies of the Educational Service Center on
acost reimbursement basis.

Account Groups: To make a clear distinction between fixed assets related to specific funds and those of
general government, and between long-termliabilitiesrelated to specific fundsand those of ageneral nature,
the following account groups are used:

General Fixed Assets Account Group - This account group is established to account for al 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.

14



Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
B. Measurement Focus and Basis of Accounting

Theaccounting and financial reporting treatment applied to afund is determined by its measurement focus.
All governmental fund types are accounted for using a flow of current financial resources measurement
focus. With this measurement focus, only current assets and current liabilities are generally included onthe
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.

The proprietary fund is accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assetsand all liabilities associated with the operation of these funds areincluded on
the balance sheet. Fund equity (i.e., net total assets) is segregated into contributed capital (if applicable) and
retained earnings components. Proprietary fund operating statements present increases (i.€., revenues) and
decreases (i.e., expenses) in net total assets.

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

Themodified accrual basisof accountingisfollowed for the governmental funds. Under thisbasis, revenues
are recognized in the accounting period when they become both measurable and available. "Measurable"
means the 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 60 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, tuition, grants, and excess costs.

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

The accrual basis of accounting is utilized for reporting purposes by the proprietary fund type. Revenues
are recognized when they are earned and become measurable; expenses are recognized when they are
incurred, if measurable. Unbilled service charges are recognized as revenue at year end.

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, each Educational Service Center prepares a budget of
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 information as the 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 teachers approved by the State Board of Education. Part
(B) includes the cost of al other lawful expenditures of the Educational Service Center. The State Board
of Education reviews the budget.
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Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
C. Budgetary Data (Continued)
Estimated Revenues:

After the start of the fiscal year, estimated resources are revised to include any unencumbered balance 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 the year as projected
increases and decreasesin revenue areidentified by the Treasurer or additional grant programsare approved
by the Board.

Appropriations:

The annual appropriation resolution must be legally enacted by the Educational Service Center’s Board at
the fund level of expenditures, which is the legal level of budgetary control. Prior to the passage of the
annual appropriation measure, the Board may pass atemporary 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 expendituresand encumbrances may not exceed the appropriation totals
at any level of control. Any revisionsthat alter thetotal of any fund appropriation must be approved by the
Educational Service Center’sBoard. The Board may pass supplemental fund appropriations so long asthe
total appropriations by fund do not exceed the amounts set forth in the budget approved by the State Board
of Education. Thestatementsof budgetary comparisonsrepresent thefinal appropriation amounts, including
all supplemental appropriations. Formal budgetary integration is employed asamanagement control device
during the year for all funds consistent with statutory provisions.

Encumbrances:

Aspart of formal budgetary control, purchase orders, contracts and other commitments for the expenditure
of monies are recorded as the equivalent of expenditures on the non-GAAP budgetary basis in order to
reservethat 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:
Atthecloseof each year, the unencumbered bal ance of each appropriation revertsto therespectivefund from

which it was appropriated and becomes subject to future appropriation. Encumbered appropriations are
carried forward to the succeeding fiscal year and are not reappropriated.
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Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
D. Cash and Cash Equivalents

Toimprovecash management, all cash received by the Educational Service Center ispooledinacentral bank
account. Monies for al funds are maintained in this account or temporarily used to purchase short term
investments. Individual fund integrity is maintained through Educational Service Center records. Each
fund's interest in the pooled bank account is presented as "Equity in Pooled Cash and Cash Equivalents"
on the combined balance sheet. The Educational Service Center was fiscal agent for ajointly governed
organization which utilized afiscal agent to serve as aclaim servicer for the self-insurance program. The
jointly governed organization’s balance with the claim’s servicer was zero at the end of the year due to the
jointly governed organization dissolving. At June 30, 2001 the Educational Service Center’ sself-insurance
program had adeficit cash balance of $537,601. Duringfiscal year 2001, the general fund advanced the self-
insurance fund $537,601 to cover the deficit. Thisis reported as an interfund payable on the combined
balance sheet in the self-insurance fund.

During fiscal year 2001, investments were limited to STAR Ohio, the State Treasurer's Investment Pool.
STAR Ohioisaninvestment pool managed by the State Treasurer’ s Office which allows governmentswithin
the State to pool their funds for investment purposes. STAR Ohio is not registered with the SEC as an
investment company, but does operate in amanner consi stent with Rule 2a7 of theinvestment Company Act
of 1940. Investmentsin STAR Ohio arevalued at STAR Ohio’ sshare pricewhichisthe pricetheinvestment
could be sold for on June 30, 2001.

Under existing Ohio statutes, the Governing Board may, by resolution, identify the funds to receive an
alocation of interest earnings. During fiscal year 2001, the general fund received interest earned in the
amount of $220,705.

E. Inventory

Inventoriesarestated at cost. For all funds, cost isdetermined on afirst-in, first-out basis. Inventory consists
of expendable supplies held for consumption. The cost of inventory items is recorded as an expenditure
when purchased. There was no significant inventory balance at June 30, 2001.

F. Fixed Assets and Depreciation

General fixed assets are not capitalized in the funds used to acquire or construct them. Instead, capital
acquisition and construction costsarereflected asexpendituresin governmental funds, and rel ated assetsare
reported in the general fixed assets account group. All fixed assets are capitalized at 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. The Educational Service Center maintains a capitalization threshold of $500. The
Educationa Service Center does not possess any infrastructure.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend

an asset'slife are not capitalized. Improvements are capitalized. Assetsinthe general fixed assets account
group are not depreciated.
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Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
G. Intergovernmental Revenues

Intergovernmental revenues, such as entitlement and grants awarded on a non-reimbursement basis, are
recorded asreceivablesand revenuesare measurableand available. Reimbursement type grantsarerecorded
as receivables and revenues when the related expenditures are incurred.

The Educational Service Center currently participatesin several State and Federal programs, categorized as
follows:
Entitlements
General Fund
State Foundation Program

Non-Reimbursable Grants
Secial Revenue Funds

Early Childhood Intervention
Professional Development
Educational Management Information System
Public Preschool Assistance
Public Preschool
SchoolNet Professional Development
Alternative Schools
Entry Y ear Program
Eisenhower
Titlel
Title VI
Title VI-B
Drug Free
Handicapped Preschool
Goals 2000

Grants and entitlements amounted to 62 percent of the Educational Service Center's operating revenue
during the 2001 fiscal year.

H. Interfund Assets and Liabilities

Short-terminterfund loans are classified as "interfund receivabl e/payables’ on the combined balance sheet.
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Tri-County Educational Service Center
Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)
I. Compensated Absences

The Educational Service Center reports compensated absences in accordance with the provisions of GASB
Statement No. 16, "Accounting for Compensated Absences'. Vacation benefitsare accrued asaliability as
the benefits are earned if the employees’ rights to receive compensation are attributed to services already
rendered and it is probable that the Educational Service Center will compensate the employees for the
benefits through paid time off or some other means. Sick leave benefits are accrued as aliability using the
termination payment method. An accrual for earned sick leave is made to the extent it is probable that
benefits will result in termination payments. The liability is an estimate based on the Educational Service
Center’s past experience of making termination payments.

For governmental funds, the current portion of unpaid compensated absences is the amount expected to be
paid using expendable available resources. These amounts are recorded in the account "compensated
absences payable” in the fund from which the empl oyeeswho have accumulated unpaid leave are paid. The
remainder is reported in the general long-term obligations account group.

J. Accrued Liabilitiesand Long-Term Obligations

In general, governmental fund payables and accrued liabilities are reported as obligations of the funds
regardless 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 obligation account
group to the extent that they will not be paid with current expendable available financial resources. In
general, payments made more than 60 days after year end are considered not to have been made with current
available financial resources.

K. Interfund Transactions

Quasi-external transactions are accounted for as revenues and expenditures or expenses. Transactions that
constitute reimbursements to a fund for expenditure/expenses initially made from it that are properly
applicableto another fund are recorded as expenditures/expensesin the reimbursing fund and as reductions
of expenditures/expensesin the fund that is reimbursed. Nonrecurring or nonroutine permanent transfers
of equity are reported as residua equity transfers. All other interfund transfers are reported as operating
transfers.

L. Fund Balance Reserves
TheEducational Service Center recordsreservationsfor portionsof fund equity which arelegally segregated
for specific future use or which do not represent availabl e spendabl eresourcesand thereforearenot available

for appropriations for expenditures. Unreserved fund balance indicates that portion of fund equity which
isavailable for appropriation in future periods. Fund equity reserves are established for encumbrances.
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Note 2 - Summary of Significant Accounting Policies (Continued)
M. Estimates

Thepreparation of financial statementsin conformity with generally accepted accounting principlesrequires
management to make estimates and assumptionsthat affect the amountsreported in the financial statements
and accompanying notes. Actual results may differ from those estimates.

N. Memorandum Only - Total Columns

Total columns on the general purpose financial statements are captioned "Totals (Memorandum Only)" to
indicate that they are presented only to facilitate financial analysis. Datain these columns do not present
financia position, results of operations, or cash flows in conformity with generally accepted accounting
principles. Neither issuch data comparableto aconsolidation. Interfund eliminations have not been made
in the aggregation of this data.

Note 3 - Budgetary Basis of Accounting

While the Educational Service Center is reporting 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 isbased upon accounting for certain transactions on abasis of cash receipts, disbursements
and encumbrances. The Combined Statement of Revenues, Expenditures and Changes in Fund Balances -
Budget and Actual (Budget Basis), All Governmental Fund Types is presented on the budgetary basis to
provide a meaningful comparison of actual results with the budget. The major differences between the
budget basis and GAAP basis are that:

1 Revenuesarerecorded when received in cash (budget basi s) as opposed to when susceptible
to accrual (GAAP basis).

2. Expenditures are recorded when paid in cash (budget basis) as opposed to when theliability
isincurred (GAAP basis).

3. Encumbrances are treated as expenditures for al funds (budget basis) rather than as a

reservation of fund balance for governmental fund types.
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Note 3 - Budgetary Basis of Accounting (Continued)

The following table summarizes the adjustments necessary to reconcile the GAAP and budgetary basis
statements by fund type:

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

General Soecial Revenue
GAAP Basis $424,681 $64,619
Net Adjustment for Revenue Accruals (193,679) (1,930)
AdvancesIn 0 4,160
Advances Out (4,160) 0
Net Adjustment for Expenditure Accruals (197,235) 64,458
Adjustment for Encumbrances (254,650) (290,958)
Budget Basis ($225,043) ($159,651)

Since the self-insurance internal service fund was not accounted for on abudgetary basis, the adjustment to
net loss for the non-budgeted fund was $584,459.

Note 4 - Fund Deficit

Thesdf-insuranceinternal servicefund had adeficit retained earningsof $772,181. The Educational Service
Center is currently addressing the deficit retained earnings to determine what to do to generate a positive
balance.

Note 5 - Deposits and I nvestments
State statutes classify monies held by the Educational Service Center into three categories:

Category 1 consistsof "active" moneys, those moneysarerequired to bekept inacash" or "near-cash” status
for immediate use by the Educational Service Center. Such moneys must be maintained either ascash inthe
Educational Service Center treasury, in depository accounts payabl e or withdrawable on demand, including
negotiable order of withdrawal (NOW) accounts, or in money market deposit accounts.

Category 2 consists of "inactive" moneys, those moneys not required for use within the current five year
period of designation of depositories. Inactive moneys must be deposited or invested as certificates of
deposit maturing no later than the end of the current period of designation of depositories, or as savings or
deposit accounts including, but not limited to, passbook accounts.

Category 3 consists of "interim" moneys, those moneys 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 more than one year from the date of deposit, or by
savings or deposit accounts (including passbook accounts).
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Note 5 - Deposits and | nvestments (Continued)

Protection of the Educational Service Center's deposits is 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 asingle collateral pool
established by the financial ingtitution to secure the repayment of all public moneys deposited with the
institution.

Interim monies are to be deposited or invested in the following securities:

1 United States Treasury Notes, Bills, Bonds, or other obligations or security issued by the
United States Treasury or any other obligation guaranteed asto 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
M ortgage A ssoci ation, Federal Home L oan Bank, Federal Farm Credit Bank, Federal Home
Loan Mortgage Corporation, Government National M ortgage Association, and Student Loan
Marketing Association. All federal agency securities shall be direct issuances of federal
government agencies or instrumentalities;

3. Written repurchase agreementsinthe securitieslisted 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 2 percent and be marked to market daily; and that the term of the
agreement does not exceed 30 days;

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

5. No-load money market mutual funds consisting exclusively of obligations described in
division (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
digible institutions; and

6. The State Treasurer's investment pool (STAR Ohio).

Investmentsin stripped principal or interest obligations, reverse repurchase agreements and derivatives are
prohibited. Theissuance of taxable notes for the purpose of arbitrage, the use of leverage and short selling
areaso prohibited. Aninvestment must mature within five yearsfrom the date of purchase unless matched
to a specific obligation or debt of the Educational 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
ingtitutions. Payment for investments may be made upon delivery of the securities representing the
investments to the treasurer or, if the securities are not represented by a certificate, upon receipt of
confirmation of transfer from the custodian.
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Note 5 - Deposits and | nvestments (Continued)
Deposits:

At year-end, the carrying amount of the Educational Service Center’'s deposits was $273,738 and the bank
balance was $2,125,183. Of the bank balance, $200,000 was covered by federal depository insurance,
$900,000 was covered by collateral held in the pledging bank’ strust department in the Educational Service
Center’'s name, and $1,025,183 as uninsured and uncollateralized. Although the securities serving as
collateral were held by the pledging financial institution’s trust department in the Educational Service
Center’s name and all State statutory requirements for the deposit of money had been followed, non-
compliance with federa requirements would potentially subject the Educational Service Center to a
successful claim by the Federal Deposit Insurance Corporation

Investments:

GASB Statement No. 3, "Deposits with Financial Institutions, Investments (including Repurchase
Agreements) and Reverse Repurchase Agreements’, requiresthe Educational Service Center to categorize
investments to give an indication of the level of custodial credit risk assumed by the Educational Service
Center at year end. Category 1includesinvestmentsthat areinsured or registered or for which the securities
are held by the Educational Service Center or itsagent in the Educational Service Center'sname. Category
2 includes uninsured and unregistered investments which are held by the counterparty’ strust department or
agentinthe Educational Service Center'sname. Category 3includesuninsured and unregisteredinvestments
for which the securities are held by the counterparty, or by its trust department or agent but not in the
Educational Service Center'sname. The Educational Service Center investsin STAR Ohio which is not
classified by degree of custodial credit risk since it is not evidenced by securities that exist in physical or
book entry form. The carrying and market value of the STAR Ohio investment at June 30, 2001 was
$2,297,824.

The classification of cash and cash equivalents, and investments on the combined financial statementsis
based on criteria set forth in GASB Statement No. 9. A reconciliation between the classifications of cash
and investments on the combined financial statements and the classification per GASB Statement No. 3is
asfollows:

Cash and Cash
Equivalents/Deposits I nvestments

GASB Satement No. 9 $2,796,562 $0
Investments which are part of
the cash management pool:

STAR Ohio (2,297,824) 2,297,824

Repurchase Agreements (225,000) 225,000
GASB Satement No. 3 $273.738 $2.522,824
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Note 6 - Receivables

Receivablesat June 30, 2001, consisted of accounts (excess costs and tuition) and intergovernmental grants.
All receivablesare considered collectiblein full dueto the stable condition of State programsand the current
year guarantee of federal funds. A summary of the principal items of intergovernmental receivablesfollows:

Amounts

General Fund:

Excess Cost Reimbursement $288,177

Medicaid 90,719
Total General Fund 378,896
Special Revenue Funds:

Other Grants 25,561

Gifted Education Grant 3,000

TitleVIB 85,000

Miscellaneous Federa Grants 37,358
Total Special Revenue Funds 150,919
Total Intergovernmental Receivables $529,815

Note 7 - State Funding

The Educational Service Center isfunded by the State Board of Education from State funds for the cost of
salaries, employer’ s retirement contributions, and travel expenses of supervisory teachers approved by the
State Board of Education. To cover all other expenditures, the Educational Service Center receives $47.02
for each of the 30,635 studentswho are provided services. The $47.02 iscomprised of the following: $6.50
timesthe ADM (total number of pupils under the Educational Service Center's supervision) is apportioned
by the State Board of Education among the local school district's to which the Educational Service Center
provides services. These payments are received through the State's foundation program. Simultaneously,
$40.52 timesthe ADM is paid by the State Board of Education from State funds.

If additional funding is required, and if a majority of the boards of education of the local school districts
approve, the cost for all other lawful expendituresin excess of $47.02 timesthe ADM approved by the State
Board of Educationisapportioned back tothelocal school districtsand received through the statefoundation
program. The State Board of Education initiates and supervises the procedure by which the local boards
approve or disapprove the apportionment.
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Note 8 - Jointly Gover ned Organizations

The Midland Council of Governments Tri-County Computer Services Association (Midland) is ajointly
governed organization which operates under the direction of aBoard consisting of one representative from
each of the participating Educational Service Centers' elected boards. It has its own budgeting and taxing
authority. Toobtain financial information writeto the Midland Council of Governments, 2125B Eagle Pass,
Wooster, Ohio 44691.

The Tri-County Joint Self-Insurance A ssociation (the Association) isajointly governed organization which
iscomprised of four participating members. The members are the Tri-County Educational Service Center,
Ashland County West Holmes Joint Vocational School District, Hillsdale Local School District and
Mapleton Local School District. The Tri-County Joint Self-Insurance Association possesses its own
budgeting and taxing authority. To obtain financial informationwriteto the Tri-County Educational Service
Center, 2534 Burbank Road, Wooster, Ohio 44691. By resolution of each of the participating school
districts, the association was dissolved effective July 1, 2001.

Note 9 - Public Entity Risk Pools
A. Insurance Purchasing Pool

The Educational Service Center participates in the Ohio School Boards Association (OSBA) Workers
Compensation Group Rating Program (the Plan), an insurance purchasing pool. The Plan’ sbusinessaffairs
are conducted by athree member Board of directors consisting of the President, the President-Elect and the
Immediate Past President of the OSBA. The Planisintended to reduce premiumsfor the participants. The
workers' compensation experience of the participating school districtsis calculated as one experience and
acommon premium rate is applied to all school districtsin the Plan. Each participant paysitsrate. Total
savings arethen cal culated and each participant'sindividual performanceiscompared to the overall savings
of the Plan.

B. Claims Servicing Pool

The Educational Service Center participates in the Ohio Mid-Eastern Regional Education Service Agency
(OMERESA), aclaims servicing pool. OMERESA'sbusiness and affairs are conducted by a nine member
Board of Directors. Each member paysamonthly premium based on their claimshistory. All participating
members retain their risk and OMERESA acts as the claims servicing agent.

Note 10 - Fiscal Agent

The Educational Service Center is fiscal agent for the Lincoln Way Special Education Service Center
(SERRC). The SERRC was created by the Ohio Department of Education to serve school districtsin Stark,
Wayne and Columbiana Counties. The SERRC was formed to assist local schools with the initiation and
expansion of programsand servicesfor handicapped children through joint planning and cooperation, aswell
as, to provide resources designed to improve the quality of instruction for handicapped children through
teacher training. Theactivity of the SERRC isaccounted for in the Educational Service Center’sTitleVIB,
Preschool and Early Childhood Development Special Revenue Funds.
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Note 11 - Fixed Assets

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

Balance Balance

July 1, 2000 Additions Deletions June 30, 2001
Furniture and Fixtures $573,225 $484,311 $57,930 $999,606
Total $573.225 $484 311 $57.930 $999.606

There was no significant construction in progress at June 30, 2001.
Note 12 - Risk M anagement

The Educational Service Center isexposed 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 Harcum-Hyre Company for property and general
liability insurance.

Professional liability is protected by the Nationwide Insurance Company with a $5,000,000 annual
aggregate/$1,000,000 single occurrence limit and no deductible. Vehicles are covered by State Farm
Insurance Company and hold a $100 deductible for comprehensive and collision. Automobileliability has
a $100,000 per occurrence/$300,000 per aggregate bodily injury coverage, $50,000 property damage
coverage, and $25,000 medical payments coverage. Settled claims have not exceeded this commercial
coverage in any of the past three years.

For fiscal year 2001, the Educational Service Center participated in the Ohio School Boards Association
Workers' Compensation Group Rating Program, an insurance purchasing pool (Note 9). The program is
intended to reduce premiumsfor the participants. Theworkers' compensati on experience of the participating
members is calculated as one experience and a common premium rate is applied to all members in the
program. Each participant paysitsrate. Total savingsare then calculated and each participant’ sindividual
performanceiscompared totheoverall savingsof the program. A participant will then either receive money
from or be required to contribute to the "equity pooling fund". This "equity pooling fund" arrangement
insures that each participant shares equally in the overall performance of the program. Participationinthe
program is limited to members that can meet the program’s selection criteria. The districts apply for
participation each year. The firm of Gates McDonald and Co. provides administrative, cost control, and
actuarial servicesto the program. Each year the Educational Service Center pays an enrollment fee to the
program to cover the costs of administration.
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Note 12 - Risk M anagement (Continued)

Health and dental insurances are availableto most employeesthrough aself-insuranceinternal servicefund.
Theclaimsliability of $234,580 reported intheinternal servicefund at June 30, 2001 isbased on an estimate
provided by the third party administrator and the requirements of GASB Statement No. 10 which requires
that a liability for unpaid claims costs, including estimates of costs relating to incurred but not reported
claims, be reported. Changesin claims activity for the past two fiscal years were as follows:

Balance at
Beginning of Current Year Claims Balance at End
Year Claims Payments of Year
2000 $139,741 $693,932 $665,200 $168,473
2001 168,473 1,230,246 1,164,139 234,580

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

The Educational Service Center contributes to the School Employees Retirement System of Ohio (SERS),
acost-sharing multiple employer public employee retirement system administered by the School Employees
Retirement Board. SERS provides basic retirement benefits, disability, survivor, and health care benefits
based on eligible service credit to members and beneficiaries. Benefits are established by Chapter 3309 of
the Ohio Revised Code. SERSissuesapublicly availablefinancial report that includesfinancial statements
and required supplementary information for SERS. The report may be obtained by writing to the School
Employees Retirement System, 45 North Fourth Street, Columbus, Ohio 43215-3634.

Plan membersarerequired to contribute 9 percent of their annual covered salary and the Educational Service
Center is required to contribute 14 percent; for 2001, 5.55 percent was the portion to fund pension
obligations. The contribution ratesare not determined actuarially, but are established by SERS's Retirement
Board within the rates allowed by State statute. The adequacy of the contribution rates is determined
annually. The Educational Service Center’s contributionsto SERS for the years ended June 30, 2001, 2000,
and 1999 were $73,377, $78,706, and $62,703, respectively, equal to the required contributions for each
year. 87% hasbeen contributed for fiscal year 2001 and 100 percent for fiscal years 2000 and 1999. $15,850
represents the unpaid contribution for fiscal year 2001 and is recorded as a liability within the respective
funds.

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 administered by the State Teachers
Retirement Board. STRS provides basic retirement benefits, disability, survivor, and health care benefits
based on eligible service credit to members and beneficiaries. Benefits are established by Chapter 3307
of the Ohio Revised Code. STRSissues publicly available general purpose financial statements and
required supplementary information for STRS. That report may be obtained by writing to the State
Teachers Retirement System, 275 East Broad Street, Columbus, Ohio 43215-3771.
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Note 13 - Defined Benefit Pension Plan (Continued)
B. State Teachers Retirement System (Continued)

Plan members are required to contribute 9.3 percent of their annual covered salary and the Educationa
Service Center is required to contribute 14 percent; 6 percent was the portion used to fund pension
obligations. 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 contributionsto STRSfor the years ended June 30, 2001, 2000, and 1999 were
$268,618, $206,049, and $184,655, respectively, equal to the required contributions for each year. 100
percent of the STRS contributions has been contributed for fiscal years 2001, 2000 and 1999.

C. Social Security System

Effective July 1, 1991, all employees not otherwise covered by the School Employees Retirement System
or the State Teachers Retirement System have an option to choose social security or the School Employees
Retirement Systerm/State Teachers Retirement System. As of June 30, 2001, one of the governing board
members has elected social security. The board's liability is 6.2% of the wages paid.

Note 14 - Post Employment 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-certificated employees
and their dependents through the School Employees Retirement System (SERS). Benefits include
hospitalization, physicians' fee, prescription drugs and reimbursement of monthly Medicare premiums.
Benefit provisionsand the obligati onsto contribute are established by the Systemsbased on authority granted
by State statute. Both systems are funded on a pay-as-you-go basis.

For STRS, all benefit recipients are required to pay a portion of health care cost in the form of a monthly
premium. By Ohio law, the cost of coverage paid from STRS funds shall be included in the employer
contribution rate, currently 14 percent of covered payroll. The board currently allocates employer
contributions equal to 8 percent of covered payroll to the Health Care Reserve Fund for which paymentsfor
health care benefitsare paid. For the Educational Service Center, thisamount equaled $358,157 during the
2001 fiscal year.

STRS pays health care benefits from the Health Care Reserve Fund. The balance in the fund was $3,419
million at June 30, 2000 (the latest information available). For the year ended June 30, 2000 (the latest
information available) , net health care costspaid by STRSwere $283,137,000 and STRShad 99,011 eligible
benefit recipients.

28



Tri-County Educational Service Center

Wayne County
Notes to the General Purpose Financial Statements
For the Fiscal Year Ended June 30, 2001
(Continued)

Note 14 - Post Employment Benefits (Continued)

For SERS, coverage is made available to serviceretirees with 10 or more years of qualifying service credit,
disability and survivor benefit recipients. Members retiring on or after August 1, 1989, with less than 25
years of service credit must pay a portion of their premium for health care. The portion is based on years
of service up to amaximum of 75 percent of the premium for thisfiscal year, employer contributionsto fund
health care benefitswere 8.45 percent of covered payroll. Inaddition, SERSIeviesasurchargetofund health
care benefitsequal to 14 percent of the difference between a minimum pay and the member’ s pay, pro-rated
for partial service credit. The surcharge rate added to the unallocated portion of the 14 percent employer
contribution rate provides for maintenance of the asset target level for the health carefund. For fiscal year
2001, the minimum pay was established at $12,400. For the Educational Service Center, the amount to fund
health care benefits, including surcharge, equaled $135,867, during the fiscal year. Thetarget level for the
health carereservesis 150 percent of annual health care expenses. Expensesfor health care at June 30,2000
(the latest information available), were $140,696,340 and the target level was $211.0 million. At June 30,
2000 (the latest information available), SERS had net assets available for payment of health care benefits
of $252.3 million. SERS has approximately 50,000 participating currently receiving health care benefits.

Note 15 - Employee Benefits
A. Compensated Absences

The criteriafor determining vacation and sick |eave benefits are derived from negotiated agreements and
Statelaws. Employeesearn 10 to 20 daysof vacation per year, depending upon length of service and number
of days worked per year. Accumulated unused vacation time is paid to classified employees upon
termination of employment. Teachers do not earn vacation time. All employees earn sick leave at the rate
of one and one-fourth days per month. Sick leave may be accumulated up to 260 days. Upon retirement,
payment is made for one-fourth of the total sick leave accumulation, up to a maximum accumulation of 50

days.
B. Lifelnsurance

The Educational Service Center provideslifeinsurance and accidental death and dismemberment insurance
to all employees through Medical Life, Inc.; coverage amount is $38,000 per employee.

Note 16 - Long-Term Obligations

Changes in long-term obligations of the Educational Service Center during fiscal year 2001, isas
follows:

Principal Principal

Outstanding Outstanding

July 1,2000 Additions Deductions June 30,2001
Intergovernmental Payable $26,684 $24,149 $26,684 $24,149
Compensated Absences 317,509 51,489 86,058 282,940
Total Long-Term Obligations __$344,193 $75,638 $112,742 $307,089
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Note 16 - L ong-Term Obligations (Continued)

Compensated absences and intergovernmental payable, which represents contractually required pension
contributions paid outside the available period, will be paid from the fund from which the employees
salaries are paid.

Note 17 - Interfund Transactions

Interfund balances at June 30, 2001, consist of areceivable of $541,761 for the general fund and a payable
of $537,601 for the self-insuranceinternal servicefund and $4,160 for the other grants special revenue fund.

Note 18 - Contingencies
A. Grants

The Educational Service Center received financial assistance fromfederal and state agenciesin the form of
grants. Thedisbursement of fundsreceived under these programs generally requires compliance with terms
and conditions specified in the grant agreements and is subject to audit by the grantor agencies. Any
disallowed claimsresulting from such audits could becomealiability 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

The Educational Service Center is not a part of or involved in any legal proceedings at this time. The
Educational Service Center management is of the opinion that ultimate disposition of any future claimsand
legal proceedingswill not have amaterial effect, if any, onthefinancial condition of the Educational Service
Center.

Note 19 - School Funding Issue

On September 6, 2001, the Ohio Supreme Court issued itslatest opinion regarding the State’ s school funding
plan. The decision identified aspects of the current plan that require modification if the plan is to be
considered constitutional. This includes a change in the school districts that are used as the basis for
determining the base cost support amount. Any changein theamount of funds distributed to school districts
as aresult of this change must be retroactive to July 1, 2001, athough a time line for distribution is not
specified. Parity aid must also be fully funded no later than the beginning of fiscal year 2004 rather the
fiscal year 2006.

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

In generdl, it is expected that the decision would result in an increase in State funding for most Ohio school
districts. However, as of November 9, 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 basisfor determining the base cost support amount and the
requirement that changes be made retroactive to July 1, 2001.
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Note 19 - School Funding Issue (Continued)

On November 2, 2001, the Court granted this motion for reconsideration. The Court may re-examine and
redetermine any issue upon such reconsideration.

As of the date of these financial statements, the School District 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.

Note 20 - Subsequent Events

Effective July 1, 2001, resol utions were passed by the Educational Service Center, along with the Ashland
County West Holmes Joint V ocational School District, Hillsdale Local School District and Mapleton Local
School District, to dissolve participation in the Tri-County Joint Self-Insurance Association.

Effective July 1, 2002, per House Bill 94, specifically amendmentsto R.C. 3313.37(A)2 and 3319.19, the
obligation of county commissioners to provide space and utilities for free to educational service centersis
being phased out. The statute also gives educational service centers specific authority to acquire by lease,
or purchasereal estate. The Educational Service Center’ s board believesit isfinancialy prudent to invest
inreal estate now. Therefore On October 31, 2001, the Educational Service Center acquired abuilding for
$360,000. The Educational Service Center plans on moving during the spring of year 2002. This building
is located at 741 Winkler Drive in Wooster and has been included on the Educational Service Center’s
insurance policy to provide property and liability protection. The Educational Service Center purchased this
property without issuing any debt.
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TRI-COUNTY EDUCATIONAL SERVICE CENTER
WAYNE COUNTY

SCHEDULE OF RECEIPTS AND EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2001

Federal Grantor/ Federal Pass Through
Passed Through Grantor/ CFDA Grantor
Program Title Number Number Receipts Expenditures
U.S. Department of Education
(Passed through the Ohio Department of Education)
Title | Grants to Local Educational Agencies 84.010 C1-SP-2000 P $262,000 $161,274
C1-ST-2001 P 157,000 116,986
C1-ST-1999 P 56,658
C1-SP-1999 P 29,039
Total Title | Grants to Local Educational Agencies 419,000 363,957
Special Education Cluster:
Special Education Grants to States 84.027 6B-S1-01P 856,309 688,790
Special Education Preschool Grants 84.173 PG-SC-2001 P 137,847 122,213
PG-SC-2001 P 74,550 58,517
PG-S7-2001 11,250 7,452
PG-SC-2000 P 8,044 8,044
PG-S1-1999 P 20,020
Total Special Education Preschool Grants 231,691 216,246
Total Special Education Cluster 1,088,000 905,036
Safe and Drug-Free Schools and Communities 84.186 DR-S1-2001 37,233 47,841
State Grants DR-S1-2000 14,356
Total Safe and Drug-Free Schools and Communities State Grants 37,233 62,197
Goals 2000 - State and Local Education Systematic 84.276 G2-S3-2001 84,000 56,194
Improvement Grants G2-S2-2001 5,000 5,000
G2-A2-2000 12,730
G2-S3-2000 C 60,402
G2-S9-2000 C 18,850
Total Goals 2000 - State and Local Education Systematic
Improvement Grants 101,730 140,446
Eisenhower Professional Development State Grants 84.281 MS-S1-1999 1,654
MS-S1-2000 36,290 28,973
Total Eisenhower Professional Development State Grants 36,290 30,627
(Passed through the Ohio Department of Health)
Special Education Grants for Infants and Families 84.181 85-5-01-F-AN-392 23,493 42,356
with Disabilities 85-5-001-AN-01 70,357 58,241
Total Special Education Grants for Infants and Families with Disabilities 93,850 100,597
Total U.S. Department of Education 1,776,103 1,602,860
U.S. Department of Health and Human Services
(Passed through the Ohio Department of Mental Retardation and Developmental Disabilities )
Medical Assistance Program 93.778 N/A 288,403 288,403
Total U.S. Department of Health and Human Services 288,403 288,403
Total Federal Financial Assistance $2,064,506 $1,891,263

The Notes to the Schedule of Receipts and Expenditures of Federal Awards are an integral part of this statement.
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TRI-COUNTY EDUCATIONAL SERVICE CENTER
WAYNE COUNTY

NOTES TO THE SCHEDULE OF RECEIPTS AND EXPENDITURES OF FEDERAL AWARDS
JUNE 30, 2001

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Receipts and Expenditures of Federal Awards (the Schedule) is a summary
of the activity of the Educational Service Center’s federal award programs. The Schedule has been
prepared on the cash basis of accounting.

NOTE B - SUBRECIPIENTS

The Educational Service Center passes-through certain Federal assistance received from the Ohio
Department of Mental Retardation and Developmental Disabilities to other governments or not-for-profit
agencies (subrecipients). As described in Note A, the Educational Service Center records expenditures of
Federal awards to subrecipients when paid in cash.
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111 Second Street, NW

Fourth Floor

Canton, Ohio 44702

JiM PETRO, AUDITOR OF STATE Telephone  330-438-0617
800-443-9272

Facsimile 330-471-0001

www.auditor.state.oh.us

STATE OF OHIO
OFFICE OF THE AUDITOR

REPORT OF INDEPENDENT ACCOUNTANTS ON COMPLIANCE AND ON
INTERNAL CONTROL REQUIRED BY GOVERNMENT AUDITING STANDARDS

Tri-County Educational Service Center
Wayne County

2534 Burbank Road

Wooster, Ohio 44691

To the Governing Board:

We have audited the financial statements of Tri-County Educational Service Center, Wayne County, (the
Educational Service Center) as of and for the year ended June 30, 2001, and have issued our report thereon
dated November 9, 2001. 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 Educational Service 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 an instance of noncompliance that is required to be reported under
Government Auditing Standards which is described in the accompanying Schedule of Findings as item 2001-
10985-001.

In addition, we noted certain immaterial instances of noncompliance that we have reported to the
management of the Educational Service Center in a separate letter dated November 9, 2001.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Educational Service 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.
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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 the management of the Educational Service Center in a
separate letter dated November 9, 2001.

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 9, 2001
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111 Second Street, NW

Fourth Floor

Canton, Ohio 44702

JiM PETRO, AUDITOR OF STATE Telephone  330-438-0617
800-443-9272

Facsimile 330-471-0001

www.auditor.state.oh.us

STATE OF OHIO
OFFICE OF THE AUDITOR

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

Tri-County Educational Service Center
Wayne County

2534 Burbank Road

Wooster, Ohio 44691

To the Governing Board:
Compliance

We have audited the compliance of the Tri-County Educational Service Center, Wayne County, (the
Educational Service 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 Educational Service 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 its
major federal programs are the responsibility of the Educational Service Center's management. Our
responsibility is to express an opinion on the Educational Service 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
Educational Service 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 Educational Service Center’s
compliance with those requirements.

In our opinion, the Educational Service Center complied, in all material respects, with the requirements
referred to above that are applicable to its major federal programs for the year ended June 30, 2001.

Internal Control Over Compliance

The management of the Educational Service 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 Educational Service 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.
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively low level the
risk that noncompliance with applicable requirements of laws, regulations, contracts and grants 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.

The accompanying Schedule of Findings replaces the original schedule in the Educational Service Center’s
fiscal year ended June 30, 2001 report package. The Schedule of Findings was revised to reflect the Title
| Grants to Local Educational Agencies Program (CFDA #84.010) as a major program, which was previously
omitted from testing as a major federal program.

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 9, 2001, except for the last two paragraphs, which are dated September 9, 2002.
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TRI-COUNTY EDUCATIONAL SERVICE CENTER
WAYNE COUNTY

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 § .505
June 30, 2001

1. SUMMARY OF AUDITOR’S RESULTS

(d)(1)(i) Type of Financial Statement Opinion Unqualified
(d)(1)(ii) Were there any material control
weakness conditions reported at the No
financial statement level (GAGAS)?
(d)(1)(ii) Were there any other reportable control
weakness conditions reported at the No
financial statement level (GAGAS)?
(d)(1)(iii) Was there any reported material non-
compliance at the financial statement Yes
level (GAGAS)?
(d)(1)(iv) Were there any material internal N
control weakness conditions reported 0
for major federal programs?
(d)(1)(iv) Were there any other reportable N
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 under
§ .510? No
(d)(1)(vii) Major Programs (list): CFDA #84.010 - Title | Grants to Local
Educational Agencies
Special Education Cluster:
CFDA #84.027 - Special Education Grants to
States
CFDA #84.173 - Special Education
Preschool Grants
(d)(1)(viii) Dollar Threshold: Type A\B Programs Type A: > $ 300,000
Type B: all others
(d)(1)(ix) Low Risk Auditee? Yes

39




Tri-County Educational Service Center
Wayne County

Schedule of Findings

Page 2

2. FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

FINDING NUMBER 2001-10985-001
Finding for Recovery Repaid Under Audit

Emma Winebrenner, former employee of the Tri-County Education Service Center, retired effective July 1,
1998. Her final gross payroll amount at retirement was $2,780.62; included within this amount was her final
regular gross pay amount of $400.62 and a severance payment of $2,380. She received a direct deposit
on August 14, 1998, for the net amount of $1,807.62.

Her severance payment was calculated at her daily rate at retirement of $56.00 per day times her sick leave
balance of 42.5 days as of July 1, 1998. The Tri-County Educational Service Center Policy adopted January
2,1997, Classified Staff Section 4415 Severance Pay states, “the Governing Board will authorize payment
to a retiring employee of 1/4 of their unused sick leave days to a maximum of fifty (50) days under the
conditions hereinafter specified. An employee must be employed for a minimum of three (3) years to
qualify.” Based on this policy, her severance pay should have been calculated as 1/4 of 42.5 days or 10.625
days times $56.00 per day for a total severance pay of $595 instead of the severance pay that she received
of $2,380. Therefore, she received an excess of $1,785 ($2,380-$595).

In accordance with the foregoing facts, and pursuant to Ohio Rev. Code Section 117.28, a Finding for
Recovery for public monies illegally expended is hereby issued against Emma Winebrenner, in the amount
of one thousand seven hundred and eighty-five dollars ($1,785) and in the favor of Tri-County Education
Service Center’'s General Fund.

The Treasurer repaid the finding, on behalf of the employee, on November 8, 2001.

3. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

None
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OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

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

Facsimile  614-466-4490

TRI-COUNTY EDUCATIONAL SERVICE CENTER

WAYNE 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
OCTOBER 1, 2002
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