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INDEPENDENT AUDITOR’S REPORT

Members of the Board

Perry-Hocking Educational Service Center
1605 Airport Road

New Lexington, Ohio 43764

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Perry Hocking Educational Service Center (the Educational Service
Center), Perry County, as of and for the year ended June 30, 2004, which collectively comprise the Educational
Service Center's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Educational Service Center's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in 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 ae free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides areasonable basis for our
opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of
the Educational Service Center, as of June 30, 2004, and the respective changes in financial position and cash flows,
where applicable, thereof, and the respective budgetary comparison for the general fund and miscellaneous special
revenue fund for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Gover nment Auditing Standards, we have also issued our report dated December 17, 2004 on our
consideration of the School District’sinternal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standardsand should be
considered in assessing the results of our audit.
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The management’s discussion and analysis and on pages 3 through 7 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquires of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Balestra, Harr & Scherer, CPAs, Inc.
Balestra, Harr & Scherer, CPAS, Inc.

December 17, 2004



Perry-Hocking Educational Service Center, Ohio
Management Discussion and Analysis
For the Fiscal Year Ended June 30, 2004
Unaudited

The discussion and analysis of the Perry-Hocking Educational Service Center’ sfinancia performance providesan overall
review of the Educational Service Center’sfinancial activitiesfor thefiscal year ended June 30, 2004. Theintent of this
discussion and analysisisto look at the Educational Service Center’sfinancial performance as awhole; readers should
also review the notes to the basic financial statements and financial statements to enhance their understanding of the
Educational Service Center’s financial performance.

FINANCIAL HIGHLIGHTS
Key financial highlightsfor thefiscal year 2004 are asfollows:
In total, net assets increased $399,243, which represents a 44 percent decrease from fiscal year 2003.

Program specific revenues, in the form of charges for services and operating grants and contributions,
accounted for $5,175,048 , or 86 percent of total revenues.

The Educational Service Center had $5,630,765 in total expenses, only $5,175,048 of these expenses were
offset by program specific charges for services and operating grants and contributions.

USING THISANNUAL FINANCIAL REPORT

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

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

Reporting the Educational Service Center asa Whole
Statement of New Assets and Statement of Activities

While this document contains information about the large number of funds used by the Educational Service Center to
provide programs and activities for students, the view of the Educational Service Center asawhole looks at all financial

transactions and asks the question, “How did we do financially during fiscal year 2004?" The Statement of Net Assets
and the Statement of Activities answer this question. These statementsinclude all assets and liabilitiesusngtheaccrud
basis of accounting similar to the accounting used by most private-sector companies. Thisbasis of accounting takesinto
account all of the current year’s revenues and expenses regardless of when cashisreceived or paid.

These two statements report the Educational Service Center’ s net assets and changesin those assets. Thischangein net
assetsisimportant becauseit tells the reader that, for the Educational Service Center asawhole, the financial position of
the Educational Service Center hasimproved or diminished. The causes of this change may be the result of many factors,
some financial, some not. Non-financial factorsinclude the mandated educational programs, aswell aslocally requested
programs.

All of the Educational Service Center’s programs and services provided are reported as governmental activities. These
activitiesinclude; instruction, support services, and non-instructional services.
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Reporting the Educational Service Center’sMost Significant Funds

Fund Financial Statements

The analysis of the Educational Service Center’s major funds begins on page 6. Fund financial reports provide detalled
information about the Educational Service Center’s major funds. The Educational Service Center uses many funds to
account for amultiple of financial transactions. However, these fund financial statements focus on the Educational

Service Center's most significant funds. The Educational Service Center’s major governmental funds are the General

Fund and the Miscellaneous State Grants Special Revenue Fund.

Governmental Funds Most of the Educational Service Center’s activities are reported in governmental funds, which
focus on how money flows into and out of those funds and the balances | eft at fiscal year end available for spendingin
future periods. These funds are reported using an accounting method called modified accrual accounting, which
measures cash and all other financial assets that can readily be converted to cash. The governmental fund statements
provide a detailed short-term view of the Educational Service Center’s general governmental operations and the basic
services it provides. Governmental fund information helps you determine whether there are more or fewer financial

resources that can be spent in the near future to finance educational programs. The relationship (or differences) between
governmental activities (reported in the Statement of Net Assets and the Statement of Activities) and governmental funds
isreconciled in thefinancial statements.

THE EDUCATIONAL SERVICE CENTER ASA WHOLE

Recall that the Statement of Net Assets provides the perspective of the Educational Service Center asawhole. Table 1
provides asummary of the Educational Service Center’s net assets for 2004 compared to 2003.

Governmental Activities

2004 2003 *

Assets

Current and Other Assets $1,395,783 $1,100,470
Capital Assets 1,441,928 1,503,446
Total Assets 2,837,711 2,603,916
Liabilities

Long-term Liabilities 134,209 265,367
Other Liabilities 774,389 808,679
Total Liabilities 908,598 1,074,046
Net Assets

Invested in Capital Assets, Net of Debt 1,406,084 1,458,049
Restricted 319,958 207,569
Unrestricted 203,071 (135,748)
Total Net Assets $1,929,113 $1,529,870

* Asrestated, see Note 3
Total assetsincreased $233,795. Thisincreaseis primarily due to the increase in cash and cash equivalents.

The total liabilities decrease of $165,448is due to decreases in accounts payable and compensated absences payable.
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Table 2 shows the changes in net assets for the fiscal year ended June 30, 2004 as compared to 2003.

Governmentel
Adtivities
2004 2003
Revenues
Program Revenues
Chargesfor Sarvices 1P $3036272
Operaing Grants, Contributions, and Interest 1975546 1,905486
Capitd Grantsand Contributions 0 1,029,000
Totd Program Revenues 5175048 6,020,758
Generd Revenues
Grantsand Entitlements 733658 227621
Investment Earnings 11,976 18047
Giftsand Donetions 1,745 0]
Ganon Sdeof Capitd Assts 2,797 0
Miscdlaneous 104,784 40556
Totd Generd Revenues 854,960 286,224
Totd Revenues 6,030,008 6,306,982
Program Expensss
Instruction:
Regular 639,125 760,298
Soecid 768306 761,996
Adult/Continuing 27067 37923
Support Services:
Pupils 879536 81300
Instructiona Staff 1425250 1420403
Board of Education 6349 47,640
Adminigration 1256534 1,287,064
Hsca 222422 221643
Operation and Maintenance of Plant 193956 157,002
Pupil Trangportation 2940 3059
Centrd 85101 7293
Operation of Non-Indructiond Services 9455 8419
Extracurricular Activities 4299 5049
Interest and Fiscd Charges 3285 3210
Tota Expenses 5,630,765 5,590,639
Increesein Net Assets $399.243 $707,293

Over the past several years, the Educational Service Center has remained in good financial position. The Educational
Service Center has added several staff members to accommodate the additional instructional and support staff related
programs. The combined salaries and benefits as well as supplies have increased the expenses. The expenses for the
Perry-Hocking Educational Service Center have increased but are offset by revenues and fund balances.
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The Statement of Activities shows the cost of program services and the charges for services, grants, contributions, and
interest earnings offsetting those services. Table 3 shows the total cost of services and the net cost of services for 2004
as compared to 2003. That is, it identifies the cost of those services supported by unrestricted state entitlements.

Table3
Governmental Activities
Total Cost Net Cost Total Cost Net Cost
of Services of Services of Services  of Services
2004 2004 2003 2003

Proaram Expenses
Instruction:

Regular $689,125 ($66,929) $760,298 ($77,036)

Specia 768,306 140,392 761,946 97,173

Adult/Continuing 27,057 (736) 37,923 2,371
Support Services:

Pupils 879,536 (155,891) 813,090 (297,955)

Instructional Staff 1,425,250 (127,809) 1,420,403 (59,123)

Board of Education 63,499 (13,431) 47,640 (25,400)

Administration 1,256,534 (154,187) 1,287,064 895,781

Fiscal 222,422 (29,431) 221,643 (59,292)

Operation and Maintenance of Plant 193,956 (30,762) 157,002 (26,306)

Pupil Transportation 2,940 (1,186) 3,059 (1,695)

Central 85,101 (15,877) 72,943 (25,463)
Operation of Non-Instructional Services 9,455 1,074 8419 (102)
Extracurricular Activities 4,299 (789) 5,049 1,325
Interest and Fiscal Charges 3,285 (155) 3,210 (3,210)
Totd $5,630,765 ($455,717)  $5,599,689  $421,069

THE EDUCATIONAL SERVICE CENTER FUNDS

The Educational Service Center’s major funds are accounted for using the modified accrual basis of accounting. All
governmental funds had total revenues and other financing sources of $6,009,199 and expenditures of $5,740,088.

General Fund Budgeting Highlights

The Educational Service Center’sbudget is prepared according to the requirements of the State Department of Education,
and is based on cash receipts, disbursements, and encumbrances. The most significant budgeted fund is the General
Fund.

As services provided to the local school districts change during the fiscal year, adjustments are made from the origina
budget. One example of aneed to increase the budget would be an increase in classroom students. Teacher Aides, which
had not been budgeted for originally, would be added to the classroom enrollment factors. Thistype of request generdly
comes directly from the Superintendent of the school district where the classroom unit is housed. Additionsto personnel
are the primary cause for budget revisions and are approved by the Educational Service Center’s Board.

For the General Fund, final budgeted revenues were $4,189,126, $352 bel ow beginning of the fiscal year estimates. Frd
budgeted expendituresfor the General Fund were $4,050,000, which remained unchanged from the beginning of thefiscal
year.
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CAPITAL ASSETSAND DEBT ADMINISTRATION
Capital Assets

At the end of fiscal year 2004, the Educational Service Center had $1,441,928 invested in land, buildings, furniture and
equipment, and vehicles. Table 4 showsfiscal year 2004 balances compared to 2003.

Table4
Capital Assets
(Net of Depreciation)

Governmental Activities

2004 2003
Land and Land Improvements $245,523 $245,523
Buildings and Improvements 969,512 1,010,822
Furniture and Equipment 215,774 230,086
Vehicles 11,118 17,015
Totals $1,441,928 $1,503,446

For additional capital asset information, see note 9 to the basic financial statements.
Debt

At June 30, 2004, the Educational Service Center had capital |eases outstanding of $35,844. The leases are for afax
machine and acopier. For additional information on debt, see note 14 to the basic financial statements.

CONTACTING THE EDUCATIONAL SERVICE CENTER' SFINANCIAL MANAGEMENT

Thisfinancial report is designed to provide our citizen's, taxpayers, and investors and creditors with ageneral overview
of the Educational Service Center’ s finances and to show the Educational Service Center’ s accountability for the money it
receives. If you have any questions about this report or need additional financial information, contact Kathy Sampson,
Treasurer at Perry-Hocking Educational Service Center, 1605 Airport Road, New Lexington, Ohio 43764.



Perry-Hocking Educational Service Center
Statement of Net Assets
June 30, 2004

Governmental
Activities
Assets
Current Assets:
Equity in Pooled Cash and Cash Equivalents $1,046,321
Accounts Receivable 672
Intergovernmental Receivable 348,790
Total Current Assets 1,395,783
Noncurrent Assets:
Nondepreciable Capital Assets 245,523
Depreciable Capital Assets, Net 1,196,405
Total Noncurrent Assets 1,441,928
Total Assets 2,837,711
Liabilities
Current Liabilities:
Accounts Payable 38,752
Accrued Wages and Benefits Payable 510,398
V acation Benefits Payable 64,467
Intergovernmental Payable 157,435
Claims Payable 3,337
Current Portion of Long-Term Obligation 9,286
Total Current Liabilities 783,675
Noncurrent Liabilities:
Noncurrent Portion of Long-Term Obligation 124,923
Total Liabilities 908,598
Net Assets
Invested in Capital Assets, Net of Related Debt 1,406,084
Restricted for:
Other Purposes 284,910
Internal Service 35,048
Unrestricted 203,071
Total Net Assets $1,929,113

See accompanying notes to the basic financial statements.




Perry-Hocking Educational Service Center, Ohio
Statement of Activities

For the Fiscal Year Ended June, 30, 2004

Governmental Activities:
Instruction:
Regular
Special
Adult/Continuing
Support Services:
Pupils
Instructional Staff
Board of Education
Administration
Fiscal
Operation and Maintenance of Plant
Pupil Transportation
Central
Operation of Non-Instructional Services
Extracurricular Activities
Interest and Fiscal Charges

Total Governmental Activities

Net (Expense)
Revenue and
Changesin
Program Revenues Net Assets
Operating Grants,
Chargesfor Contributions Governmental
Expenses Services and Interest Activities
$689,125 $280,248 $341,948 ($66,929)
768,306 601,727 306,971 140,392
27,057 1,04 25,267 (736)
879,536 605,732 117,913 (155,891)
1,425,250 808,944 483,497 (127,809
63,499 50,068 0 (13,431)
1,256,534 581,845 520,502 (154,187)
22422 118,874 74117 (29,431)
193,956 81,393 81,801 (30,762)
2,940 70 1,684 (1,286)
85,101 65,855 3,369 (15877)
9,455 422 10,107 1,074
4,299 140 3,370 (789)
3,285 3,130 0 (155)
$5,630,765 $3,199,502 $1,975,546 (455,717)
General Revenues
Grants and Entitlements not Restricted to Specific Programs 733,658
Investment Earnings 11,976
Gifts and Donations not Restricted to Specific Programs 1,745
Gain on Sale of Capital Assets 2,797
Miscellaneous 104,784
Total General Revenues 854,960
Changein Net Assets 399,243
Net Assets at Beginning of Year - As Restated, See Note 3 1,529,870
Net Assets at End of Year $1,929,113

See accompanying notes to the basic financial statements.




Perry-Hocking Educational Service Center, Ohio

Balance Sheet
Governmental Funds
June 30, 2004
Miscellaneous Other Tota
State Governmental Governmental
General Grants Funds Funds

Assets
Equity in Pooled Cash and Cash Equivalents $618,120 $221,007 $168,809 $1,007,936
Receivables:

Accounts 0 390 282 672

Intergovernmental 291,479 18,557 38,754 348,790
Total Assets and Other Debits $909,599 $239,954 $207,845 $1,357,398
Liabilitiesand Fund Balances
Liabilities
Accounts Payable $9,512 $26,843 $2,397 $38,752
Accrued Wages and Benefits Payable 442,652 13,253 54,493 510,398
Intergovernmental Payable 87,655 8,833 8,373 104,861
Deferred Revenue 105,149 18,557 19,144 142,850
Total Liabilities 644,968 67,486 84,407 796,861
Fund Balances
Reserved for Encumbrances 35,646 161,307 25,573 222,526
Unreserved, Undesignated, Reported in:

Genera Fund 228,985 0 0 228,985

Special Revenue Funds 0 11,161 97,865 109,026
Total Fund Balances 264,631 172,468 123,438 560,537
Total Liabilities and Fund Balances $909,599 $239,954 $207,845 $1,357,398

See accompanying notes to the basic financial statements.
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Perry-Hocking Education Service Center, Ohio
Reconciliation of Total Governmental Fund Balances
to Net Assets of Governmental Activities
June 30, 2004

Total Governmental Fund Balances $560,537

Amounts reported for governmental activitiesin the statement
of net assets are different because

Capital Assetsused in governmental activities are not financial resources
and therefore are not reported in the funds. 1,441,928

Other long-term assets are not available to pay for current-period
expenditures and therefore are not reported in the funds:
Grants 142,850

Aninternal service fund is used by management to charge the costs of
insurance to individual funds. The assets and liabilities of the internal
fund are included in governmental activitiesin the statement of net assets. 35,048

Intergovernmental Payable includes contractually required pension
contributions which are not expected to be paid with expendable
available financial resources and therefore are not reported in the funds. (52,574)

Long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds:

Capital Leases (35,844)

V acation Benefits Payable (64,467)

Sick Leave Benefits Payable (98,365) (198,676)
Net Assets of Governmental Activities $1,929,113

See accompanying notes to the basic financial statements.
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Satement of Revenues, Expenditures and Changes in Fund Balances

Perry-Hocking Educational Service Center, Ohio

Governmental Funds

For the Fiscal Year Ended June 30, 2004

Revenues
Intergovernmental
Interest

Charges for Services
Tuition and Fees
Gifts and Donations
Miscellaneous

Total Revenues

Expenditures
Current:
Instruction:
Regular
Specid
Adult/Continuing
Support Services:
Pupils
Ingtructional Staff
Board of Education
Administration
Fisca
Operation and Maintenance of Plant
Pupil Transportation
Central
Operation of Non-Instructional Services
Extracurricular Activities
Debt Service:
Principal Retirement
Interest and Fiscal Charges

Total Expenditures

Excess of Revenues Over
(Under) Expenditures

Other Financing Sources
Proceeds from Sale of Fixed Assets

Net Change in Fund Balance

Fund Balances at Beginning of Year -
As Restated (See Note 3)

Fund Balances at End of Year

Miscellaneous Other Tota
State Governmental Governmental
Generd Grants Funds Funds
$973,861 $981,670 $705,000 $2,660,531
11,976 0 0 11,976
179,525 0 0 179,525
2,949,715 0 70,262 3,019,977
0 0 1,745 1,745
92,710 390 11,684 104,784
4,207,787 982,060 788,691 5,978,538
349,131 74,395 279,185 702,711
768,890 0 21,930 790,820
539 0 26,076 26,615
792,790 0 111,839 904,629
999,655 281,238 211,648 1,492,541
63,327 0 0 63,327
736,513 447,298 79,446 1,263,257
141,805 70,468 3,158 215,431
96,928 34,938 44,030 175,896
1,406 0 1,089 2,495
73,610 0 3,253 76,863
0 0 8,366 8,366
0 0 4,299 4,299
9,553 0 0 9,553
3,285 0 0 3,285
4,037,432 908,337 794,319 5,740,088
170,355 73,723 (5,628) 238,450
30,661 0 0 30,661
201,016 73,723 (5,628) 269,111
63,615 98,745 129,066 291,426
$264,631 $172,468 $123,438 $560,537

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Reconciliation of the Satement of Revenues, Expenditures, and Changes
in Fund Balances of Governmental Funds to the Satement of Activities
For the Fiscal Year Ended June 30, 2004

Net Changein Fund Balances - Total Governmental Funds $269,111

Amounts reported for governmental activitiesin the statement
of activities are different because

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over
their useful lives as depreciation expense. Thisisthe amount by which
capital outlay exceeded depreciation in the current period:

Capital Asset Additions 90,635
Depreciation Expense (124,289) (33,654)

Governmental funds only report the disposal of assets to the extent proceeds are
received from the sale. In the statement of activitiesagain or lossis reported for
each disposal. Thisisthe amount of the gain on the disposal of capital assets:

Gain on Disposal of Capital Assets 2,797
Proceed on Disposal Of Capital Assets (30,661) (27,864)

Revenues in the statement of activities that do not provide current financia

resources are not reported as revenuesin the funds:
Grants 48,673

The internal service fund used by management to charge the costs of insurance
to individual fundsis not reported in the district-wide statement of activities.
Governmental fund expenditures and the related internal service fund revenues
are eliminated. The net revenue (expense) of theinternal service fund is
allocated among the governmental activities 27,473

Repayment of principal is an expenditure in the governmental funds, but the
repayment reduces long-term liabilities in the statement of net assets. 9,553

Some expenses reported in the statement of activities do not require the use
of current financia resources and therefore are not reported as expenditures
in governmental funds:

Intergovernmental Payables (3,979)

Sick Leave Benefits Payable 121,605

Vacation Benefits Payable (11,675) 105,951
Change in Net Assets of Governmental Activities $399,243

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Statement of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
(Non-GAAP Budgetary Basis)

General
For the Fiscal Year Ended June 30, 2004

Variance with

Budgeted Amounts Final Budget:
Positive
Original Final Actual (Negative)
Total Revenues and Other Sources $4,189,478 $4,189,126 $4,189,126 $0
Total Expenditures and Other Uses 4,050,000 4,050,000 3,969,682 80,318
Net Change in Fund Balance 139,478 139,126 219,444 80,318
Fund Balance, July 1 346,806 346,806 346,806 0
Prior Y ear Encumbrances Appropriated 23,684 23,684 23,684 0
Fund Balance, June 30 $509,968 $509,616 $589,934 $80,318

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Statement of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
(Non-GAAP Budgetary Basis)
Miscellaneous State Grants
For the Fiscal Year Ended June 30, 2004

Variance with

Budgeted Amounts Final Budget:
Positive

Original Final Actual (Negative)
Total Revenues and Other Sources $1,053,569 $1,053,569 $1,035,012 ($18,557)
Total Expenditures and Other Uses 1,215,050 1,261,775 1,156,676 105,099
Net Change in Fund Balance (161,481) (208,206) (121,664) 86,542
Fund Balance, July 1 28,546 28,546 28,546 0
Prior Y ear Encumbrances Appropriated 179,660 179,660 179,660 0
Fund Balance, June 30 $46,725 $0 $86,542 $86,542

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Statement of Fund Net Assets
Governmental Activities- Internal Service Fund
June 30, 2004

Assets
Equity in Pooled Cash and Cash Equivalents

Liabilities
Claims Payable

Total Liabilities

Net Assets
Unrestricted

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Satement of Revenues, Expenses and
Changesin Fund Net Assets
Governmental Activities - Internal Service Fund
For the Fiscal Year Ended June 30, 2004

Operating Revenues
Chargesfor Services $89,898

Operating Expenses

Purchased Services 6,603
Clams 55,822
Total Operating Expenses 62,425
Changein Net Assets 27,473
Net Assets at Beginning of Year 7,575
Net Assets at End of Year $35,048

See accompanying notes to the basic financial statements.
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Perry-Hocking Educational Service Center, Ohio
Satement of Cash Flows
Governmental Activities - Internal Service Fund
For the Fiscal Year Ended June 30, 2004

Increase (Decrease) in Cash and Cash Equivalents
Cash Flowsfrom Operating Activities

Cash Received from Transaction with Other Funds
Cash Paymentsto Suppliersfor Services

Cash Paymentsfor Claims

Net Cash Provided by Operating Activities

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Reconciliation of Operating L ossto Net Cash
Provided by Operating Activities
Operating Income
Changesin Assetsand Liabilities
Decrease in Claims Payable
Decrease in Deferred Revenue
Net Cash Provided by Operating Activities

See accompanying notes to the basic financial statements.

18

$84,280
(6,603)

(65,097)

12,580

25,805

$38,385

$27,473

(9.275)

(5,618)

$12,580



Perry-Hocking Educational Service Center, Ohio
Statement of Fiduciary Assets and Liabilities
Agency Fund
June 30, 2004

Assets
Equity in Pooled Cash and Cash Equivalents

Liabilities
Undistributed Monies

See accompanying notes to the financial statements.
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Perry-Hocking Educational Service Center, Ohio
Notesto the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

Note 1— Reporting Entity

The Perry-Hocking Educational Service Center (the “ Educational Service Center’) islocated in New Lexington, Ohio, the
county seat. The Educational Service Center supplies supervisory, specia education, administrative, and other sarvices
to the Northern, Southern, Logan-Hocking Local School Districts, the New Lexington City School District, and the
Crooksville Exempted Village School District. The Educational Service Center furnishes these servicesto strengthen the
school districtsin areasthey are unable to finance or staff independently.

The Educational Service Center operates under alocally-elected Board of Education consisting of five members elected
at-large for staggered four year terms. The Educational Service Center has two administrators, sixty certified teaching
personnel, and seventy-two classified employees that provide services to 10,528 students from the local, exempted
village, and city school districts.

A reporting entity is composed of the primary government, component units, and other organizationsthat areincluded to
ensure that the financial statements are not misleading. The primary government of the Educational Service Center
consists of all funds, departments, boards, and agencies that are not legally separate from the Educationa Service Center.
For Perry-Hocking Educational Service Center, thisincludes general operations, preschool, adult/continuing instruction,
and student related activities.

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

The Educational Service Center participatesin four jointly governed organizations and two insurance purchasing pools.
These organizations are the Southeast Ohio Voluntary Educational Consortium, Tri-County Joint V ocationa School
District, the Mid-East Joint VVocational School District, the Coalition of Rura and Appalachian Schools, the Ohio School
Boards Association Workers' Compensation Group Rating Plan, and the Ohio School Plan, which are presented in Notes
15 and 16 to the basic financial statements.

Note 2 - Summary of Significant Accounting Policies

The financial statements of the Educational Service Center have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GA SB) is the accepted standard-setting body for establishing governmental accounting
and financial reporting principles. The Educational Service Center also applies Financial Accounting Standards Board
(FASB) statements and interpretations issued after November 30, 1989, to itsgovernmental activitiesand toits proprietary
fund provided they do not conflict with or contradict GASB pronouncements. The more significant of the Educational
Service Center’ s accounting policies are described below.
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Perry-Hocking Educational Service Center, Ohio
Notesto the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

A. Basis of Presentation

The Educational Service Center’ s basic financial statements consist of government-widefinancid statements, including a
statement of net assets and a statement of activities, and fund financia statementswhich provide amore detailed level of
financial information.

Government-wide Financial Statements The statement of net assets and the statement of activities display information
about the Educational Service Center as awhole. These statements include the financial activities of the primary
government, except for the fiduciary fund.

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

Fund Financial Statements During the fiscal year, the Educational Service Center segregates transactions related to
certain Educationa Service Center functions or activitiesin separate fundsin order to aid financial management and to
demonstrate legal compliance. Fund financial statements are designed to present financial information of the Educational
Service Center at thismore detailed level. Thefocus of governmental fund financial statementsis on mgjor funds. Each
major fund is presented in a separate column. Nonmajor funds are aggregated and presented in asingle column. The
internal servicefund is presented in asingle column on the face of the proprietary fund statements. Fiduciary fundsare
reported by type.

B. Fund Accounting

The Educational Service Center uses fundsto maintain itsfinancial records during the fiscal year. A fundisdefined asa
fiscal and accounting entity with aself balancing set of accounts. The funds used by this Educational Service Center can
be classified using three categories, governmental, proprietary, and fiduciary.

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

General Fund The General Fund isthe 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.

Miscellaneous State Grants Special Revenue Fund The Miscellaneous State Grant Special Revenue Fund
accounts for various monies received from state agencies which are not classified elsewhere.

The other governmental funds of the Educational Service Center account for grants and other resources whose use is
restricted to a particular purpose.
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Perry-Hocking Educational Service Center, Ohio
Notesto the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

Proprietary Fund Type Proprietary fund reporting focuses on the determination of operating income, changes in net
assets, financial position, and cash flows. Proprietary funds are classified as enterprise or internal service; the
Educational Service Center has no enterprise funds.

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 a cost
reimbursement basis. The Educational Service Center’sonly internal service fund accounts for the Educationd
Service Center’ s self-insurance program for employee dental and vision claims.

Fiduciary Fund Type Fiduciary fund reporting focuses on net assets and changesin net assets. The fiduciary fund
category is split into four classifications: pension trust funds, investment trust funds, private-purpose trust funds, and
agency funds. Trust funds are used to account for assets held by the Educational Service Center under atrust agreement
for individuals, private organizations, or other governments and are therefore not available to support the Educational
Service Center’ sown programs. Agency funds are custodial in nature (assets equal sliabilities) and does not involve the
measurement of results of operations. The Educational Service Center’sonly fiduciary fund is an agency fund, which
accounts for resources held for other organizations.

C. Measurement Focus

Government-wide Financial Statements The government-wide financial statements are prepared using a flow of
economic resources measurement focus. All assetsand all liabilities associated with the operation of the Educational
Service Center are included on the statement of net assets. The statement of activities accounts for increases (i.e.
revenues) and decreases (i.e. expenses) in total net assets.

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

Like the government-wide statements, the proprietary fund is accounted for on a flow of economic resources
measurement focus. All assetsand all liabilities associated with the operation of thisfund are included on the statement
of net assets. The statement of changes in fund net assets presents increases (i.e., revenues) and decreases (i.e.,
expenses) in net total assets. The statement of cash flows provides information about how the Educational Service
Center finances and meets the cash flow needs of its proprietary activity.

D. Basisof Accounting

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



Perry-Hocking Educational Service Center, Ohio
Notesto the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

Revenues— Exchange and Non-Exchange Transactions Revenue resulting from exchange transactions, in which each
party gives and receives essentially equal value, isrecorded on the accrual basis when the exchange takes place. On a
modified accrual basis, revenueisrecorded in the fiscal year in which the resources are measurableand becomeavailable.
Available meansthat the resources will be collected within the current fiscal year or are expected to be collected soon
enough thereafter to be used to pay liabilities of the current fiscal year. For the Educational Service Center, available
means expected to be received within sixty days of fiscal year end.

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

Under the modified accrual basis, the following revenue sources are considered to be both measurable and avail able at
fiscal year end: tuition, grants, fees, and customer services.

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

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

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

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

The measurement focus of governmental fund accounting is on decreasesin 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 governmental
funds.

E. Cash and Cash Equivalents

To improve cash management, cash received by the Educational Service Center is pooled. Monies for all funds are
maintained in thispool. Individual fund integrity is maintained through Educational Service Center records. Interesin
the pool is presented as "equity in pooled cash and cash equivalents”.

During fiscal year 2004, investments were limited to STAROhio. STAROhio isan investment pool managed by the State
Treasurer’s Office which allows governments within the State to pool their funds for investment purposes. STAROhio is
not registered with the SEC as an investment company, but does operate in a manner consistent with rule 2a7 of the
Investment Company Act of 1940. Investmentsin STAROhio are valued at STAROhio’ s sharepricewhichisthepricethe
investment could be sold for at June 30, 2004.

Following Ohio statutes, the Board of Education has, by resolution, specified the fundsto receive an alocation of interest
earnings. Interest revenue credited to the general fund during fiscal year 2004 amounted to $11,976. Investmentsof the
cash management pool and investments with an original maturity of three months or less at the time they are purchased
by the Educational Service Center are presented as cash and cash equivalents.
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Perry-Hocking Educational Service Center, Ohio
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

F. Capital Assets

All of the Educational Service Center’s capital assets are general capital assets resulting from expenditures in the
governmental funds. These assets are reported in the governmental activities column of the governmentwide Satement
of net assets but are not reported in the fund financial statements.

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and retirements during the
fiscal 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 five hundred dollars. The Educational Service Center does not possess any
infrastructure. Improvements are capitalized; the costs of normal maintenance and repairs that do not add to the value of
the asset or materially extend an asset’ slife are not.

All capital assets, except land and construction in progress, are depreciated. |mprovements are depreciated over the
remaining useful life of the related capital asset. Depreciation is computed using the straight-line method over the
following useful lives:

Description Estimated Lives
Buildings and Improvements 20-25 years
Furniture, Fixtures, and Equipment 5-15years
Vehides 5years

G. Interfund Activity

Exchange transactions between funds are reported as revenuesin the seller funds and as expenditures/expensesin the
purchaser funds. Flows of cash or goods from one fund to another without a requirement for repayment are reported as
interfund transfers. Interfund transfers are reported as other financing sources/uses in governmenta funds. Repayments
from funds responsible for particular expenditures/expensesto the funds that initially paid for them are not presented on
the financial statements.

H. Compensated Absences

Vacation benefits are accrued as aliability asthe benefits are earned if the employees’ rightsto receive compensation are
attributable to services aready 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 a liability using the vesting method. The liability includes the employees who are
currently eligible to receive termination benefits and those the Educational Service Center hasidentified as probable of
receiving payment in the future. The amount is based on accumulated sick |eave and employees wagerates at fiscal year
end, taking into consideration any limits specified in the Educational Service Center'stermination policy. The Educational
Service Center records aliability for accumulated unused sick leave for employees after fifteen years of service.

I. Accrued Liabilitiesand Long-term Obligations

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

In general, governmental fund payables and accrued liabilitiesthat, onceincurred, are paid in atimely manner and in full
from current financial resources are reported as obligations of the funds.
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Perry-Hocking Educational Service Center, Ohio
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

However, claims and judgments, comp ensated absences, and contractually required pension contributions that will be
paid from governmental funds are reported asaliability in the fund financial statements only to the extent that they are
due for payment during the current fiscal year. Capital leases are recognized as a liability on the governmental fund
financial statementswhen due.

J. Fund Balance Reserves

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

K. Estimates

The preparation of the financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results may differ from those estimates.

L. Net Assets

Net assets represent the difference between assets and liabilities. Net assetsinvested in capital assets, net of related debt
consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any borrowings used
for the acquisition, construction, or improvement of those assets. Net assets are reported asrestricted when there are
limitations imposed on their use either through the enabling legislation adopted by the Educational Service Center or
through external restrictions imposed by creditors, grantors, or laws or regulations of other governments. Net assets
restricted for other purposes include activities for federal and state grants restricted for specific purposes. Net assets
restricted for internal service represents balancesin the Educational Service Center’ sinternal service fund restricted for
claims payments.

The Educational Service Center applies restricted resourcesfirst when an expenseisincurred for purposes for which both
restricted and unrestricted net assets are available.

M. Budgetary Process

The Educational Service Center adopts its budget for all funds, other than agency funds. The budget includes the
estimated resources and expenditures for each fund and consists of three parts; Part (A) includes entitlement funding
from the State, Part (B) includes the cost of all other lawful expenditures of the Educational Service Center (which are
apportioned by the State Department of Education to each local board of education under the supervision of the
Educational Service Center), and Part (C) includes the adopted appropriation resolution.

The Educational Service Center’s Board adopts an annual appropriation resolution, which isthe Board' s authorization to
spend resources and sets annual limits on expenditures plus encumbrances at the level of control selected by the Board.
Thelevel of control has been established by the Board at the fund level for al funds. The Treasurer has been authorized
to allocate appropriations to the function and object levels without resolution by the Board.

Throughout the fiscal year, estimated resources and appropriations may be amended or supplemented as circumstances
warrant. The amounts reported as the original budgeted amounts reflect the first appropriation for that fund that covered
the entirefiscal year, including amounts automatically carried over from prior fiscal years. The amounts reported asthe
final budgeted amounts represent the final appropriation amounts passed by the Board during the fiscal year.
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Perry-Hocking Educational Service Center, Ohio
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

Note 3— Changesin Accounting Principle and Restatement of Fund Balance

For the fiscal year 2004, the Educational Service Center has implemented Governmental Accounting Standards Board
(GASB) Statement No.39, “ Determining Whether Certain Organi zations are Component Units.” GASB Statement No. 39 is
an amendment to GASB Statement No. 14 and provides additional guidance to determine whether certain organizationsfor
which the primary government is not financially accountable should be reported as component units based on the nature
and significance of their relationships with the primary government.

At June 30, 2004, the Educational Service Center does not have any organizationsthat qualify asacomponent unit of the
primary government and therefore, there was no effect on fund balance as aresult of implementing GASB 39.

Restatements. Restatements were made to correct accounting errors related to prepaid expenses and capital assets.

These restatements had the following effects on fund bal ance of the major and non-major funds and net assets of the
District asthey were previously reported:

Miscellaneous
State
General Grants Nonmajor Tota
Fund Balances, June 30, 2003 $63,883 $98,745 $128,798 $291,426
Correction of Error (268) 0 268 0
Adjusted Fund Balances,

June 30, 2003 $63,615 $98,745 $129,066 $291,426
Net Assets, June 30, 2003 $1,532,207
Correction of Error (2,337)
Net Assets, June 30,2003 $1,529,870

Note 4 - 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 Statement of
Revenues, Expenditures and Changes in Fund Balances- Budget and Actual (Budget Basis) presented for the General
Fund and Miscellaneous State Grants Special Revenue Fund 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 (modified
accrual) basis are asfollows:

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

2. Expenditures are recorded when paid in cash (budget basis) as opposed to when the liability is incurred
(GAAPDbasis).

3. Encumbrances are treated as expenditures (budget basis) rather than as a reservation of fund balance (GAAP
basis).
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Perry-Hocking Educational Service Center, Ohio
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

The following table summarizes the adjustments necessary to reconcile the GAAP basis statements to the budgetary
basis statements for the General Fund and Miscellaneous State Grants Special Revenue Fund.

Net Change in Fund Balance

Miscellaneous

General State Grants
GAAPBasis $201,016 $73,723
Revenue Accruals (49,322) 52,952
Expenditure Accruals 95,935 (113,876)
Encumbrances (28,185) (134,463)
Budget Basis $219,444 ($121,664)

Note 5- Depositsand | 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 moniesmust be maintained
either as cash in the Educational Service Center Treasury, in commercial accounts payable or withdrawable on demand,
including negotiable order of withdrawal (NOW) accounts, or in money market deposit accounts.

Inactive deposits are public deposits that the Board of Education hasidentified as not required for use within the current
five year period of designation of depositories. |nactive 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 nesded forimmediate 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.

Protection of the 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.

Interim monies to 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 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;
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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 funds consisting exclusively of obligationsdescribed 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 eligible institutions;

6. The State Treasurer'sinvestment pool (STAROhIi0);

7. Certain banker's acceptance and commercial paper notes for a period not to exceed one hundred eighty
days from the purchase date in an amount not to exceed twenty-five percent of the interim moniesavailable
for investment at any one time; and,

8. Under limited circumstances, corporate debt interests rated in either of the two highest rating classifications by
at least two nationally recognized rating agencies.

Investmentsin stripped principal or interest obligations, reverse repurchase agreements and derivatives are prohibited.
The issuance of taxable notes for 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
Educational Service Center, and must be purchased with the expectation that it will be held until 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 investments to the treasurer or, if the securities are not represented by a
certificate, upon receipt of confirmation of transfer from the custodian.

Thefollowing 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.”

Deposits At fiscal year end, the carrying amount of the Educational Service Center's deposits was $797,919 andthebank
balance was $1,001,899. Of the bank balance:

1. $100,000 was covered by federal depository insurance; and

2. $901,899 was uninsured and uncollateralized. Although the securities serving as collateral were held by the
pledging financial institution’ s trust department or agent in the Educational Service Center’snameand all
State statutory requirements for the deposit of money have been followed, noncompliance with federal
reguirements could potentially subject the Educational Service Center to a successful claim by the Federd
Deposit Insurance Corporation.
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I nvestments The Educational Service Center’ sinvestments are required to be categorized to give an indication of thelevel
of risk assumed by the Educational Service Center at fiscal year end. Category 1 includes investmentsthat 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 for which the securities are held by the
counter party’ strust department or agent in the Educational Service Center’sname. Category 3 includes uninsured and
unregistered investments for which the securities are held by the counterparty, or by itstrust department or agent but not
inthe Educational Service Center’sname. STAROhio isan unclassified investment sinceit is not evidenced by securities
that exist in physical or book entry form.

Fair
Value
STAR Ohio $403,795

The classification of cash and cash eguivalents and investments on the combined financial statementsisbased on criteria
set forth in GASB Statement No. 9. A reconciliation between the classifications of cash and investments an the combined
financia statements and the classification per GASB Statement No. 3isasfollows:

Cash and Cash
Equivalents/
Deposits Investments
GASB Statement 9 $1,201,714 $0
STAR Ohio (403,795) 403,795
GASB Statement 3 $797,919 $403,795

Note 6 — State Funding

The Educational Service Center isfunded by the State Department of Education for the cost of Part (A) of their budget.
Thisfunding is provided from State resources.

Part (B) of the budget is provided by thelocal school districtsto which the Educational Service Center provides services
and by the State Department of Education. Each local school district’s portion is determined by multiplying the average
daily membership of the local school district (the total number of students enrolled) by $6.50.

Thisamount is deducted by the State Department of Education from that local school district’s resources provided under
the State’ s School Foundation Program. The Department of Education’ s portionisdetermined by multiplying the sum of
the average daily memberships of all of thelocal school districts served by the Educational Service Center by $37. This
amount is provided from State resources.

If additional funding is needed by the Educational Service Center, and if amgjority of the Boards of Education of thelocal

school districts served by the Educational Service Center approve, the cost of Part (B) of the budget can be increased.
The portion that isin excess of the original funding calculation is shared by all of thelocal school districts served by the
Educational Service Center through additional reductionsin their resources provided through the School Foundation
Program. The State Board of Education initiates and supervises the procedure under which the local school districts
approve or disapprove the additional apportionment.

29



Perry-Hocking Educational Service Center, Ohio
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2004

Note 7 - Receivables

Receivables at June 30, 2004, consisted of accounts and intergovernmental grants. All receivables are considered
collectiblein full dueto the stable condition of State programs, and the current fiscal year guarantee of federal funds. All
receivables are expected to be collected in one year.

A summary of the principal items of intergovernmental receivables follows:

Intergovernmental Receivables Amounts
Major Fund:
General Fund $291,479

Miscellaneous State Grant Fund:
Appalachian Science Institute 18,557

Non-Major Special Revenue Funds:

Regional Pathwise 2,000
Adult Basic Literacy Education 7,998
Community Service 5,437
Public Preschool 12,173
Drug Free Schools 11,146
Total Nonmajor Special Revenue Funds 38,754
Total Intergovernmental Receivables $348,790
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Note 8- Risk Management
A. Property and Liability

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 2004, the Educational
Service Center joined together with other school districtsin Ohio to participate in the Ohio School Plan (OSP), apublic
entity insurance purchasing pool. Each individual school district and educational service center entersinto an agreement
with the OSP and its premium is based on types of coverage, limits of coverage, and deductibles that it selects. The
Educationa Service Center pays this annual premium to the OSP. (See Note 16)

The types and amounts of coverage provided by the Ohio School Plan are asfollows:

General Liability:
Each Occurrence $1,000,000
Aggregate Limit 3,000,000
Products - Completed Operations Aggregate Limit 1,000,000
Personal and Advertising injury Limit - Each Offense 1,000,000
Fire Damage Limit - Any One Event 500,000
Excess Liability:
Each Occurrence 1,000,000
Aggregate Limit 2,000,000
Employer's Liability:
Each Occurrence 1,000,000
Disease - Each Employee 1,000,000
Disease - Policy Limit 1,000,000
Employee's Benefits Liability:
Each Occurrence 1,000,000
Aggregate Limit 3,000,000

Settled claims have not exceeded the commercial coverage in any of the past three fiscal years. There has been no
significant reduction in coverage from the prior year.

B. Workers' Compensation

For fiscal year 2004, the Educational Service Center participated in the Ohio School Boards Association Workers'
Compensation Group Rating Plan (GRP), an insurance purchasing pool (Note 16). Theintent of the GRPisto achievethe
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 members is calculated as one
experience and a common premium rate is applied to al members in the GRP. Each participant pays its workers
compensation premium to the State based on the rate for the GRP rather than itsindividual rate. Total savings are then
calculated and each participant’ sindividual performance is compared 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 equaly in the overall performance of the GRP. Participationin
the GRP islimited to members that can meet the GRP' s selection criteria. The firm of Gates McDonald & Co. provides
administrative, cost control and actuarial servicesto the GRP.
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C. Employee Dental and Vision Benefits

Dental and vision insurance is offered to employees through a self-insurance internal service fund. The fund is
responsible for $76,304 in claims per individual per year. After that, stop-loss covers up to a lifetime maximumof
$1,000,000 per covered classified person and $2,500,000 per covered certified and exempt person. Settled claims have not
exceeded this coverage in any of the past three fiscal years.

The claimsliability of $3,337 reported in the internal service fund at June 30, 2004, is based upon an estimate provided by
the third party administrator and the requirements of Governmental Accounting Standards Board Statement No. 30, “Risk
Financing Omnibus’, which requires that a liability for unpaid claims costs, including estimates of costs relating to
incurred but not reported claims, be reported if information prior to issuance of the financial statementsindicatesthat itis
probable that a liability has been incurred at the date of the financial statements and the amount can be reasonably
estimated. The estimate was not affected by incremental claim adjustment expenses and does not include other allocated
or unallocated claim adjustment expenses. Changesin claims activity for the past two fiscal yearsare asfollows:

Beginningof  Current Y ear Claims End of

Y ear Claims Payments Y ear
2003 $8,864 $62,854 $59,106 $12,612
2004 12,612 55,822 65,097 3,337
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Note 9— Capital Assets

Capital asset activity for the fiscal year ended June 30, 2004, was as follows:

Balance at Baance at
6/30/2003** Additions Deletions 06/30/04
Capital Assets:
Capital Assets not being Depreciated:
Land and Land Improvements $245 523 $0 $0 $245,523
Depreciable Capital Assets:
Buildings and Improvements 1,032,013 0 0 1,032,013
Furniture, Fixtures, and Equipment 409,393 90,635 (36,511) 463,517
Vehicles 22,981 0 (5,400) 17,581
Tota Depreciable Capital Assets 1,464,387 90,635 (41,911) 1,513,111
Less Accumulated Depreciation:
Buildings and Improvements (21,191) (41,310) 0 (62,501)
Furniture, Fixtures, and Equipment (179,307) (80,863) 12,427 (247,743)
Vehicles (5,966) (2,116) 1,620 (6,462)
Total Accumulated Depreciation (206,464) (124,289) * 14,047 (316,706)
Total Capital Assetsbeing
Depreciated, Net 1,257,923 (33,654) (27.864) 1,196,405
Capital Assets, Net $1,503,446 ($33,654) ($27,864) $1,441,928

** AsRestated , See Note 3
* Depreciation expense was charged to governmental functions as follows:

Instruction:
Regular $13,725
Specid 2,157
Adult/Continuing 2,146
Support Services:
Pupils 6,441
Instructional Staff 13,263
Administration 66,640
Fiscal 2,400
Operation and Maintenance of Plant 16,802
Central 270
Pupil Transportation 445
Total Depreciation Expense $124,289
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Note 10 - Defined Benefit Pension Plans
A. School Employees Retirement System

The Educational Service Center contributesto the School Employees Retirement System (SERS), a cost-sharingmultiple
employer defined benefit pension plan. 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 Chapter 3309 of the Ohio Revised Code. SERS issues apublicly available, stand-alonefinancial report that
includes financial statements and required supplementary information. That report may be obtained by writing to the
School Employees Retirement System, 300 East Broad Street, Suite 100, Columbus, Ohio 43215-3476, or by calling
(614)222-5853.

Plan members are required to contributelO percent of their annual covered salary and the Educational Service Center is
required to contribute at an actuarially determined rate. The current Educational Service Center rate is 14 percent of
annual covered payroll. The contribution requirements of plan members and employers are established and may be
amended, up to a statutory maximum amount, by the SERS' Retirement Board. The Educational Service Center’ srequired
contributions for pension obligations to SERS for the fiscal years ended June 30, 2004, 2003, and 2002, were $82,045,
$81,058, and $49,198, respectively; 51 percent has been contributed for fiscal year 2004 and 100 percent for fiscal years
2003 and 2002.

B. State Teachers Retirement System

The Educational Service Center participatesin the State Teachers Retirement System of Ohio (STRS Ohio), a cost-dharing,
multiple-employer public employee retirement system. STRS Ohio provides retirement and disability benefits to members
and death and survivor benefits to beneficiaries. STRS Ohio issues a stand-alone financial report that may be obtained
by writing to STRS Ohio, 275 E. Broad St., Columbus, OH 43215-3371, by calling (614) 227-4090, or by visiting the STRS
Ohio web site at www.strsoh.org.

STRS Ohio isastatewide retirement plan for licensed teachers and other faculty members employed in the public schools
of Ohio or any school, college, university, institution or other agency controlled, managed and supported, in wholeor in
part, by the state or any political subdivision thereof.

New members have a choice of three retirement plan options. In addition to the Defined Benefit (DB) Plan, new members
are offered a Defined Contribution (DC) Plan and a Combined Plan. The DC plan alows membersto alocate all their
member contributions and employer contributions equal to 10.5 percent of earned compensation. The Combined Plan
offersfeatures of the DC Plan and the DB Plan. In the Combined Plan, member contributions are allocated by the member,
and employer contributions are used to fund the defined benefit payment at a reduced level from the regular DB Plan.
Contributionsin to the DC plan and the Combined Plan are credited to member accounts as employers submit their payroll
information to STRS Ohio, generally on a biweekly basis. DC and Combined Plan memberswill transfer to the Defined
Benefit Plan during their fifth year of membership unless they permanently select the DC or Combined Plan.

The DB Plan Benefits are established under Chapter 3307 of the Revised Code. Any member may retire who has (i) five
years of service credit and attained age 60; (ii) 25 years of service credit and attained age 55; or (iii) 30 years of service
credit regardless of age. The annual retirement allowance, payablefor life, isthe greater of the “formula benefit” or the
“money-purchase benefit” calculation. Under the “formula benefit,” the retirement allowance is based on years of
credited service and final average salary, which isthe average of the member’ s three highest salary years.
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The annual allowanceis calculated by using abase percentage of 2.2% multiplied by the total number of years of service
credit (including Ohio-valued purchased credit) timesthefinal average salary. The 31% year of earned Ohio service credit
is calculated at 2.5%. An additional one-tenth of a percent is added to the calculation for every year of earned Ohio
service over 31 years (2.6% for 32 years, 2.7% for 33 years and so on) until 100% of final average salary reached. For
members with 35 or more years of Ohio contributing service, thefirst 30 yearswill be calculated at 2.5% instead of 2.2%.
Under the “money-purchase benefit” calculation, amember’ s lifetime contributions plus interest at specified rates are
matched by an equal amount from other STRS Ohio funds.

This total is then divided by an actuarially determined annuity factor to determine the maximum annual retirement
allowance.

The DC Plan Benefits are established under Sections 3307.80 to 3307.89 of the Revised Code. For memberswho select the
DC Plan, all member contributions and employer contributions at arate 10.5% are placed in an investment account. The
member determines how to allocate the member and employer money among various investment choices. A member is
eigibleto receive aretirement benefit at age 50 and termination of employment. The member may elect to receive alifetime
monthly annuity or lump-sum withdrawl. Employer contributions into members’ accounts are vested after the first
anniversary of thefirst day of paid service. Members in the DC Plan who become disabled are entitled only to their
account balance. |f a member dies before retirement benefits begin, the member’ s designed beneficiary is entitled to
receive the member’ s account balance.

Member contributions for the Combined Plan Benefits are allocated by the member, and employer contributions are used
to fund a defined benefit payment. A member’s defined benefit is determined by multiplying 1% of the member’sfinal
average salary by the member’ s years of service credit. The defined benefit portion of the Combined Plan payment is
payable to amember on or after age 60. The defined contribution portion of the account may be taken as alump sum or
converted to alifetime monthly annuity at age 50.

Eligible faculty of Ohio ‘s public colleges and universities may choose to enroll in either STRS Ohio or an alternative
retirement plan (SRP) offered by their employer. Employees have 120 days from their employment date to select a
retirement plan.

A retiree of STRS Ohio or another Ohio public retirement system is eligible for reemployment as ateacher following the
elapse of two months from the date of retirement. Contributions are made by the reemployed member and employer
during the reemployment. Upon termination of reemployment or age 65, whichever comes later, theretireeiseligiblefor a
money-purchase or alump-sum payment in addition to the original retirement allowance.

Benefits areincreased annually by 3% of the original base amount.

The Defined Benefit and Combined Plans offer accessto health care coverage to eligible retirees who participated in the
plans and their eligible dependents. Coverage under the current program includes hospitalization, physicians’ fees,
prescription drugs and partial reimbursement of monthly Medicare Part B premiums. By Ohio law, health care benefitsare
not guaranteed.

A Defined Benefit or Combined Plan member with five or more years' credited service who becomes disabled may qudify
for adisability benefit. Eligible spouses and dependents of these active members who die before retirement may qualify
for survivor benefits. A death benefit of $1,000 is payable to the beneficiary of each deceased retired member who
participated in the Defined Benefit Plan. Death benefit coverage up to $2,000 can be purchased by participantsin the DB,
DC or Combined Plans. Various other benefits are available to members’ beneficiaries.
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For the fiscal year ended June 30, 2003, plan memberswere required to contribute 9.3 percent of their annual covered
salaries. The Educational Service Center was required to contribute 14 percent; 13 percent was the portion used to fund
pension obligations. Contribution rates are established by the State Teachers Retirement Board, upon recommendations
of its consulting actuary, not to exceed statutory maximum rates of 10% for members and 14% for employers. Effective
July 1, 2003, the member contribution rate increased to the statutory maximum of 10 percent.

The Educational Service Center’srequired contributions for pension obligationsfor thefiscal years ended June 30, 2004,
2003, and 2002, were $119,572, $292,178, and $225,109, respectively; 66 percent has been contributed for fisca year 2004
and 100 percent for fiscal years 2003 and 2002.

Note 11 - Postemployment Benefits

The Educational Service Center provides comprehensive health care benefits to retired teachers and their dependents
through the State Teachers Retirement System (STRS), and to retired non-certificated employees and their dependents
through the School Employees Retirement System (SERS). Benefitsinclude hospitalization, physicians fees, prescription
drugs and reimbursement of monthly Medicare premiums. Benefit provisions and the obligations to contribute are
established by the Systems based on authority granted by State statute. Both systems are funded 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 cost 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 STRSfundsis
included in the employer contribution rate, currently 14 percent of covered payroll. For the fiscal year ended June 30,
2003, the STRS Board allocated employer contributions equal to 1 percent of covered payroll to the Health Care Reserve
Fund. For the Educational Service Center, thisamount equaled $25,518 for fiscal year 2004.

STRS pays hedlth care benefits from the Health Care Reserve Fund. At June 30, 2003, (the latest information available) the
balance in the Fund was $2.8 hillion. For the year ended June 30, 2003, net health care costs paid by STRS were
$352,301,000 and STRS had 108,294 €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. Effective January 1, 2004, all retirees and beneficiaries are required to pay a
portion of their health care premium. The portion is based on years of service, Medicare eligibility, and retirement status.
A safely net isin place for retirees whose household income falls below federal poverty levels. Premiums are reduced by
50% for those who apply.

After the allocation for basic benefits, the remainder of the employer’s 14 percent contribution is allocated to providing
health care benefits. At June 30, 2004, employer contributionsto fund health care benefitswere 4.91 percent. In addition,
SERS levies asurcharge to fund health care benefits equal to 14 percent of the difference between minimum pay and the
member’s pay, pro-rated for partial service credit. For fiscal year 2004, the minimum pay was established at $24,500. 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 care fund. For the School District, the amount contributed to fund health care benefits,
including the surcharge, during the 2004 fiscal year equaled $83,735.

Health care benefits are financed on a pay-as-you-go basis. Thetarget level for the health carereserveis 150 percent of
the annual health care expenses, before premium deduction. Gross expenses for health care at June 30, 2004 were
$223,443,805 and the target level was $335.2 million. At June 30, 2004, the Retirement System’s net assets available for
payment of health care benefits was $300.8 million. SERS has approximately 62,000 participants receiving health care
benefits.
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Note 12- Employee Benefits
A. Insurance Benefits

The Educational Service Center provideslife insurance and accidental death and dismemberment insuranceto classified
and administrative employees.

Health insuranceis provided by Anthem Blue Cross and Blue Shield. Monthly premiumsfor this coverage are $942.28 for
family coverage and $354.36 for single coverage. The School District pays 90% of both family and single coverage
premiums.

B. Compensated Absences

The criteria for determining vacation and sick leave benefits are derived from negotiated agreements and State laws.
Classified employees earn five to twenty days of vacation per fiscal year, depending upon length of service. At fiscal
year end, up to ten vacation days can be carried over for not more that one fiscal year. Accumulated, unused vacation
timeispaid to classified employees and administrators upon termination of employment. Teachers do not earn vacation
time.

Teachers, administrators, and classified employees earn sick |eave at the rate of one and one-fourth daysper month. Sick
leave accumulation shall be cumulative up to 260 days. Upon retirement, payment is made to employees at 25 percent up
to amaximum of 50 days.

Note 13— Capital L eases— L essee Disclosure

The Educational Service Center has entered into capitalized |easesfor a copier and afax. Each |ease meetsthe critaiacfa
capital lease as defined by the Statement of Financial Accounting Standards No. 13, “Accounting for Leases,” which
defines a capital lease generally as one which transfers benefits and risks of ownership to the lessee. Capital lease
payments are reflected as debt service expendituresin the fund financial statements. The capital |eases payable have
been recorded on the government-wide statements.

Future minimum lease payments through 2007 are as follows:

Y ear Amount
2005 $12,562
2006 12,562
2007 12,562
2008 4187
Total 41,873
Less: Amount Representing I nterest (6,029
Present Value of Net Minimum

L ease Payments $35,844
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The equipment was originally capitalized in the amount of $58,736. This amount represents the present value of the
minimum lease payments at the time of acquisition. Principal payments in fiscal year 2004 totaled $9,553 in the
governmental funds.

Property Under Capital Lease $58,736
Less: Accumulated Depreciation (21,808)
Total June 30, 2004 $36,928

Note 14 - Long-Term Obligations

Changesin long-term obligations of the Educational Service Center during fiscal year 2004 were asfollows:

Principal Principal Amounts
Outstanding Outstanding Duein
06/30/03 Additions Deductions 6/30/04 OneYear
Governmental Activities:
Capita Leases $45,397 $0 $9,553 $35,844 $9,286
Sick Leave Benefits 219,970 0 121,605 98,365 0
Total Governmental Activities
Long-Term Liabilities $265,367 $0 $131,158 $134,209 $9,286

Capital leases will be paid from the General Fund. Sick leave benefits will be paid from the fund from which the
employees' sdaries are paid. These funds include the General Fund, and the Public Preschool, Miscellaneous State
Grants, and Adult Basic Literacy Education Special Revenue Funds.

Note 15 - Jointly Gover ned Organizations

A. Southeast Ohio Voluntary Educational Consortium

The Southeast Ohio Voluntary Educational Consortium (SEOVEC) isajointly governed organization created asaregiona
council of governments pursuant to State statutes. SEOVEC provides financial accounting services, educational
management information, and cooperative purchasing services to its members. Each member pays afee annually for
services provided by SEOVEC.

SEOVEC isgoverned by agoverning board which is selected by the members. Each member has one votein all matters,

and each member's control over budgeting and financing of SEOVEC is limited to its voting authority and any

representation it may have on the governing board. SEOVEC operateswith itsown Treasurer. The continued existence
of SEOVEC is not dependent on the School District’ scontinued participation and no equity interest exists. SEOVEC has
no outstanding debt. During fiscal year 2004, the Educational Service Center paid $8,537 to SEOVEC. To obtain financial

information write to the Southeast Ohio Voluntary Educational Consortium, Bobbi Weidner, Treasurer, 221 North
Columbus Road, Athens, Ohio 45701.

B. Tri-County Joint Vocational School District

The Tri-County Joint Vocational School District isadistinct political subdivision of the State of Ohio operated under the
direction of aBoard consisting of eleven representatives from the various City, County, and Educational Service Center
Boards within Athens, Hocking, and Perry Counties. The Board possesses its own budgeting and taxing authority.
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To obtain financial information write to the Tri-County Joint Vocational School District, Laura Carney, Treasurer, 15676
State Route 691, Nelsonville, Ohio, 45764.

C. Mid-East Ohio Joint Vocational School District

The Mid-East Ohio Joint Vocational School District isadistinct political subdivision of the State of Ohio operated under
the direction of a Board consisting of thirteen representatives from the various City, County, and Educational Service
Center Boards within Perry, Guernsey, and Muskingum Counties. The Board possesses its own budgeting and taxing
authority. To obtain financial information write to the Mid-East Ohio Joint Vocational School District, Cindy Nye,
Treasurer, 1965 Chandlersville Road, Zanesville, Ohio, 43701.

D. Coalition of Rural and Appalachian Schools

The Coadlition of Rural and Appalachian Schools consists of over one hundred school districts and educational service
centers in southeastern Ohio. The Coalition is operated by a fourteen member Board which consists of one
superintendent from each County elected by the school districtsand educational service centerswithin that County. The
Council providesvarious servicesfor school district and education service center administrative personnel; gathers data
regarding conditions of education in the region; cooperates with other professional groups to assess and develop
programs designed to meet the needs of member districts; and provides staff development programs for member
personnel. The Coalition isnot dependent upon the continued participation of the Educational Service Center and the
Educational Service Center does not maintain an equity interest in or afinancial responsibility for the Coalition. The
Educational Service Center paid the Coalition of Rural and Appal achian Schools $900 for services provided during the
year.

Note 16 - I nsurance Pur chasing Pool

A. Ohio School Boards Association Workers' Compensation Group Rating Program

The Educational Service Center participates in the Ohio School Boards Association Workers' Compensation Group
Rating Program (GRP), an insurance purchasing pool. The GRP:sbusiness and affairs are conducted by athree 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 pay an enrollment fee to the GRP to cover the costs of administering the program.

B. Ohio School Plan

The Educational Service Center participates in the Ohio School Plan (OSP), an insurance purchasing pool. The Ohio
School Plan (OSP) is created and organized pursuant to and as authorized by Section 2744.081 of the Ohio Revised Code.
The OSP is an unincorporated, non-profit association of its members and an instrurrentality for each member for the
purpose of enabling members of the Plan to provide for aformalized, joint insurance purchasing program to maintain
adeqguate insurance protection, risk management programs and other administrative services. The OSP’ s businessand
affairs are conducted by afifteen member Board of directors consisting of member superintendents and treasurers, aswell
as the president of Harcum-Hyre Insurance Agency, Inc. and apartner of the Hylant Group, Inc. Hylant Group, Inc. isthe
Administrator of the OSP and is responsible for processing claims. HarcumHyre Insurance Agency, Inc. isthe salesand
marketing representative, which establishes agreements between OSP and member schools.

Note 17 - Contingencies
Grants
The Educational Service Center receivesfinancial assistance from federal and state agenciesin the form of grants. The

disbursement of funds received under these programs generally requires compliance with terms and conditions specified
in the grant agreements and are subject to audit by the grantor agencies.
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Any disallowed claims resulting from such audits could become aliability of the general fund or other applicable funds.
However, in the opinion of management, any such disallowed claimswill not have a material adverseeffect ontheoveral
financial position of the Educational Service Center at June 30, 2004.

Note 18 - State School Funding Decision

On December 11, 2002, the Ohio Supreme Court issued its latest opinion regarding the State’ s school funding plan. The
decision reaffirmed earlier decisions that Ohio’s current school-funding plan is unconstitutional. The Supreme Court
relinquished jurisdiction over the case and directed “...the Ohio General Assembly to enact a school-funding schemethat
is thorough and efficient...”

On March 4, 2003, the Plaintiffs filed amotion with the Common Pleas Court of Perry County requesting that such Court
schedule and conduct a conference to address the State’ s compliance with the orders of such Court and the Supreme
Court. On May 16, 2003, the Ohio Supreme Court granted a Writ of Prohibition as filed by the State and ordered the
Common Pleas Court of Perry County to dismiss the motion for acompliance conference. The Ohio Supreme Court further
stated again its ruling made on December 11, 2002.

The School District is currently unable to determine what effect, if any, this decision will have on its future State funding
and on itsfinancial operations.
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Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance With Government Auditing Standards

Members of the Board

Perry-Hocking Educational Service Center
1605 Airport Road

New Lexington, Ohio 43764

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the Perry-Hocking Educational Service Center (the Educational Service Center), as of
and for the year ended June 30, 2004, and have issued our report thereon dated December 17, 2004. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicableto financial audits contained in Gover nment Auditing Standards, issued by the Comptroller General of the
United States.

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 al matters in the internal control over the
financial reporting that might be material weaknesses. A material weakness is a reportable condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low level the
risk that misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within atimely period by employeesin the normal course of
performing their assigned functions. We noted no mattersinvolving the internal control over financial reporting and
its operation that we consider to be material weaknesses.

Compliance over Other Matters

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, regulation,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards

This report is intended solely for the information and use of the audit committee, management, and Board of
Education and is not intended to be and should not be used by anyone other than these specified parties.

Balestra, Harr & Scherer, CPAs, Inc.
Balestra, Harr & Scherer, CPAS, Inc.

December 17, 2004
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