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INDEPENDENT ACCOUNTANTS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

REQUIRED BY GOVERNMENT AUDITING STANDARDS 
 
 
City of Fairborn 
Greene County 
44 West Hebble Avenue 
Fairborn, Ohio  45324-4999 
 
To the Mayor and the City Council: 
 
We have audited the financial statements of the governmental activities, the business-type activities, each 
major fund, and the aggregate remaining fund information of the City of Fairborn, Greene County, (the 
City) as of and for the year ended December 31, 2006, which collectively comprise the City’s basic 
financial statements and have issued our report thereon dated June 8, 2007.  We conducted our audit in 
accordance with auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in the Comptroller General of the United States’ Government 
Auditing Standards. 

 
Internal Control Over Financial Reporting 

 
In planning and performing our audit, we considered the City’s internal control over financial reporting as 
a basis for designing our audit procedures for expressing our opinions on the financial statements, but not 
to opine on the effectiveness of the City’s internal control over financial reporting.  Accordingly, we have 
not opined on the effectiveness of the City’s internal control over financial reporting. 
 
Our consideration of internal control over financial reporting was for the limited purpose described in the 
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial 
reporting that might be significant deficiencies or material weaknesses.  However, as discussed below, 
we identified certain deficiencies in internal control over financial reporting that we consider significant 
deficiencies. 
 
A control deficiency exists when the design or operation of a control does not allow management or 
employees, in performing their assigned functions, to prevent or detect misstatements on a timely basis.  
A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely 
affects the City’s ability to initiate, authorize, record, process, or report financial data reliably in 
accordance with its applicable accounting basis, such that there is more than a remote likelihood that the 
City’s internal control will not prevent or detect a more-than-inconsequential financial statement 
misstatement. 
 
We consider the following deficiencies described in the accompanying schedule of findings to be 
significant deficiencies in internal control over financial reporting: 2006-001 through 2006-005. 
 
A material weakness is a significant deficiency, or combination of significant deficiencies resulting in more 
than a remote likelihood that the City’s internal control will not prevent or detect a material financial 
statement misstatement. 
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Internal Control Over Financial Reporting 
(Continued) 

 
Our consideration of the internal control over financial reporting was for the limited purpose described in 
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control 
that might be significant deficiencies and accordingly, would not necessarily disclose all significant 
deficiencies that are also material weaknesses.  We believe none of the significant deficiencies described 
above are material weaknesses. 
 
We also noted certain internal control matters that we reported to the City’s management in a separate 
letter dated June 8, 2007. 
 

Compliance and Other Matters 
 
As part of reasonably assuring whether the City’s financial statements are free of material misstatement, 
we tested its compliance with certain provisions of laws, regulations, contracts, and grant agreements, 
noncompliance with which could directly and materially affect 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 an opinion.  The results of our tests disclosed instances of 
noncompliance or other matters that we must report under Government Auditing Standards which are 
described in the accompanying schedule of findings as items 2006-006 through 2006-008. 
 
We also noted certain noncompliance or other matters not requiring inclusion in this report that we 
reported to the City’s management in a separate letter dated June 8, 2007. 
 
The City’s responses to the findings identified in our audit are described in the accompanying schedule of 
findings. We did not audit the City’s responses and, accordingly, we express no opinion on them. 
 
We intend this report solely for the information and use of the audit committee, management, the Mayor 
and the City Council.  We intend it for no one other than these specified parties. 
 
 
 
 
 
Mary Taylor, CPA 
Auditor of State 
 
June 8, 2007 
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CITY OF FAIRBORN 
GREENE COUNTY 

 
SCHEDULE OF FINDINGS 

DECEMBER 31, 2006 
 

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

 
FINDING NUMBER 2006-001 

 
Significant Deficiency - Capital Assets 
 
The City’s draft Fixed Asset Accounting Policies and Procedures stated that assets purchased will be 
recorded at historical cost.  Historical cost includes the purchase price as well as other costs incurred to 
prepare the asset for its intended use such as freight and insurance.  The depreciation section of the 
policy stated that general fixed assets and assets acquired and used by proprietary funds or 
nonexpendable trust funds will be depreciated over their useful life on a straight line basis. In the year of 
acquisition, and in the year of disposal, a half year of depreciation is recorded.  Useful life for depreciating 
building improvements is listed at 360 months (30 years). 
 
During 2006 the City did not use the correct useful life for depreciating building improvements.  This led to 
the beginning accumulated depreciation being overstated by $2,015,439 for business type activities and 
the current year’s depreciation expense being overstated by $132,070.  An audit adjustment to the 
accompanying financial statements and notes to the financial statements was required to correctly 
present the balances.  Additionally, the City did not capitalize all related costs incurred, including erosion 
controls, to prepare roads for their intended use and also did not depreciate the governmental 
infrastructure for half a year during the year of acquisition. 
 
Policies and procedures should be developed and implemented to verify that all depreciable capital 
assets are depreciated using the correct useful lives and depreciation is taken in accordance with the 
City’s Fixed Asset Accounting Policies and Procedures.  All related costs associated with putting an asset 
in operation should be capitalized.  Failure to do so could result in material misstatements in the financial 
statements and inaccurate valuation of assets on the City’s system. 
 
Officials Response:  The City will take steps to correct the depreciation in the fixed asset system upon 
implementing the new fixed asset accounting system in 2008.  The City will adopt procedures to ensure 
that all subsequent assets are reported in the fixed asset system with the appropriate useful life and that 
all costs related to the assets are capitalized.  A GAAP adjustment will be made for the depreciation 
related to prior period assets until the system is corrected in 2008. 
 

FINDING NUMBER 2006-002 
 
Significant Deficiency - Other Revenue 
 
Other revenue is money collected by the City from minor sources which do not form a significant part of 
its normal activities.  The following receipts posted by the City as other revenue were not properly 
classified: 
 

• Cable TV Franchise Fees – The City had a 5% franchise fee rate on the total revenues of the 
cable company.  The illustrative statements in Governmental Accounting Standards Board 
(GASB) Statement 34 (Exhibit B-1, for example) display franchise “taxes” as a general revenue, 
and question 7.182 deals with revenue that is based on a percentage of business’ gross 
receipts and concludes that it should be reported as general revenue. In this case the fees 
were like an income or sales tax.  The total amount of franchise fees posted as other revenue 
was $301,318 in the General Fund.  This amount should be posted as other taxes. 
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FINDING NUMBER 2006-002 
(Continued) 

 
• The City charged various governmental entities for boarding prisoners in its jail.  This amount 

should have been reported as charges for services as they were being paid for boarding the 
respective subdivision’s inmates.  Total amount of prisoner care posted as other revenue was 
$48,735 in the General Fund. 

 
• The City’s General Fund loaned $712,891 to the Special Assessments Construction Fund and 

$110,294 to the County Motor Vehicle License Tax Fund in 2005.  The Special Assessments 
Fund repaid the full amount of loan plus $19,475 in interest for a total payment of $732,366 to 
the General Fund in September 2006.  The County Motor Vehicle License Tax Fund repaid 
$36,765 of the principal and an additional $4,798 in interest for a total payment of $41,563 to 
the General Fund in October 2006.  The receipts were posted as other revenue.  These 
amounts should have been posted as other financing sources with a separate line item for 
principal and interest. 

 
• The City’s payroll department withheld the employee’s portion of health insurance from its 

employees and remitted it to the City’s general bank account.  The City combined the employee 
and employer portion of the health insurance premiums and paid the insurance invoices in one 
check from the general account each month.  The City receipted the employee’s withholdings 
for health insurance as other revenue throughout the year thus overstating its revenues and 
expenditures since the employee’s portion of the health insurance premiums had already been 
booked with gross salaries and then it was booked again as health insurance premium 
payments.  The corresponding receipt of the employee’s premiums as other revenue zeroed 
out the overstatement of expenditure for reconciliation purposes but resulted in the total 
receipts and expenditures being overstated by $333,900. 

 
• The City received contributions for the Victim Assistance program from various subdivisions 

and transferred money from the General Fund to the Victim Witness Fund.  The City receipted 
this amount as other revenue.  Money received from other governmental entities should be 
booked as intergovernmental and money transferred from the General Fund should be booked 
as Transfer In and Out in the respective funds.  The total misstatement amount was $56,700. 

 
• The City billed and collected money for various services performed on individual properties.  

The amount was booked as other revenue but should have been booked as Charges for 
Services. The total misstatement amount was $9,796. 

 
Procedures should be established and implemented to verify that the City properly classifies all its 
revenues and expenditures.  Failure to do so could result in material misstatements on the City’s financial 
statements. 
 
Officials Response:  The City will classify the Cable Franchise fees as other taxes on its cash basis 
statements beginning in 2007.  The City will classify the prisoner care revenue as charges for services on 
its cash basis statements beginning in 2007.  The City will classify the advance repayment as other 
financing sources on the cash basis statements beginning in 2007.  The City will continue to write one 
check to the health/dental insurance provider each month.  However, when the 15% is deducted from the 
employees’ payroll, a revenue reduction will be done to eliminate the overstated revenue and to reduce 
the overstated expenditure.  This will be implemented beginning in 2007.  The City contribution to the 
Victim Witness Assistance program will be booked as a transfer from the General Fund to the Victim 
Witness Assistance Fund and the contributions from other agencies will be booked as intergovernmental 
revenue beginning in 2007.  The City will book revenue derived from services performed on individual 
properties as charges for services. 
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FINDING NUMBER 2006-003 
 
Significant Deficiency - Income Tax Filings 
 
The City of Fairborn has mandatory filing that requires all residents, 18 years of age or older to file a city 
tax return for each year (or partial year) of residency.  There was no maximum age or minimum income 
limit to this requirement.  Residents were required to file a tax return even if no tax is due. 

 
Twenty five residents with utility accounts (Water, Sewer, Sanitation) were selected to verify that required 
tax returns had been filed.  There was no indication that six or 24% of these residents filed their tax 
returns for 2005 and prior years.  The City did not have procedures in place to verify that all required tax 
returns were filed. 

 
Procedures should be developed and implemented to verify that all required returns are being filed by the 
April deadline.  Implementation of such procedures would help detect tax evasions and delinquencies and 
should increase the tax revenue for the City. 
 
Officials Response:  We are in agreement with this finding and have taken steps to correct this in the 
future.  In the past, staffing levels have only allowed the City time to audit returns and not to perform 
many hard collection or cross matching activities to verify mandatory filing.  In September 2007, the City 
will begin using the Regional Income Tax Agency to collect our income tax receipts.  This will allow more 
time for in-house staff to conduct audits and identify non-filers. 
 

FINDING NUMBER 2006-004 
 

Significant Deficiency - Health Serve SAS 70 Report 
 
The City delegated emergency medical services (EMS) billing and collection services to a third-party 
administrator.  The City prepared individual EMS run forms which were submitted to the service 
organization, in the name of the City, for billing and collection.  Payments were received directly by the 
City and posted to the general ledger.  The City did not establish procedures to determine whether the 
service organization had sufficient controls in place and operating effectively to reduce the risk that these 
services had not been completely and accurately processed in accordance with the City’s contract. 
 
The City should assure the completeness and accuracy (including eligibility and allowability) of health 
insurance claims processed by its third-party administrator. Statement on Auditing Standards (SAS) No. 
70, as amended, prescribes standards for reporting on service organizations.  An unqualified Type Two 
Report on Policies and Procedures Placed in Operation and Tests of Operating Effectiveness in 
accordance with SAS No. 70 should provide the City with reasonable assurance that health insurance 
claim transactions conform to the contract. 
 
The City should consider specifying in their next contract with the third-party administrator that an annual 
Tier II SAS No. 70 audit report be performed and conducted in accordance with American Institute of 
Certified Public Accountants’ (AICPA) standards by a firm registered and considered in “good standing” 
with the Accountancy Board of the respective state.  The City should be provided a copy of the SAS 70 
report timely and should review the report’s content.  If the third-party administrator refuses to provide a 
Tier II SAS 70 report, the City should only contract with a third-party administrator that will provide such a 
report. 
 
Officials Response:  In the past the City has received a Tier I SAS 70 Report from HealthServ.  
However, based on this recommendation the City spoke with the Executive Vice President of Med3000 
(formerly Healthserve) and Med3000 has agreed to have a Tier II SAS 70 audit performed during the 
summer of 2007. 
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FINDING NUMBER 2006-005 
 
Significant Deficiency - Special Assessments 
 
A Special Assessment is a fee collected by the City for improvements or services the City provides that 
benefit an individual’s property.  In February 2006, the City billed the property owners for improvements/ 
services provided to their property during 2005.  The property owners had until July 2006 to pay for the 
improvements/ services directly to the City; after July the Council approved forwarding unpaid bills to the 
County Auditor’s office and placing assessments with the property taxes for collection. 
 
During September 2006, the City closed the assessments forwarded to the County for collection by 
booking $456,349 in memo expenditures in the General Bond Retirement fund and special assessment 
revenue in the Special Assessment fund.  This closing procedure resulted in the City booking special 
assessment revenue twice; once during the above mentioned memo transaction and again during the 
next five years when assessments were collected by the County Auditor.  The expenditures were also 
overstated by the memo expenditure amount. 
 
Procedures should be established and implemented to verify that the City does not overstate its revenues 
and expenditures.  Failure to do so could result in material misstatements on the City’s financial 
statements. 
 
Officials Response:  Procedures have been established to ensure that the City’s revenues and 
expenditures are not overstated. 
 

FINDING NUMBER 2006-006 
 
Noncompliance Citation 
 
Ohio Rev. Code Sections 5705.14 & .16 state that except in the case of transfers from the general fund, 
transfers can be made only by resolution of the taxing authority passed with the affirmative vote of two 
thirds of the members.  Transfers from the general fund require a resolution passed by a simple majority 
of the board members (i.e., a two thirds vote is not required for general fund transfers though a resolution 
is required).  Transfers require a resolution specifying the funds to pay and receive money.  This 
resolution should be separate from appropriations. 
 
The City Council did not approve any transfers during the fiscal year.  Procedures should be established 
to verify that all transfers are approved by the Council for amounts and funds before the amounts are 
transferred.  This would assist the Council in monitoring the activities of the City. 
 
Officials Response:  The City has taken legislation to Council for the transfers as budgeted in the 2007 
appropriations ordinance.  The detailed transfers will be approved in conjunction with all appropriations 
legislation in the future. 
 

FINDING NUMBER 2006-007 
 
Noncompliance Citation 
 
Ohio Rev. Code Section 5705.41(D) prohibits a subdivision or taxing entity from making any contract or 
ordering any expenditure of money unless a certificate signed by the fiscal officer is attached thereto.  
The fiscal officer must certify that the amount required to meet any such contract or expenditure has been 
lawfully appropriated and is in the treasury, or is in the process of collection to the credit of an appropriate 
fund free from any previous encumbrance.  There are several exceptions to the standard requirement 
stated above that a fiscal officer’s certificate must be obtained prior to a subdivision or taxing authority 
entering into a contract or order involving the expenditure of money.  The main exceptions are:  “then and 
now” certificates, blanket certificates, and super blanket certificates, which are provided for in sections 
5705.41(D)(1) and 5705.41(D)(3), respectively, of the Ohio Revised Code. 
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FINDING NUMBER 2006-007 
(Continued) 

 
a. “Then and Now” Certificate:  If the fiscal officer can certify that both at the time that the 

contract or order was made (“then”), and at the time that the fiscal officer is completing the 
certification (“now”), that sufficient funds were available or in the process of collection, to the 
credit of a proper fund, properly appropriated and free from any previous encumbrance, the 
District can authorize the drawing of a warrant for the payment of the amount due.  The District 
has thirty days from the receipt of the “then and now” certificate to approve payment by 
ordinance or resolution.  Amounts of less than $3,000 may be paid by the fiscal officer without a 
resolution or ordinance upon completion of the “then and now” certificate, provided that the 
expenditure is otherwise lawful.  This does not eliminate any otherwise applicable requirement 
for approval of expenditures by the District. 

 
b. Blanket Certificate:  Fiscal officers may prepare “blanket” certificates not exceeding $5,000 

against any specific line item account over a period not exceeding three months or running 
beyond the current year.  The blanket certificates may, but need not, be limited to a specific 
vendor.  Only one blanket certificate may be outstanding at one particular time for any one 
particular line item appropriation. 

 
c. Super Blanket Certificate:  The District may also make expenditures and contracts for any 

amount from a specific line-item appropriation account in a specified fund upon certification of 
the fiscal officer for most professional services, fuel, oil, food items, and any other specific 
recurring and reasonably predictable operating expense.  This certification is not to extend 
beyond the current year.  More than one super blanket certificate may be outstanding at a 
particular time for any one line item appropriation. 

 
The City did not properly certify the availability of funds prior to the purchase commitment for $43,914 or 
5.00% of the expenditures tested for 2006 and $396,120 or 5.64% of the individually significant items and 
there was no evidence that the City followed the aforementioned exceptions.  Failure to properly certify 
the availability of funds could result in misappropriation of monies and negative cash fund balances. 
Unless the exceptions noted above are used, prior certification is not only required by statute but is a key 
control in the disbursement process to assure that purchase commitments receive prior approval. 
 
To improve controls over disbursements and to help reduce the possibility that City funds will exceed 
budgetary spending limitations, the City’s Fiscal Officer should certify that the funds are or will be 
available prior to the obligation by the City.  When prior certification is not possible, “then and now” 
certification should be used.  The City should certify purchases to which section 5705.41(D) applies.  The 
most convenient certification method is to use purchase orders that include the certification language 
5705.41(D) requires to authorize disbursements.  The Fiscal Officer should sign the certification prior to 
the City incurring a commitment, and only when the requirements of 5705.41(D) are satisfied.  The Fiscal 
Officer should post approved purchase commitments to the proper appropriation code, to reduce the 
available appropriation. 
 
Officials Response:  The City understands that this is related to goods and services being 
ordered/invoiced prior to the purchase order date.  The City is taking steps to address this issue.  
Additionally, the City will begin using a “super blanket” stamp for all blanket purchase orders where there 
is more than one blanket purchase order for any one particular line item as well as “then and now” 
certificates where applicable. 
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FINDING NUMBER 2006-008 
 
Noncompliance Citation 
 
Ohio Rev. Code Section 5705.10(C) states that all revenue derived from a special levy shall be credited 
to a special fund for the purpose for which the levy was made. 

 
The City did not establish the required fund for the Police levy and all revenue derived from the levy was 
credited to the General Fund.  To verify amounts generated from the levy are spent in accordance with 
the levy requirements, the City should establish a special fund for each special levy.  Failure to do so 
could result in expenditures made from the levy receipts that are not in accordance with the levy 
requirements. 
 
Officials Response:  The City has reviewed the police levy revenue and the police expenditures.  The 
levy generates approximately $157,000 per year or 2.7% of the $5,854,000 annual police budget in 2007. 
Use of a separate fund would require large monthly transfers from the General Fund to a separate Police 
Fund to balance the departmental budget.  The establishment of this fund and the additional 
administrative time required to process transfers to this fund throughout the year and at year end does 
not lend itself to the establishment of this fund on a cost benefit or internal control standard. 
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CITY OF FAIRBORN 
GREENE COUNTY 

 
SCHEDULE OF PRIOR AUDIT FINDINGS 

DECEMBER 31, 2006 
 
 

Finding 
Number 

Finding 
Summary 

Fully 
Corrected? 

Not Corrected, Partially 
Corrected; Significantly 
Different Corrective Action 
Taken; or Finding No Longer 
Valid; Explain 

2005-001 Ohio Rev. Code Section 
5705.41(B) – 
expenditures in excess of 
appropriations 

No Partially corrected, repeated 
as a management letter 
comment. 

2005-002 Ohio Rev. Code Section 
5705.10 – negative fund 
balances 

No Partially corrected, repeated 
as a management letter 
comment 
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One First National Plaza / 130 W. Second St. / Suite 2040 / Dayton, OH 45402 
Telephone:  (937) 285‐6677         (800) 443‐9274          Fax:  (937) 285‐6688 

www.auditor.state.oh.us 

INDEPENDENT ACCOUNTANTS’ REPORT 
 
 
City of Fairborn 
Greene County 
44 West Hebble Avenue 
Fairborn, Ohio 45324-4999 
 
To the Mayor and the City Council: 
 
We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, each major fund, and the aggregate remaining fund information of the City of Fairborn, Greene 
County, Ohio (the City), as of and for the year ended December 31, 2006, which collectively comprise the 
City’s basic financial statements as listed in the table of contents.  These financial statements are the 
responsibility of the City’s management.  Our responsibility is to express opinions on these financial 
statements based on our audit.  
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in the Comptroller General of the 
United States’ Government Auditing Standards.  Those standards require that we plan and perform the 
audit to reasonably assure whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation.  We believe our 
audit provides a reasonable basis for our opinions.   
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, the business-type activities, each major fund, 
and the aggregate remaining fund information of the City of Fairborn, Greene County, Ohio, as of 
December 31, 2006, and the respective changes in financial position and where applicable, cash flows, 
thereof and the respective budgetary comparisons for the General Fund and the Fire and EMS Fund for 
the year then ended in conformity with accounting principles generally accepted in the United States of 
America.  
 
In accordance with Government Auditing Standards, we have also issued our report dated June 8, 2007, 
on our consideration of the City’s internal control over financial reporting and our tests of its compliance 
with certain provisions of laws, regulations, contracts and grant agreements and other matters.  While we 
did not opine on the internal control over financial reporting or on compliance, that report describes the 
scope of our testing of internal control over financial reporting and compliance and the results of that 
testing.  That report is an integral part of an audit performed in accordance with Government Auditing 
Standards.  You should read it in conjunction with this report in assessing the results of our audit. 
 
Management’s Discussion and Analysis is not a required part of the basic financial statements but is 
supplementary information accounting principles generally accepted in the United States of America 
requires.  We have applied certain limited procedures, consisting principally of inquiries of management 
regarding the methods of measuring and presenting the required supplementary information.  However, 
we did not audit the information and express no opinion on it.   
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We conducted our audit to opine on the financial statements that collectively comprise the City’s basic 
financial statements.  The introductory section, combining nonmajor fund statements and schedules and 
statistical tables provide additional information and are not a required part of the basic financial 
statements. We subjected the combining nonmajor fund statements and schedules to the auditing 
procedures applied in the audit of the basic financial statements. In our opinion, this information is fairly 
stated in all material respects in relation to the basic financial statements taken as a whole.  We did not 
subject the introductory section and statistical tables to the auditing procedures applied in the audit of the 
basic financial statements, and accordingly, we express no opinion on them.   
 
 
 
 
 
Mary Taylor, CPA 
Auditor of State 
 
 
June 8, 2007 
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CLERK’S CERTIFICATION 
This is a true and correct copy of the report which is required to be filed in the Office of the 
Auditor of State pursuant to Section 117.26, Revised Code, and which is filed in Columbus, Ohio. 

 
 
 
 
 
 

 
 

CLERK OF THE BUREAU 
 
CERTIFIED 
AUGUST 2, 2007 
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