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Board of Trustees

Southwestern Ohio Educational Purchasing Council
330 Corporate Center Drive, Suite 208

Vandalia, Ohio 45377

We have reviewed the Independent Auditors’ Report of the Southwestern Ohio Educational
Purchasing Council, Montgomery County, prepared by Clark, Schaefer, Hackett & Co., for the
audit period July 1, 2008 through June 30, 2010. Based upon this review, we have accepted
these reports in lieu of the audit required by Section 117.11, Revised Code. The Auditor of State
did not audit the accompanying financial statements and, accordingly, we are unable to express,
and do not express an opinion on them.

The financial statements in the attached report are presented in accordance with a regulatory
basis of accounting prescribed or permitted by the Auditor of State. Due to a February 2, 2005
interpretation from the American Institute of Certified Public Accountants (AICPA),
modifications were required to the Independent Auditors’ Report on your financial statements.
While the Auditor of State does not legally require your government to prepare financial
statements pursuant to Generally Accepted Accounting Principles (GAAP), the AICPA
interpretation requires auditors to formally acknowledge that you did not prepare your financial
statements in accordance with GAAP. The attached report includes an opinion relating to GAAP
presentation and measurement requirements, but does not imply the statements are misstated
under the non-GAAP regulatory basis. The Independent Auditors’ Report also includes an
opinion on the financial statements using the regulatory format the Auditor of State permits.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor
of State, regulations and grant requirements. The Southwestern Ohio Educational Purchasing
Council is responsible for compliance with these laws and regulations.

Do

Dave Yost
Auditor of State

March 25, 2011

88 East Broad Street, Fifth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-4514 or 800-282-0370 Fax: 614-466-4490
www. auditor.state.oh.us
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INDEPENDENT AUDITORS’ REPORT

Board of Trustees

Southwestern Ohio Educational Purchasing Council
330 Corporate Center Drive, Suite 208

Vandalia, Ohio 45377

We have audited the accompanying financial statements of the Southwestern Ohio Educational
Purchasing Council (the Council) as of and for the years ended June 30, 2010 and 2009. These financial
statements are the responsibility of the Council’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 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 that our audit provides a reasonable basis for our opinion.

As described more fully in Note 1, the Council has prepared these financial statements using accounting
practices the Auditor of State prescribes or permits. These practices differ from accounting principles
generally accepted in the United States of America. Although we cannot reasonably determine the effects
on the financial statements of the variances between these regulatory accounting practices and
accounting principles generally accepted in the United States of America, we presume they are material.

Instead of the combined funds the accompanying financial statements present, GAAP requires presenting
entity wide statements and also presenting the Council’s larger (i.e. major) funds separately. While the
Council does not follow GAAP, generally accepted auditing standards requires us to include the following
paragraph if the statements do not substantially conform to GAAP presentation requirements. The Auditor
of State permits, but does not require governments to reformat their statements. The Council has elected
not to follow GAAP statement formatting requirements. The following paragraph does not imply the
amounts reported are materially misstated under the accounting basis the Auditor of State permits. Our
opinion on the fair presentation of the amounts reported pursuant to its non-GAAP basis is in the second
following paragraph.

In our opinion, because of the effects of the matter discussed in the preceding two paragraphs, the
financial statements referred to above do not present fairly, in conformity with accounting principles
generally accepted in the United States of America, the financial position of the Council as of June 30,
2010 and 2009, or its changes in financial position or cash flows, where applicable for the years then
ended.
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Also, in our opinion, the financial statements referred to above present fairly, in all material respects, the
combined fund cash balances of the Council as of June 30, 2010 and 2009, and its cash receipts and
disbursements for the years then ended on the accounting basis Note 1 describes.

The Council has not presented Management’s Discussion and Analysis, which accounting principles
generally accepted in the United States of America has determined is necessary to supplement, although
not required to be part of, the financial statements.

In accordance with Government Auditing Standards, we have also issued our report dated January 31,
2011, on our consideration of the Council’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. 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 Standards and should be considered in assessing the results of
our audit.

[ Lok Skt el 7 £

Springfield, Ohio
January 31, 2011



SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
MONTGOMERY COUNTY

STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUND TYPE
FOR THE YEAR ENDED JUNE 30, 2010

General
Fund
Cash Receipts:
Membership Fees $ 139,919
Charges for Services 531,736
Interest Earnings 29
Member Events 99,145
Miscellaneous Receipts 1,970
Total Cash Receipts 772,799
Cash Disbursements:
Current:
General Government 749,253
Capital Outlay 43,472
Total Cash Disbursements 792,725
Net Receipts over/(under) Disbursements (19,926)
Fund Cash Balances, July 1 441,453
Fund Cash Balances, June 30 $ 421,527

The notes to the financial statements are an integral part of this statement.
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL

MONTGOMERY COUNTY

COMBINED STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS,
AND CHANGES IN FUND BALANCE - PROPRIETARY FUND TYPE

FOR THE YEAR ENDED JUNE 30, 2010

Operating Cash Receipts:

Natural Gas Remittance

Insurance Premiums from Members:
Liability, Fleet and Property
Health Benefits
Life Insurance

Prescription Rebate

Reimbursement of Claims

Charges for Services

Miscellaneous

Total Operating Cash Receipts

Operating Cash Disbursements:
Natural Gas Contractual Payments
Payment of Claims:
Liability, Fleet and Property
Health Benefits

Insurance Premiums:
Excess/Stop Loss Insurance
Life Insurance

Third Party Administrators

Wellness Programs

Program Administration

Other Contractual Services

Miscellaneous
Total Operating Cash Disbursements

Operating Receipts over/(under)
Operating Disbursements

Non-Operating Cash Receipts:
Interest Earnings

Receipts over/(under) Disbursements
Fund Cash Balances, July 1

Fund Cash Balances, June 30

The notes to the financial statements are an integral part of this statement.
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Enterprise
Funds

$

12,515,622

2,143,355
109,029,727
741,759
1,254,847
1,229,257
186,761
10,308

127,111,636

12,523,722

1,586,270
106,170,798

2,353,529
486,723
5,026,237
665,324
629,266
711,838
676,795

130,830,502

(3,718,866)

251,540

(3,467,326)
30,250,734

$

26,783,408




SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
MONTGOMERY COUNTY

STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUND TYPE
FOR THE YEAR ENDED JUNE 30, 2009

General
Fund
Cash Receipts:
Membership Fees $ 140,927
Charges for Services 505,880
Interest Earnings 6,715
Member Events 61,204
Miscellaneous Receipts 1,859
Total Cash Receipts 716,585
Cash Disbursements:
Current:
General Government 705,693
Capital Outlay -
Total Cash Disbursements 705,693
Net Receipts over/(under) Disbursements 10,892
Fund Cash Balances, July 1 430,561
Fund Cash Balances, June 30 S 441,453

The notes to the financial statements are an integral part of this statement.
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL

MONTGOMERY COUNTY

COMBINED STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS,
AND CHANGES IN FUND BALANCE - PROPRIETARY FUND TYPE

FOR THE YEAR ENDED JUNE 30, 2009

Operating Cash Receipts:

Natural Gas Remittance

Insurance Premiums from Members:
Liability, Fleet and Property
Health Benefits
Life Insurance

Prescription Rebate

Reimbursement of Claims

Charges for Services

Miscellaneous

Total Operating Cash Receipts

Operating Cash Disbursements:
Natural Gas Contractual Payments
Payment of Claims:
Liability, Fleet and Property
Health Benefits

Insurance Premiums:
Excess/Stop Loss Insurance
Life Insurance

Third Party Administrators

Wellness Programs

Program Administration

Other Contractual Services

Miscellaneous
Total Operating Cash Disbursements

Operating Receipts over/(under)
Operating Disbursements

Non-Operating Cash Receipts:
Interest Earnings

Receipts over/(under) Disbursements
Fund Cash Balances, July 1 - Restated (see note 2)

Fund Cash Balances, June 30

The notes to the financial statements are an integral part of this statement.
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Enterprise
Funds

$

14,619,235

2,096,156
102,304,598
163,255
1,106,996
346,646
191,210
218,690

121,046,786

14,570,772

1,512,954
99,514,964

2,102,157
154,181
4,886,644
99,355
668,600
556,357
10,943

124,076,927

(3,030,141)

780,555

(2,249,586)
32,500,320

$

30,250,734




SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

A. Description of the Entity

The Southwestern Ohio Educational Purchasing Council, Montgomery County (the Council), is a
not-for-profit regional council of governments established under Chapter 167 of the Ohio Revised
Code. The Council is directed by a member-elected eleven member Executive Board. The Council
provides joint purchasing and other educational services for over 110 school districts in southwest
Ohio by the cooperative action of the membership.

Component units are legally separate organizations for which the Council is financially accountable.
The Council is financially accountable for an organization if the Council appoints a voting majority
of the organization’s governing board and (1) the Council is able to significantly influence the
programs or services performed or provided by the organization; or (2) the Council is legally entitled
to or can otherwise access the organization’s resources; the Council is legally obligated or has
assumed responsibility to finance the deficits of, or provide financial support to, the organization; or
the Council is obligated for the debt of the organization. Component units may also include
organizations for which the Council approves the budget, the levying of taxes or the issuance of debt.
The Council does not have any component units.

On October 1, 2008 the Executive Board and the Executive Director of the Council were appointed
Trustees of the Southwestern Ohio Purchasing Council Benefit Plan (the Plan) - Health and Dental
Coverage, by the former Trustees of the Plan. As a result of this amended plan agreement, effective
retroactively to the beginning of fiscal year 2009, the financial activity of the Benefit Plan was
combined in the Council’s financial statements as enterprise funds.

The Council’s management believes these financial statements present all activities for which the
Council is financially accountable.

B. Basis of Accounting

These financial statements follow the basis of accounting prescribed or permitted by the Auditor of
State, which is similar to the cash receipts and disbursements basis of accounting. Receipts are
recognized when received in cash rather than when earned, and disbursements are recognized when
paid rather than when a liability is incurred.

These statements include adequate disclosure of material matters, as prescribed or permitted by the
Auditor of State.

C. Cash and Investments

The Council’s accounting basis includes investments as assets which are reported on the
accompanying statements as a component of cash balance of the respective funds. This basis does not
report disbursements for investment purchases or receipts for investment sales. The Council reports
gains or losses at the time of sale as receipts or disbursements, respectively.

During fiscal years 2010 and 2009, the Council’s investments were limited to securities issued by
Federal Agencies and a Money Market Fund. All securities are valued at cost.



SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

D. Fund Accounting

The Council uses fund accounting to segregate cash and investments that are restricted as to use. The
Council classifies its funds into the following types:

General Fund — The General Fund is the general operating fund. It is used to account for all
financial resources except those required to be accounted for in another fund.

Enterprise Funds — These funds account for the financing of goods and services provided by the
Council to member school districts with the intent of recovering the cost of the goods or services
through the fees charged to the participating member districts. The following are the significant
enterprise funds of the Council:

Liability, Fleet, and Property Insurance Fund — This fund accounts for the activity of the
insurance pool (risk pool) offered by the Council. Premium rates are set by the Council and
remitted on an annual basis by participating districts. The Council has contracted with Arthur
J. Gallagher Inc. to provide marketing, excess insurance placement, and support services for
the Plan. See Note 6 for additional information on the Liability, Fleet, and Property insurance
pool.

Self Help Gas Fund — This fund receives monies for utility services to the participating
districts. Collections are then remitted to Energy USA on a monthly basis.

Medical Benefits Insurance Benefits Fund - This fund accounts for the activity of the medical
benefits pools (risk pool) administered by the Council effective fiscal year 2009 (see Note
1(A) above). Premium rates are established by the Council based on the recommendation of
the third party administrators (TPA) and are remitted on a monthly basis by participating
districts. Medical benefits are offered through two different plan options; Anthem and United
HealthCare. Claims are submitted under each option are processed by the respective
insurance companies, who are the TPAs, in accordance with benefits established by the
participating districts. Effective November 2008, life insurance coverage was added to the
benefits provided through the Medical Benefits Program. Life and accidental death and
dismemberment coverage is provided to employees of participating districts through fully
insured policies with Sun Life Insurance Company. Coverage amounts are determined by the
individual participating districts and all insurance contracts are between Sun Life Insurance
Company and the districts. See Note 7 for additional information on the Medical Benefits
Program.

Dental and Vision Insurance Benefits Fund — This fund accounts for the activity of the dental
and vision benefits pools (risk pools) administered by the Council effective fiscal year 2009
(see Note 1(A) above). Premium rates are established by the Council based on the
recommendation of the third party administrators (TPA) and are remitted on a monthly basis
by participating districts. Claims are processed by the TPA, currently Delta Dental for dental
coverage and Vision Service Plan for vision coverage, in accordance with benefits established
by the member districts of the Program. See Note 8 for additional information on the Dental
and Vision Benefits Program.



SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

E. Budgetary Process

Section 3 of the Council’s Constitution and By-Laws require that the Council’s Executive Board
approve annual appropriations.

Appropriations — The Executive Committee annually approves appropriation measures and
subsequent amendments. Unencumbered appropriations lapse at year-end.

Estimated Resources — Estimated resources include estimates of cash to be received (budgeted
receipts) plus unencumbered cash as of July 1 of each year. Estimated resources are not required
to be officially adopted by the Executive Board.

Encumbrances — The Council’s Constitution and By-Laws require the Council to reserve
(encumber) appropriations when commitments are made. Encumbrances outstanding at year-end
are carried over to the subsequent year.

The budgetary activity for fiscal years 2010 and 2009 is summarized in Note 4.

F. Property, Plant and Equipment

Acquisitions of property, plant and equipment are recorded as disbursements when paid. These items
are not reflected as assets on the accompanying financial statements.

G. Accumulated Leave

In certain circumstances, such as upon leaving employment, employees are entitled to receive cash
payments for unused leave. The financial statements do not include a liability for unpaid leave.

NOTE 2 — PRIOR PERIOD ADJUSTMENT:

As noted above, effective for fiscal year 2009 the Council was appointed to administer the Southwestern
Ohio Purchasing Council Benefit Plan by the former Trustees of the Plan. As such, the Executive Board
and the Executive Director of the Council became the Trustees and the Plan became part of the Council’s
financial reporting entity. The Council established each coverage option as a separate enterprise fund
within its accounting records. The recognition of the cash assets of each of the program options had the
following effect on the Fund Cash Balances reported for the Enterprise Fund Type at July 1, 2008:

Enterprise

Fund Type
Fund Cash Balances as reported on June 30, 2008 $ 2,346,410
Cash assets of Medical Benefit Pool 28,315,071
Cash assets of Dental and Vision Benefit Pool 1,838,839
Fund Cash Balances as restated for July 1, 2008 $ 32,500,320



SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

NOTE 3 — POOLED CASH AND INVESTMENTS:

The Council maintains a cash and investment pool used by all funds. The Constitution and By-Laws
prescribe allowable deposits and investments. Information regarding the Council’s deposits and
investments at June 30, 2010 and 2009 was as follows:

Deposits

Custodial credit risk is the risk that in the event of bank failure, the Council’s deposits may not be
returned to it. Protection of the Council’s deposits is provided by the Federal Deposit Insurance
Corporation as well as qualified securities pledged by the institution holding the assets. By Ohio law,
financial institutions must collateralize all public deposits. The face value of the pooled collateral must
equal at least 105 percent of public funds on deposit with that specific institution. Collateral is held by
trustees including the Federal Reserve Bank and designated third party trustees of the financial institution.

At June 30, 2010, $7,090,316 of the Council’s bank deposits of $7,340,316 and at June 30, 2009,
$6,667,196 of the Council’s bank deposits of $6,917,196 was not insured by FDIC coverage. These
uninsured amounts were exposed to custodial credit risk as it was uninsured and collateralized with
securities held by the pledging institution’s trust department, but not in the name of the Council. Although
all state statutory requirements for the deposit of money had been followed, noncompliance with federal
requirements could potentially subject the Council to a successful claim by the Federal Deposit Insurance
Corporation.

Investments

As noted previously, investments are carried at cost by the Council. At June 30, 2010 and 2009 the fair
market values for the investments were not significantly different from the carrying amount. The
following is a summary of the Council’s investments as of June 30, 2010 and 2009.

Maturities
Carrying Less than One Year to Four Years to % of
Value One Year Three Years Five Years Portfolio
At June 30, 2010:
FHLB $ 3,950,016 $ - $ - $ 3,950,016 19.67%
FNMA 8,943,521 - - 8,943,521 44.54%
Money Market 7.185.193 7,185,193 - - 35.79%
Total Investments $ 20,078,730 $ 7,185,193 $ - $ 12,893,537 100.00%
At June 30, 2009:
FFCB $ 1,993,011 $ - $ - $ 1,993,011 8.36%
FHLB 2,154,715 - 2,000,000 154,715 9.04%
FHLMC 8,155,031 - - 8,155,031 34.22%
FNMA 2,000,000 - - 2,000,000 8.39%
Money Market 9.530.306 9,530,306 - - 39.99%
Total Investments $ 23,833,063 $ 9,530,306 $ 2,000,000 $ 12,302,757 100.00%
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

Custodial Credit Risk: All investments shall be issued in the name of the Council per Ohio Law, which is
the same as the policy of the Council.

Interest Rate Risk: As a means of limiting its exposure to fair value losses arising from erosion of market
value or change in market conditions, the Council’s investment policy requires investments to mature no
later than five years from the settlement date or on the date the invested funds are expected to be
disbursed in satisfaction of an obligation of the Council, whichever is earlier.

Credit Risk: The Council’s investment policy permits investment in all vehicles permitted by State Law.
At the end of fiscal years 2010 and 2009 the Council’s investments in Federal Agency Securities were all
rated AAA and the Money Market Fund was rated AAAm by Standard and Poor’s.

Concentration of Credit Risk: While no specific limit is placed on any one issuer, the investment policy
of the Council requires the portfolio to be diversified in order to minimize potential losses with respect to
individual securities.

NOTE 4 - BUDGETARY ACTIVITY:

Budgetary activity for the years ending June 30, 2010 and 2009 is as follows:

2010 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type Receipts Receipts Variance
General $ - S 772,799 § 772,799
Enterprise - 127,363,176 127,363,176
Total $ - $ 128,135975 § 128,135,975

2010 Budgeted vs. Actual Budgetary Basis Expenditures

Appropriation Budgetary
Fund Type Authority Expenditures Variance
General $ 875,808 $ 825,708 § 50,100
Enterprise 132,998,914 130,849,000 2,149,914
Total $§ 133,874,722 § 131,674,708 § 2,200,014

2009 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type Receipts Receipts Variance
General $ -3 716,585 $ 716,585
Enterprise - 121,827,341 121,827,341
Total $ - § 122,543,926 § 122,543,926
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

2009 Budgeted vs. Actual Budgetary Basis Expenditures

Appropriation Budgetary
Fund Type Authority Expenditures Variance
General $ 845914  § 738,201 $ 107,713
Enterprise 135,028,562 124,700,880 10,327,682
Total $§ 135,874,476 § 125,439,081 § 10,435,395

NOTE 5 — RETIRMENT SYSTEMS:

The Council’s full-time employees belong to the School Employees Retirement System (SERS) of Ohio.
SERS is a cost-sharing, multiple-employer plan. This plan provides retirement benefits, including
postretirement healthcare, and survivor and disability benefits to participants as prescribed by the Ohio
Revised Code.

Contribution rates are also prescribed by the Ohio Revised Code. For fiscal years 2010 and 2009,
members of SERS contributed 10 percent of their gross salaries. The Council provided an amount equal
to 14 percent of participants’ gross salaries. However, as an employee benefit, the Council contributed the
employees’ required contribution of 10 percent in both fiscal years on a “pick-up on pick-up basis”. This
additional benefit resulted in the payment of 11 percent for employee share and 15.26 percent for the
employer share for each year. The Council has paid all contributions required through June 30, 2010.

NOTE 6 — LIABILITY, PROPERTY. AND FLEET INSURANCE POOL.:

In July 2003, the Council established the Liability, Fleet, and Property Insurance Program (the LFP
Program) as authorized by Section 2744.081 of the Ohio Revised Code to provide property, general
liability, school leader’s errors and omissions, automobile, excess liability, crime, surety and bond, inland
marine and other coverage to participating members. The LFP Program has agreed to pay judgments,
settlements and other expenses resulting from claims arising related to the coverage provided in excess of
the member’s deductible. There were 44 entities participating in the LFP Program in fiscal year 2010 and
36 in fiscal year 2009.

The LFP Program has chosen to adopt the forms and endorsements of conventional insurance coverage
and to purchase specific and aggregate stop loss insurance in excess of a given retention to pay individual
and collective losses. Therefore, the individual members are only responsible for their self-insured
retention (deductible) amounts that may vary from member to member.

The LFP Program retains the first $250,000 of each loss for general liability, automobile, crime and
surety and property claims. Each participating district has a maintenance deductible of $1,000 for
property, automobile physical damage and crime claims. Stop loss insurance is purchased for the LFP
Program and coverage amounts were established for claims in excess of $1,059,472 and $1,044,850 for
the years ended June 30, 2010 and 2009, respectively. Coverage for boiler and machinery, as well as
school leaders errors and omissions, are purchased outside of the LFP Program retention program.
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

Excess insurance coverage provided by the LFP Program above the $250,000 retention per loss are $300
million policy limit, $5 million in the aggregate for flood and earthquake losses, $1 million per
occurrence for auto liability, and $1 million per occurrence/$3 million annual aggregate for general
liability losses in the primary coverage with a $5 million per occurrence/annual aggregate coverage in
excess liability coverage. All coverage limits are applied on a per member basis. In the event the
aggregate of all losses exceeds the stop loss calculation for the fiscal year, excess insurance is purchased
to cover the first $250,000 of any additional covered loss. Premiums of $1,187,407 and $1,063,466 were
paid to excess insurers for the years ended June 30, 2010 and 2009, respectively.

The LFP Program annually establishes a liability for claims that are based on estimates of the ultimate
cost of claims that have been reported but not settled (“case reserve”) and of claims that have been
incurred but not reported (“IBNR reserve”), net of estimated salvage and subrogation. The length of time
for which such costs must be estimated varies depending on the coverage involved. The liabilities
established for future claim payments were $670,681 and $533,514 at June 30, 2010 and 2009,
respectively.

The LFP Program issues a separate stand-alone financial report annually which provides additional
information on the Program. To obtain a copy of the report, write to Southwestern Ohio Educational

Purchasing Council at 303 Corporate Center Drive, Suite 208Vandalia, Ohio 45377.

NOTE 7 - MEDICAL BENEFITS POOL:

The Self-Insured Medical Insurance Benefits Program (the Medical Program) provides group medical
benefits for the employees of participating employers through a risk sharing (self-insurance) pool under
two separate plan options: one administered by the Community Insurance Company (dba Anthem) and
the other administered by United HealthCare Insurance Company. Claims submitted by covered
employees are processed by the third party administrators (TPA), currently United HealthCare and
Anthem, in accordance with the benefits negotiated by the participating member school districts of the
Medical Program. Payments of these claims are settled by the contributions collected and maintained by
the Medical Program and, therefore, the majority of the claim risk remains with the Medical Program.

At June 30, 2010 the United HealthCare plan option had 22 participating member school districts with
approximately 4,807 covered employees. The Anthem plan option had 33 participating member school
districts with approximately 4,707 covered employees. For fiscal year 2009, the Anthem option plan had
39 participating member school districts with approximately 4,850 covered employees and the United
HealthCare plan option had 21 participating member school districts with approximately 4,700 covered
employees.

Participating member school districts contribute an amount that is determined by the number of eligible
employees and dependents for that month multiplied by funding amounts established by the Medical
Program at the October 1* renewal date. The funding amounts are based on claim experience, claims
administration expenses, and needed reserve amounts. Benefit levels are determined by the participating
member school districts in consultation with the Medical Program.

The Medical Program has purchased stop-loss insurance to help minimize its total risk exposure. Stop-
loss insurance limits were set at $400,000 and $500,000 specific claims expected for Anthem and United
HealthCare, for fiscal year 2010 and fiscal year 2009, respectively. Each plan option has an effective
policy year of October 1 through September 30 of the following calendar year.
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

The Medical Program annually establishes a provision for claims payable based on information calculated
by the TPA and the Medical Program’s actuary. This amount represents claims that have been processed
but not yet presented for payment and an estimate of reported, unpaid claims, plus a provision for claims
incurred but not yet reported. The liabilities established for future claim payments were $8,747,076 and
$8,794,401 at June 30, 2010 and 2009, respectively.

Effective November 2008, the Program began offering a group life insurance plan option for member
school districts. This plan offers life and accidental death and dismemberment coverage to employees of
participating districts through fully insured policies with Sun Life Insurance Company. Coverage amounts
are determined by the individual participating districts and all insurance contracts are between Sun Life
Insurance Company and the districts. The Program collects and remits the flat rate, monthly policy
premium to Sun Life Insurance Company for the participating districts. As of June 30, 2010 there were 33
participating districts in the program covering approximately 8,574 employees. At June 30, 2009 there
were 30 participating districts in the program covering approximately 6,500 employees.

The Medical Program issues a separate stand-alone financial report annually which provides additional
information on the Program. To obtain a copy of the report, write to Southwestern Ohio Educational
Purchasing Council at 303 Corporate Center Drive, Suite 208Vandalia, Ohio 45377.

NOTE 8 — DENTAL AND VISION BENEFITS POOL:

The Self-Insured Dental and Vision Benefits Program (Dental Program) provides dental and vision
insurance coverage for employees of participating employers through a risk sharing (self-insurance) pool.
Individual benefit coverage limits are set by negotiations between the Dental Program and the
participating school districts. With the relatively low individual benefit levels, the Dental Program does
not have stop-loss insurance coverage for its dental or vision plans.

The Dental Program pays the dental and vision claims submitted by covered employees from
contributions collected and maintained by the Dental Program, and therefore, the risk remains with the
Dental Program. Claims for both types of insurance coverage are processed by a third party administrator
(TPA), currently Delta Dental for dental coverage and Vision Service Plan for vision coverage, in
accordance with benefits established by the Dental Program.

Participating member school districts contribute an amount that is determined by the number of
eligible employees and dependents for that month multiplied by funding amounts established at
the renewal date for each plan, which is October 1 for both plans. The funding amounts are based
on claim experience, claims administration expenses, and needed reserve amounts.

As of June 30, 2010, the dental coverage there was 43 participating member school districts covering
approximately 8,070 eligible employees and their dependents. Vision coverage was offered by 28
participating member school districts with 4,042 covered employees. For the year ended June 30, 2009,
the dental coverage was offered by 31 participating member school districts covering approximately
7,500 eligible employees and their dependents. Vision coverage was offered by 29 participating member
school districts with 4,150 covered employees.
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SOUTHWESTERN OHIO EDUCATIONAL PURCHASING COUNCIL
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2010 and 2009

The Dental Program annually establishes a provision for claims payable based on information calculated
by the TPA and the Medical Program’s actuary. This amount represents claims that have been processed
but not yet presented for payment and an estimate of reported, unpaid claims, plus a provision for claims
incurred but not yet reported. The liabilities established for future claim payments were $508,925 and
$522,512 at June 30, 2010 and 2009, respectively.

The Dental Program issues a separate stand-alone financial report annually which provides additional
information on the Program. To obtain a copy of the report, write to Southwestern Ohio Educational

Purchasing Council at 303 Corporate Center Drive, Suite 208Vandalia, Ohio 45377.

NOTE 9 — RISK MANAGEMENT:

The Council has obtained commercial insurance for the following risks:

e Comprehensive property and general liability
e Errors and omissions

Coverage amounts have not decreased nor have claims exceeded coverage limits in any of the past three
fiscal years.

NOTE 10 — CONTINGENCIES - LITIGATION:

The Council is party to various legal proceedings, which normally occur in the course of claims
processing operations of the Liability, Fleet and Property Insurance Pool operated by the Council. Such
litigation is associated with seeking subrogation judgments against responsible parties as well as
representing participating districts against claims filed against them. Management believes that the
outcome of such claims has been adequately accounted for in the claims reserve liability and any excess
will be covered by insurance carriers that provide excess insurance and reinsurance contracts.
Nevertheless, due to uncertainties in the settlement process, it is possible the actual outcome of these
claims could change materially from the results currently expected.
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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

Board of Trustees

Southwestern Ohio Educational Purchasing Council
330 Corporate Center Drive, Suite 208

Vandalia, Ohio 45377

We have audited the financial statements of the Southwestern Ohio Educational Purchasing Council (the
Council), as of and for the years ended June 30, 2010 and 2009, and have issued our report thereon
dated January 31, 2011, wherein it was noted the Council prepared its financial statements using
accounting practices the Auditor of State prescribes or permits, which is a basis other than accounting
principles generally accepted in the United States of America. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Council’s internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Council’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Council’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 and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of financial statement findings, we identified a
deficiency in internal control over financial reporting that we consider to be a material weakness and
another deficiency that we consider to be a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiency described in the accompanying schedule of financial statement findings as item
2010-1 to be a material weakness.

2525 north limestone street, ste. 103
springfield, oh 45503

www.cshco.com
p. 937.399.2000
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A significant deficiency is a control deficiency or combination of control deficiencies in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiency described in the accompanying schedule of financial statement
findings as item 2010-2 to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Council’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
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.

We noted certain matters that we reported to management of the Council in a separate letter dated
January 31, 2011.

The Council’s response to the findings identified in our audit is described in the accompanying schedule
of financial statement findings. We did not audit the Council’s response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the Executive Committee, the management of

the Council and the Auditor of State of Ohio, and is not intended to be and should not be used by anyone
other than these specified parties.

Ll Solof: k7

Springfield, Ohio
January 31, 2011
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Southwestern Ohio Educational Purchasing Council

Schedule of Financial Statement Findings
For the Years Ended June 30, 2010 and 2009

Finding Number 2010-1: Completeness of Accounting Records/Audit Adjustment

Effective for fiscal year 2009, the Council’'s Executive Board and Director were appointed the Trustees of
the Southwestern Ohio Purchasing Council Benefit Plan (the Plan) — Health and Dental Coverage by the
former trustees of the Plan. As a result of this amended plan agreement, the Council became fiscally
responsible for the operation of the Plan, which included reporting financial activity of the Plan within the
Council’s accounting records and financial reports.

While the Council made journal entries to include the cash balance of the Plan as enterprise funds within
its accounting records, the amount recorded was not the appropriate amount. In addition, for fiscal year
2009, the general ledger of the Council did not include the cash receipts or cash disbursements of the
Plan. The financial activity was recorded in a separate, stand alone, accounting system which the Plan
had been utilizing prior to its incorporation into the financial structure of the Council. Audit adjustments
were made to the system reports produced by the Council’s system for fiscal year 2009 to present the
correct cash balance of the Plan as well as record the cash receipts and disbursements for the year.

To ensure integrity of the financial records of the Council, the general ledger should include all financial
transaction occurring within the various programs and activities of the Council for the fiscal year, as well
as the Council’s cash assets.

It should be noted that the Council made the necessary adjustments to properly record the cash balance
of the Plan as well as recorded all cash receipts and disbursements of the Plan within the Council’s
general ledger during fiscal year 2010.

Management response:
As noted above, we made the necessary correction of cash balances as well as included all cash
receipts and disbursements of our benefit plans in our accounting system for fiscal year 2010.

Finding Number 2010-2: Reconciliation Process

The medical and the dental and vision benefit plans, as well as the liability, fleet and property insurance
program are functions of the Council and as such are accounted for as enterprise funds within the
Council’s accounting records. The cash and investments of these programs are currently being
maintained in bank and investment accounts separate from those of the other Council functions.
However, checks for expenditure of these programs are written from the Council’s general checking
accounts and subsequent transfers from the separate checking account to the general checking account
are made to cover those expenditures for which the checks are written. The Council performs a monthly
cash reconciliation process which reconciles the combined cash balance of its fund to those reported in
the month end bank and investment statements.

At June 30, 2010 and 2009, respectively, the Council was able to reconcile the combined cash balance of
its funds as reported by its accounting system to the reported bank and investment at that date. However,
the ending cash balance of the respective insurance programs fund could not be reconciled to the
separate bank and investment accounts maintained for those programs. This indicates the Council was
not properly transferring funds from the separate checking accounts to the general account after checks
are written.

If it is determines to maintain separate checking accounts for different functions, each individual fund
should be reconciled directly to its cash and investments statements monthly to ensure the integrity of the
separate cash and investment accounts. Another manner to address this issue would be to consolidate
all checking accounts into the general checking account and maintain the cash balance through the
accounting system.

Management Response: The Council has been made aware of the situation noted above and will
take the applicable steps to ensure the integrity of the individual bank and investment accounts
associated with its programs.
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Southwestern Ohio Educational Purchasing Council
Schedule of Prior Audit Findings
For the Years Ended June 30, 2010 and 2009

Finding Number 2008-1: Audits adjustments were necessary in the prior audit to correct the interest
receipts and ending fund cash balances which were reported in the Council’s financial statements.

Status: While audit adjustments were necessary for the current audit, there were no issued noted
during the current audit with the manner in which the Council posted its interest earnings.
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9)) CLARK SCHAEFER HACKETT

STRENGTH IN NUMBERS

At Clark Schaefer Hackett, we are the sum of
our individuals. Each team member’s training,
experience and drive is well-suited to each
client's needs and goals. We are committed
to providing insightful and flexible service —
from efficient compliance to sophisticated
consulting — to help each client prosper today

and plan for future success
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