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Board of Directors 
Huron-Erie School Employee Insurance Association 
1210 Bogart Road 
Sandusky, Ohio  44870 
 
 
We have reviewed the Independent Auditors’ Report of the Huron-Erie School Employee 
Insurance Association, Erie County, prepared by Charles E. Harris & Associates, Inc., for the 
audit period July 1, 2013 through June 30, 2014.  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.   
 
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 Huron-Erie School Employee Insurance 
Association is responsible for compliance with these laws and regulations. 
 
 
 
 
 
 
 
 
Dave Yost 
Auditor of State 
 
November 7, 2014  
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INDEPENDENT AUDITORS’ REPORT 
 
 
Huron-Erie School Employee Insurance Association 

1210 Bogart Road 
Sandusky, OH 44870
 
To the Board of Directors: 
 
Report on the Financial Statements 
 

We have audited the accompanying financial statements of the Huron-Erie School Employee Insurance 
Association, Erie County, Ohio, (the Association),

 
as of and for the year ended June 30, 2014, and the related 

notes to the financial statements, which collectively comprise the Association’s basic financial statements as listed 
in the table of contents.   
 
Management’s Responsibility for the Financial Statements 
 

Management is responsible for preparing and fairly presenting these financial statements in accordance with 
accounting principles generally accepted in the United States of America; this includes designing, implementing, 
and maintaining internal control relevant to preparing and fairly presenting financial statements that are free from 
material misstatement, whether due to fraud or error. 
 
Auditor's Responsibility 
 

Our responsibility is to opine on these financial statements based on our audit. We audited in accordance with 
auditing standards generally accepted in the United States of America and the financial audit standards in the 
Comptroller General of the United States’ Government Auditing Standards. Those standards require us to plan 

and perform the audit to reasonably assure the financial statements are free from material misstatement.  
 
An audit requires obtaining evidence about financial statement amounts and disclosures. The procedures 
selected depend on our judgment, including assessing the risks of material financial statement misstatement, 

whether due to fraud or error. In assessing those risks, we consider internal control relevant to the Association's 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not to the extent needed to opine on the effectiveness of the Association's 
internal control. Accordingly, we express no opinion. An audit also includes evaluating the appropriateness of 
management’s accounting policies and the reasonableness of their significant accounting estimates, as well as 
our evaluation of the overall financial statement presentation. 
 

We believe the audit evidence we obtained is sufficient and appropriate to support our audit opinions.   
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Huron-Erie School Employee Insurance Association, Erie County, Ohio as of June 30, 2014, and 
the changes in financial position and cash flows thereof for the year then ended in accordance with the accounting 

principles generally accepted in the United States of America. 
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Other Matters 

 
Required Supplementary Information  

 
Accounting principles generally accepted in the United States of America require this presentation to include 
Management’s discussion and analysis, listed in the table of contents, to supplement the basic financial 

statements. Although this information is not part of the basic financial statements, the Governmental Accounting 
Standards Board considers it essential for placing the basic financial statements in an appropriate operational, 

economic, or historical context. We applied certain limited procedures to the required supplementary information 
in accordance with auditing standards generally accepted in the United States of America, consisting of inquiries 
of management about the methods of preparing the information and comparing the information for consistency 
with management’s responses to our inquiries, to the basic financial statements, and other knowledge we 
obtained during our audit of the basic financial statements. We do not opine or provide any assurance on the 
information because the limited procedures do not provide us with sufficient evidence to opine or provide any 
other assurance.  

 
The Association has not presented the revenue and claims development information that the Governmental 
Accounting Standards Board (GASB) has determined is necessary to supplement although not required to be part 
of the basic financial statements.  Management has omitted the supplementary claim information that the GASB 
requires to be presented to supplement the basic financial statements.  Such missing information, although not 
part of the basic financial statements, is required by the GASB who considers it to be an essential part of the 
financial reporting for placing the basic financial statements in an appropriate operational, economic, or historical 

context.  Our opinion on the basic financial statements was not modified due to this missing information. 
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated October 3, 2014, on 

our consideration of the Association’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.  That report describes 

the scope of our internal control testing over financial reporting and compliance, and the results of that testing, 
and does not opine on internal control over financial reporting or on compliance.  That report is an integral part of 
an audit performed in accordance with Government Auditing Standards in considering the Association’s internal 

control over financial reporting and compliance.  
 
 

 
Charles E. Harris & Associates, Inc. 
October 3, 2014 
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The management’s discussion and analysis of the Huron-Erie School Employee Insurance Association’s (the “Association”) 

financial performance provides an overall review of the Association’s financial activities for the fiscal year ended June 30, 

2014.  The intent of this discussion and analysis is to look at the Association’s financial performance as a whole; readers 

should also review the basic financial statements and the notes to the basic financial statements to enhance their 

understanding of the Association’s financial performance. 

 

Financial Highlights 

 

Key financial highlights for 2014 are as follows: 

 

 In total, net position was $14,723,614 at June 30, 2014.  This represents a decrease of $2,307,549 or 13.55% from 

fiscal year 2013. 

 

 The Association had operating revenues of $22,190,759 and operating expenses of $24,548,559 for fiscal year 

2014.  The Association had $50,251 in interest revenue.  This figure includes interest earned plus any changes in 

the fair market value of investments held by the Association.  Operating loss and the change in net position for the 

fiscal year were -$2,357,800 and -$2,307,549, respectively. 

 

Using the Basic Financial Statements 

 

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 Association’s financial activities.   The statement of net position and statement of revenues, 

expenses, and changes in net position provide information about the activities of the Association, including all short-term and 

long-term financial resources and obligations.   

 

Reporting the Association’s Financial Activities 

 

Statement of Net Position, Statement of Revenues, Expenses, and Changes in Net Position and the Statement of Cash 

Flows 

 

These documents look at all financial transactions and ask the question, “How did we do financially during fiscal 2014?” The 

statement of net position and the statement of revenues, expenses, and changes in net position answer this question.  These 

statements include all assets, liabilities, revenues and expenses using the accrual basis of accounting similar to the accounting 

used by most private-sector companies.  This basis of accounting will take into account all of the current year’s revenues and 

expenses regardless of when cash is received or paid. 

 

The statement of net position and the statement of revenues, expenses and changes in net position report the Association’s net 

position and changes in those assets.  This change in net position is important because it tells the reader that, for the 

Association as a whole, the financial position of the Association has improved or diminished. The causes of this change may 

be the result of many factors, some financial, some not.  The Association’s statement of net position and statement of 

revenues, expenses, and changes in net position can be found on pages 7-8 of this report.  The statement of cash flows 

provides information about how the Association finances and meets the cash flow needs of its operations.  The statement of 

cash flows can be found on page 9 of this report.  
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Notes to the Basic Financial Statements 

 

The notes provide additional information that is essential to a full understanding of the data provided in the financial 

statements.  These notes to the basic financial statements can be found on pages 10-16 of this report. 

 

The table below provides a summary of the Association’s net position for 2014 and 2013.   

 

Net Position 

 

      2014            2013      

Current assets:

Cash 3,260,198$       3,713,035$       

Investments 15,495,493       16,487,840       

Receivables:

  Accounts 72,044              207,419            

  Accrued interest 32,998              23,574              

Prepayments 11,312              3,112                

Total current assets 18,872,045       20,434,980       

 

Current liabilities:

Accounts payable 72,083              20,705              

Unearned revenue 204,990            210,955            

Benefit obligations 3,871,358         3,172,157         

Total current liabilities 4,148,431         3,403,817         

Net position:

Unrestricted 14,723,614$     17,031,163$     
 

 

Net position decreased by $2,307,549 or 13.55% primarily due to a decrease in participant contributions and an increase in 

claims expenses during fiscal year 2014.  The Association voted to give participants two premium holidays during fiscal year 

2014.  This is the primary reason for the decrease in participant contribution revenue during fiscal year 2014. 

 

Unearned revenues, which represent participant contributions paid to the Association for fiscal year 2015, decreased 

approximately $6,000.  The benefit obligations liability increased $699,201 based upon the report of the Association’s 

independent actuary.  

 

The Association’s investment income increased by approximately $19,000 during fiscal year 2014 when compared to fiscal 

year 2013.  This increase was due to a slight increase in interest rates on the Association’s investments. 
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The chart below shows a breakdown of the Association’s assets, liabilities and net position for 2014 versus 2013:  

Net Position

$3,403,817
$4,148,431

$17,031,163

$14,723,614

$20,434,980
$18,872,045

$-

$5,000,000

$10,000,000

$15,000,000

$20,000,000

$25,000,000

June 30, 2014 June 30, 2013

Liabilities

Net Position

Assets

 
The table below shows the changes in net position for fiscal year 2014 and 2013.   

 

Change in Net Position 

      2014           2013      

Revenues:

Participant contributions 21,711,325$   23,493,482$   

Prescription drug rebates 343,289          359,657          

Investment income 50,251            30,802            

Other 136,145          10,654            

Total revenue 22,241,010     23,894,595     
 

Expenses:

Claims 22,930,808     21,525,709     

Third party administration fees 902,963          919,234          

Insurance premiums 419,873          340,500          

Professional fees 210,875          108,239          

Miscellaneous 84,040            67,621            

Total expenses 24,548,559     22,961,303     

Change in net position (2,307,549)     933,292          

Net position at beginning of year 17,031,163     16,097,871     

Net position at end of year 14,723,614$   17,031,163$   
 

 

During 2014, the Association saw an approximately $1.41 million increase in claims expenses.  The other significant change 

is the decrease of approximately $1.78 million in participant contribution revenue from 2014 to 2013.  The decrease in 

participant contributions is mainly due to the Association’s decision to use some of the reserve balance to pay for claims.   
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The charts below reflect the percentage of the revenues and expenses in 2014 versus 2013: 

 

2014 Revenues

Other

0.61%

Interest

0.23%

Prescription 

drug rebates

1.54%

Participant 

contributions

97.62%

2013 Revenues

Other

0.04%

Interest

0.13%

Prescription 

drug rebates

1.51%

Participant 

contributions

98.32%

 
 

2014 Expenses
Professional 

fees

0.86%

Misc.

0.34%

Insurance 

premiums

1.71%TPA fees

3.68%

Claims

93.41%

2013 Expenses
Professional 

fees

0.47%
Misc.

0.29%

Insurance 

premiums

1.48%
TPA fees

4.01%

Claims

93.75%

 
 

Current Financial Related Activities 

 

The Association developed and approved a Wellness plan that all districts were encouraged to negotiate to.  Currently there 

are eleven of the thirteen districts (some of the districts may only have a portion of their employees because of negotiations 

with certified staff vs classified staff) that have negotiated this new wellness plan with different effective dates. Under this 

plan, member districts will receive uniform benefits and health plan arrangements.  Language was also developed for 

Working Spouse restrictions that require spouses of covered employees to elect at least “single” coverage from their place of 

employment in order to be eligible to be covered as secondary under the Association’s plan.  As an incentive, districts that 

have the Association’s Working Spouse Language will be given a 10% reduction in premiums for their health/prescription 

coverage.  The Association expects to see cost savings as a result of these changes and expects to be able to market their 

services better to insurance carriers.  For FY14, the Association voted to have premium holidays for the months of December 

2013 and June 2014 because of the favorable reserves of the consortium. 

 

Contacting the Association’s Financial Management 

 

This financial report is designed to provide our citizens, taxpayers, investors and creditors with a general overview of the 

Association’s finances and to show the Association’s accountability for the money it receives.  If you have questions about 

this report or need additional financial information contact Betty Schwiefert, HESE Treasurer, North Point ESC, 1210 East 

Bogart Road, Sandusky, Ohio 44870 or by calling (419) 627-3913. 



FINANCIAL STATEMENTS



Current assets:

Cash .  .  .  .  .  .  .  . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 3,260,198$                 

Investments .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 15,495,493                 

Receivables:

Accounts  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 72,044                       

Accrued interest  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 32,998                       

Prepayments.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 11,312                       

Total current assets .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 18,872,045                 

Current liabilities:

Accounts payable  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 72,083                       

Unearned revenue.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 204,990                     

Benefit obligations .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 3,871,358                   

Total current liabilities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  4,148,431                   

Net position:

Unrestricted .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 14,723,614                 

Total net position  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 14,723,614$               

THE NOTES TO THE BASIC FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT

HURON-ERIE SCHOOL EMPLOYEE INSURANCE ASSOCIATION

ERIE COUNTY, OHIO

STATEMENT OF NET POSITION

JUNE 30, 2014
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Operating revenues:

Participant contributions  .  .  .  .  .  .  .  .  .  .  .  .  21,711,325$              

Prescription drug rebates  .  .  .  .  .  .  .  .  .  .  .  .  343,289                     

Other .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   136,145                     

Total operating revenues  .  .  .  .  .  .  .  .  .  .  .  . 22,190,759                

Operating expenses:

Claims  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 22,930,808                

Third party administration fees.  .  .  .  .  .  .  .  . 902,963                     

Insurance premiums .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 419,873                     

Professional fees.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 210,875                     

Miscellaneous .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 84,040                      

Total operating expenses  .  .  .  .  .  .  .  .  .  .  .  . 24,548,559                

Operating loss .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (2,357,800)                

Nonoperating revenues:

Investment income   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  50,251                      

Total nonoperating revenues  .  .  .  .  .  .  .  .  .  . 50,251                      

Change in net position.  .  .  .  .  .  .  .  .  .  .  .  .  .  . (2,307,549)                

Net position,  July 1 .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 17,031,163                

Net position, June 30.  .  .  .  .  .  .  .  .  .  .  .  .  .  . 14,723,614$              

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

THE NOTES TO THE BASIC FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT

HURON-ERIE SCHOOL EMPLOYEE INSURANCE ASSOCIATION

ERIE COUNTY, OHIO

STATEMENT OF REVENUES, EXPENSES,

AND CHANGES IN NET POSITION
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Cash flows from operating activities:

Cash received from participants.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 21,869,737$                 

Cash received from prescription drug rebates.  .  .  .  .  .  .  .  .  .  348,314                        

Cash received from other operations .  .  .  .  .  .  .  .  .  .  .  .  .  .  102,118                        

Cash payments for claims  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (22,231,607)                  

Cash payments for third party administration fees .  .  .  .  .  .  . (883,963)                       

Cash payments for insurance premiums  .  .  .  .  .  .  .  .  .  .  .  .  (420,058)                       

Cash payments for professional fees .  .  .  .  .  .  .  .  .  .  .  .  .  .  (178,832)                       

Cash payments for miscellaneous .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  (91,720)                         

Net cash used in operating activities.  .  .  .  .  .  .  .  .  .  .  .  .  .  . (1,486,011)                    

Cash flows from investing activities:

Investments purchased .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (15,495,493)                  

Investments sold .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  16,489,699                   

Interest and dividends received.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 38,968                          

Net cash provided by investing activities .  .  .  .  .  .  .  .  .  .  .  .  1,033,174                     

Net decrease in cash  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (452,837)                       

Cash, July 1.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  3,713,035                     

Cash, June 30.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  3,260,198$                   

Reconciliation of operating loss to

net cash used operating activities:

Operating loss .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (2,357,800)$                  

Changes in assets and liabilities:

Decrease in accounts receivable .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 135,375                        

(Increase) in prepayments  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (8,200)                          

Increase in accounts payable.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   .  .  . 51,378                          

(Decrease) in unearned revenue.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  (5,965)                          

Increase in benefit obligations  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 699,201                        

Net cash used in operating activities.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . (1,486,011)$                  

THE NOTES TO THE BASIC FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT

HURON-ERIE SCHOOL EMPLOYEE INSURANCE ASSOCIATION

ERIE COUNTY, OHIO

STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED JUNE 30, 2014
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NOTE 1 - DESCRIPTION OF THE ENTITY 

 

The Huron-Erie School Employee Insurance Association (the “Association”) is a shared public entity risk 

pool created on January 30, 1982 for the purpose of providing medical, dental and prescription drug 

insurance benefits for employees, and their dependents or designated beneficiaries, of the participating 

member districts in Erie and Huron Counties.  The participating employers make contributions to the 

Association sufficient to cover substantially all costs of the Association.  The Association is an approved 

tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code.  Management is not aware 

of any course of action or series of events that have occurred that might adversely affect the Association’s 

tax-exempt status. 

 
Each of the thirteen participating member districts is represented on the Board of Trustees of the 

Association (the “Board”) by their respective superintendent or a designate of their superintendent.  The 

Board is authorized to pay reasonable compensation and necessary expenses incurred in the performance of 

services as consistent with the purpose of the Association, including for the payments of benefits, stop loss 

insurance premiums and other administrative expenses. 

 

The Association may be terminated at any time by a two-thirds vote of the majority of the member districts 

of the Association pursuant to relevant laws and regulations.  Any assets of the Association remaining after 

payment of all obligations shall be distributed to the member districts in a manner consistent with the 

purpose for which the Association was established, according to their proportionate share of contributions 

paid during the previous plan year. 
 

The Association incurs premiums for specific stop loss insurance.  The specific stop loss limit of $400,000 

represents the maximum amount of claims to be paid annually by the Association per participant.   

 

The Association has contracted with a third-party administrator to act as its agent for the payment of plan 

benefits, selection of reinsurance coverage, and provision of certain administrative services, and is 

compensated for these services. 

 

The North Point Educational Service Center (the “ESC”) serves as fiscal agent for the Association.  The 

fiscal agent is responsible for administering the financial transactions of the Association.  The fiscal agent 

carries out other responsibilities as approved by the Board and agreed to by the fiscal agent.  The fiscal 

agent is reimbursed for such costs incurred by it in carrying out its responsibilities as may be approved by 
the Board.  The fiscal agent maintains the Association’s funds as a custodial fund and separate from all 

other funds of the fiscal agent.   

 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

The basic financial statements of the Association 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 (GASB) is the accepted standard-setting body for 

establishing governmental accounting and financial reporting principles.   
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued) 

 

The Association's significant accounting policies are described below. 

 

A. Reporting Entity 
 

The reporting entity has been defined in accordance with GASB Statement No. 14, “The Financial 

Reporting Entity” as amended by GASB Statement No. 39, “Determining Whether Certain 

Organizations Are Component Units” and GASB Statement No. 61, “The Financial Reporting Entity:  

Omnibus an Amendment of GASB Statements No. 14 and No. 34”.  The reporting entity is composed 

of the primary government and component units.  The primary government consists of all funds, 
departments, boards and agencies that are not legally separate from the Association.  For the 

Association, this consists of a single enterprise fund. 

 

Component units are legally separate organizations for which the Association is financially 

accountable.  The Association is financially accountable for an organization if the Association appoints 

a voting majority of the organization’s Governing Board and (1) the Association is able to significantly 

influence the programs or services performed or provided by the organization; or (2) the Association is 

legally entitled to or can otherwise access the organization’s resources; or (3) the Association is legally 

obligated or has otherwise assumed the responsibility to finance the deficits of, or provide financial 

support to, the organization; or (4) the Association is obligated for the debt of the organization.  

Component units may also include organizations that are fiscally dependent on the Association in that 
the Association approves the budget, the issuance of debt or the levying of taxes.  Certain 

organizations are also included as component units if the nature and significance of the relationship 

between the primary government and the organization is such that exclusion by the primary 

government would render the primary government’s financial statements incomplete or misleading.  

Based upon the application of these criteria, the Association has no component units.  The basic 

financial statements of the reporting entity include only those of the Association (the primary 

government). 

 

B. Fund Accounting 
 

The Association maintains its accounting records in accordance with the principles of fund accounting.  

Fund accounting is a concept developed to meet the needs of government entities in which legal or 
other restraints require the recording of specific receipts and disbursements.  The Association uses an 

enterprise fund to account for operations (a) that are financed and operated in a manner similar to 

private business enterprises, where the intent of the governing body is that the costs of providing goods 

or services to the general public on a continuing basis be financed or recovered primarily through user 

charges; or (b) where the governing body has decided that periodic determination of revenues earned, 

expenses incurred, and/or net income is appropriate for public policy, management control, 

accountability or other purposes. 

 

C. Basis of Accounting/Measurement Focus 
 

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

regardless of the measurement focus applied. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued) 
 

For financial statement presentation purposes, the Association utilizes the accrual basis of accounting.  

Under this method of accounting, revenues are recognized when they are earned and expenses are 

recognized when the liability is incurred. 

 

The Association’s activities are accounted for on a flow of economic resources measurement focus.  

With this measurement focus, all assets and all liabilities associated with the Association’s operations 

are included on the statement of net position.  The statement of revenues, expenses, and changes in net 

position presents increases (i.e., revenues) and decreases (i.e., expenses) in net total position. 

 
The Association distinguishes operating revenues and expenses from nonoperating items.  Operating 

revenues generally result from participants contributions for insurance coverage.  Operating expenses 

for the Association include the payment of claims, carrier stop loss premiums and administrative and 

other fees.  All revenues and expenses not meeting this definition are reported as nonoperating 

revenues and expenses. 

 

D. Cash and Investments 
 

The ESC, as the Association’s current fiscal agent, maintains the Association’s financial activity on the 

Educational Service Center’s books under a specific fund designated for Association activity.  

 
The treasurer of the Association purchases specific investments and maintains a separate checking 

account for the Association. 

 

During 2014, investments of the Association were limited to nonnegotiable certificates of deposit, 

federal agency securities, and investments in the State Treasury Asset Reserve of Ohio (STAR Ohio).  

Except for nonparticipating investment contracts, investments are reported at fair value, which is based 

on quoted market prices.  Nonparticipating investment contracts, such as nonnegotiable certificates of 

deposit, are reported at cost. 

 

STAR Ohio is an investment pool managed by the State Treasurer’s Office, which allows governments 

within the state to pool their funds for investment purposes.  STAR Ohio is not registered with the SEC 

as an investment company, but does operate in a manner consistent with Rule 2a7 of the Investment 
Company Act of 1940.  Investments in STAR Ohio are valued at STAR Ohio’s shares price which is 

the price the investment could be sold for on June 30, 2014. 

 

For purposes of the statement of net position and the statement of cash flows, investments of the 

Association with original maturities of three months or less at the time they are purchased are 

considered to be cash equivalents.  Investments with an initial maturity of more than three months are 

reported as investments.  In addition, the Association’s policy is to treat all of its short-term, highly 

liquid investments (such as STAR Ohio) as investments and not as cash equivalents. 

 

An analysis of the Association’s cash and investments at fiscal year end is provided in Note 3. 

 

E. Budgetary Process 

 

The member school districts of the Association are required by Ohio law to adopt an annual budget.  

The Association itself is not required to follow the budgetary process and, therefore, no budgetary 

information is provided in these basic financial statements.  
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued) 
 

F. Prepayments 

 

Payments made to vendors for services that will benefit periods beyond June 30, 2014, are recorded as 

prepaid items using the consumption method.   A current asset for the prepaid amounts is recorded at 

the time of the payment by the Association and the expense is recorded when used.  The Association 

has prepaid items of $11,312 at June 30, 2014. 

 

G. Unearned Revenue 

 
 Unearned revenues represent premiums paid in advance by Association members at June 30, 2014.  

The premiums will be recognized as revenue in the month to which they pertain. 

   

H. Net Position 

 

Net position represents the difference between assets and liabilities.  Net position is reported as 

restricted when there are limitations imposed on their use, either through enabling legislation or 

through external restrictions imposed by creditors, grantors or laws or regulations of other 

governments.  The Association had no restricted net position at June 30, 2014. 

 

I. Estimates 
 

The preparation of the basic financial statements in conformity with GAAP requires management to 

make estimates and assumptions that affect the amounts reported in the basic financial statements and 

accompanying notes.  Actual results may differ from those estimates. 

 

J. Extraordinary and Special Items 

 

Extraordinary items are transactions or events that are both unusual in nature and infrequent in 

occurrence. Special items are transactions or events that are within the control of the Board of Trustees 

and that are either unusual in nature or infrequent in occurrence.  Neither type of transaction occurred 

during fiscal year 2014. 

 

NOTE 3 - CASH AND INVESTMENTS 

 

In accordance with the Constitution of the Association, the investment of the Association funds shall be 

subject to the laws of the State of Ohio concerning the investment and management of public funds, 

particularly Chapter 135 of the Ohio Revised Code, and are the responsibility of the fiscal agent.  The 

following disclosures relate to the deposits and investments of the Association.     

 

A. Deposits with Financial Institutions 
 

 At June 30, 2014, the carrying amount of all Association deposits was $13,534,507.  Based on the 

criteria described in GASB Statement No. 40, “Deposits and Investment Risk Disclosures”, as of June 
30, 2014, $3,797,739 of the Association’s bank balance of $13,547,739 was exposed to custodial risk 

as discussed below, while $9,750,000 was covered by the Federal Deposit Insurance Corporation 

(FDIC). 
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NOTE 3 - CASH AND INVESTMENTS - (Continued) 

 

 Custodial credit risk is the risk that, in the event of bank failure, the Association’s deposits may not be 

returned.  All deposits are collateralized with eligible securities in amounts equal to at least 105% of 

the carrying value of the deposits.  Such collateral, as permitted by the Ohio Revised Code, is held in 

single financial institution collateral pools at Federal Reserve Banks, or at member banks of the federal 

reserve system, in the name of the respective depository bank and pledged as a pool of collateral 

against all of the public deposits it holds or as specific collateral held at the Federal Reserve Bank in 

the name of the Association.  The Association has no deposit policy for custodial credit risk beyond the 
requirements of State statute.  Although the securities were held by the pledging institutions’ trust 

department and all statutory requirements for the deposit of money had been followed, noncompliance 

with federal requirements could potentially subject the Association to a successful claim by the FDIC.  

 

B. Investments 
 

 As of June 30, 2014, the Association had the following investments and maturities: 

 

Investment

 maturities

 6 months or

Investment type Fair value less

STAR Ohio 5,221,184$         5,221,184$             
 
Interest Rate Risk:  As a means of limiting its exposure to fair value losses arising from rising interest 

rates and according to State law, the Association’s investment policy limits investment portfolio 

maturities to five years or less. 

 

Credit Risk:  Standard & Poor’s has assigned STAR Ohio an AAAm money market rating.  STAR 

Ohio must maintain the highest letter or numerical rating provided by at least one nationally 

recognized rating service.  The Association’s investment policy does not specifically address credit 

risk beyond requiring the Association to only invest in securities authorized by State statute. 

 

Concentration of Credit Risk:  The Association places no limit on the amount that may be invested in 
any one issuer.  The following table includes the percentage of each investment type held by the 

Association at June 30, 2014: 

 

Investment type   Fair Value  % of Total

STAR Ohio 5,221,184$       100.00        
 
 Investment income consisted of the following for the year ended June 30, 2014: 

Net realized

gains on investments 1,859$              

Interest and dividends 48,392              

Total 50,251$            
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NOTE 4 - BENEFIT OBLIGATIONS 
 

GASB Statement No. 10, “Accounting and Financial Reporting for Risk Financing and Related Insurance 

Issues”, and GASB Statement No. 30, “Risk Financing Omnibus - an amendment of GASB Statement No. 

10”, establish accounting and financial reporting standards for insurance related activities of State and local 

governmental entities, and requires that actuarial techniques be utilized to estimate any claims’ liabilities, 

including those for claims incurred but not reported.  The Association has recorded benefit obligations as of 

June 30, 2014 totaling $3,871,358, which includes reported claims not yet paid, claims incurred but not 

reported and an allowance for claim settlement expenses on these estimated unpaid claims.  This amount is 

actuarially determined using historical trends in lag between the date a claim is incurred and paid. 

 
Changes in claims activity by plan for the past two fiscal years are as follows: 

 
Beginning Claims Claims Ending

Fiscal Year   Balance    Incurred     Payments     Balance  

2014 3,172,157$    22,930,808$     (22,231,607)$       3,871,358$    

2013 3,055,000      21,525,709       (21,408,552)         3,172,157       
 

NOTE 5 - TAX STATUS 

 
The trust established under the Association to hold plan assets is qualified pursuant to the appropriate 

section of the Internal Revenue Code as a tax exempt organization.  The Association has obtained a 

favorable determination from the Internal Revenue Service and the Association believes that the plan 

continues to qualify and operate as designated. 
 

NOTE 6 - LITIGATION 

 

 The Association is not party to any litigation.  

 

NOTE 7 - RECEIVABLES 

 

Receivables at June 30, 2014 consisted of accounts (administrative fees) and accrued interest of 

investments of the Association.  These receivables are considered collectible in full and are expected to be 

collected in the subsequent year.  The amount of accounts and accrued interest receivable at June 30, 2014 

were $72,044 and $32,998, respectively.  
 

NOTE 8 - ACCOUNTABILITY AND COMPLIANCE 

 

 Change in Accounting Principles 

 

For fiscal year 2014, the Association has implemented GASB Statement No. 70, “Accounting and 

Financial Reporting for Nonexchange Financial Guarantees”. 

 

GASB Statement No. 70 improves the recognition, measurement, and disclosures for state and local 

governments that have extended or received financial guarantees that are nonexchange transactions.  The 

implementation of GASB Statement No. 70 did not have an effect on the financial statements of the 

Association.   
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NOTE 9 - RELATED PARTY TRANSACTION 

 

The fiscal agent of the Association is a member district of the Association.  The fiscal agent is responsible 

for administering the financial transactions of the Association and is compensated for these services.  The 

total amount paid to the fiscal agent for the services provided for the year ended June 30, 2014 was 

$29,074. 
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Cleveland OH  44113-1306 

Charles E. Harris & Associates, Inc.  Office phone - (216) 575-1630 
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 
REQUIRED BY GOVERNMENT AUDITING STANDARDS 

 
 

 
Huron-Erie School Employee Insurance Association 
2900 Columbus Avenue 
Sandusky, OH 44870 
 
To the Board of Directors: 
 

We have audited, in accordance with auditing standards generally accepted in the United States and the 
Comptroller General of the United States’ Government Auditing Standards, the financial statements of the 

Huron-Erie School Employee Insurance Association, Erie County, Ohio (the Association) as of and for the year 
ended June 30, 2014, and the related notes to the financial statements, and have issued our report thereon 
dated October 3, 2014. 

 
Internal Control Over Financial Reporting 

 
As part of our financial statement audit, we considered the Association’s internal control over financial reporting 
(internal control) to determine the audit procedures appropriate in the circumstances to the extent necessary to 
support our opinions on the financial statements, but not to the extent necessary to opine on the effectiveness of 
the Association’s internal control.  Accordingly, we have not opined on it.   
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 

employees, when performing their assigned functions, to prevent, or detect and timely correct misstatements.  A 
material weakness is a deficiency, or combination of internal control deficiencies resulting in a reasonable 

possibility that internal control will not prevent or detect and timely correct a material misstatement of the 
Association’s financial statements.  A significant deficiency is a deficiency, or a combination of deficiencies, in 

internal control that is less severe than a material weakness, yet important enough to merit attention by those 
charged with governance.   
 

Our consideration of internal control was for the limited purpose described in the first paragraph of this section 
and was not designed to identify all internal control deficiencies that might be material weaknesses or significant 
deficiencies. Given these limitations, we did not identify any deficiencies in internal control that we consider 
material weaknesses.  However, unidentified material weaknesses may exist. 
 
Compliance and Other Matters 

 

As part of reasonably assuring whether the Association’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, opining 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 no instances of noncompliance or other matters we 
must report under Government Auditing Standards.   
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Huron-Erie School Employee Insurance Association, Erie County 
Independent Auditors’ Report on Internal Control Over Financial Reporting  
  and on Compliance and Other Matters Required by Government Auditing Standards 

Page 2 
 
 
Purpose of this Report 

 
This report only describes the scope of our internal control and compliance testing and our testing results, and 
does not opine on the effectiveness of the Association’s internal control or on compliance.  This report is an 
integral part of an audit performed under Government Auditing Standards in considering the Association’s 

internal control and compliance.  Accordingly, this communication is not suitable for any other purpose. 
 
 

 
Charles E. Harris & Associates, Inc. 
October 3, 2014 
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