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COMPENSATION INCREASE LEGISLATION PERTAINING TO
NONJUDICIAL COUNTY ELECTED OFFICIALS
(SUBSTITUTE HOUSE BILL NUMBER 712)

Attached is a copy of the County Commissioners’ Association of Ohio’s Advisory Bulletin 00-7
outlining the various compensation increases for county elected officials set forth in House Bill 712,
which was passed by the General Assembly as an emergency measure and took effect on December 8,
2000. The information contained in the CCAO’s advisory bulletin has been reviewed by the State
Auditor’s Office and we concur with its content.
Below are two points relating to the timing and effect of this pay increase legislation that are discussed
in CCAO’s bulletin which we believe deserve special emphasis.
Timing of Compensation Increases
Article II, section 20 of the Ohio Constitution generally prohibits elected officials from receiving
increases in their compensation in the midst of their terms of office. Because HB 712 took effect on
December 8, 2000, the compensation increases and the new eight (8) class population-based
compensation schedule in the bill are applicable only to those county officials whose current terms of
office began after December 8, 2000. Therefore, the two county commissioners, as well as the
prosecuting attorney, sheriff, coroner, engineer, recorder and clerk of the court of common pleas in
each county who were elected, or re-elected, in November 2000 and were sworn into office in January
2001 may receive the compensation increases provided for in the bill and are subject to the new eight
(8) class population-based compensation schedule.
Because the new terms of office of elected, or re-elected, county treasurers this year do not begin until
September 3, 2001, current county treasurers, even if re-elected in November 2000, are not

immediately entitled to the compensation increases provided for in the bill and are still subject to the
former law’s fourteen (14) class population-based compensation schedule until their next terms begin.
Re-elected county treasurers can receive the compensation increase provided in HB 712 only upon
commencement of their new term of office on September 3, 2001. Likewise, the county auditor and
the one commissioner in each county who were not on the ballot in November 2000 cannot
immediately receive the compensation increases in the bill, nor are they now subject to the new eight (8)
class compensation schedule. Those county officials must be re-elected in November 2002 and
commence their new terms of office in 2003 to receive the compensation increase in HB 712 and to be
subject to the new compensation schedule.1
In-Term Compensation Increases Based on Statutory Population Classes
With the results of the decennial census becoming available sometime in the next several months, it is
important to highlight the effect the updated population figures will have on the compensation levels of
county officials. A 1999 Ohio Attorney General Opinion (No. 99-033) makes it clear that an elected
county official is permitted to receive an in-term increase in compensation as a result of a population
increase that places the county in a higher classification, provided that the pertinent statutory schedule
was in effect prior to the commencement of that officer’s term. Thus, any county official whose county
rises to a higher statutory population class will be eligible for an in-term compensation increase effective
on the date the Governor receives the census results.
However, please note that 1999 Op. Att’y Gen. No. 99-033 explained that county officials may
receive a compensation increase in the midst of their terms due to the decennial census pushing their
county into a higher population classification only if the statutory compensation schedule was in effect
prior to the commencement of their terms. With its effective date of December 8, 2000, HB 712 was
not in effect prior to the commencement of the current terms of all county treasurers, county auditors
and the one commissioner in each county not elected or re-elected in November 2000. Thus, for all
county treasurers, county auditors and the one commissioner not elected or re-elected in November
2000, the former law’s fourteen (14) class population-based compensation schedule should be
analyzed for possible increases to higher population classes when the decennial census information is
officially received by the Governor. For all other county elected officials, the new eight (8) class
compensation schedule should be consulted when the decennial census information is released.
Questions about this bulletin may be directed to Cheryl Subler, CCAO Senior Policy Analyst, at
csubler@ccao.org or at CCAO’s toll free number 1-888-757-1904, or to the Auditor of State’s Legal
Division at (614) 752-8683.

1

The one exception to this would be if the county treasurer, or county auditor or the commissioner
not elected or re-elected in November 2000, were to leave office and a new treasurer, auditor or
commissioner were appointed, then it would appear that the new treasurer’s, auditor’s or commissioner’s
term would have commenced after the effective date of HB 712, thus making them eligible for not only
the pay increases in HB 712, but also the eight (8) class population-based schedule instead of the former
fourteen (14) class population schedule.
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GASB STATEMENT NO. 33

Introduction
Although the new reporting model established by the Governmental Accounting Standards Board
(GASB) in Statement No. 34 is generating the most discussion, another new statement from the GASB
will become effective before the transition to the new model is required. GASB Statement No. 33,
“Accounting and Financial Reporting for Nonexchange Transactions” is effective for financial
statements for periods beginning after June 15, 2000. For school districts, GASB Statement No. 33 will
need to be implemented for the fiscal year ending June 30, 2001. For counties and cities, implementation
will be required for the year ending December 31, 2001.
GASB has also issued Statement No. 36, “Recipient Reporting for Certain Shared Nonexchange
Revenues” which modified the provisions of Statement No. 33 for certain specific nonexchange
revenues. The provisions of Statement No. 36 are to be implemented simultaneously with those of
Statement No. 33 and are incorporated into this Bulletin.
The purpose of GASB Statement No. 33 is to clarify the timing requirements for recognizing assets,
liabilities, revenues and expenditures/expenses associated with nonexchange transactions. The Statement
defines a nonexchange transaction as one in which the government receives value without directly giving
equal value in return. (This is in contrast to exchange transactions in which each party receives or gives
up essentially equal value.) Examples of nonexchange transactions include sales, income and property
taxes, hotel-motel tax, gasoline tax, fines and penalties and grants. Inadequate guidance has resulted in
these transactions being reported differently from one government to another. The GASB is hoping to
generate more consistency and comparability in financial reporting by establishing more detailed
recognition criteria.
GASB Statement No. 33 groups nonexchange transactions into the following four categories:
Derived tax revenues result from assessments imposed by governments on exchange transactions.
Imposed nonexchange revenues result from assessments by governments on non-governmental
entities, including individuals, other than assessments on exchange transactions.
Government-mandated nonexchange transactions occur when a government at one level provides
resources to a government at another level and requires that government to use them for a
specific purpose or purposes established in the provider’s enabling legislation.
Voluntary nonexchange transactions result from legislative or contractual agreements, other than
exchanges, entered into willingly by two or more parties.

The following recognition guidelines apply when the full accrual basis of accounting is being used.
Additional guidelines for the modified accrual basis of accounting are identified later in this Bulletin.
Derived Tax Revenues
A receivable is recognized when the underlying exchange on which the tax is imposed occurs or when
resources are received, whichever occurs first. Revenue is recognized in the same period that the assets
are recognized, provided that the underlying exchange transaction has occurred.
Examples: income tax, permissive sales tax, hotel-motel tax.
Income tax discussion: At June 30 or December 31, a receivable and revenue would be recognized for all
tax remaining to be paid on income that was earned before year-end and that is considered collectible by
the government. A receivable and revenue would also be recognized for prior year delinquencies still
considered collectible.
Permissive sales tax discussion: At December 31, a receivable and revenue would be recorded for the
estimated tax to be received from the State on transactions that had occurred during the year.
Imposed Nonexchange Revenues
An asset is recognized for imposed nonexchange transactions in the period when an enforceable legal
claim to the assets arises or when the resources are received, whichever occurs first. Other than property
taxes, revenues should be recognized when the asset is recognized unless there are time requirements
specified in the enabling legislation. If time requirements are specified, revenue should be recognized in
the period when the resources are required to be used or when use is first permitted. Governments should
recognize revenues from property taxes, net of refunds and uncollectible amounts, in the period for which
the taxes are levied.
Examples: property tax, fines and penalties.
Property tax discussion: An enforceable legal claim exists at June 30 for schools and at December 31 for
cities and counties for the tax settlements identified below. These amounts would be reported as
receivables at year-end.
Schools - at June 30, 2001, the August, 2001 and February, 2002 real property tax settlements
and the October, 2001 personal property tax settlement. (If the personal property tax settlement
scheduled for June 30, 2001 is late and has not been received before year-end, it would also be
reported as a receivable).
Cities and counties - at December 31, 2001, the February, 2002 and August, 2002 real property
tax settlements and the June, 2002 and October, 2002 personal property tax settlements.
The following revenues are considered to be levied, and would be reported as revenue, for the fiscal year
ending June 30, 2001 for schools and for the calendar year ending December 31, 2001 for cities and
counties.
Schools - the four property tax settlements which are scheduled by statute to occur within the
fiscal year and which by statute are available for appropriation (August, 2000 and February,

Three settlements now, because the
June 30 settlement no longer occurs.

2001 real property and October, 2000 and June, 2001 personal property), plus any advance
against the August, 2001 real property tax settlement available from the county auditor on June
30, 2001.
Cities and counties - the four property tax settlements which are scheduled by statute to occur
within the calendar year (February, 2001 and August, 2001 real property and June, 2001 and
October, 2001 personal property).
Delinquent property taxes from prior years would also be included as a receivable and revenue to the
extent they are considered collectible.
Credit revenue for full accrual. Credit
Government-mandated and voluntary nonexchange transactions

deferred inflows for modified
accrual. ???

For government-mandated and voluntary nonexchange transactions, receivables and revenues are
recognized when all eligibility requirements are met. Resources received before the eligibility
requirements are satisfied are deferred. Eligibility requirements include one or more of the following:
Required characteristics of recipients. The recipient has the characteristics specified by the
provider.
Time requirements. Time requirements specified by enabling legislation or the provider have
been met. (The period when the resources are required to be used or when use is first permitted
has begun, as specified by the provider.)
Sometimes a provider in a government-mandated or voluntary nonexchange transaction does not
specify time requirements. When that is the case, the entire award should be recognized as a
receivable and a revenue by the recipient in the period when all applicable eligibility
requirements are met (applicable period). When the provider is a government, the applicable
period for both the provider and the recipient is the provider’s fiscal year and begins on the first
day of that year (when, for example, the relevant appropriation becomes effective). The entire
award should be recognized at that time.
Reimbursements. The provider offers resources on a reimbursement basis and the recipient has
incurred allowable costs under the applicable program.
Contingencies. (Applies only to voluntary nonexchange transactions). The provider’s offer of
resources is contingent upon a specified action of the recipient and that action has occurred.
Examples of contingencies include matching requirements that require the government to
dedicate a portion of its own resources to a specified purpose or the environmental statement that
is required by certain CDBG grants.
Examples: local government fund, foundation payments, gasoline tax, estate tax, motor vehicle license
tax levied by the State, homestead and rollback, personal property tax exemption, grants.
Local government fund discussion: The local government and local government revenue assistance funds
are grants from the State for which no time requirements are specified. The applicable period is therefore
the State’s fiscal year (July through June). At December 31, half of the amount awarded for the
applicable period will remain to be received. A county or city would therefore record a receivable and
revenue for the amount expected to be received from January through June. This same approach would
apply for gas tax and motor vehicle license tax.

(excluding time requirements) should be reported as liabilities.
Resources received before time requirements are met, but after all
other eligibility requirements have been met, should be reported as a
deferred inflow of resources by the recipient. (Revised per GASB 65)

Foundation payments discussion: Section 3317.01, Revised Code requires foundation payments to be
distributed to school districts within the fiscal year. Whether or not these distribution guidelines are
considered time requirements will not affect the recognition of revenue under Statement 33 since the
applicable period for foundation payments would also be the fiscal year. At June 30, a school district
would not record a receivable or revenue for foundation payments to be received in the following fiscal
year.
Homestead and rollback: These payments represent statutory reductions in property tax bills which are
being offset by the State. At June 30, 2001, there will be no receivable, assuming the payment for the
February, 2001, settlement has been received. At December 31, 2001, the payment related to the
February, 2002, settlement will be appropriated and unpaid. The estimated receipt should be reported as
a receivable and revenue.
Purpose Restrictions
Often resources received by a government from nonexchange transactions have restrictions which specify
the purpose for which the resources must be used. These restrictions may be imposed by the grantor or
through the enabling legislation. (Enabling legislation is the ordinance or resolution that authorized the
government to assess, levy, charge or otherwise mandate the payment of resources to the government,
e.g. the resolution passed by the county commissioners that imposed a county sales tax). Purpose
restrictions do not affect when a nonexchange transaction is recognized. At the time resources are
provided or promised, it is assumed that purpose restrictions will be fulfilled.
If a recipient spends restricted resources for an inappropriate purpose, the recipient should record an
expenditure/expense and a liability, if repayment to the provider is probable.
The same approach is used for grants that specify a date by which all resources must be used. It is
assumed at the time the grant is made that the time limit will be satisfied. If the recipient fails to spend
the resources within the prescribed time limit, the recipient should record an expenditure/expense and a
liability, if repayment to the provider is probable
Modified Accrual Accounting
Under the guidelines of GASB Statement No. 33, assets, liabilities and expenses/expenditures arising
from nonexchange transactions are recognized at the same time whether using the full accrual or the
modified accrual basis of accounting. Revenues from nonexchange transactions under the modified
accrual basis are generally recognized using the same criteria as full accrual with the additional
requirement that the resources must also be available. Specific guidelines for the four categories are:
Derived tax revenues - recognize revenues in the period when the underlying exchange
transaction has occurred and the resources are available.
Imposed nonexchange transactions - recognize revenues in the period when an enforceable legal
claim has arisen and the resources are available.
Government-mandated and voluntary nonexchange transactions - recognize revenues in the
period when all applicable eligibility requirements have been met and the resources are available.
The additional criterion of availability under the modified accrual basis means that some or all of the
amount recorded as revenue on a full accrual basis may be recorded as deferred revenue under the

Now termed "deferred inflow."

modified accrual basis, depending on when the resources are received. The receivable amount will not
change.
Use of Modified v. Full Accrual Accounting
Prior to implementing the new reporting model, a government would apply the full accrual guidelines for
recognizing receivables and revenue for nonexchange transactions to proprietary and nonexpendable trust
funds. Once the new model has been implemented, the full accrual guidelines will apply to governmental
and business-type activities and extended to all fiduciary funds.
Prior to implementing the new reporting model, the modified accrual guidelines would apply to
governmental, agency and expendable trust funds. Once the new model has been implemented, the
modified accrual guidelines will apply to the governmental funds only.
Measurable and Collectible
Recognition of nonexchange transactions in the financial statements is required regardless of the basis of
accounting being used unless the transaction is not measurable or not probable of collection.
Transactions that are not recognized because they are not measurable must be disclosed in the notes to
the financial statements.
Exchange Transactions
Although not the focus of the Statement, GASB Statement No. 33 also provides some guidance regarding
exchange transactions. Exchange transactions are transactions in which each party receives or gives up
essentially equal value. The GASB has also identified what are called exchange-like transactions in
which the values exchanged may not be quite equal or in which the benefits to the transaction may not be
exclusively for the parties to the transaction. Exchange and exchange-like transactions follow the same
recognition guidelines. Under the full accrual basis of accounting, a receivable and revenue are recorded
when the exchange takes place to the extent the amounts are collectible and measurable. Under the
modified accrual basis, the resources must also be available in order to be recognized as revenue.
Examples of exchange transactions include utility services, school excess cost charges and the sale of
school supplies or lunches. Examples of exchange-like transactions include licenses and permits and
certain tap fees.
Excess cost charges discussion - Excess cost charges arise when one school district provides services to
another district under contract and those services are not fully paid from additional grant revenue.
Charges for services that remain unpaid at year-end and that are both measurable and collectible will be
reported as a receivable and revenue using the full accrual basis of accounting. On the modified accrual
basis, the receivable amount will not change. Revenue would be recognized for the amount paid during
the available period with deferred revenue reported for the remainder. The school district that received
the services would report a liability for the full amount of the charge under either basis of accounting.
Reminder

Now termed "deferred inflow."

Please remember that the implementation of these new Statements may require a restatement of year end
balances at the beginning of the year for which they are being implemented. For example, if
implementation is being done for the 2001 school fiscal year (July 1, 2000 through June 30, 2001), a
restatement may be necessary at June 30, 2000.
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SUBJECT: REVISED CODE REQUIREMENTS FOR SELF INSURED POLITICAL SUBDIVISIONS, INCLUDING
GOVERNMENTAL INSURANCE POOLS

Bulletin
2011-08
amends this
Executive Summary
Bulletin. You
Sections 9.833, 2744.08 and 2744.081 of the Ohio Revised Code describe legal and accounting requirements for self-insured
subdivisions and governmental pools.1 These Sections require certain subdivisions to establish separate self-insurance
should read
funds. The Sections do not prescribe funding methods or funding amounts. Management is responsible for determining
2011-08 in
that adequate financial resources are available to timely pay self-insured claims.
conjunction
These sections may require an actuary to opine on the fair presentation of certain self-insured liabilities annually, even
with this
for some cash basis subdivisions. Actuaries are responsible only to determine that the liability was computed in
Bulletin.

accordance with accepted loss reserving standards. Management is responsible for computing the liability (though
management may engage an actuary to assist with the calculation). Management should use the actuarially-measured
information to assist in determining appropriate rates to charge other funds (or that pools should charge to participating
subdivisions). Rates should not only be sufficient to cover current claims, but should also reasonably provide additional
amounts to pay unforseen costs, such as incurred but not reported (IBNR) claims. Management should monitor cash
balances restricted for self insurance, claims paid and charges to other funds (or subdivisions). A significant excess or
deficiency of cash over or under the actuarial liability, or an actuarial liability that steadily increases over time, suggests
that rates require adjustment.
Allowing a significant unfunded liability to accumulate could have adverse consequences on cash flows in a future period.
This Bulletin (1) clarifies these Revised Code requirements; (2) amends The Ohio Compliance Supplement’s (OCS)
suggested audit procedures related to these requirements (OCS sections 6-1 and 6-2); (3) includes guidance related to
funding self-insured plans; (4) describes actuarial qualifications and applicable standards for actuarial reporting and (5)
includes an example risk management disclosure cash-basis subdivisions should include with their audited financial
statements.

Now OCS 1-19 and 1-20.

We are aware that some contents of this Bulletin are highly technical. If the Sections apply to your subdivision, you may
wish to discuss these matters with a qualified actuary, your independent accountant or your regional Auditor of State’s
Office.
Summary of the legal requirements
Note: Readers should refer to the attached summary of Ohio Revised Code Requirements Relating to Self Insurance
(Appendix 2) for a listing of requirements applicable to self-insured subdivisions and governmental self-insurance
pools.
Ohio Revised Code Sections 9.833, 2744.08, 2744.081 (the Sections), and 5705.13(A) impose important requirements for selfinsured political subdivisions,2 to help assure management has established appropriate liability amounts. The Sections have
some similar requirements, but apply to different types of liabilities and to different subdivisions:
9.833
Applies to self-insured officer or employee health benefit programs, whether the program is solely that of an individual
subdivision (referred to herein as “single subdivision”), or is a governmental pool. Certain provisions of 9.833 do not apply
to single subdivision programs in municipal corporations, townships or counties.
2744.08
Applies to single-subdivision programs self insuring against potential liability in damages in civil actions for injury, death,
or loss to persons or property allegedly caused by an act or omission of the political subdivision or any of its employees in
connection with a governmental or proprietary function.
2744.081
Applies only to pools providing coverage for the payment of judgments, settlement of claims, expense, loss, and damage
that arises, or is claimed to have arisen, from an act or omission of the political subdivision or any of its employees in
connection with a governmental or proprietary function and to indemnify or hold harmless the subdivision's employees
against such loss or damage.
Per 2011-08, 9.833(C)(1), (2)
5705.13(A)
& (4) were amended, and now
Allows subdivisions with taxing authority to reserve fund equity for self insurance.

apply to counties and twps.

Important considerations
1.
In circumstances described in Appendix 2, subdivisions must compute self-insured liabilities. An actuary must
opine on the fair presentation of the liability. The actuary often relies on information the subdivision or a thirdparty administrator provides. This information might include, for example, the number, gender and ages of
employees or other data. This data must be reasonably accurate for the actuary to form an opinion.

1
2

A governmental pool is a pool with membership limited to political subdivisions.

The Sections define a political subdivision as any municipal corporation, township, county, school district or other body
corporate and politic responsible for governmental activities in a geographic area smaller than the State.

2.

Since an actuary is not responsible for auditing data submitted to him or her, the subdivision’s auditors should
subject data submitted to the actuary to testing. Auditors should refer to Auditing Standards Section AU 336
(especially 336.12(b)) regarding this requirement.
Actuarial standards and Government Accounting Standards Board Statement 10 (GASB 10), Accounting and
Financial Reporting for Risk Financing and Related Insurance Issues, require that liabilities be accrued not only for
insured events reported by claimants, but also for incurred but not reported (IBNR) claims. For instance, an
insured employee illness occurring prior to the balance sheet date might not be submitted to a plan for payment
until well after the balance sheet date. Nevertheless, the estimated insured cost of that claim is a liability as of the
balance sheet date. Subdivisions and pools should use estimation / actuarial methods to estimate IBNR.
Cash-basis subdivisions are not subject to GASB 10. However, we believe they should disclose certain information
related to risk management. When the Sections require an actuarial measurement for a cash-basis subdivision,
the subdivision should disclose that information in the notes to its audited financial statements. Appendix 1
includes an example disclosure.

Superseded by
AU-C 500.08 and
500.A38 -- .48
(auditee-hired
actuary); or3.AU-C
620 (auditor-hired
actuary, if
necesasary) to test
Transfer of risk
auditee's actuarial
The mandatory requirements of Appendix 2 apply only to the extent a subdivision or pool has not transferred risk to another
work.)
party. For example, if a subdivision purchases a policy from a private carrier covering all reasonably anticipated claims
amounts (usually excepting an immaterial deductible), the subdivision has transferred risk to the carrier. The subdivision
would not be subject to the Section(s), even if it had a separate fund to collect amounts to be paid as premiums to the carrier.
For subdivisions or pools purchasing only large stop-loss caps, the subdivision or pool is self insured up to the cap limit, and
would be subject to the Sections.

As another example, assume a subdivision other than a pool contractually agrees to pay a “premium” or required
contribution to an insurer or claims servicing pool, with the ultimate charge based on the subdivision’s subsequent
claims/loss experience. If the subdivision’s losses exceed the initial charge, it will be assessed an additional amount to fully
reimburse the “insurer.” Conversely, if premiums exceed losses, the subdivision will receive a refund or reduction in future
premium rates. In this situation, the subdivision is self insured, and is subject to these Sections. The annual premium is more
in the nature of a deposit, and the “insurer” is functioning more as a claims servicer, rather than as an insurer.
As a final example, assume a pool’s plan does not permit a supplemental assessment or refund to a subdivision based on
its individual experience. However, the pool may make supplemental assessments if the experience of the overall pool is
unfavorable. In this instance, except for deductible amounts, risk has been transferred to the pool. A governmental pool
assuming the risk of losses would be subject to the Sections rather than the participating subdivisions.
We are aware that some pooling agreements have attributes of both the preceding paragraphs. Such arrangements must be
individually analyzed in determining the applicability of the Sections and of this Bulletin.
Funding
The amount charged to other funds (or that a pool charges to participating subdivisions) to pay claims is a matter of
management judgment. The Sections do not prescribe a funding method. The minimum requirement would be only cash
needed to pay claims when due, and is referred to as “pay-as-you-go funding.” For example, when a subdivision pays only
the amounts a third-party claims administrator requires to pay approved claims, a subdivision is using pay-as-you-go funding.
While this method is the least costly in the short term, it is risky, since catastrophic illnesses or other significant self-insured
liabilities could cause a material increase in required payments. A more fiscally conservative approach is to fund an
additional amount above that needed for approved claims, to build a “cushion” for large, unforeseen claims.
The most prudent approach is to fund liabilities when they occur, rather than when approved for payment. This method
of funding is called full funding. Full funding requires charging other funds (or other pool participants, or reserving equity
under 5705.13(A)(2), Rev. Code) an amount such that assets equal the actuarial liability.
Discounting the Liability
GASB 10 (paragraph 59) and actuarial standards permit, but do not require, discounting the liabilities. Discounting (i.e., reducing
the liability amount to a present value based on an appropriate interest/discount rate) has little effect on liability amounts due in
the near term. However, for large amounts due several years hence, discounting can significantly reduce the recorded liability.
Discounting may be preferable when (1) entities have significant long-term payments due and (2) they wish to fully fund liabilities.
Not using a discounting method in circumstances (1) and (2) could cause an over funding of liabilities, since self-insurance
investment earnings should approximately offset the subsequent writeup of discounted liabilities. 3
When a subdivision discounts its liability, Actuarial Standard of Practice No. 9 suggests it may be appropriate to provide a
cushion for uncertainty. We believe this requires discounting reserves above the expected value, or above the midpoint
____________________
3

The Revised Code may require such interest be recorded to the general fund. See statutes related to investment earnings

of the range or above the 50% confidence level. The actuary we consulted with in drafting this Bulletin routinely encourages
self-insured clients to set the reserve at the 90% confidence level, for conservatism. For example, an actuarial/statistical
analysis may determine that discounted, estimated losses could range from $100,000 to $200,000, with a fifty percent
likelihood that losses will be less than $160,000, and a 90% likelihood that losses will be less than $185,000. Applying
conservatism to Actuarial Standard No. 9 would suggest setting the actuarial liability at $185,000.

GASB Cod C 50.111

Note that if no amount in the range is deemed a better estimate than another, paragraph 54 of Governmental Accounting
Standard No. 10. suggests accruing the minimum from the range (i.e., $100,000). However, we believe paragraph 54 and
the conservatism principle would not preclude accruing a $185,000 liability in GAAP balance sheets.
External Financial Reporting
The Sections require the actuary’s report be available upon request. The Sections also require subdivisions to prepare an annual
statement of the actuarial liability and claims disbursements. There is no prescribed format for the disbursement report. While
the Sections do not require a separate audit of either the actuary’s report or the disbursement report, both reports will be
important to audits the Auditor of State (or independent accountants) perform under Chapter 117, Rev. Code.
Since an actuarial measurement of the liability is usually consistent with GASB 10, GAAP subdivisions can usually accrue the
actuarial liability in their general purpose financial statements, which are, of course, subject to audit by the Auditor of State.
GAAP entities reporting equity reserves in the general fund per 5705.13(A) should reduce the reserve on the GAAP balance
sheet for amounts accrued as liabilities under GASB 10.
Subdivisions following the Auditor of State’s cash basis of accounting should disclose the actuarially-measured liability in
a note to the audited financial statements. The disclosure should also include the year-end self insurance fund cash balance.
The note should disclose any equity reserved for self insurance under 5705.13(A), unless that amount is disclosed on the face
of the financial statements. An example disclosure is attached to this Bulletin. We will similarly modify the examples our
staff use to assist subdivisions in preparing cash-basis financial statement notes. This disclosure requirement applies to audits
covering fiscal years ending December 31, 2000 and subsequent years. We suggest that the disclosure include comparative
information to help inform readers of significant trends in the liabilities.

Now in OCS 1-19 and 1-20.

Audit Considerations
Sections 6-1 and 6-2 of the May, 2000 Ohio Compliance Supplement related to these Sections are revised as follows:
–
–

–

Now in AU C
500.08 and
–
500.A38 -- A.48
(auditee-hired
actuary)

The asterisked statement in Sections 6-1 and 6-2 is revised as follows:
“Reserved” means liabilities measured in accordance with accepted actuarial principles.
Step 2 in Sections 6-1 and 6-2 is amended to note that the procedures described (i.e., testing information the client
provides to the actuary) may be necessary to comply with Statement on Auditing Standard No. 73, Using the Work
of a Specialist. SAS 73 (AU 336) is applicable when the actuary’s liability calculation is accrued as a GAAP liability
or presented in a cash-basis entity’s notes.
Step 3 is added to Sections 6-1 and 6-2:
Determine whether the actuary’s opinion language (including the scope of the work) generally complied
with the example described in the “Actuarial Opinions” section of Auditor of State Bulletin 2001-05.
Step 4 is added to Sections 6-1 and 6-2:
Consider whether any qualification in the actuary’s report affects the financial statement opinion. (For
cash-basis entities, an inability to adequately calculate and present the liability may constitute a
qualification related to the adequacy of disclosure.)

Actuarial Requirements
If subdivisions issue requests for proposals (RFP) for actuarial services, they should consider the following in drafting their
RFP, and when evaluating proposals.
Qualifications
Sections 9.833 and 2744.081 require the actuary to be a member of the American Academy of Actuaries. However, not all
members of the Academy are qualified to render the opinions required by these Sections.
As a general rule, a Fellow or Associate of the Casualty Actuarial Society (FCAS or ACAS) would be qualified to report on the
casualty liabilities described in 2744.081. An FCAS or ACAS may also be qualified to report on health claims liabilities per
9.833.
Also, as a general rule, a Fellow or Associate of the Society of Actuaries (FSA or ASA) would be qualified to report on health
claims liabilities per 9.833.
We recommend that RFPs require actuaries to include their professional certifications and examples of similar engagements
performed and/or references from other clients.
Statement on Auditing Standards No. 73 (AU 336.08) states an auditor should consider the actuary’s professional

Now in AU-C 500.A39
(auditee-hired actuary)

certifications, reputation and experience with the work under consideration. The proposal may be a source of this
information.
Applicable Actuarial Standards
In preparing and opining on the reserve (i.e., liability), actuaries should consider the following standards of practice:
•
•
•
•
•

Actuarial Standard of Practice No. 5: Incurred Health Claim Liabilities
Actuarial Standard of Practice No. 9: Documentation and Disclosure in Property and Casualty Insurance Ratemaking,
Loss Reserving and Valuations
Actuarial Standard of Practice No. 21: The Actuary’s Responsibility to the Auditor
Actuarial Standard of Practice No. 28: Compliance with Statutory Statement of Actuarial Opinion Requirements for
Hospital, Medical and Dental Service or Indemnity Corporations, and for Health Maintenance Organizations
Actuarial Standard of Practice No. 36: Statements of Actuarial Opinion Regarding Property/Casualty Loss and Loss
Adjustment Expense Reserves

Actuarial Opinions
We believe actuarial opinions similar in format with that described in the Instructions to the National Association of Insurance
Commissioners Blank would comply with the Sections. Such a report would include paragraphs (1) identifying the actuary,
(2) the scope of the matter subject to the opinion, (3) an opinion and, (4) if needed, one or more relevant comment paragraphs.
One or more additional paragraphs may be needed to address any opinion qualifications.
Example identification paragraph:
I, (name and title of actuary) am associated with the firm of (name of firm). I am a member of the American
Academy of Actuaries and meet its qualification standards. I am a Fellow/Associate of the Casualty Actuarial
Society. I was appointed by the (name of subdivision or pool)’s governing board on (insert date) to render this
opinion.
Example Scope Paragraphs:
I have examined the actuarial assumptions and methods used in determining the reserves listed below, as shown
in the Report of Actuarially-Determined Liabilities of the (name of subdivision or pool) as required by Section
9.833 (or 2744.081) of the Ohio Revised Code, as of (last day of fiscal year).
(List liabilities covered by the opinion, which typically would include:)
Unpaid losses
Unpaid loss adjustment expenses
The liabilities listed in the Report of Actuarially-Determined Liabilities include (do not include) anticipated
subrogation4 and (or) discounting.
In forming my opinion on the loss and loss adjustment expense reserves, I relied upon data prepared by the responsible
officers or employees of the (name of subdivision or pool). I evaluated that data for reasonableness and consistency. In other
respects, my examination included such review of the actuarial assumptions and methods used and such tests of the
calculations as I considered necessary.
Example Opinion Paragraph:
In my opinion, the amounts carried by the (name of subdivision or pool) for unpaid losses and unpaid loss
adjustment expenses meet the requirement of Section 9.833 (2744.081) of the Ohio Revised Code, are computed in
accordance with accepted loss reserving standards and principles, and make a reasonable provision for all unpaid
loss and loss expense obligations of the (name of subdivision or pool) under the terms of its policies and agreements.
Relevant Comments Paragraph(s)
In the relevant comments paragraphs, the actuary should comment on significant types of losses and the major risk factors
(including adverse court decisions, legislation) which the actuary believes materially affect the variability of the reserves.
If there has been any material change in the actuarial assumptions and/or methods from those used in prior years, the actuary
should describe the change by inserting a phrase such as:
A material change in the actuarial assumptions (and/or methods) was made during the past year, but such change
accords with accepted loss reserving standards. (A brief description of the change would follow.)
You can refer questions regarding this Bulletin to the Accounting & Auditing Support Division of the Auditor of State at
800/282-0370.

________________
4

Note that paragraph 9 of GASB Statement 30 requires reducing liabilities for recoveries from unsettled claims, such as
salvage or subrogation. Therefore, when the actuary’s work will be used to support a liability computed to conform with GASB 10, the
liability should be reduced for anticipated subrogation

Appendix 1: Example Note for Cash-Basis Subdivisions
X.

RISK MANAGEMENT
(Note: Use only the paragraphs that apply. Some of the descriptions below are mutually exclusive, so you must make
appropriate modification.)
Commercial Insurance
The (name of subdivision) has obtained commercial insurance for the following risks:
- Comprehensive property and general liability
- Vehicles
- Errors and omissions
The (name of subdivision) is uninsured for the following risks:
- Comprehensive property and general liability
- Vehicles
- Errors and omissions
(Insert the following sentence if uninsured losses were material .) During 20EE, the (name of subdivision) paid $
for losses that exceeded insurance coverage.
(Also disclose any significant changes in coverage from the prior year.)
Risk Pool Membership
The (name of subdivision) is a member of the XYZ Joint Self Insurance Pool (the Pool). The Pool assumes the risk
of loss up to the limits of the (name of subdivision’s) policy. The Pool may make supplemental assessments if the
experience of the overall pool is unfavorable .[Modify the preceding sentence as needed.] The Pool covers the
following risks:
- General liability and casualty
- Public official’s liability
- Vehicle
The Pool reported the following summary of assets and actuarially-measured liabilities available to pay those
liabilities as of December 31:

2000

2001
Cash and investments

$

$

Actuarial liabilities

$

$

Self Insurance
The (name of subdivision) is also self insured for [describe type of coverage, such as employee health or liability
insurance]. The Self Insurance Fund pays covered claims to service providers, and recovers these costs from
charges to other funds based on an actuarially determined cost per employee. [OR] Interfund rates are charged
based on claims approved by the claims administrator.[OR] describe other method of cost recovery. A comparison
of Self Insurance Fund cash and investments to the actuarially-measured liability as of December 31 follows:
2000

2001
Cash and investments

$

$

Actuarial liabilities

$

$

Note Comments
1.

This illustration applies to entities using the Auditor of State’s (i.e., cash) basis of accounting. GAAP-basis entities
should follow the disclosure requirements described in GASB Statements 10 and 30.

2.

As stated above, this illustration will always require considerable modification. For example, the illustration
describes an entity that simultaneously has obtained commercial liability insurance, has no liability insurance and
has pooled its liability risk. Usually only one of these three conditions will apply.

3.

The example also describes an entity that has joined a pool to insure liability risks and is self insured for health
insurance. The opposite may apply, or some other combination may apply.

4.

As illustrated in the second commercial insurance paragraph, we request that entities disclose if they have elected
to forego liability insurance. We would consider a subdivision to be uninsured when it has none of the following:
a.
Commercial insurance coverage
b.
A self insurance fund
c.
Fund equity reserve for self insurance under 5705.13(A)(2)
d.
Participates in a self insurance pool
e.
Annual appropriations for claims costs reasonably sufficient to cover those costs.

5.

There is no requirement to disclose a lack of health insurance coverage. Health insurance coverage is an employee
benefit; failing to insure health coverage is a risk for employees, not a direct risk to a subdivision. Conversely,
subdivisions should disclose if they have contractually agreed to cover employee health costs. Such costs are often
significant and therefore of interest to financial statement readers.

6.

The two-year comparison of cash and investments vs. actuarial-liabilities is a useful measurement of the adequacy
of a subdivision’s funding methods / formulas. A significant excess of liabilities over assets or a trend showing
a deteriorating excess of assets should warn management and financial statement users that current funding
methods / formulas may require modification. In such instances, we would expect management to disclose plans
to address the issue. We will not object if entities are unable to present data from years prior to December 31, 2000.
We would accept a single year presentation. However, for years ending on or after December 31, 2001 we would
expect two years of data in the presentation.

Superseded by AU-C 540.20.

7.

If the notes do not address management’s plans regarding a material deficiency, auditors should consider whether
the disclosure is sufficient (see Auditing Standards Section AU 431). Auditors should also consider whether a
going concern contingency exists (Auditing Standards Section AU 341).

Superseded by AU-C 570.

8.

While the Auditor of State believes all subdivisions with significant self-insurance commitments should have an
actuary measure the liability annually, the Revised Code does not require this for all subdivisions or all types of
insurance (see Appendix 2, following this page). If the Revised Code requires the measurement, but an entity
elects not to comply, the entity would be unable to prepare the comparison of assets with actuarial liabilities, and
auditors should consider (1) qualifying their opinions for an inadequate disclosure and (2) reporting a material
noncompliance finding in the report on compliance and internal controls required by Government Auditing
Standards.
However, if the Revised Code does not require an entity to actuarially measure its liabilities, the lack of an
actuarial disclosure would not affect auditors’ reports. The disclosure could still describe the funding methods.
An entity should also disclose if it were unable to pay claims in a timely manner.

9.

The auditor’s opinion encompasses the Note. The extent and nature of procedures is a matter of judgment based
on risk, but might include the following:
a.
Briefly read policies to support that coverage is current for commercial policies.
b.
Perform the amended Chapter 6 procedures for the Ohio Compliance Supplement described in the Bulletin.
c.
Compare the assets disclosed to similar assets in the audited financial statements.
d.
Compare the last check written to a commercial carrier, to a pool, or to a third-party administrator to the
invoice date to determine whether approved claims or premiums are paid reasonably currently.

Single
Subdivision*
Programs

Required,
unless
another
financing
source exists.
Required if using
a separate fund,
unless that fund
has another
revenue source.

5. Reserve fund equity to provide for
self-insurance costs.

4. Pools can charge claims and other
program costs to participating
subdivisions based on the subdivisions’
relative experience, loss exposure or as
otherwise agreed by contract.
Permitted
only for the
self
insurance
fund.

N/A

N/A

N/A, must
follow step
2.

Required,
unless
another
revenue
source
exists.

Required

Pool
Members

Permitted only for Prohibited
the general or self
insurance fund.

N/A

3. Charge claims, administrative and
N/A, must
Optional
other related program costs directly to
follow step 2.
fund(s) based on the funds’ relative
exposures or loss experiences. Or may
charge all costs to one fund and recover
them from other funds based on those
funds’ relative exposures or loss
experiences. (The statement in step 2
above about transfers applies here, too.)

2. Recover self insurance fund costs by
charges to other funds based on those
funds’ relative exposures or loss
experiences. (These interfund charges
should be recorded as revenues and
expenditures rather than transfers, and
are not subject to the restrictions on
interfund transfers or 5705.14 - .16,
ORC.)

Permitted by
5705.13(A)

Single
Municipality,
Township, or
County Programs

Optional

Required if
using a
separate fund,
unless that fund
has another
revenue
source.

Permitted by
5705.13(A)
and
2744.08(A)2(a)

N/A

Permitted only
for the general
or self
insurance fund

Pools

Prohibited

N/A

Optional

Required if
using a
separate fund,
unless that
fund has
another
revenue
source.

N/A

Required
to remain
solvent.

N/A

N/A

Requires AOS N/A
permission per
5705.12

Pool
Members

Liability Insurance
per ORC 2744.08 & .081
Single
Subdivision
Programs

Required to N/A
remain
solvent.

N/A

N/A

N/A

Pools

Health Benefits Insurance Requirements per ORC 9.833

1. Establish a separate internal service Required
fund by ordinance or resolution to
account for all claims, administrative and
other related program costs.

ORC Provision

* Except municipal corporations, townships and counties. Also, Chapter 5705 applies only to subdivisions with taxing authority, defined in 5705.01.

5705.13(A)(2)

2744.081(A)(4)

9.833(C)(5)

5705.10

2744.08(A)(2)(a)

9.833(C)(6)

5705.10

2744.08(A)(2)(a)

9.833(C)(2)&(6)

5705.13.(A)

2744.08(A)(2)(a)

9.833(C)(2)

ORC
Ref.

Per Section II.4 in Bulletin 2011-08, 9.833
now requires twp. and counties to follow
9.833(C)(1), (2) and (4). (That is, the Single
Appendix
Subdivision Programs column applies
to 2: Summary of Revised Code Requirements Relating to Self Insurance
twp and counties re: (C)(1), (2) and (4).)

2744.081(B)

9. Establish a multi-subdivision cost
containment program. May hire risk
managers, health care cost containment
specialists, other consultants to reduce
health care costs.

9.833(C)(7)
Optional

8. Contract with a member of the American Required
Academy of Actuaries. Obtain a report
from the actuary annually, on the fair
presentation of the actuarial liability
presented in the report described in step 7.

9.833(C)(1) &
(4)
2744.081(A)(1)
& (3)

Required

Single
Subdivision*
Programs

Optional

Optional

Optional

Optional, but
required for
reserve accounts
established per
step 5.

Single
Municipality,
Township, or
County Programs

Optional

N/A

N/A

N/A

Pool
Members

Participating
subdivisions
can do this.
The pool
cannot do this
directly.

Required

Required

Required

Pools

Health Benefits Insurance Requirements per ORC 9.833

7. Prepare a report within 90 days of fiscal Required
year end, listing:
a. The actuarial liability as of
the last day of the fiscal year;
b. Program disbursements,
including claims paid, legal
representation and consultant
costs.
The program administrator must maintain
this report.

6. Compute an actuarial liability as of the
last day of the fiscal year.

ORC Provision

9.833(C)(1)
2744.081(A)(1)

5705.13(A)(3)

2744.081(A)(1)

9.833(C)(1)

ORC
Ref.

Optional

Optional

Optional

Optional, but
required for
reserve
accounts
established
per step 5.

Single
Subdivision
Programs

Optional

N/A

N/A

N/A

Pool
Members

Participating
subdivisions
can do this.
The pool
cannot do
this directly.

Required

Required

Required

Pools

Liability Insurance
per ORC 2744.08 & .081

12. Contract between more than one
subdivision for joint administration of a
single subdivision self-insurance program.

11. Issue GO or special obligation bonds
or notes in anticipation of these bonds
pursuant to ordinance or resolution of the
legislative body. Use the debt proceeds to
pay claims or other costs associated with
the self insurance program.

10. Contract, without the necessity of
competitive bidding, to any person,
political subdivision, nonprofit corporation
organized under ORC 1702 or regional
council of governments created under
ORC 167, to administer a self insurance
program.

ORC Provision

Optional

Optional

Optional

Single
Subdivision*
Programs

Note: This table summarizes the requirements of Ohio Revised
Code Sections 9.833, 2744.08, 2744.081 and 5705.13(A)(2).
However, self-insured subdivisions and government self-insurance
pools should refer to the statutes for the complete text of the legal
requirements.

Optional

Optional

Optional

Single
Municipality,
Township, or
County Programs

N/A

Optional

Optional

Pool
Members

N/A

Participating
subdivisions
can do this.
The pool
cannot do
this directly.

Participating
subdivisions
can do this.
The pool
cannot do
this directly.

Pools

Health Benefits Insurance Requirements per ORC 9.833

* Except municipal corporations, townships and counties.

9.833(A)(2)
2744.08(A)(2)(b)

2744.081(D)

9.833(C)(9)

2744.081(A)(2)

2744.08(A)(2)(a)

9.833(C)(3)

ORC
Ref.

Optional

Optional

Optional

N/A

Optional

Optional

Single
Subdivision Pool
Programs Members

N/A

Participating
subdivisions
can do this.
The pool
cannot do
this directly.

Participating
subdivisions
can do this.
The pool
cannot do
this directly.

Insurance
Pools

Liability Insurance
per ORC 2744.08 & .081

The first 7 pages summarized
ORC amendments to school
district set asides and fiscal
caution / watch / emergency
laws. You should refer to
current ORC requirements, so
those pages have been
omitted. The Q&A below has
been retained.

Date: May 29, 2001
Bulletin 2001-006

AUDITOR OF STATE BULLETIN
ing deficit exceeding ten (10) per cent. These funds will be repaid by the school district no later than the end of the second fiscal year following the fiscal year in which
the solvency assistance payment was made.
Catastrophic Expenditures Account - The money in this account is to be used solely
for the
following:
• Solvency assistance to school districts that have been declared under division
(B)(1) or (5) of Section 3316.03, R.C. , to be in fiscal emergency because of a
certified operating deficit exceeding ten (10) per cent in the event all money in
the shared resource account is used up; and
• Grants to school districts that suffer an unforeseen catastrophic event that
severely depletes the district's financial resources.
Funds disbursed from the catastrophic expenditures account for solvency assistance
shall be repaid by the school district no later than the end of the second fiscal year following the fiscal year in which the solvency assistance payment was made. A school
district will not be required to repay any grant awarded to the district under the catastrophic expenditures account unless the district receives money from a third party
specifically for the purpose of compensating the district for expenses incurred as a
result of the unforeseen catastrophic event.
A list of questions and answers relating to S.B. 345 follows. Additional questions
regarding this bulletin should be directed to the Local Government Services Division
at 1-800-345-2519 or to the Accounting & Auditing Support Division of the Auditor of
State's Office at 1-800-282-0370.
QUESTIONS & ANSWERS
1. Under the new base formula for calculating the textbook set-aside
and/or the capital set-aside, does the “base cost per pupil” include
the “cost of doing business factor”?
No. The formula amount as defined under Section 3317.02, R.C. is the
base cost per pupil and does not include the “cost of doing business
factor”. For fiscal year 2000, this amount was $4,052 and for fiscal year
2001 the amount is $4,294.
2. If BWC refund monies in the budget reserve are used for the
purchase of textbooks, will this expenditure count toward the 3%
annual expenditure requirement under the textbook and
instructional materials set-aside?
Yes.
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See current ORC 3317.02(F): "Formula
amount" means $5,900, for fiscal year 2016,
and $6,000, for fiscal year 2017.
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3. Similarly, if the BWC refund monies in the budget reserve are used
for school facility construction, renovation or repair, will this
expenditure count toward the 3% annual expenditure requirement
under the capital and maintenance set-aside?
Yes.
4. While not required to by law, a school district wishes to maintain a
budget reserve and add to it any BWC rebate monies received in
current or future years.
A. Does the district have to close out their old budget reserve
account if they plan to maintain a reserve?
No; however, the board must reauthorize via resolution the
existence of the budget reserve consistent with Section 5705.13, R.C.
B. Must the district put the 2001 BWC rebate monies in a separate
fund or can they put this with the existing budget reserve funds?
If the district board has reauthorized the existence of a budget
reserve under Section 5705.13, the 2001 BWC rebate monies may be
added to the reserve as long as the district complies with
parameters established under Section 5705.13. (i.e., amount
reserved cannot exceed 5% of the general fund's revenue for the
preceding fiscal year). The board should authorize the increase in
the budget reserve by resolution.
5. If a school district does not have a "matching" requirement, but
wants to put their budget reserve monies (non-BWC refund) in fund
010, Classroom Facilities, can they do this?
No, fund 010 is only for Classroom Facilities projects under Chapter
3318, R.C.
6. Can a school district transfer funds directly from their budget
reserve to the permanent improvement fund?
No, transferring funds directly from the budget reserve to the
permanent improvement fund requires a court order. If the school
district wishes to close out their budget reserve, they should return the
monies to the general fund (transfer out of the special cost center), then
transfer monies to the permanent improvement fund. The return of
monies to the general fund is provided for in S.B. 345.

9

Note: Per OCS 1-11, fn 33,
this Bulletin's accounting
guidance still applies, but
legal guidance may be
superseded. Therefore we
have retained this Bulletin,
but you should refer to the
TO:
latest ORC to update the
legal requirements described
in this bulletin.
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SCHOOL DISTRICT TREASURERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS
OHIO SCHOOL FACILITIES COMMISSION
CHANGES IN SCHOOL FACILITIES COMMISSION
GRANTS/LOANS

The purpose of this Bulletin is to provide guidance regarding accounting and
compliance issues related to Ohio School Facilities Commission (the
Commission) grants/loans that have arisen since the passage of Amended
Senate Bill 272, effective September 15, 2000.
Levy for Maintenance of School Facilities Projects
The proceeds of a levy authorized by Section 3318.06 of the Ohio Revised Code
that are to be used for maintenance of a school facilities project under Chapter
3318 of the Ohio Revised Code should be receipted in the Classroom Facilities
Maintenance Fund, fund number 034. This fund should be classified as a governmental fund type, special revenue fund. The tax levy proceeds generated for
facilities maintenance are restricted to those maintenance expenditures associated with the project for which the levy was approved and are not available for
maintenance of other school district facilities.
Prior to 1996, school districts participating in the classroom facilities program
were required to pass a half-mill levy for the repayment of State funds loaned
to the school districts for the construction of classroom facilities. The levy continued until the loan was repaid, but in no case for a period longer than twenty-three years. At the end of the twenty-three year period, any amount remaining was forgiven.
In 1996, the law was amended to permit the levy proceeds to be used for maintenance of the classroom facilities project provided the school district's adjusted valuation per pupil was less than the state-wide median. One-half of the
levy was to be used for maintenance of the classroom facilities project and the
other half of the levy was to be used to pay the cost of the purchase of the classroom facilities from the State. In addition, the School Facilities Commission
could enter into a supplemental agreement with a school district that was paying the full amount of the half-mill levy to the State under the previous version
of the code section. The supplemental agreement permitted repayment of the
State's share based on the school district's valuation per pupil and use of the
levy proceeds for facilities maintenance under the same terms stated above.

1

You should also read OCS step 1-11 for additional guidance. The
following is excerpted from OCS step 1-11:
Locally Funded Initiatives:
The Commission informed us that a school district board may elect to
add to the scope of any project and separately fund a scope of work
(“local initiative”), which involves improving all or part of a project
the Commission funds. The school district board may request the
Commission to approve the incorporation of design and construction
of the local initiative into the overall project. Whenever a local
initiative is interconnected with a project the commission funds, the
district and the commission will execute a memorandum of
understanding to specify the additional cost of the local initiative and
the terms and conditions for accounting for the cost. The district
must account for the local initiative in a separate fund, NOT the
project construction fund (USAS fund 010).
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Under Section 6 of Amended Senate Bill 272, any school district whose agreement with the Commission requires the school district to pay the State one-half
of the tax levy is not be required to make any payments to the State after
September 15, 2000.
Alternative to the One-Half Mill Maintenance Levy
Amended Senate Bill 272 permits a school district that has a continuing levy in
place under Section 5705.21 of the Revised Code for on-going permanent
improvements of at least two mills to earmark the equivalent of a one-half mill
from that levy for a period of 23 years or the equivalent number of years as
required under law. This option is only available if the permanent improvement levy allows for maintenance. The levy proceeds earmarked to be used for
maintenance should be accounted for within the Classroom Facilities
Maintenance Fund 034. The treasurer should file a copy of the resolution earmarking one-half mill of the levy with the county auditor of each county in
which any part of the school district is located.
Exception to the Maintenance Levy Requirement for Certain Districts
The act provides a special exception to the maintenance tax requirement for
school districts where the tax would raise only a small amount of money. It permits any school district board to not propose the maintenance tax to its voters
if the Department of Taxation estimates that the tax during the first 12 month
period of collection would raise less than ten percent of the amount that the district is required to deposit into its Capital and Maintenance Reserve Fund under
Section 3315.18 of the Revised Code.
Options for Raising School District’s Share of the Project
Leveraged Bonds - The act permits a school district, at its option, to apply the
proceeds of either a previous or newly authorized property or income tax levy
that is levied for general on-going permanent improvements to leverage (issue)
bonds in an amount equal to all or part of the bond issue and tax levies otherwise required for participation in the Classroom Facilities Assistance Program.
The earmarking of such tax proceeds and the issuance of bonds for that purpose
may be done without voter approval as long as the proceeds may lawfully be
used for general classroom facilities acquisition and maintenance. The treasurer shall file a copy of the resolution with the county auditor of each county in
which any part of the school district is located. The bonds issued for this purpose are exempted from the debt limitation.
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The bond proceeds are to be credited to fund 010, Classroom Facilities. The proceeds of the property tax levy or income tax revenues pledged for debt repayment are to be recorded to the bond retirement fund. A special cost center
should be used to segregate the revenues and related debt payments from other
debt service activity.
Local Donations - The act permits a school district to apply any local donated
contributions toward the school district's share of the basic project cost and thus
reduce the amount of bonds the school district must issue under the Classroom
Facilities Assistant Program. Local donated contribution means money irrevocably donated or granted to the school district by some source other than the
State, and cash the school district has on hand, which may include year-end
operating balances or any letter of credit issued on behalf of the school district.
Any local donated contributions must be credited to the school district's
Classroom Facilities Project Fund 010.
The application of cash, operating fund balance, or letter of credit must be
approved by the Ohio School Facilities Commission in consultation with the
Department of Education.
Disbursement of Funds, Interest Earnings and Closing of Project Fund
The Ohio School Facilities Commission will disburse quarterly to the school district's project construction fund the State's share of the project. The amount disbursed is based on estimates provided by the school district and the construction manager.
Effective March 18, 1999, State statute requires that all interest earned on the
investment of the project construction fund be credited to the project construction fund. Interest credited to the fund should be allocated by special cost center, splitting interest earned on the investment of local money from interest
earned on the State's share.
The treasurer of the school district board is to disburse funds from the school district's project construction fund, including investment earnings credited to the
fund, only upon the approval of the School Facilities Commission or their designated representative. The School Facilities Commission or their designated representative is to issue vouchers against the project fund, in accordance with the terms
of the contracts for the construction of the project. Disbursements from the project
fund are to be recorded to the appropriate special cost center in accordance with the
spending priority established in the contract with the School Facilities Commission.
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After the project has been completed:
(A)Any investment earnings remaining in the project construction fund that
are attributable to the school district's contribution to the fund are to be
transferred to the district's maintenance fund (fund 034) and used solely
for maintaining the classroom facilities included in the project;
(B) Any investment earnings remaining in the project construction fund that
are attributable to the State's contribution to the fund are to be remitted
to the Commission for expenditure pursuant to sections 3318.01 to
3318.20 of the Revised Code.
(C) Any other surplus remaining in the school district's project construction
fund after the project has been completed will be transferred to the
Commission and the school district board in proportion to their
respective contributions to the fund. Under Section 5705.14 of the
Revised Code, the balance retained by the school district is to be
transferred to the debt service fund for the retirement of the outstanding
bonds.

Priority for Spending State vs Local Bond Monies
Under Section 3318.08 of the Revised Code, the Ohio School Facilities
Commission will enter into a written agreement with the school district board
for the construction and sale of the project. The agreement may include a number of provisions including the priority for spending State and local monies. In
general, all State funds reserved and encumbered to pay the State share of the
cost of the project should be spent on the construction or acquisition of the project prior to the expenditure of any funds provided by the school district for its
share of the project. If the school district certifies to the Commission that expenditure of the school district's note or bond proceeds is necessary to maintain the
tax-exempt status of the debt, the spending priority in the agreement with the
Commission may be modified to allow expending all or a part of the school district funds prior to expending the State funds.
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Need for Special Cost Centers
The need for special cost centers within the construction fund is driven by three
issues. First, the district is required by statute (Ohio Rev. Code §3318.08 (Q)) to
spend the State's share of the construction costs first. Second, the district may
have rebatable arbitrage issues concerning the timely use of the debt proceeds.
Finally, effective March 18, 1999, Ohio Rev. Code §3318.12 prescribes a different
distribution at the end of the project for interest earned on the State's share as
opposed to interest earned on the local share of the project. In order to have
adequate records to address each of these issues, the district should create special cost centers within the construction fund to account separately for the State
and local money and the interest earned on each.
Within USAS, the district would use the account edit program to establish revenue and expenditure accounts, assigning a special cost center between 0001
and 8999 to segregate the State and local money. The district would use the
account edit program to establish a cash account for the construction fund using
0000 as the special cost center. If you elect to use special cost centers, remember that the expenditure accounts that will be used to pay a purchase order
must be specified at the time the purchase order is prepared. If you anticipate
paying a purchase order from accounts in both special cost centers, make sure
all accounts are specified. It is difficult to add accounts or split payments later.
Budgetary
Once the grant or loan has been approved by the State, the treasurer should
obtain an amended official certificate of estimated resources for all or part of the
grant or loan, based on what is to be received in the current fiscal year. Any
money expected to be received in the next year should be reflected on the next
year's certificate.
The board of education must pass appropriations in accordance with the terms
and conditions of the grant or loan. The failure of the board to appropriate the
grant or loan funds prior to expenditure or obligation of funds will constitute a
noncompliance citation during an audit. If the grant or loan will be expended
over a period longer than the current fiscal year, only the amount estimated to
be obligated during the current fiscal year should be recorded as appropriated.
The remainder of the project should be appropriated in the subsequent year(s).
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In situations when the grant or loan will be received after the expenditures have
been incurred, it is possible that the district will have appropriated an amount
in one fiscal year that is in excess of the amount reflected as available on the
amended certificate of estimated resources. This situation will not constitute a
noncompliance citation during an audit. This approach is only acceptable when
the eventual receipt of the resources to pay for the full amount of the contract is
certain, such as when the money will be coming from the State or Federal government based on an approved grant.
Payment of the Construction Manager
The construction manager will be paid directly by the State from the State's
share of the project. The quarterly draw down schedule will document
amounts paid to the construction manager during the preceding quarter. These
amounts should be recorded as receipts of the State's share and as construction
expenditures on the district's financial records. When establishing budgets for
the project, these amounts should be included in estimated receipts and appropriations. When preparing GAAP financial statements, adjusting entries may
be made to reflect these amounts in the proper fiscal year.
SEC Rule 15c2-12
This rule, adopted by the Securities and Exchange Commission, may place continuing disclosure requirements on school districts that issue bonds or notes to
meet the local share requirement. Consult bond counsel to determine if your
district will be subject to continuing disclosure and, if so, what you will be
required to do to meet those requirements.
H.B. 412 Capital Set Aside Requirements
The annual proceeds of the half-mill levy used for maintenance qualifies as an
offset to the capital set-aside requirements of H.B. 412. Proceeds of debt for
classroom facility construction may also serve as an offset in the year the proceeds are received. Refer to Auditor of State Bulletin 98-014, question 15 for
details.
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Retainage
The district will be required to retain a portion of the construction payments
under the provisions of Ohio Revised Code §153.63. The specific requirements
are set forth in the contract between the Commission and the district. Retainage
will be deposited in an escrow account with an Ohio bank. It is recommended
that retainage be reported on the district's balance sheet in an account such as
"Cash and Cash Equivalents with Escrow Agent."
Other School Facilities Commission Programs
The School Facilities Commission manages the emergency school building
repair program and the school building program assistance limited program
(see Audit of State Bulletin 97-018). The Commission also awards grants for disability access projects. The grants for these programs are awarded under the
rules adopted by the Commission. The funds established for these grants are as
follows:
Disability Access Projects, Fund No. 495
School Building Program Assistance Limited, Fund No. 496
Emergency School Building Repair Program, Fund No. 497
Questions
Questions regarding this Bulletin may be directed to the Local Government
Services Division of the State Auditor's Office at (800) 345-2519 or to the Ohio
School Facilities Commission, at (614) 466-6290.
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TO:

ALL COUNTY AUDITORS
ALL CITY AUDITORS AND FINANCE DIRECTORS
ALL COUNTY ENGINEERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT:

INFRASTRUCTURE REPORTING UNDER GASB STATEMENT NO. 34

SUMMARY
The new financial reporting model established by GASB Statement No. 34 requires
governments preparing their external financial reports in accordance with generally accepted
accounting principles [GAAP]1 to begin reporting general infrastructure assets on their
financial statements. The reporting of general infrastructure assets is not required
immediately upon the adoption of the new model; the Statement provides for a 3-phase
transition period.
Infrastructure assets are long-lived capital assets that normally are stationary in nature and
normally can be preserved for a significantly greater number of years than most capital assets.
They include roads, bridges, lighting systems, drainage systems, dams, tunnels and water and
sewer systems. General infrastructure assets are infrastructure assets that are associated with
and generally arise from governmental (rather than proprietary) activities.
Infrastructure assets are reported at historical cost or estimated historical cost, generally net
of accumulated depreciation. Estimated historical cost may be based on currently available
documentation including financial reports, bond issuance information, construction contracts
and engineering reports. Estimated historical cost also may be established by deflating current
estimated replacement cost back to an estimated year of construction. Estimated or actual
historical costs and depreciation may be established for individual infrastructure assets or for
networks or subsystems of infrastructure assets.
Governments are required to report only major general infrastructure assets acquired or
constructed in fiscal years ending on or after June 30, 1980 (i.e., for cities and counties, in
fiscal years beginning on or after January 1, 1980). Major general infrastructure assets are
networks or subsystems that represent either 10% (for a network) or 5% (for a subsystem)
of general capital assets being reported at June 30, 1999 or December 31, 1999.

1

In Ohio, the State and its component units, including state community colleges and universities,
local community colleges, and technical colleges; and cities, counties, school districts, and
educational service centers all are required to report in accordance with GAAP. Generally,
schools and ESCs do not have infrastructure as defined. Other units of government that choose to
report in accordance with GAAP should apply the guidance in this Bulletin to their infrastructure
asset reporting.
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The Auditor of State, in consultation with the Ohio Department of Transportation and
interested constituent groups, has determined whether cities, counties, or the State of Ohio
should report certain highway and bridge infrastructure assets.
Calculating depreciation is not necessary for assets that are inexhaustible, such as land and
some land improvements, construction-in-progress, and for infrastructure assets reported
using the “modified approach”.2 The modified approach may only be applied to eligible assets
and includes performing annual condition assessments and preserving the assets at a condition
level adopted by governments. Instead of recording depreciation expense for these assets,
the costs of maintenance and preservation are expensed.

REPORTING INFRASTRUCTURE
Under the current financial reporting model, most governments do not report general infrastructure
assets. Under the new model created by GASB Statement No. 34 (the Statement), governments will
be required to include general infrastructure assets as part of their annual financial statements.

DEFINITIONS
Capital assets are tangible or intangible assets that are used in operations and that have initial
useful lives beyond one year. Capital assets include land and land improvements, buildings
and building improvements, easements, vehicles, machinery, equipment, and infrastructure.
Infrastructure assets are long-lived capital assets that normally are stationary in nature and
normally can be preserved for a significantly greater number of years than most capital assets.
Examples of infrastructure assets include roads, bridges, tunnels, drainage systems, water and
sewer systems, dams and lighting systems.
General infrastructure assets are infrastructure assets that are associated with and generally
arise from governmental activities3.

2

In certain circumstances, monuments and works of art and historical treasures also do not have to be
depreciated.

3

Governments already report infrastructure assets associated with proprietary activities in the proprietary
funds.
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CLASSIFYING INFRASTRUCTURE ASSETS
The Statement allows governments to group infrastructure assets by networks and by subsystems.
A network of infrastructure assets is composed of all assets that provide a particular type of
service for governments, such as a water distribution system or a sewage collection system.
An infrastructure network may be comprised of dissimilar assets, such as a road network
consisting of pavements, traffic control devices and signage. A network of infrastructure
assets may also consist of only one infrastructure asset that is composed of many components.
For example, a network of infrastructure assets may be a dam composed of a concrete dam,
a concrete spillway and a series of locks.
A subsystem of a network of assets is composed of all assets that make up a similar portion
or segment of a network of assets. For example, all roads of a government could be
considered a network of assets and then divided into subsystems by type or by region.
The way governments elect to group general infrastructure is significant because the groups
may be used to simplify calculations of estimated historical cost and depreciation. It is equally
important to recognize that the way governments elect to group assets to satisfy financial reporting
requirements may differ from the method used for management purposes.
Once classified by network and subsystem, governments can then identify what the Statement
calls major general infrastructure assets. Major general infrastructure assets are defined as general
infrastructure assets classified by subsystem or network that meet one of the following criteria:
The cost or estimated cost of the subsystem is expected to be at least 5% of the total
cost of all general capital assets reported by the government at June 30, 1999, or
December 31, 1999; or
The cost or estimated cost of the network is expected to be at least 10% of the total
cost of all general capital assets reported by the government at June 30, 1999, or
December 31, 1999.
The “cost of all general fixed assets” is the total reported cost of all general capital assets
before any previously unreported infrastructure has been capitalized. The identification of major
general infrastructure assets is critical because only major general infrastructure assets are required
to be reported.
REPORTING REQUIREMENTS
Governments are required to report major general infrastructure assets that were acquired
(purchased, constructed, or donated) or significantly reconstructed, renovated or restored, or that
received significant improvements, from fiscal years ending June 30, 1980, and thereafter.
Governments may report non-major assets and\or may extend the period into years prior to 1980 if
records are available.
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In general, infrastructure assets should be reported on the financial statements of the government
responsible for managing4 the assets.

TRANSITION REPORTING REQUIREMENTS
The Statement requires a government to begin reporting general infrastructure assets
prospectively from the date the government first implements the new reporting model. For affected
Ohio governments, this will mean tracking and reporting newly constructed or acquired general
infrastructure assets for the year of implementation and thereafter. (This would also include
significant improvements, additions, renovations etc.)
The Statement does not require the immediate reporting of major general infrastructure assets
acquired or constructed prior to the year the Statement is first implemented. Instead, the Statement
creates a transition period for the retroactive reporting of major general infrastructure assets. Based
on the Statement guidelines, governments are not required to report major general infrastructure
assets acquired, reconstructed, improved etc. between 1980 and the year of implementation until
2006 or 20075.
During this transition period, information for those networks of general infrastructure assets
for which information is available may be reported. It is hoped that governments have sufficient
records to report most, if not all, retroactive general infrastructure networks in the year of
implementation of the Statement.

HIGHWAYS AND BRIDGES
Highways and bridges represent a major infrastructure investment of the State, counties,
cities, and other units of government. As it is not always clear which of these entities is responsible
for managing the assets, the Auditor of State, in consultation with the Ohio Department of
Transportation and various groups representing counties, cities, and others, has determined which
of these entities are most appropriately required to report these assets in accordance with GASB
Statement No. 34. This determination is included as Appendix 1 to this Bulletin.

4

The GASB did not define “managing”. It is generally thought to mean,“…maintained in a condition that will
allow them to be used longer than most other capital assets.” Simple maintenance such as snow removal is
probably not managing, whereas, assessing the condition of and repairing an asset so it may be used in the
manner intended probably is “managing”.

5

The transition period varies depending upon the government’s 1999 revenues as defined in GASB Statement No.
34. For governments with such revenues of $100 million or more, the required year to fully report retroactive
infrastructure assets is 12/31/2006. For governments with such revenues of $10 million - $100 million, the
required year to fully report retroactive infrastructure assets is 12/31/2007. Governments with less than $10
million of such revenues are exempt from required retroactive reporting of infrastructure assets.
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GASB Implementation Guide 7.12.2 (reproduced on the next
page)
clarifies
whether the legal owner vs. entity responsible for managing infrastructure
should report it. However, AOS will not require restatements if entities
responsible for managing or maintaining infrastructure have reported it since
adopting these requirements.

7.12.2. Q—Footnote 67 of Statement 34 states that the government
that has the primary responsibility for managing an infrastructure asset
should report the asset. What is the significance of
ownership to the responsibility for managing and maintaining an asset?
A—The guidance in footnote 67 applies only in instances when
ownership is unclear. Ownership of land and buildings, for example,
can usually be clearly determined through review of appropriate
documents, such as deeds, easements, and contracts. Ownership of
infrastructure associated with land, such as roads, sidewalks, and
sewers, may not be as clearly documented. In such cases, the
government with primary responsibility for managing the asset should
report the asset.

REPORT PRESENTATION
Infrastructure assets that have been or are being depreciated are reported on the
Statement of Net Assets net of accumulated depreciation.
Infrastructure assets that are not being depreciated are also reported on the Statement
of Net Assets but in a separate account.
Depreciation expense for infrastructure assets is included on the Statement of
Activities in the direct expenses of the function that the government normally
associates with capital outlays for, and maintenance of, infrastructure assets. If an
asset serves many functions, it may be reported as a separate line, or in the General
Government line, in the Statement of Activities.
The initial capitalization amount for general infrastructure assets should be based on
historical cost. If adequate records are not available to establish historical cost,
governments may report estimated historical cost.

ESTABLISHING HISTORICAL COST OR ESTIMATED HISTORICAL COST
Cost should include ancillary charges6 necessary to place the asset in its intended location and
condition for use. These charges include freight and transportation, site preparation costs, and
professional fees.
There is no prescribed method for establishing estimated historical cost. Any method “that
complies with the intent” of GASB Statement No. 34 is acceptable. The intent of GASB Statement
No. 34 is to require the reporting of a beginning general infrastructure asset balance that is based on
reasonable assumptions using whatever documentation is currently available. Since governments will
be required to report general infrastructure assets acquired in or after the first year of implementation
using actual cost, the expectation is that this initial amount will improve over time.
Estimated cost may be based on documents related to a bond issue for obtaining financing for
the construction or acquisition of infrastructure assets, expenditures reported in capital projects funds
or capital outlays in governmental funds, capital budgets, engineering documents and evidence of
contract awards.

One method for establishing estimated cost described in the Statement is to estimate current
replacement cost and then deflate that cost back to an estimated year of construction or acquisition
using a price index. For example, assume that in 1998 a government has 65 lane-miles of roads in
a secondary road system and that current construction cost is $1 million per lane-mile. The roads

6

GASB Statement No. 37 removed the requirement to capitalize interest on general infrastructure assets
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have an estimated weighted average age of 15 years. Based on the Federal Highway Administration’s
Price Trend Information for Federal Aid Highway Construction for 1983 and 1998, 1983
construction costs were 69.03% of 1998 costs. The estimated cost of the subsystem is $44,869,500
(65,000,000*.6903).
Similar estimates could be used for other types of infrastructure assets such as sidewalks using
square footage, curbs using lineal footage or miles, and bridges using the span footage or deck area.

DEPRECIATION
In general, capital assets should be depreciated by allocating their net cost (historical cost less
estimated salvage value) over their estimated useful lives. Inexhaustible capital assets, that is, assets
whose economic benefit or service potential is used up extremely slowly, are not depreciated.
Examples of inexhaustible assets are land and some land improvements, construction-in-progress,
and, in certain circumstances, certain monuments and works of art and historical treasures. Land
improvements that would not be depreciable include such things as excavation, fill, and grading.
Appendix 2 to this Bulletin provides examples of calculations for estimating historical cost
and for calculating accumulated depreciation and depreciation expense.

THE MODIFIED APPROACH
GASB Statement No. 34 provides an alternative to recording depreciation for infrastructure
fixed assets under what is described as the modified approach. Under the modified approach,
infrastructure assets that are part of a network or a subsystem of a network (eligible assets) are not
depreciated. Instead of recording depreciation expense, all maintenance and preservation7
expenditures for these eligible assets are expensed.
Expenditures that are additions or improvements to those assets are capitalized. Additions
and improvements are defined as expenditures that increase the capacities or the efficiency of the
assets. A change in capacities increases the level of service provided by an asset. An increase in
efficiency maintains the same level of service but at a reduced cost. In order to use the modified
approach, governments must meet the following requirements:
First, governments must:
maintain an up-to-date inventory of the eligible infrastructure assets;

7

Preservation expenditures extend the useful life of an asset beyond its original estimated useful life.
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perform condition assessments8 of the eligible assets and summarize the results using
a measurement scale; and
estimate each year the annual amount to maintain and preserve the eligible assets at
the condition level established and disclosed by governments.
Second, governments must document that the eligible assets are being preserved
approximately at, or above, a condition level formally established and disclosed by the
government.

The documentation must substantiate that complete condition assessments of eligible assets
are performed in a consistent manner at least every three years and that the results of the three most
recent condition assessments provide reasonable assurance that the eligible assets are being preserved
approximately at, or above, the condition level established and disclosed by the government.
Condition assessments must be documented in such a manner that they can be replicated. The
assessments must be based on sufficiently understandable and complete measurement methods that
different measurers using the same methods would reach substantially similar results.
There are additional disclosure requirements if a government elects to use the modified
approach9. There are also additional transition guidelines that allow the modified approach to be used
if at least one complete condition assessment is available, the assessment was completed within the
last three years, and the government can document that the eligible assets are being preserved at or
above the established condition level. If a government elects to report a network or subsystem of
infrastructure assets using the modified approach, the assets would be capitalized and presented on
the financial statements at full estimated cost (not net of accumulated depreciation).
Your independent auditor or
regional Auditor of State's office.
If you have any questions about this Bulletin, please contact Mike Howard at (614) 466-5085
or (800) 282-0370.
Appendix 1 - GASB 34 Infrastructure Reporting
Infrastructure Type
Interstate Highway (Within Corporation Limits)
Interstate Highway (Outside Corporation Limits)
US Routes & State Highway In City (>5,000) Corp. Limits
US Routes & State Highway In village(< 5,000) Corp.
Limits
US Routes & State Highway (Outside Corporation Limits)
Toll Road
County Road Outside Municipal Corporations
County Road Inside Municipal Corporations
City Street
Village Street

Legal Ref.
ORC 5511.01, 5521.01
23 USC 116, ORC 5511.01
ORC 5511.01, 703.01
ORC 5521.01, 703.01
ORC 5511.01
ORC 5537.17, 5537.21
ORC 5541.02
Comment 9
ORC 723.01
ORC 723.01

Political Subdivision to Report
State
County City Village Township Comment
X
1
X
X

1
1

X
X
X
X
X
X

X
X

8

As described in GASB Statement No. 34, ¶ 341, “Governments may use a variety of methods to measure the
condition of their infrastructure assets. For example, several different approaches may be taken to measure the
condition of paved roads. Some measure only road smoothness, others measure the distress on the pavement’s
surface, and others use a combination of these measures. For purposes of this Statement, any of these methods
would be acceptable...”. See GASB 34, pages 275 - 277 for an example.

9

See GASB Statement No. 34, pages 275 - 277 for a sample of required disclosures.
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2
3
9

Infrastructure Type
Township Road
Interstate Highway Bridge

Legal Ref.
ORC 5535.08

State

23 USC 101, 23 USC 116

X

Interstate Bridge (between two States EXCEPT bridges
ORC 5501.44
from transferred from the Ohio Bridge Commission)
Interstate Bridges (transferred from the Ohio Bridge
Am. Sub. HB 98 (1982)
Commission)
Section 4
State Highway Bridge (Within Corporation Limits)
ORC 5591.02 & OAG 74-007
ORC 5591.21
State Highway Bridge (Outside Corporation Limits)
ORC 5511.01, 5535.01
ORC 5591.02 & OAG 74-007
ORC 5591.21
Township Road Bridge
ORC 5591.21, 5535.01
Village Street Bridge (with or without stream or canal)
ORC 5591.02, 5591.21
City Street Bridge Not Crossing a Stream or Canal
ORC 723.01
City Street Bridge Crossing a Stream or Canal
ORC 5591.21
Lift Bridge (on a state highway within a municipal ORC 5501.49 & 5591.02
corporation)
See amendments regarding
Toll Bridge Built by State (part of the state highway
system)
Toll Bridge Built by County or City Bridge Commission
ORC 5593.23

X

7

X

8
X

X

County Road Bridge

Interstate Highway Land
State Highway Land
Toll Road Land
County Road Land
City Street Land
Village Street Land
Township Road Land

ORC 5501.31
ORC 5501.31
ORC 5537.04 (A)(8) &
ORC 5537.06
ORC 5535.01 (B) &
ORC 5501.01
ORC 719.01 & ORC 723.01
ORC 719.01 & ORC 723.01
ORC 5535.01 (C) &ORC
5501.01

Political Subdivision to Report
County City Village Township Comment
X
4

X
X
X

1
X

X

X
X

X

X

5

these bridges in Bulletins 2008-05 & 2008-07.
X

X

6

X
X
X

2
X
X
X
X

Comments:
1.

While cities are required to maintain these roads by statute, they may enter into agreements with ODOT to assist. Any assistance by ODOT is
purely discretionary. (See Harris v. ODOT, 83 Ohio App.3d 125 for additional discussion.) ODOT has responsibility for the maintenance of state
highways within a village if a village passes a resolution requesting ODOT's assistance . Traditionally, ODOT has taken responsibility for the
maintenance of all interstate highways and all US routes and state highways within villages.

2.

Reported by the Ohio Turnpike Commission, which is not part of the State of Ohio Reporting Entity, per GASB 14 criteria.

3.

County may take responsibility, with ODOT’s approval, for any road and designate them as a county road, within requirements of ORC 5541.01
and 5541.02.

4.

Those roads not designated as part of the state or county highway system are, by default, township roads. This does not include city or village
streets within the municipal corporations. See ORC 5535.01 for definitions.
Only lift bridges necessary for state highway system are the responsibility of the state. Otherwise, the county or other person responsible for
maintaining pavements on either end of the bridge are responsible for maintaining the lift bridge, unless otherwise specified.

5.

6.

Prior to the extinguishment of the bridge revenue bonds, the maintenance of the bridge is the responsibility of the bridge commission. State of
Ohio management is not aware of any bridge commissions operating in Ohio.

7.

For bridges that connect two states, ODOT enters into an agreement, on behalf of the State of Ohio, to complete maintenance of these facilities.
Generally, the agreement states that each State is responsible for 50% of the maintenance costs of the bridge structure.

8.

Amended Substitute House Bill 98 (1982) Section 4 transferred responsibilities for bridges formerly maintained by the Ohio Bridge Commission
to ODOT.
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9.

County roads within municipal corporations are the responsibility of the municipal corporation. In effect they lose their status as county roads
within municipal corporations and become city/village roads. (See Peninsula v. Summit Cty., (1985), 27 Ohio App.3d 252, and Sanders v. Butler
County Com'rs., 2000 WL 1145469, Ohio App. 12 Dist., Aug. 14, 2000)

Definitions:
State roads include the roads and highways on the state highway system. (ORC 5535.01 (A))
County roads include all roads which are or may be established as part of the county system of roads as provided in ORC 5541.01 to 5541.03.
(ORC 5535.01 (B))
Township roads include all public highways other than state or county roads. (ORC 5535.01 (C))
A road or highway includes "bridges, viaducts, grade separations, appurtenances and approaches on or to such road or highway." (ORC 5501.01
(C))
The state highway system is not defined in the Ohio Revised Code. However, ORC 5511.01 does state that the ODOT director shall make a map
showing all state highways and thus the state highway system. This map is distributed to the public as the official Ohio Transportation map.
Limited Access Highway is a highway especially designed for through traffic and over which abutting property owners have no easement or right
of access by reason of the fact that their property abuts upon such highway, and access to which may be allowed only at highway intersections
designated by the Director. All interstate highways and some Federal and state highways are limited access.
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APPENDIX 2 - DEPRECIATION EXPENSE
Depreciation expense for a capital asset that can be specifically identified with a function is included in its direct expenses
reported on the Statement of Activities. The depreciation expense of a capital asset that is shared among several
functions is included ratably in the direct expenses of those functions. The depreciation expense of capital assets that
essentially serve all functions, such as a government’s hall, is not required to be allocated. This expense may be
presented in a separate line on the Statement of Activities or it may be included in the general government function.
The depreciation expense for general infrastructure assets should be reported as a direct expense of the function that
governments normally associate with capital outlays for, and maintenance of, infrastructure assets, such as public works.
CALCULATING DEPRECIATION
Governments may use any established depreciation method. Depreciation may be based on the estimated useful life of
a class of assets, a network of assets, a subsystem of assets or individual assets. For useful lives, governments can use:
a) general guidelines obtained from professional or industry organizations, b) information for comparable assets of other
governments, or c) internal information. In determining useful life, governments should also consider an asset’s present
condition and how long it is expected to meet service demands.
To finish the example from page 6, above, assume that the road subsystem had an estimated useful life of 25 years and
no residual value. Using straight line depreciation, annual depreciation expense would be $1,794,780 ($44,869,500 /25).
Accumulated depreciation in 1998 would be $26,921,700 ($1,794,780*15) and the subsystem would be reported at
$17,947,800.
Group and Composite Methods
Governments may calculate depreciation expense using either a group or composite depreciation method. Group
depreciation refers to calculating depreciation for a collection of similar assets, such as traffic signals or lane-miles of
pavement in a roadway system. Composite depreciation refers to calculating depreciation for a collection of dissimilar
assets, such as all assets composing a transportation network or a building. The accounting is the same for both the
group or composite method. Depreciation expense is calculated by multiplying a composite depreciation rate times the
cost of the collection as a whole.
A composite depreciation rate can be calculated using a weighted average or an unweighted average estimate of the
useful lives of the assets in the composite. A composite rate could also be based on an assessment of the useful lives of
the collection. This assessment could be based on condition assessments or experience with the useful lives of the assets
in the collection. For example, engineers may determine that highways have estimated remaining useful lives of twenty
years based on experience. The annual depreciation rate for the highways would be 5%.

DEPRECIATION EXAMPLES
The following samples are taken from the GASB Implementation Guide for GASB Statement No. 34.
1. Calculating Composite Depreciation Rates
Statement of facts:
The government applies the composite depreciation method to its transportation infrastructure network. The network
consists of the following components:
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Estimated
Useful Life

Component

Estimated Cost

Bridges

50

$2,000,000

Roadways

25

10,000,000

Curbs/gutters

15

1,000,000

Street lights

15

750,000

Traffic signals

18

750,000

Street signs

10

250,000

133

$14,750,000

Unweighted-average method:
The average estimated life of the components is 22.17 years (133 / 6). The composite depreciation
rate would be 1/22.17 = 4.5% per year.
Weighted average method:
The composite rate is calculated by weighting estimated useful lives by the depreciable cost of the
asset.
Depreciable
Cost

Column 1 X
Column 4

$ -

$2,000,000

$100,000,000

10,000,000

-

10,000,000

250,000,000

15

1,000,000

-

1,000,000

15,000,000

15

750,000

750

749,250

11,238,750

18

750,000

-

750,000

13,500,000

10

250,000

250

249,750

2,497,500

Estimated
Useful Life

Estimated Cost

50

$2,000,000

25

$14,750,000

Salvage Value

$1,000

$14,749,000

$392,236,250

The weighted average estimated useful life of the components is: $392,236,250 / $14,750,000 =
26.59 years. The composite depreciation rate using the weighted average life is 1 / 26.59 = 3.8%.
2. Applying Group Depreciation to Infrastructure Assets at Transition and in Subsequent Years
This example illustrates the entries to record infrastructure assets at transition, to calculate
depreciation using a group method, and to record the subsequent removal and replacement of a
portion of the infrastructure.
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Summary of Facts:
The government is adopting GABS Statement No. 34 and retroactively recording its general
infrastructure for the year ending December 31, 2002. During the period January 1, 1980 through
December 31, 2001, the government made improvements to 855 lane-miles of secondary roads in
accordance with its biennial capital budget as shown below. The government plans to account for
these improvements as a group and to apply the straight line method of depreciation.
The engineer estimates that roads have a useful life of 25 years and no salvage value. Historical cost
has been estimated as follows:

Project Year

Total
Project Budget

Lane-miles

2001

$ 40,125,000

75

1999

36,075,000

65

1997

53,675,000

95

1995

55,500,000

100

1993

22,000,000

40

1991

35,425,000

65

1989

54,000,000

100

1987

34,775,000

65

1985

50,350,000

95

1983

39,375,000

75

1981

42,000,000

80

$463,300,000

855

The next project to be completed is the removal and replacement of 80 lane-miles of secondary roads
at a cost of $45,600,000 on December 31, 2003.
Recording Assets at Transition
In order to record the secondary roads at transition, the accumulated depreciation at December 31,
2001 should be computed. Using the straight line method, the annual depreciation rate is determined
directly from the estimated useful life as follows: 1 / 25 = .04 per year.
The government assumes that each project was completed at the end of the project year and,
therefore, no depreciation is recognized in that year.
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Project Year

Estimated Cost

Years of Acc.
Depreciation

2001

$ 40,125,000

0

.04

1999

36,075,000

2

.04

2,886,000

1997

53,675,000

4

.04

8,588,000

1995

55,500,000

6

.04

13,320,000

1993

22,000,000

8

.04

7,040,000

1991

35,425,000

10

.04

14,170,000

1989

54,000,000

12

.04

25,920,000

1987

34,775,000

14

.04

19,474,000

1985

50,350,000

16

.04

32,224,000

1983

39,375,000

18

.04

28,350,000

1981

42,000,000

20

.04

33,600,000

$463,300,000

Rate

Total Acc.
Depreciation
$

0

$185,572,000

The government would record the network of roads at $277,728,000 which equals the estimated cost
less the accumulated depreciation. Depreciation expense for 2002 would be $18,532,000
($463,300,000 X .04) and would be assigned to the program that the government normally associates
with capital outlays for, and maintenance of, roads, such as public works.
Recording the Replacement of 80 Lane-miles of Road
Using group or composite methods, no gain or loss is recorded upon the retirement of assets within
the group. Accordingly, cost (or, in this case, average cost) is removed from the asset account and
charged to accumulated depreciation. The entry to record the replacement of the 80 lane-miles of
secondary roads at December 31, 2003 would be:
Accumulated depreciation (80 lane-miles X average
cost [$463,300,000 / 855])
Infrastructure - secondary roads

43,349,708
43,349,708

Infrastructure - secondary roads
Cash

45,600,000
45,600,000
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Calculating Annual Depreciation Expense in Future Years
Depreciation expense in future years would be computed by applying the annual depreciation rate to
the current balance in the infrastructure - secondary road account as follows:
Beginning balance of infrastructure - secondary roads
Retirements
Additions
Depreciation Rate
Depreciation Expense

$463,300,000
(43,349,708)
45,600,000
465,550,292
.04
$ 18,622,012

3. Calculating Weighted Average Age for General Infrastructure Assets at Transition
Use of an average age of general infrastructure assets can simplify the calculation of accumulated
depreciation at transition.
Summary of Facts:
A government has a 35 mile arterial road that has been subject to multiple construction projects that
overlap earlier projects since 1980, as shown in the following schedule:
Year

Project

Mileposts

1980

1

1 - 15

1982

2

16 - 25

1984

3

26 - 30

1988

4

6 - 12

1989

5

26 - 35

If construction costs are known, weighted average age may be computed on the proportion of costs
to the total. Alternatively, weighted average may be calculated in proportion to the number of miles
constructed.
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Age Weighted by Cost

Age Weighted by Miles

Cost
(in 000s)

Cost X
Age

Number of
Miles

Miles X
Age

Year

Project

Mileposts

Age in
2002

1980

1

1 - 15

22

$15,000

$330,000

15

330

1982

2

16 - 25

20

10,300

206,000

10

200

1984

3

26 - 30

18

5,500

99,000

5

90

1988

4

6 - 12

14

10,500

147,000

7

98

1989

5

26 - 35

13

16,000

208,000

10

130

$57,300

$990,000

47

848

Average Age:

17.28

18.04

Neither method of computing an average age is recommended over the other. Governments should
consider their own facts and circumstances including the costs of obtaining the information needed
by the alternative methods.
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TO:

ALL COUNTY AUDITORS/TREASURERS
ALL CITY AUDITORS, FINANCE DIRECTORS & TREASURERS
ALL VILLAGE FISCAL OFFICERS
ALL TOWNSHIP CLERKS
ALL INDEPENDENT PUBLIC ACCOUNTANTS
ALL SCHOOL DISTRICT TREASURERS
ALL JOINT VOCATIONAL SCHOOL DISTRICT TREASURERS
ALL LIBRARY CLERKS/TREASURERS

SUBJECT:

ELECTRIC DEREGULATION KILOWATT-HOUR (kWh) TAX
Senate Bill 3, as amended by Senate Bill 287, both 123rd General Assembly
Also amended by House Bill 94, 124th General Assembly

Electric Deregulation
Electric deregulation took place January 1, 2001. Under prior law, an electric company's taxable production
equipment was assessed at 100% of true value, while all of its other taxable property was assessed at 88%
of true value. This legislation provides the assessment rate for the taxable transmission and distribution
property of an electric company remains at 88% of true value, but all other taxable property of the electric
company is now assessed at 25% of true value.
Prior law assessed all taxable property of a rural electric company1 at 50% of true value. This legislation
provides the assessment rate for taxable transmission and distribution property of a rural electric company
remains at 50% of true value, but all other taxable property of a rural electric company is now assessed at
25% of true value.
To help offset loss of revenue, for the purpose of raising revenue for public education and state and local
government operations, an excise tax was levied and imposed on electric distribution companies2 for all
electricity distributed by such company beginning with the measurement period that includes May 1, 2001,
at the following rates per kilowatt hour (kWh) of electricity distributed in a thirty-day period by the company
through a “meter of an end user in this state”3

1

“Rural electric company” is defined as any nonprofit corporation, organization, association, or cooperative
engaged in the business of supplying electricity to its members or persons owning an interest therein in an area the
major portion of which is rural.
2

“Electric distribution company” is defined by the act as either 1)a person, including a political
subdivision of the state, that distributes electricity through a meter of an end user in this state or to an unmetered
location in this state (this includes a municipal electric utility), or 2)the end user of electricity in Ohio, if the end
user obtains electricity that is not distributed or transmitted to an end user by an electric distribution company that
is required to remit the kWh tax. An electric distribution company does not include the end user of electricity in
Ohio who self-generates electricity that is used directly by the end user on the same site that the electricity is
generated.
3

The “meter of an end user in this state” means the last meter used to measure the kWh distributed by an
electric distribution company to a location in this state, or the last meter located outside of this state that is used to
measure the kWh consumed at a location in this state.
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Kilowatt Hours (kWh) Consumed

Rate per kWh

0-2000

$0.00465

2001-15,000

$0.00419

15,000 +

$0.00363

The tax for distribution for other than a 30-day period is calculated by dividing the days in the measurement
period into the total kWh measured during the measurement period to obtain a daily average usage. The tax
must be determined by obtaining the sum of (1), (2), and (3) below and multiplying that amount by the
number of days in the measurement period:
(1)

Multiplying $0.00465 per kWh for the first 67 kWh distributed using a daily average

(2)

Multiplying $0.00419 for the next 68 to 500 kWh distributed using a daily average

(3)

Multiplying $0.00363 for the remaining kWh distributed using a daily average.

Example A
For example, assume A. J. Twain used 200,000 kWh during May 2001. To calculate the tax owed by the
electric distribution company, divide the usage by the number of days to obtain daily average use.
(200,000/31=6451.61/day) Follow the chart above and assess $.00465 on the first 67 kWh (2000/30=67),
$.00419 on the next 433 kWh (15000/30 minus 67=433), and $.00363 on the remaining 5951.61 kWh.
kWh/ 30 days

kWh/day

Rate

Tax

First 2000

67

$.00465

$0.31155

2001-15,000

433

$.00419

$1.81427

+15,000

5951.61

$.00363

$21.60434

Total

6451.61

N/A

$23.73016

Daily tax $23.73016*31 days=$735.63 kWh tax paid based on A. J. Twain’s usage for May 2001.
Large Users
A self-assessing option exists for large users consuming more than 45 million kWh annually, allowing for
a rate of $.00075 per kWh (capped at 504 million kWh) plus 4% of the total price of electricity delivered.
These self-assessing customers must annually register with the Department of Taxation and pay a five
hundred-dollar annual fee to the State. A self-assessing customer in a municipal electric community is
required to remit the kWh tax directly to the community.
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Municipal Electric Systems
Municipal electric systems are required to pay the same new tiered kWh usage tax as other distribution
utilities. If the electric distribution company required to pay the tax imposed by section 5727.81 of the Ohio
Revised Code is a municipal electric utility, it may retain in its General Fund4 that portion of the tax on the
kilowatt hours distributed to end users located within the boundaries of the municipal corporation (including
self-assessing customers). However, the amount of the tax associated with inside customers must be
allocated to the community’s general fund and the community may retain the money in the General Fund.
If a Municipal Electric System fails to allocate the kWh tax to the General Fund, the Auditor of State will
issue a Finding for Adjustment against the Electric Fund and in favor of the General Fund.
The municipal electric utility must make payment to the state, by the 20th of the next month following billing,
on the kilowatt hours distributed to end users located outside the boundaries of the municipal corporation.
Note: This legislation did not change the rule that municipal electric systems are restricted to making no more
than one-third of their total sales outside city or village limits.
The municipal electric utility must levy and impose the tax to all locations except for the facility where the
electricity is generated, whether they bill that location or not. For example, a City would levy and impose
the tax on other City locations such as the sewer plant, fire station, and even the usage associated with street
lights.
Assumptions Made for Examples B, C, and D
These examples illustrate the recommended accounting treatment to account for the kWh tax required to be
levied and imposed by a municipal electric distribution company. These examples have been simplified for
the purpose of this bulletin. The tax imposed is based on usage by end users and assumes all users have used
the same kilowatt hours of electricity, therefore, a uniform percentage allocation can be made between inside
and outside customers. Also, the examples assume the municipal electric system passed the tax onto each
customer. In practice, the tax imposed will have to be calculated based on the usage from each meter of an
end user according to the tiered rate structure, as illustrated in Example A.
Example B
Cash Basis Example-Village
Assume a Village’s obligation equals $10,000 in kWh tax revenue and 80% of the customers are within the
Village’s boundaries. Therefore, the Village must allocate and may retain 80% or $8,000 in their general
fund and must remit 20% or $2,000 to the Treasurer of State5.

4

We interpret community general fund to mean the money should be recorded as revenue in the general
fund, but must first be received by the electric fund (enterprise fund type) and allocated to the general fund.
5

Payment required to be remitted to Treasurer of State. However, beginning January 1, 2003, the electric
distribution company shall pay the tax to the Tax Commissioner in accordance with section 5727.82 of the Ohio
Revised Code, unless required to remit each tax payment by electronic funds transfer to the Treasurer of State in
accordance with section 5727.83 of the Ohio Revised Code.
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Example B (continued)
Fund

Line

Debit

Utility

Cash

$10,000

Utility

Other Local Tax Revenue
(Village Code 190)

Credit

$10,000

To record “proceeds” of $10,000 to the Utility Fund for kWh tax
General

Cash

$8,000

General

Other Local Tax Revenue
(Village Code 190)

Utility

Other Local Tax Revenue
(Village Code 190)

8,000

Utility

Excise Tax Expense

2,000

Utility

Cash

$8,000

10,000

To allocate the Government’s 80% share to the General Fund and remit 20% to
the State

Example C
Generally Accepted Accounting Principles (GAAP) Basis Example-City
Assume a City’s billing cycle ends prior to year end and the obligation for kWh tax is $25,000. The City
passes the tax onto its customers and nothing has been collected prior to year end. $21,000 of the tax is
associated with customers within the city limits and $4,000 associated with customers outside the city limits.
Fund

Line

Debit

Credit

Utility

Excise Taxes Receivable

$25,000

Utility

Due to General Fund

$21,000

Utility

Intergovernmental Payable

$4,000

To accrue the proceeds of $25,000 to the Utility Fund for kWh tax billed but not
collected at year end and show the obligation to the state.
General

Due from Utility Fund

$21,000

General

Locally Levied Tax Revenue

$21,000

To accrue the Governments share owed to the general fund.
Note: A GAAP basis government shall follow the same accounting guidance as described in Example B
above to record kWh tax activity for transactions occurring during the year.
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Example D
Assume the same facts as the cash basis example above (Example B); however, the Government’s kWh tax
levied and imposed equals $10,000, however the government only collects $9,000 from their customers
($1,000 is uncollectible as of the 20th). The Government would still be required to remit 20% of the billing
or $2,000 to the State, since there is no credit given for uncollectibles. Additionally, the Government would
also be required to allocate $8,000 to the general fund, since the law requires the kWh tax to be allocated
whether collected or not. All electricity delivered is subject to the kWh tax (including streetlights, village
hall, water plant) whether or not an electric bill is generated.
Record-keeping Requirements
Every person liable for the kWh tax must keep complete and accurate records of all electric distributions and
other records as required by the Tax Commissioner. The records must be preserved for four years after the
return for the taxes for which the records pertain is due or filed, whichever is later. The records must be
available for inspection by the Tax Commissioner or the Commissioner’s authorized agent, upon request of
the Commissioner or agent.
Mandatory Registration with the Tax Commissioner
The act prohibits a person from distributing electricity to a meter of an end user in this state if the person
(Municipal Government) is not registered with the Tax Commissioner as an electric distribution company
before May 1, 2001. Each person required to register must do so prior to distributing electricity.
Accounting Treatment-State
$552 million of kilowatt-hour tax is projected to be collected each year by the state from electric distribution
companies. 37% of the tax is to be deposited in Property Tax Replacement Funds created by the legislation,
to be distributed to school districts and other local governments to replace tax revenues lost due to the
reduction in the assessment rate for tangible personal property. A Local Government Property Tax
Replacement Fund is to receive 11.1% of the total tax and the School District Property Tax Replacement
Fund will receive 25.9% of the total tax.
The remaining 63% of the tax is to be split among the State’s General Revenue Fund (GRF-59.976%), the
Local Government Fund (LGF-2.646%), and the Local Government Revenue Assistance Fund (LGRAF.378%). If the $552 million annual target is not met, in fiscal years 2002 to 2006, the GRF share is reduced
in order to credit the LGF and LGRAF their share. Beginning in fiscal year 2007, if the $552 million annual
target is not met, the GRF share is reduced in order to credit all the other funds their proportionate share.
Applicability to County Auditors/Treasurers
Not later than the thirty-first day of December of 2001 through 2005, the tax commissioner shall certify to
each county auditor the tax levy loss for each school district, joint vocational school district, and local taxing
unit in the county. Not later than thirty-first day of January 2002 through 2011, the county auditor shall
determine the administrative fee loss (due to tax value loss) for the county and apportion that loss ratably
among the school districts, joint vocational school districts, and local taxing units on the basis of the tax levy
losses certified.
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For years 2002 to 2006, the administrative fee loss is determined by multiplying the fixed-rate levy loss6 and
fixed-sum levy loss7 determined for all taxing districts in the County by .9659%, if total taxes collected in
the county in tax year 1999 exceeded $150,000,000 or 1.1159% if total taxes collected in the county in tax
year 1999 were $150,000,000 or less.
For years 2007 through 2011, the administrative fee loss is determined by subtracting from the dollar amount
of administrative fees collected in the county in tax year 1999, the dollar amount of administrative fees
collected in the county in the current calendar year.
On or before each of the days prescribed for the settlements of property tax replacement payments in the
years 2002 through 2011, the county treasurer shall deduct one-half of the amount apportioned to each

school district, joint vocational school district, and local taxing unit from the portions of revenue
payable to them. Also, on or before each of the days prescribed for the settlements of property tax
replacement payments in the years 2002 through 2011, the county auditor shall cause an amount to be
deposited equal to an amount equal to one-half of the amount of administrative fee loss in the same funds
as if allowed as administrative fees. After payment of the administrative fee losses through August 10, 2011,
all such payments end.
Example for Years 2002 to 2006
Assume the tax commissioner certifies to the county auditor the sum of the fixed-rate levy loss and fixed-sum
levy loss is $5,000,000 and total taxes collected by the county in 1999 were $100,000,000.
Administrative fee loss is $5,000,000 x 1.1159% = $55,795, split between the County Treasurer and
the County Auditor ($27,897.50 each).
Property Tax Replacement Payments
As previously discussed, 37% of the kWh tax is to be collected at the state level for distribution to school
districts and other local governments for property tax replacement funds. The Department of Education shall
pay to each school district their share of school district property tax replacement funds. The Department of
Education shall report to each school district the apportionment of the payments among the school district's
funds based on the certifications from the tax commissioner.
The county treasurer shall distribute amounts paid from the tax commissioner to the proper local taxing unit
as if they had been levied and collected as taxes, and the local taxing unit shall apportion the amounts so
received among its funds in the same proportions as if those amounts had been levied and collected as taxes.
Amounts distributed in excess shall be credited to the general fund of the local taxing unit that receives them.
To distribute these payments, Counties should establish an undivided agency fund to record and distribute
these monies. (Note: No Auditor of State permission is required to establish this fund, just a resolution by
the Commissioners.)

6

“Fixed-rate levy loss” is determined by the tax commissioner for each school district, joint vocational
school district, and local taxing unit. A fixed-rate levy is defined as any tax levied on property other than a fixedsum levy.
7

“Fixed-sum levy loss” is determined by the tax commissioner for each school district, joint vocational
school district, and local taxing unit. A fixed-sum levy is defined as a tax levied on property at whatever rate is
required to produce a specified amount of tax money or levied in excess of the ten-mill limitation to pay debt
charges, including school district emergency levies.
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School Districts and other Governments shall use the following receipt codes to receipt property tax
replacement monies into their proper fund (not all entities have a uniform chart of accounts, therefore, use
the code that your government has established that most closely resembles these listed below):
Entity Type

Receipt Code

Receipt Description

School District

3190

Other Unrestricted Grants in Aid

Library

221

Unrestricted Grants in Aid

Township

539

Other State Receipts

Villages

290

Other State Shared Taxes and Permits

Governmental Aggregation
Senate Bill 3 allows certain political subdivisions to act as aggregators (in essence, purchasing agents) for
groups of consumers within their jurisdictions. Specifically, it authorizes the legislative authority of a
municipal corporation through the adoption of an ordinance, or the board of township trustees of a township
or the board of county commissioners of a county through the adoption of a resolution, to aggregate, on or
after the starting date of competitive retail electric service, the retail electric loads centers8 located
respectively, within the municipal corporation, township, or unincorporated area of the county, except to the
extent such aggregation is otherwise prohibited by the Certified Territories Law or other Ohio law.
A governmental aggregator is not a public utility engaging in the wholesale purchase and resale of electricity,
and provision of the aggregated service is not a wholesale utility transaction.9 A governmental aggregator
must be subject to supervision and regulation by the Public Utilities Commission of Ohio (PUCO) only to
the extent of any competitive retail electric service it provides.
Exemptions to the kWh tax
The law exempts the federal government, end users that enrich uranium, and “qualified end users”10 from
paying the kilowatt-hour tax.
Effective Date
The kWh tax is first applicable to electricity distributed by such company beginning with the measurement
period that includes May 1, 2001 and is due on or before the 20th of the month following usage (i.e. the first
payment was due June 20, 2001) to the State.

8

"Electric load center" has the same meaning as in the Certified Territories Law: all electric consuming
facilities of any type of character owned, occupied, controlled or used by a person at a single location, which
facilities have been, are, or will be connected to and served at a metered point of delivery and to which electric
service has been, is, or will be rendered
9

We interpret this to mean that a Governmental Aggregator is not considered an electric distribution
company (they are just a purchasing agent), therefore, they are not required to pay the kWh tax.
10

"Qualified end user" means an end user of electricity that uses more than three million kilowatt hours of
electricity at one manufacturing location in this state for a calendar day for use in a qualifying manufacturing
process. Qualifying manufacturing process means the performance of an electrochemical reaction in which electrons
from direct current electricity remain a part of the product being manufactured.
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Other Considerations
•
Distribution utilities are eventually required to remit the tax monthly via electronic fund transfer,
unless the state treasurer agrees to allow an exception
•
Corporate franchise tax will be imposed on for-profit electric companies effective January 1, 2002
•
For-profit electric companies and combined companies are subject to municipal income taxes
beginning January 1, 2002
•
The gross receipts tax on electric companies has been eliminated
•
Sales of electricity will continue to be exempt from the sales and use tax, but changes the exemption
to reflect a wider variety of sales of electricity-related personal property and services that qualify for
the exemption
•
Even if a municipal electric system has no sales outside of your community’s boundaries, you are
still required to file a monthly report
Audit Considerations
The 2001 AOS Ohio Compliance Supplement (Section 7-43) has been updated to summarize the major
requirements of this bulletin and the suggested audit procedures associated with those requirements.
Questions
Questions regarding the implementation of this Bulletin may be directed to the Accounting and Auditing
Support Division of the Auditor of State’s Office at (800) 282-0370.

Now included in OCS step 1-27.
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