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FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Auditor of State’s Position on GASB 39 – Determining
“Significance” and “Safe Harbor”
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Bulletin 2004-002

Auditor of State Bulletin
Date Issued: February 25, 2004
TO:

All County Auditors, Commissioners & Prosecutors
All Independent Public Accountants

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Expenditure of Public Funds for a Proper Public Purpose

This Bulletin is issued as a clarification to Auditor of State Bulletin 2003-005.
Specifically, our Office has received numerous inquires from county officials regarding
the intended meaning of the term “legislative authority” as used in Bulletin 2003-005.
The Bulletin stated in pertinent part, “Thus, to avoid an audit finding, the Auditor of State
will require that expenditures of public funds for coffee, meals, refreshments, or other
amenities have prior authorization by the appropriate legislative authority.” There
appears to be a great deal of confusion surrounding the meaning of “appropriate
legislative authority.” It is our hope that this Bulletin will serve to address this concern.
Auditor of State Bulletin 2003-005 referred to 1982 Ohio Attorney General
Opinion No. 82-006, which was intended to address the expenditure of funds by local
political subdivisions for the purchase of meals, refreshments and other amenities
(flowers, token retirement gifts, or meritorious service awards). Specifically, a prior
Auditor of State sought clarification whether such expenditures are supported by a
“public purpose.” The Ohio Attorney General indicated in Opinion 82-006 that because
the determination of what constitutes a proper public purpose is primarily a legislative
function, such decisions “… must be made in accordance with the procedural formalities
governing the exercise of legislative power. Specifically, the decision must be
memorialized by a duly enacted ordinance or resolution and may have prospective effect
only.”
In addition, Attorney General Op. No. 82-006 addressed how several terms are to
be viewed, including the terms “legislative bodies” and “legislative power.” The
Attorney General opined that:
In its strictest sense the term "legislative bodies" refers to the
traditional bodies empowered to make laws, such as Congress,
state legislatures and municipal councils. Courts have recognized
… that the governing bodies of other political subdivisions are at
times called upon to exercise legislative powers or functions…
legislative power can mean something broader than the usual
1

power to enact laws. A governmental body may be deemed to
exercise a legislative function when it promulgates policies,
standards, regulations or rules of general application and
prospective operation and when the body’s decision is
appropriately based on considerations similar to those a legislature
could have invoked….
More recently, Ohio Attorney General Opinion No. 2003-029 addressed the
issue of whether particular county departments may approve their own travel policies.
This opinion was issued in response to a request by the Athens County prosecutor on
behalf of the county auditor. The Attorney General concluded that that county auditor
does not have the authority to establish a travel policy for offices other than his or her
own. The Attorney General stated, “Rather, each county officer, board, or department
may establish a travel policy for the agency’s officers and employees. A board or
appropriate office or department head has the discretion, subject to R.C. 325.20, to set the
specific terms of the policy, including the amount of expenses that may be incurred, and
the nature of the items that may be reimbursed.” And furthermore, “Any travel policy
must, of course, comply with the limitation that public funds may be spent only for a
public purpose.” Atty. Gen. Op. No. 2003-029.
In accordance with the above Attorney General Opinions, an independently
elected official has the power to establish his or her own travel policy. Expenditures
made pursuant to that policy, and made otherwise in accordance with law, are at the
discretion of the independently elected official.
We find it proper to extend this reasoning in general to the types of expenditures
(meals, refreshments and other amenities) contemplated by AOS Bulletin 2003-005.
However, these officials (county prosecutors, judges, auditors, sheriffs, engineers,
coroners, clerks of county courts, treasurer, recorder) should have written policies that are
in place prior to making expenditures to justify that the expenditures are for a proper
public purpose. The effective date of the policy and any amendments to the policy should
be clearly indicated.
With regard to departments and agencies, for which the Board of County
Commissioners is the proper authority to establish policies and approve expenditures,
these entities should obtain the prior approval of the county commissioners through a
resolution demonstrating a proper public purpose before making the types of
expenditures contemplated by AOS Bulletin 2003-005. We also consider that each
county should determine the manner in which approval for entities under the control of
the county commissioners is to be made. For example, a county may decide that a general
resolution for all such entities is appropriate, or that the policy of each county entity,
department or agency under its control must be approved individually. This may also
include the adoption of a resolution which permits an entire category or categories of
future expenditures for amenities.

2

We will audit in accordance with the written policies that are established by each
of the independently elected county officials and by the board of county commissioners
for itself and the entities under its control. However, policies should be writing and in
effect prior to the making of an expenditure. The effective date of the original policy
and the date of any amendment of the policy should be clearly indicated.
As always, we encourage you to consult with your county prosecutor for guidance
on any specific concerns that you may have involving the matter of expenditures for a
proper public purpose.
Questions concerning this bulletin should be addressed to the Legal Division of the State
Auditor’s Office at (800) 282-0370.

Betty Montgomery
Ohio Auditor of State
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Bulletin 2004-003

Auditor of State Bulletin
Date Issued: April 5, 2004
TO:

All County Auditors
All County Commissioners
All County Sheriffs
All Independent Public Accountants

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Concealed Handgun License Issuance Expense Fund

Effective April 8, 2004, county sheriffs will begin to issue licenses to those who
wish to carry a concealed handgun pursuant to Amended Substitute House Bill 12 of the
125th General Assembly. Applicants must pay a fee for the issuance or renewal of a
license, for the issuance of a duplicate license, or for the issuance of a temporary
emergency license. In consultation with the Ohio Attorney General, the Ohio Peace
Officer Training Commission (Commission) will establish the amount of the licensing
fee.
There are several steps in the application process, including both a criminal
records check and a competency check. A portion of the licensing fee will be used to pay
for costs incurred throughout the application process. Again, in consultation with the
Attorney General, the Commission will determine how the fee will be apportioned.
Administrative rules regarding the fee and its distribution have been proposed but are not
yet final. Questions concerning the fees and their distribution may be directed to the
Add "Or
Commission at (800) 346-7682.
Renewal"
According to provisions prescribed in Ohio Revised Code (O.R.C.) Section
311.42, each county is required to create a Concealed Handgun License Issuance Expense
Fund. Sheriffs are required to deposit all fees collected for the issuance of a license into
this Fund. The money will then be distributed in accordance with the guidelines
established by the Commission. With approval from county commissioners, sheriffs may
spend any county portion of the fees to pay any costs incurred in issuing the license. For
example, O.R.C. § 311.42 allows sheriffs to charge personnel expenses and the costs of
any handgun safety education program they offer to the Fund.

Add "Or ammunition/Firearms to be
used by the Sheriff and Sheriff's
Employees."

The creation of the Concealed Handgun License Issuance Expense Fund is clearly
authorized by statute. Thus, the Auditor of State’s permission is not necessary to
establish such a fund. However, we recommend that the Fund be established as a special
revenue fund. Questions concerning this Bulletin should be directed to the Local
Government Services Section of the Auditor of State’s Office at (800) 345-2519.

Betty Montgomery
Ohio Auditor of State

Bulletin 2004-005

Auditor of State Bulletin
Date Issued: June 15, 2004
TO:

Community Based Correctional Facilities
Governing Boards of Community Based Correctional Facilities
County Commissioners
County Auditors
Independent Public Accountants

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Auditing and Reporting for Community Based Correctional Facilities

Synopsis
1. House Bill 510, which the Legislature passed on December 6, 2002 and which
took effect on March 31, 2003, requires the Auditor of State (or contracting
Independent Public Accountants (IPAs)) 1 to audit Community Based
Correctional Facilities (CBCFs).
2. Pursuant to HB 510, the Auditor of State’s Office (AOS) will audit and issue
cash-basis reports for each of the 18 CBCFs on a biennial basis.
3. AOS’s initial audit will cover fiscal years ended June 30, 2002, 2003, and 2004.
For fiscal year 2002, the Auditor of State will only audit the Ohio Department of
Rehabilitation and Corrections’ (ODRC) funding (called “501-501” funding). For
fiscal years 2003 and 2004, however, AOS will audit all CBCF cash activity,
including 501-501 funding, grants, and amounts the CBCFs hold for offenders
(offender funds).
4. If a CBCF disburses more than $300,000 of direct or pass-through Federal
assistance in a fiscal year, Federal regulations require an annual audit, including
an audit of Federal programs, rather than a biennial audit. (This threshold
increases to $500,000 effective for CBCF fiscal years ending June 30, 2004 and
thereafter.)
5. Under Ohio Rev. Code § 117.13(C), the Auditor of State will bill CBCFs for the
cost of these audits.
See audit requirements now in Title 2: Grants and Agreements

$750,000
1

PART 200—UNIFORM ADMINISTRATIVE REQUIREMENTS,
COST PRINCIPLES, AND AUDIT REQUIREMENTS FOR
FEDERAL AWARDS

With permission from the Auditor of State, CBCFs may contract with an IPA to audit their financial
statements pursuant to HB 510. Therefore, auditing requirements set fourth in this Bulletin apply to both
AOS and contracting IPAs (both of which are referred to as “auditors” herein).
1

The accounting and auditing guidance in this Bulletin still apply. However, changes
to RC 2301.51 -- 2301.58 have amended CBCF governance and certain other
requirements. See the most recent ORC for current guidance.
Description of CBCFs
CBCFs originally developed in response to prison over-crowding and currently
function as minimum-security alternatives to State prison for non-violent felony
offenders. Ohio law governing CBCFs is enumerated in Ohio Rev. Code sections
2301.51 through 2301.58. HB 510 partially amends these code sections and this Bulletin
addresses those changes.
With the approval of the director of ODRC, a county with a population of over
200,000 can create a single-county CBCF. With similar approval, two or more adjoining
counties with an aggregate population of over 200,000 may create a multi-county CBCF.
For single-county CBCFs, the presiding judge of a county’s court of common
pleas chairs the judicial corrections board (i.e., governing body). This judge also
designates up to 11 common pleas judges from that county to serve on the board. For
multi-county CBCFs, the presiding common pleas judge from the largest county chairs
the judicial corrections board. Each participating county has at least one judge2 on the
board.
A judicial corrections board may hire a for-profit or nonprofit entity to operate a
CBCF. While CBCFs receive significant non Federal 501-501 funding from ODRC, they
may also receive funding from other sources to operate other programs.

2301.56(D)

Auditing

HB 510 amends Ohio Rev. Code § 2301.56(E) by requiring the Auditor of State
(or contracting IPAs) to audit each CBCF within two years after March 31, 2003. In the
past, ODRC audited 501-501 funding for each CBCF. This funding has been audited
through fiscal year3 2001. Furthermore, ODRC required CBCFs’ offender funds to be
audited separately by IPAs. Counties do not hold offender funds for CBCFs; rather, each
CBCF holds separate checking accounts (and occasionally investments) for offender
funds. Audits of offender funds have been completed through June 30, 2002. Therefore,
to prevent any duplication, AOS (or contracting IPAs) will audit and report only 501-501
money for fiscal year 2002, yet AOS (or contracting IPAs) will audit all CBCF cash
activity thereafter.
The initial audit period will include fiscal years 2002, 2003, and 2004. After the
initial three-year audit, they will occur on a biennial basis. Also, audits of CBCFs will
follow Government Auditing Standards.
2

In Opinion 2003-09, the Ohio Supreme Court Board of Commissioners on Grievances and Discipline
concluded it is not proper for common pleas judges to serve on judicial corrections boards. However, the
Board advised judges should continue to serve, pending review of this Opinion by the Ohio Attorney
General and possible statutory changes.
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CBCFs have adopted fiscal years ending June 30.

2

OAG Opinion 2004-03 suggested
legislation to address this. Legislation
such as HB 162 from the 126th G.A.
amended RC 2301.51 -- .58.

Most CBCFs use a county auditor to receive, disburse, and hold 501-501 and
grant funds. Auditors (AOS or IPA) should read the county’s most recent financial audit
and consider whether scope restrictions or reportable conditions affect the timing, nature,
or extent of CBCF audit procedures. Since all CBCF transactions that a county auditor
records are subject to the county’s financial statement audit, auditors (AOS or IPA) need
not obtain a service organization4 report for those counties.
The Auditor of State has developed an audit program and an example audit report
format for CBCFs. Contracting IPAs may obtain this material by contacting AOS’s
central office at (800) 282-0370 or their Auditor of State regional office.
Where a for-profit or nonprofit entity operates a CBCF, the audit approach will be
the same: AOS (or contracting IPAs) will audit the CBCF’s financial statements and the
underlying receipts, disbursements and cash/investment balances of all public money,
including 501-501 funding, other grants, and offender funds as described above.
HB 510 also permits the Auditor of State to initiate performance audits, which are
designed to improve program operations and to facilitate decision making by parties
responsible for oversight or corrective action. HB 510 enables ODRC or a judicial
corrections board to request these types of audits as well. Performance audits may
address a variety of objectives, including assessing program effectiveness and results;
economy and efficiency; internal control; compliance with legal or other requirements;
and providing prospective analyses, guidance, or summary information.
Accounting Records
AOS has provided the CBCFs with a worksheet listing the records typically
required for an audit. A copy of that worksheet may be obtained by contacting AOS’s
central office at (800) 282-0370 or from AOS’s various regional offices.
Many of the accounting records necessary for the audit (vouchers, payroll records,
offender account records, etc.) may be located at the CBCF. Even CBCFs using counties
for fiscal agents maintain their own accounting systems and checking accounts for
offender funds. Where a county auditor is the fiscal agent, however, auditors (AOS or
IPA) may need accounting information from the county auditor, such as the county’s
CBCF fund accounting information.
Accounting records for the four CBCFs that do not use a county auditor as their
fiscal agent may be found at each of the respective agencies, which are as follows:
x
x
x
x

CROSSWAEH CBCF, Seneca County
Summit County CBCF
Mahoning County CBCF
Community Correctional Center, Butler County

4

Service organizations process accounting transactions on behalf of another entity. In this instance, a
county is processing certain receipt and disbursement transactions on behalf of a CBCF.
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Technically referred to as "an
other comprehensive
accounting basis prescribed by
DRC."
Basis of Accounting
CBCFs follow cash basis accounting. Under this basis, the CBCF should record a
cash receipt when cash is received, and a disbursement when a check or cash is released.
The fund cash balances as of each June 30 must agree to the sum of cash held by
the county auditor (if applicable) plus the reconciled balances of cash accounts each
CBCF maintains.
The last line of the financial statements should also list the total of outstanding
encumbrances/purchase orders for the 501-501 fund. Under the cash-basis of accounting,
CBCFs should not report these encumbrances as current period disbursements in the
audited statements.
CBCF Financial Statements
ODRC, with assistance from the Auditor of State, recently revised the financial
statement format CBCFs should use for their audits and for annual reporting. An
example of that report is included in the aforementioned audit program and example audit
report. Previously, CBCFs reported only 501-501 funding to ODRC. The unaudited
annual report and the audited statements now include additional columns to report
receipts and disbursements from all sources, including offender funds. Since this is a
new reporting requirement, auditors (AOS or IPA) should consider the completeness of
non-ODRC receipts and disbursements and their proper classification as a source of
inherent risk when planning these audits.
HB 510 also requires CBCFs to submit unaudited financial information to the
Auditor of State on a quarterly basis. CBCFs can satisfy this requirement by submitting
the CBCF 501-501 Program Quarterly Financial Report to ODRC’s Bureau of
Community Sanctions. The Bureau will then forward these reports to the Auditor of
State.
Audit Costs
HB 510 defines CBCFs as public offices under Ohio Rev. Code § 117.01. Ohio
Rev. Code § 117.13(C) permits AOS to charge audit costs, including direct wages and an
overhead charge, to public offices. Therefore, the Auditor of State will bill CBCFs for
audit costs incurred. It is the Auditor of State’s policy to provide an estimated fee to our
clients prior to commencing audit services. AOS will notify a CBCF if it becomes
apparent that the actual cost will exceed the estimate and will explain why the increase is
needed. Several factors influence audit costs, including some within the control of the
CBCF. For example, the condition and accessibility of financial records is a controllable
factor that can impact audit costs.

4

Revised: See link to Uniform
Guidance on first page of this
bulletin.
Federal Single Audits
Federal Office of Management and Budget (OMB) Circular A-133 requires
annual audits for any government spending more than $300,0005 in Federal assistance in
a fiscal year. Note that Federal assistance maintains its identity as Federal money
regardless of whether the money passed through an intermediate government or nonprofit
organization. CBCFs should therefore assure they understand whether any grants they
receive represent Federal or Federal pass-through dollars. If the total Federal funding a
CBCF disbursed during its fiscal year exceeds $300,000, then the Auditor of State must
follow Federal audit guidelines set forth in Circular A-133. This Circular requires
auditors (AOS or IPA) to focus additional audit effort on larger Federal assistance
programs, and importantly, requires an annual audit rather than the biennial audit H.B.
510 prescribes. In other words, the Federal annual audit requirement supersedes the State
requirement. It is a CBCF’s responsibility to summarize the Federal assistance it
disburses each fiscal year, and to contact its Auditor of State regional office if it requires
an A-133 audit. Note that State appropriation (501-501funding) is not Federal passthrough assistance.
Using IPAs
Under Ohio law, CBCFs cannot hire IPAs for their audit without permission of
the Auditor of State. For fiscal years 2001 and 2002, ODRC required CBCFs to hire
IPAs to audit their offender funds. HB 510 implies that CBCFs must cancel these audit
contracts for periods the Auditor of State will audit. CBCFs that want to contract with an
IPA to audit their financial statements must first seek permission from the Auditor of
State and then follow the audit contracting procedures prescribed by Ohio Rev. Code
sections 115.56 and 117.11(C) and Ohio Administrative Code Section 117-03. To audit
under these laws, IPAs must register with the Auditor of State by filing an Audit Firm
Data Sheet. These forms are available from any Auditor of State regional office, or from
our website, www.auditor.state.oh.us.
Questions Regarding this Bulletin
If you have any questions, or if we can help in any way, please contact our
Accounting & Auditing Support Section, at (800) 282-0370.

$750,000
Betty Montgomery
Ohio Auditor of State
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This threshold will increase to $500,000 for fiscal years ending June 30, 2004 and thereafter.
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Bulletin 2004-006

Auditor of State Bulletin
Date Issued: June 15, 2004
TO:

All State Agencies, Boards, and Commissions
All State Universities and Colleges
All Statewide Elected Officials
Ohio Supreme Court
All County Elected Officials
All County, Common Pleas, and Municipal Court Judges
Mayors’ Court Clerks
All City Auditors, Finance Directors, Council Members, and
Treasurers
All Independent Public Accountants
All School District Treasurers and Superintendents
All Township Clerks and Trustees
All Village Fiscal Officers, Council Members, and Clerks
All Public Libraries

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Unresolved Findings for Recovery Database (ORC Section 9.24)

Senate Bill 189 was recently enacted and contained a provision modifying an
existing provision of law (ORC section 9.24), that prohibits a state agency or political
subdivision from awarding a contract for goods, services, or construction, paid for in
whole or in part with state funds, to a person with an unresolved finding for recovery
issued by the Auditor of State.
Background
House Bill 95, the State of Ohio Operating Budget for fiscal years 2004-05,
initially enacted ORC 9.24. On January 1, 2004, a database of unresolved findings for
recovery was made available to the public via the Auditor of State’s web site
(www.auditor.state.oh.us). For more specific information about the original statute and
the basic concepts of the findings for recovery database, please refer to Auditor of State
Bulletin 2003-009.
From the time ORC 9.24 took effect, numerous legal and implementation
questions were raised by state agencies and political subdivisions that were attempting to
comply with the law. As a result of these questions, the Auditor of State took two
1

separate actions. First, legal guidance on a number of issues was requested of the
Attorney General. These requests ultimately resulted in a single formal legal opinion
(“AG Opinion 2004-014”) issued by the Attorney General on April 15, 2004. This
opinion may be obtained from the Auditor of State’s web site or from the Attorney
General’s web site at www.ag.state.oh.us). Second, the Auditor requested that the Ohio
General Assembly consider amending ORC 9.24 to clarify its intent with regard to
several issues. An amendment was ultimately included in Senate Bill 189. This Bulletin
discusses specific issues related to the Attorney General opinion and Senate Bill 189.
Definition of “contract”
AG Opinion 2004-014 addresses the meaning of the term “contract” as used in
ORC 9.24:
For purposes of R.C. 9.24, a contract is awarded when a written agreement is
executed pursuant to a formal competitive contracting procedure that may
include competitive bidding, requests for proposals, or invitations to bid. A
purchase arrangement that does not involve competitive contracting procedures
does not constitute the awarding of a contract and is not subject to R.C. 9.24.

Consequently, pursuant to this opinion, ORC 9.24 only applies to contracts which have
been subjected to a competitive contracting process. This does not include transactions
made via other means such as purchase orders, credit cards, debit cards, etc.
One question that has frequently been raised is the applicability of ORC 9.24 to
purchases made off the state term schedule. The Ohio Department of Administrative
Services (DAS) establishes a state term schedule of vendors with whom it has contracted
to provide specific goods or services at negotiated prices. Under certain circumstances,
state agencies and political subdivisions may make purchases off the state term schedule.
Under such an arrangement, before placing a vendor on the state term schedule, DAS
engages in a contracting process as described in AG Opinion 2004-014 and consequently,
is required to comply with ORC 9.24. State agencies and political subdivisions that
purchase off the state term schedule, however, do not engage in their own contracting
processes and are not subject to the provisions or ORC 9.24.
In addition to the limitation described above, newly enacted ORC 9.24 (G)(1)(a)
states that the only contracts subject to the provisions of the statute are those contracts in
which the cost for the goods, services, or construction exceeds $25,000. Division
(G)(1)(b) provides an exception to this rule and applies the statute to a contract awarded
to any person who, in the previous fiscal year, received contracts from the state agency or
political subdivision, the aggregate of which exceeded $50,000. Consequently, state
agencies and political subdivisions should immediately review their contracts awarded in
the previous fiscal year in order to identify persons to whom this aggregating provision
applies. In summary, ORC 9.24 applies only to contracts which are the subject of a
competitive contracting process and which either exceed $25,000 or meet the
aggregating criteria described above.

2

Senate Bill 189 also clarifies the following points in regard to the contracting
process:
x
x
x

The prohibition in ORC 9.24 applies to renewals of contracts which otherwise
meet the criteria described above.
The contract is considered to be awarded when it is entered into or executed,
irrespective of whether the parties to the contract have exchanged any money.
The provisions of ORC 9.24 do not apply to the awarding by a state agency or
political subdivision of employment contracts. Please note that AG Opinion
2004-014 clarifies that independent contractor relationships, if they meet the other
criteria for being a “contract,” are subject to the provisions of ORC 9.24.

Definition of “state funds”
The prohibition against awarding contracts pursuant to ORC 9.24 is limited to
contracts “paid for in whole or in part with state funds.” AG Opinion 2004-014 explains
that the term “state funds” means “moneys, other than federal funds, that are held in the
state treasury and appropriated by the General Assembly in accordance with Ohio Const.
art. II, § 22 for expenditure by a state agency or political subdivision.”
This opinion further advises that if state funds are commingled with local funds, a
contract paid with those funds would be presumed to include both state and local funds.
In contrast, if a political subdivision segregates its funds and pays for a contract with only
local funds, the contract would not be subject to ORC 9.24.
Finally, Senate Bill 189 provides that for the purposes of ORC 9.24, the term
“state funds” does not include funds that the state receives from another source and
passes through to a political subdivision, such as federal funds.
Definition of “political subdivision”
The requirements of ORC 9.24 apply to both state agencies and political
subdivisions. Senate Bill 189 clarifies that the definition of “political subdivision” is the
definition provided in ORC 9.82:
“Political subdivision” means a county, city, village, township, park district, or
school district.

Senate Bill 189 further states that the provisions of ORC 9.24 only apply if the political
subdivision has received more than $50,000 of state money in the current fiscal year or
the preceding fiscal year.
Definition of “person”
Again, ORC 9.24 prohibits awarding certain types of contracts to a person with an
unresolved finding for recovery. It is important to understand that the statutory definition
of “person,” found in ORC 1.59, includes not only individuals, but also corporations,
3

business trusts, estates, trusts, partnerships, or associations. However, it was unclear in
the initial version of ORC 9.24 whether a finding for recovery issued against a
corporation also applied to individuals within the corporation, and vice versa. Senate Bill
189 clarifies that the term “person” applies only to the person actually named in the
finding for recovery.
Applicability to pre-2001 findings for recovery
Senate Bill 189 specifies that the prohibition against awarding contracts applies
only to those persons with unresolved findings for recovery that were issued after January
1, 2001. In addition, aside from checking the Auditor of State’s database, a state agency
or political subdivision may obtain other proof that the person has no unresolved finding
for recovery. However, because compliance with ORC 9.24 is ultimately the
responsibility of the state agencies and political subdivisions, the Auditor of State’s office
recommends that they continue to check the database before awarding a contract that is
subject to ORC 9.24.
Additional exclusions from ORC 9.24
In addition to the clarifications described throughout this Bulletin, Senate Bill 189
imposes several additional limitations upon the applicability of ORC 9.24:
Bonding companies, insurance companies, self-insurance pools, joint selfinsurance pools, risk management programs, or joint risk management programs are
exempt unless a court has entered a final judgment against the company and the judgment
has not yet been satisfied. These entities will no longer appear in the Auditor of State’s
database until notification of a final judgment is received from the Attorney General.
Medicaid provider agreements (ORC Chapter 5111) or payments or provider
agreements under disability assistance medical assistance (ORC Chapter 5115) are
exempted. In addition, if federal law dictates that a specified entity provide the goods,
services, or construction for which a contract is being awarded, the entity is exempt,
regardless of whether that entity has an unresolved finding for recovery.
Auditor of State Database Updates
In addition to the statutory changes and clarifications provided in Senate Bill 189
and Attorney General Opinion 2004-014, the Auditor of State has made changes to the
findings for recovery database since it was first unveiled on January 1, 2004 as a result
of suggestions from users.
First, we have added a component to our web site allowing users to download the
entire database into a comma delineated file, which can then be printed. Please note that
the web site also contains a notation of when the database was last updated. This feature
allows users, if they previously downloaded the database, to know whether that version is
still up-to-date or whether they should download a more current version.
4

In addition, the web site allows users to perform a certified search for the purpose
of compliance with ORC 9.24. If the person does not appear in the database, the user is
given the option of printing a certification page that may be used to verify compliance
with ORC 9.24. The certification page has been modified in two ways. First, the
language was changed to more accurately reflect the purpose of the certification page and
the manner in which it is to be used. Specifically, the certification page returns a list of
possible matches, based on letter combinations from the search parameters that were
entered. Unless the name you searched for actually appears on the list of possible
matches, that person is not included in the Auditor of State’s database and is not
prohibited by ORC 9.24 from being awarded a contract. If the person’s name does
appear on this list of possible matches, the person does have an unresolved finding for
recovery and is prohibited from receiving a contract (subject to the exceptions discussed
throughout this Bulletin).
In addition to this change, we removed the sections of the certification page
requiring the user’s signature. An initialed copy of the certification page is sufficient to
demonstrate compliance with ORC 9.24 for audit purposes. Please note that the law does
not require state agencies and political subdivisions to use the certification page. The
certification page was developed by the Auditor of State as a method for a state agency or
political subdivision to document the fact that it has checked the database and found no
matches. However, any documentation which sufficiently demonstrates compliance with
ORC 9.24 will be acceptable for audit purposes.
In conclusion, please note that this Bulletin does not provide a comprehensive
overview of ORC 9.24. Instead, it is meant as a supplement to Auditor of State Bulletin
2003-009. These bulletins – along with the findings for recovery database, the revised
version of ORC 9.24, and Attorney General Opinion 2004-014 – may be accessed via the
Auditor of State’s web site at www.auditor.state.oh.us.
Questions concerning this Bulletin or the Auditor of State’s database should be
directed to the Auditor of State’s Office at 1-800-282-0370. Questions regarding the
resolution of findings for recovery or Attorney General Opinion 2004-014 should be
directed to the Attorney General’s Office at (614) 644-1234. Legal questions about
compliance with ORC 9.24 should be directed to your legal counsel.

Betty Montgomery
Ohio Auditor of State
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Bulletin 2004-008

Auditor of State Bulletin
Date Issued: August 20, 2004
TO:

Governmental Insurance Pools
Independent Public Accountants

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Audits of Governmental Insurance Pools

Ohio Rev. Code sections 9.833 (health insurance) and 2744.081 (liability
insurance) permit local governments to form or join insurance pools to share the costs of
managing risk with other governments. While the Auditor of State’s Office (AOS) has
been auditing some insurance pools, independent public accountants (IPAs) have been
auditing others without audit contracts with AOS. Henceforth, all insurance pools are
required to contract for independent audits through AOS, as authorized by Ohio Rev.
Code §117.11(C).
The Auditor of State’s Authority to Audit Insurance Pools
Ohio Rev. Code §117.10 requires AOS to audit public offices. An insurance pool
as defined in both Ohio Rev. Code sections 9.833 and 2744.081 meets the definition of a
public office since it is established as a separate legal entity to perform a public purpose
or function of government and is exempt from all State and local taxes. Ohio Rev. Code
§117.10 also authorizes AOS to audit local governmental insurance pools since they are
“receiving public money for their use.”
Contracting with Independent Public Accountants
As permitted by Ohio Rev. Code §117.11(C)(1), the Auditor of State has decided
to competitively bid these audit contracts with IPAs. The IPA Registration Process and
IPA Contracting Process portions of this Bulletin describe the administrative processes
the Auditor of State uses to contract audits. Ohio Admin. Code Chapter 117-3 further
describes the statutory IPA contracting requirements.
Transition
AOS is aware that some insurance pools have existing audit contracts with IPAs.
These contracts will be honored until the end of their terms. After which, the Auditor of
State will competitively bid all audits of insurance pools. Pools should submit a copy of
1

their current audit contracts1 immediately to AOS’s Chief Auditor of Audit
Administration at the following address:

http://
www.auditor.state.oh.us/
ipa/contracting.html

Auditor of State of Ohio
Attn: Robert Greenwalt,
88 East Broad Street
P.O. Box 1140
Columbus, Ohio 43216-1140

For those audits under existing contracts, AOS will require the pool to also submit a copy
of the audited statements and any accompanying reports (e.g., management letters) to the
above address.
IPA Registration Process
IPAs wishing to bid for audits of insurance pools must register with AOS by
completing an Audit Firm Data Sheet,2 available from any regional office and also posted
to the AOS website, www.auditor.state.oh.us, under Organization, IPA Resources. The
IPA should return the completed sheet to the attention of Robert Greenwalt at the address
listed on the form. Firms that have previously filed an Audit Firm Data Sheet with the
Auditor of State need not register again.
IPA Contracting Process
The Auditor of State has eight regional offices to serve local governments. Chief
auditors will contact pools within their respective regions to discuss the IPA contracting
process. The AOS website will also include notice that these audits are being bid. See
www.auditor.state.oh.us/ipa_bid_list/bid_list.doc which lists basic information about the
audit, client contact information, and the contract deadline.
Before the stated contract deadline, IPAs registered and in “good standing” with
the Auditor of State may contact the individual identified on the request for proposal
(RFP) as the pool’s “RFP Contact,” in the manner listed on the Bid List (e-mail, phone,
mail), to express an interest in receiving the RFP.
After the AOS region and the insurance pool have worked together to select a
reasonable number of qualified firms, the region will prepare an RFP and mail a copy to
each selected IPA firm. However, the RFP must be submitted to at least three IPAs
possessing the ability to meet the terms and conditions of the RFP. IPAs must then
complete and submit a proposal that is responsive to the RFP requirements.
1

If the Pool and the IPA use an engagement letter to serve as a binding contract, the pool should submit a
signed copy of the engagement letter to Robert Greenwalt.

2

Since August, 2003, AOS has also required each firm to submit a Statement of Policy and Procedure
Regarding Auditor Independence Under Amendment 3, documenting compliance with the new Government
Auditing Standard’s Independence Standard (Amendment No. 3).
2

Both the insurance pool and AOS regional personnel will evaluate and score each
proposal. Scoring considers qualifications, price, and other factors. The region will
forward a summary of all scoring sheets and copies of all bid proposals for review and
approval to the Chief Deputy Auditor and the Chief Auditor of Audit Administration.
While pools may participate in preliminarily selecting those IPAs that receive an RFP
and in scoring the proposals, the final selection will be made by the Auditor of State.
This will be done, of course, with sensitivity to insurance pool scoring. Once the
successful bid is formally approved, AOS prepares a Memorandum of Agreement (MOA)
with the insurance pool and the IPA. The contract becomes final when all three parties
have signed the MOA, and work may begin under the timelines the RFP and proposal
provide.
Audit contracts typically cover five fiscal years. These pools’ current auditors
will be eligible to participate in the bidding process.
OAC 117-2-03 now requires pools organized under RC
Accounting Standards
9.833, 167.01 or 2744.081 to follow GAAP.
While these insurance pools may be subject to the actuarial and other reporting
requirements of Ohio Rev. Code sections 9.833 and 2744.081, there is no requirement in
Ohio Admin. Code Section 117-2-03(B) for insurance pools to follow generally accepted
accounting principles (GAAP). However, considering insurance pools must have
accurate information regarding accrued liabilities (such as incurred but not reported
claims) to set proper rates, the Auditor of State encourages insurance pools to follow
GAAP. Additionally, because insurance pools meet the definition of “public
corporations,” those following GAAP are subject to accounting standards prescribed by
the Governmental Accounting Standards Board (GASB).3 Standards specific to
insurance/risk management include GASB Statements Nos. 10 and 30 and GASB
Interpretation No. 4. Those who prepare or audit an insurance pool’s GAAP financial
statements should also refer to other GASB pronouncements for applicability. The recent
Government Accounting Standard No. 34 also applies to pools, which adds additional
reporting requirements.
Auditing Standards
Pursuant to Ohio Admin. Code Section 117-2-05, IPAs auditing insurance pools
must follow Government Auditing Standards. Information regarding these standards is
accessible at www.gao.gov/govaud/ybk01.htm.
Evaluating Proposals
While IPAs must have an understanding of governmental accounting and auditing
standards, a strong background in insurance industry auditing is critical. Therefore,

3

See additional guidance for determining entities subject to GASB standards in Sections 1.01 and 1.02 of
the American Institute of Certified Public Accountants publication Audits of State and Local Governmental
Entities (GASB 34 Edition).
3

proposals should stress insurance industry audit experience. Similarly, a lack of
insurance industry experience will adversely affect a proposal’s evaluation.
First Steps
Insurance pools, including those AOS has audited in prior years, should contact
their AOS regional office to express their interest in contracting with an IPA. Once their
current audit contracts expire, insurance pools that continue to hire IPAs without
contracting through the Auditor of State will be subject to a second audit, with the cost
charged to the pool.
If you have any questions regarding this Bulletin, please contact Robert
Greenwalt, Chief Auditor of Audit Administration, at (800) 282-0370.

your regional AOS
office, or
(800)282-0370.

Betty Montgomery
Ohio Auditor of State
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Bulletin 2004-010

Auditor of State Bulletin
Date Issued: November 18, 2004
TO:

All Public Offices
All Independent Public Accountants

FROM:

Betty Montgomery
Ohio Auditor of State

SUBJECT:

Check Clearing for the 21st Century Act

This Bulletin discusses key provisions of the federal “Check Clearing for the 21st Century
Act” (Check 21),1 which affects all units of government that use the banking system. This
Bulletin also addresses protestation rights under the new law and control procedures that should
be implemented due to changes caused by Check 21.
The purpose of the law, which became effective on October 28, 2004, is to allow banks to
process checks more efficiently by facilitating the exchange of checks via electronic images.
Moreover, banks are no longer required to issue or return the original checks to customers. The
Auditor of State’s Office (AOS) expects that the vast majority of banks will avail themselves of
this law and that customers of banking services, such as governments, will no longer receive
their cancelled checks.
The Check 21 Act supersedes any federal or state law to the contrary. Correspondingly,
this Bulletin supersedes Auditor of State Bulletin 96-006, Electronic Imaging of Checks.
General Provisions
Now that Check 21 is effective, any bank in the check-cashing/payment system (e.g.,
bank of first deposit, intermediary depository bank, collecting bank, etc.) will be able to remove
the original check and replace it with an electronic image of the front and back of the check. The
new law permits banks to process checks electronically with other banks as long as agreements
are in place governing the electronic exchange. At any point in the process, however, a bank
may use the electronic image to create a “substitute check” for a bank that chooses to continue
receiving paper checks.
Under Check 21, this substitute check has the same legal effect as the original paper
check. A substitute check is a paper reproduction of the original check that
9 contains an image of the front and back of the original check;
1

P.L. 108-100 , 117 STAT 1177-1194, 12 USC 5001-5018

9 bears a magnetic ink character recognition (MICR) line containing all of the
information appearing on the original check’s MICR line, with certain exceptions;
9 conforms, in paper stock, dimension, and otherwise, with generally applicable
banking industry standards for substitute checks; and
9 is as suitable for automated processing as the original check.
A substitute check that meets these requirements and bears the following legend is considered to
be the legal equivalent of the original paper check: “This is a legal copy of your check. You can
use it in the same way you would use the original check.” This Bulletin includes an example
substitute check as Appendix A.
In accordance with the new law, no bank is required to provide governments with either
the original cancelled check or the substitute check. Based on discussions with banking industry
representatives, however, banks are likely to provide customers with a substitute check upon
request. Further, it is possible that banks may ask customers (e.g., governments) to accept some
other record of checks charged to an account. For example, banks may provide a listing of check
charges on a periodic statement and\or provide electronic images [or a CD-ROM listing or
images of the checks] along with the periodic statement. Each of these types of records [CDROM listing or images of check (front and back) or substitute check] is acceptable to AOS,
provided that appropriate internal controls are in place.
Neither Check 21 nor its regulations indicate whether a bank may charge the customer for
a copy of the original check or the substitute check. To that end, customers might be charged to
receive either of these. Therefore, AOS suggests that governments carefully scrutinize any
communication from banks regarding service charges and to examine their service agreements
(including amendments) with banks.
Rights to Protest Improper Charges
Under Check 21, “consumers” have the right to the expedited re-credit and other
consumer protection features provided by the law. The regulations define a consumer as a
“natural person,” meaning a living individual person. Consequently, no government is a
“consumer” as defined in these regulations. Nevertheless, governments maintain their current
protections under the Uniform Commercial Code2 to protest improper charges. Thus, given the
changes caused by Check 21, governments should carefully examine their service agreements
with banks to understand their rights to dispute improper charges and to recoup any fees that
might have been assessed during the check-cashing/payment process.

Control Procedures
While anything other than an original check or warrant, including a substitute check, will
be unable to capture some of the physical security features contained in original checks (e.g.,
2

See generally Article 4, UCC; § 4-406.

digital watermarks, handwriting characteristics, ultraviolet inks, etc.), the increase in processing
speed created through electronic check exchange should help reduce opportunities for fraud.
Check 21 will also reduce the number of physical checks in circulation from which account and
routing information can be stolen. Notwithstanding these benefits, control procedures are vital to
help protect governments against erroneous charges, theft, and fraud.
For governments that do not receive their cancelled original or substitute checks, AOS
suggests these governments request that their banks send images of the front and back of all
issued checks. This will enable governments to review and scrutinize the transactions and ensure
that the payees as well as the various endorsements are appropriate. As monthly [or other
periodic] bank statements are received, reconciliation between check numbers and the amounts
paid should be conducted promptly. If questionable items are identified, governments should
immediately request their bank investigate these items for possible adjustment to the
government’s account. Furthermore, a government may want to request3 a substitute check or
the best available source document from the bank (e.g., copy of the front and back of the check)
when a questionable item is identified that requires investigation.
Online Banking
When governments write checks, they are providing information to the receiver of those
checks [and others, including the government’s own employees] with their bank account number
and their bank’s Routing Transit Number. Disseminating such information increases the
possibility that it could be used for non-governmental purposes. With the introduction of Check
21, governments may consider using electronic bill paying systems to the extent feasible (i.e.,
online banking).
When governments conduct online banking, it is critical that appropriate controls be
established over the transactions similar to those established for paper transactions. No one
individual should be responsible for writing checks, whether online or with paper, reconciling
the related bank accounts, and entering the related transactions into the books of account.
Furthermore, access should be controlled so that only authorized persons are able to initiate
transactions. Access might be accomplished by a combination of password or other program
controls and physical controls, such as access to a computer or terminal that processes such
transactions. Finally, appropriate paper or electronic copies of transactions and balances should
be retained for audit inspection.

Other Control Ideas
9 Request banks to imprint the check number on the back of the check. This will enable
governments to determine that the images received from the bank do, in fact, match-up
with the corresponding fronts of the checks.
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Banks may require these requests in writing.

The AOS encourages positive pay
as a method to combat certain
cybercrimes.
9 Do not maintain blank check stock as checks can be reproduced easily using computer
software. In the event that blank check stock is not kept, then governments will no longer
need to implement controls designed to secure blank, physical checks.
9 Consider using a “positive pay” system, whereby a government sends a copy of the
authorized check (electronic or paper) to its bank to be compared with the check that is
later presented for payment. If there is a match, the payment is approved; if there is not a
match, it is rejected.
9 Governments using electronic banking services may wish to “block” or “filter” ACH
[Automated Clearinghouse] transactions. These requirements are quite technical and
beyond the scope of this Bulletin. Governments should discuss these control mechanisms
with their banks, if applicable.
Governments as “Banks”

per footnote 4 below, enables

Check 21 may enable the State and “a unit of general local government” to act as
“banks”4 and remove5 the original cancelled checks [or warrants] and, in turn, work with their
bank to create electronic images or substitute checks6 for further processing. Units of general
local government as defined include cities; counties; villages; and townships. While it is not
clear as of the date of this Bulletin what effect Check 21 has on governments that act in this
capacity, AOS recommends that governments that intend to “remove” checks and warrants
should consult their legal counsel as to their rights and responsibilities under the new law. AOS
also recommends that these governments ensure that all physical and electronically imaged
checks are maintained in accordance with Ohio’s public records law as well as the particular
government’s record retention schedule.

Contacting Legal Counsel
As a result of the complex laws and regulations affecting customers’ rights and
responsibilities under the Act and existing banking laws and regulations, governments should
consult with their legal counsel on the impact of Check 21. Further, AOS recommends
governments consult legal counsel if their banks request modifications to account agreement(s).
4

See 12 CFR Section 229.2(z)(5), “Paying Bank” means…the state or unit of general local government on which a
check is drawn and to which it is sent for payment or collection. Check 21 refers to these units of government as
“payors.”
5

“Remove” in this context refers to the process of taking the check/warrant out of the stream of the check-cashing
process and later destroying it in accordance with an agreed-upon timeframe.

6

See Federal Register/ Vol 69, No. 149, page 47290, “Supplementary Information.” “Banks” are permitted to send
“substitute checks” in lieu of paper checks at any step of the process and “banks” in the process are required to
accept them.

Thus, AOS strongly encourages that governments adequately plan and prepare for the
implementation of the Check 21 Act, and hope that this Bulletin is of assistance to you in that
effort.
If you have any questions concerning the legal requirements of Check 21 or its
regulations, AOS suggests governments contact their respective legal counsels. If you have any
questions specifically pertaining to this Bulletin, please contact AOS’s Accounting and Auditing
Support Group at (800) 282-0370.

Betty Montgomery
Ohio Auditor of State

Appendix A – Example Substitute Check

