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FURTHERANCE OF JUSTICE FUND

Section 325.12, R.C.
Section 325.071, R.C.

TO: ALL COUNTY PROSECUTORS
ALL COUNTY SHERIFFS
ALL COUNTY/TOWNSHIP STATE EXAMINERS
ALL COUNTY AUDITORS
ALL PRESIDENTS OF COUNTY COMMISSIONERS

THIS CIRCULAR SUPERSEDES CIRCULAR NO. 81-1 DATED MARCH 19, 1980, AND WILL
BECOME EFFECTIVE JANUARY 1, 1982.

It has been brought to our attention that there is a need to clarify the
position of the Bureau of Inspection and Supervision of Public Offices
pertaining to the use of the Furtherance of Justice Funds and additionally to
prescribe the necessary accounting procedures to be maintained. Accordingly,
the following guidelines are hereby established:

1. The funds may not be used for personal expenses of the prosecutor,
sheriff or employees of the prosecutor or sheriff. This is, of course,
basic, but emphasis must still be placed on this point.

2. Monies in an F.0.J. fund may be used for any expenses incurred in the
performance of official duties and in the furtherance of justice unless
authority exists for the use of appropriated monies for such purpose and
money is in fact available to the credit of a proper line--item account,
appropriated and unencumbered.

The prosecuting attorney or sheriff is not required to request funds in
his regular budget or at any, other time as a condition precedent to the
use of F.0.J. funds and disapproval by the county commissioners is
likewise not a condition precedent to the use of F.0.J. funds.

Circumstances may require that the expenditure be made from the F.O0.dJ.
fund prior to completion of the procedures necessary for the expenditure
of appropriated and unencumbered monies. Under such circumstances the
expenditure may be made from the F.0.J. fund and reimbursed from the
normal appropriation account at a later date if monies are still avail-
able and unencumbered. The reimbursement expenditure from the appro-
priation account is subject to the requirements of Section 5705.41,
Revised Code.

Information Line Toll Free 1-800-345-2519
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3. The use of the funds must be documented and each expenditure itemized.
Documentation of each expenditure would include but not be limited to a
receipt, invoice, etc.

4. Expenses pertaining to authorized travel, whether lodging, mileage,
meals and/or other incidental expenses shall be on the reimbursement
basis.

A. If mileage is to be reimbursed it shall require a travel expense
report showing the mileage from and to destination for each trip
taken. "Side trips" are not reimbursable when it is for personal use
and not on official business.

B. Documentation must be submitted for airline tickets, hotel or motel
bills and other expenses connected to each trip.

C. Documentation will not be required for individual items of expense of
less than $1.00, or for items for which receipts are not practically
available (tolls, parking, etc.).

THE OFFICER, MAY, IN HIS DISCRETION, ADVANCE TRAVEL EXPENSE FUNDS TO EMPLOYEES
FROM THE F.O.J. FUND. ALL SUCH ADVANCEMENTS MUST BE ACCOUNTED FOR IN THE
MANNER SET FORTH ABOVE, AND ANY UNUSED PORTIONS MUST BE PROMPTLY RETURNED TO
THE F.O0.J. ACCOUNT.

5. Equipment and Personal Property.

A. Such equipment or personal property purchased with F.0.J, funds
becomes and remains the property of the county.

B. An inventory of such property shall be maintained and filed according
to the provisions of Section 305.18, Revised Code.

6. Confidential Expenditures. (2)

It is recognized by the Bureau of Inspection and Supervision of Public
Offices that prosecuting attorneys and the sheriffs will use F.O.J.
funds for confidential expenditures. An expenditure is "confidential"
if disclosure of the event or the identity of the recipient or of the
nature of the expenditure would tend to frustrate the purpose for which
it is made or would tend to expose any person to intimidation or danger
of physical harm, to himself or his property.

The following methods (in addition to the Cash Book, Section 9) should
be used for documentation of such expenditures:
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A. Purchases

Where practicable, each expenditure of F.0.J. funds for confidential
purchases should be documented in accordance with the following
(unless the procedures as set forth in Subsection D of this Section 6
are utilized) :

1. When the case or investigation is finally concluded, an officer,
employee or agent with firsthand knowledge of the necessary in-
formation shall furnish a report indicating, the item or items
purchased, the date of the report, the date of the purchase, the
amount expended, the check number, if applicable, the quantity
and type of materials purchased, and the disposition thereof.

2. Where practicable, a separate check should be drawn for each
transaction payable to the officer, employee or agent who will
be making the actual purchase. If, for reasons of confiden-

tiality, the check cannot be payable to the officer, employee or
agent making the actual purchase, it should be made payable to a
supervisory officer, who may cash the check and deliver the cash
to the officer, employee or agent making the purchase. A signed
receipt should be obtained at this time.

3. The report referred to in Subsection A(l) of this Section 6 must
be signed by an officer, employee or agent with firsthand know-
ledge of the necessary information for the transaction and co-
signed by the prosecuting attorney or sheriff.

B. Payments to Informants

Where practicable, and unless procedures as set forth in Subsection D
of this Section 6 are utilized, a separate check should be drawn for
each transaction payable to the officer, employee or agent making the
actual payment. If, for reasons of confidentiality, the check cannot
be made payable to the officer, employee or agent who will be making
the actual payment, it should be made payable to a supervisory
officer, who may cash the check and deliver the cash to the officer,
employee or agent making the actual payment. A signed receipt should
be obtained by the supervisory officer from the officer, employee or
agent to whom cash is advanced.

C. Security

The extremely sensitive nature of the identity of informants and drug
agents, the personal risk to such individuals, and the need for the
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expenditures is clear. Accordingly, to maintain the confidentiality of such
expenditures, it is the policy of the Bureau of Inspection and Supervision of
Public Offices that:

1. The identify of drug purchasers or informants shall never be included
in any written notes, work papers or reports prepared by
representatives of the Bureau of Inspection.

2. Documentation required in these Subsections B, C and D of Section 6
of expenditures will be reviewed only in the office of the
prosecuting attorney or sheriff and will not be removed by the
representatives of the Bureau of Inspection, unless there is probable
cause to believe that illegal expenditures have taken place, in which
case the Bureau of Inspection and Supervision of Public Offices may
apply to the Common Pleas Court of the county in which the
prosecuting attorney or sheriff serves for an order directing the
prosecuting attorney or sheriff to deposit such documentation with
the court for further review.

3. Any representative of the Bureau of Inspection who discloses the
identity of drug agents or informants, other than under compulsion of
legal process, shall be dismissed.

D. Affidavit

Sections 6A and 6B shall not apply where a prosecuting attorney or
sheriff in the reasonable exercise of his discretion determines that
maintenance of the prescribed documentation would increase the risk of
exposure of any person to intimidation or danger of physical harm to
himself or his property, or would frustrate the purpose for which a
confidential expenditure is made. Where the prosecuting attorney or
sheriff makes such a determination, he shall prepare an affidavit
setting forth the amount of the expenditure and the check number, if
any, related to the expenditure and the general nature of the expen-
diture (e.g., purchase, informant payment, maintenance expense or travel
for undercover agent). If such an expenditure is, made from the imprest
cash fund (Section 7), the receipt number should be substituted for the
check number. When such an affidavit is furnished, the state examiner
shall not require that the check or, the receipt or other details shall
be produced and will make no further inquiry concerning that expenditure
unless there is probable cause to believe the affidavit is false, In
which case the Bureau of Inspection and Supervision of Public Offices
may apply to the Common Pleas Court of the county in which the
prosecuting attorney or sheriff serves for an order to compel disclosure
of information supporting the expenditure. A sample affidavit is
supplied as Exhibit A.
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7. Imprest Cash Fund

Many of the expenditures properly made from the F.0.J. fund are of such
a nature that payments must be made in cash and it is impossible to
process a check quickly enough to complete the transaction.

Accordingly, the establishment of an Imprest Cash Fund may be authorized
and administered in the following manner:

A. The amount of the imprest cash fund must be formally established in
the amount to be determined by the sheriff or prosecuting attorney.

B. The monies in the imprest cash fund must be under the custody and
control of a specific supervisory officer at all times. This officer
must account for all cash placed in his custody or have properly com-
pleted receipts to account for the balance.

C. Monies in the imprest cash fund may be expended only for confidential
expenditures where the bank is not open to cash checks issued in the
prescribed manner.

D. When an officer or agent requests a cash advance from the imprest
cash fund, he must give a dated signed receipt to the supervisory
officer in charge of the Imprest cash fund. If any portion of the
advance is subsequently returned to the fund, the amount returned
should be noted on the original receipt and the notation should be
signed and dated by the supervisory officer. A new receipt should be
issued to the officer returning the funds.

E. Where an expenditure is made from the imprest cash fund for a con-
fidential purpose, it shall be documented in the manner provided in
either Section 6A or 6D. An expenditure from the imprest cash fund
for a payment to an informant shall be documented in the manner pro-
vided in Section 6D.

8. Receipts
All receipts should be prenumbered, duplicate receipts.

9. Accounting System
A short form ledger shall be maintained for the recording of all
receipts and expenditures pertaining to F.0.J. funds. Such account

shall be reconciled to the bank upon receipt of the bank statement and a
copy of such
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shall be on file and submitted to the examiners upon request. The following

is the recommended form to be used in recording the transactions pertaining to

the F.0.J. fund:

(SEE ATTACHED EXHIBIT B)

BUREAU OF INSPECTION AND SUPERVISION
OF PUBLIC OFFICES ---- STATE OF OHIO

Charles E. Mauger, Deputy State Auditor

CEM/bb
Attachments - 2

ADDITIONAL, ADDED GUIDANCE:

(1) City Council/Legislative Authority must authorize establishment of
the F.0.J. fund by Ordinance, and set forth policies and procedures
for use and accounting purposes. Those used herein may be utilized.

City Council/Legislative Authority must appropriate the Local

Governmental Entity money for the F.0.J. Fund from the General Fund.
Do not use any Law Enforcement Trust Fund or Mandatory Drug Fine
Money for the F.0.J. Fund unless specifically authorized by the Ohio

Revised Code. Get a Legal Opinion in writing.

(1) Use of a Purchase Order, or Requisition for undercover "drug buys"
and etc. will suffice so long as adequate detail of the date and
purpose of the use of the money is documented to a degree which will

not disclose the identity of the law enforcement officer.

* % CAUTION * *
* * REMEMBER * *

* * * The OHIO Revised Code Section(s), and, or
Attorney General Opinion(s), included with, or
referenced by this MAS BULLETIN May Have Been
CHANGED, and Thus May Be OUTDATED.

* * * PRTOR to taking any action, CONSULT AN UP-TO-
DATE CURRENT LEGISLATIVE SERVICE To Ensure
Compliance With The OHIO REVISED CODE. * *
*CONSULT YOUR LEGAL COUNSEL.* * *



EXHIBIT A Circular No. 81-07

AFFIDAVIT

STATE OF OHIO )

COUNTY OF COOLIDGE )

A. Clovis Bencher, being first duly sworn, states that:

1. He is the duly elected and qualified Prosecuting Attorney of Coolidge
County, Ohio;

2. In the performance of the official duties of his office and in the
furtherance of justice, he has made expenditures of money received
pursuant to Section 325.12, Revised Code, which expenditures are
"confidential", within the meaning of that term as it is defined in
Bureau Circular 81-007, Furtherance of Justice Funds, Section 6 (herein-
after "Circular")

3. He has determined, in the reasonable exercise of discretion, that
maintenance of the prescribed documentation required by Sections 6A and
6B of the Circular would increase the risk of exposure of a person to
intimidation or danger of physical harm to himself or his property, or
would frustrate the purpose for which a confidential expenditure is made.

4. The amount, the check or receipt number, and the general purpose of such
expenditures are set forth below:

Check or

Receipt No. Amount
General Nature

713 $362.00 Payment of travel expense for confidential
investigation.
278 S 22.43 Miscellaneous meal expense of informant in the

course of confidential investigation.

A. Clovis Bencher,
Prosecuting Attorney
Coolidge County, Ohio

Sworn to and subscribed before me this 23 day, of December, 19xx.

Betty Jones
Notary Public



EXHIBIT B Circular No.
FURTHERANCE OF JUSTICE FUND
CASH BOOK
CHECK
DATE DESCRIPTION NUMBER DEBRIT CREDIT BALANCE
06/01/7 | Balance Carried 9,500.0
bd Forward 0
06/06/7 | Misc Meal Expense of 278 | 22.43 9,477.5
b4 Informant in 7
Confidential
Investigation
06/10/7 Travel Expense for 279 | 362.00 9,115.5
X Confidential 7

Investigation

81-07
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TO: ALL CLERKS OF COURTS
ALL COUNTY AUDITORS
ALL COUNTY SHERIFFS
ALL CITY AUDITORS
ALL TOWNSHIP CLERKS
ALL VILLAGE CLERKS

MAS NO. 86-16
DATE 9/22/86
PAGE 1 of 2

SUBJECT: Amended Senate Bill No. 67, Revised Code Section 2925.03,
Effective August 29, 1986 (Drug Law Enforcement Fund)

Change
(1) to (H)
1)

inv

Change
(K) to
(D)(1)

efforts that per
pursuant to division

The purpose of this advisory bulletin is to inform you that any fines
collected under this section of the Revised Code "shall be paid to the law
enforcement agencies in this state that were primarily responsible for or
d in making the arrest of, and in prosecuting, the offender. The
andatory fines shall be used to subsidize each agency's law enforcement

in to drug offenses. Any additional fine imposed

of this section shall be disbursed as otherwise

provided - If a person is charged with any violation of this
section and posts bail pursuant to sections 2937.22 to 2937.46 of the
Revised Code or criminal rule 46, and if the person forfeits the bail, the

forfeited bail shall be paid pursuant to division his section."

Change
The presiding court should make the determination as to which law (J) to (F)
enforcement agencies shall participate in the distribution and how much

each agency should receive.

The court collecting the bail and/or fine should collect and
the fines under this section of the Revised Code in a manner
that of other fines.

Add "Pursuant to
section (H)(2) of this
section" here.

Upon distribution (from the court), the law enforcement agency (except any
state agency) should deposit the distribution received in the manner
provided by law. The distribution should be deposited to the credit of a

special revenue fund to be established as follows:

Information Line Toll Free 1-800-345-2519
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MAS NO. 86-16
Page Two
Amended Senate Bill No. 67 (Drug Law Enforcement Fund)

For all Ohio local governmental entities, the fund shall be known as the
"Drug Law Enforcement Fund"; and,

alphanumeric

n n.
r I A

for townships, shall be coded as "22" in the fund structure;
and,

2081 -- 2089

for villages, shall be coded as 18—81+—andré%’/—4

This fund does require permission of the Auditor of State for
establishment.

The Drug Law Enforcement Fund shall be appropriated in the manner provided
by law.

Lastly, the fund shall be established by resolution or ordinance or the
legislative body of the local governmental entity.

If you have any questions, you may contact the Auditor of State's
Management Advisory Services at 1=866=282=0370 1-800-345-2519 or (614)
466-4717.

MANAGEMENT ADVISORY SERVICES
AUDITOR OF STATE - STATE OF OHIO

Russell L. Rouch, Deputy Auditor
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Amended by (F)(1) See text on next

MAS NO. 87-18
page.

DATE 9/28/87
PAGE 1 of 2

TO: All County] Auditors
All Sherififs

SUBJECT: Drug |Law Enforcement Fund Uses

The purpose of this advisory bulletin is to clarify how money
collected under|section 2925.03 of the Revised Code can be used.
V

Division (&) of section 2925.03 of the Revised Code states in part,

One often asked question received by the Auditor of State's staff is
whether or not, money in the Drug Law Enforcement Fund can be used to make
drug purchases in an undercover investigation.

Money received under section 2925.03 of the Revised Code should be
subject to the appropriation, budget, purchase order, certification,
voucher, warrant or check writing and any other accounting controls which
all other public money is subject to, as long as the money is used for or
in, drug law enforcement related activities.

An acceptable use of money received under section 2925.03 of the
Revised Code would be in undercover drug law enforcement efforts.

In order to reconcile the previously mentioned concepts, it is
recommended that the local governmental entity could appropriate an
amount of money in the Drug Law Enforcement Fund to be used in accordance
with the guidelines established for Furtherance of Justice money.

Money in the Drug Law Enforcement Fund can be made available to
responsible officials on a voucher or purchase order, with a warrant or
check, payable to the responsible officials, which they in turn could
convert to cash to be used in drug related law enforcement efforts under
the Furtherance of Justice guidelines.

Information Line Toll Free 1-800-345-2519
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It is recommended that wherever possible an imprest amount be
established so that the amount of money available for use under
Furtherance of Justice guidelines at any given time does not exceed a
limit established by the management of the local governmental entity
without their approval.

If you have any questions, you should contact the Management Advisory

Services Staff of the Auditor of State's Office at 1-800-345-2519.

MANAGEMENT ADVISORY SERVICES DIVISION
STATE OF OHIO ----- AUDITOR OF STATE

Russell L. Rouch, Deputy State Auditor

2925.03(F)(1) (1) Notwithstanding any contrary provision of section 3719.21 of the Revised
Code and except as provided in division (H) of this section, the clerk of the court shall pay any
mandatory fine imposed pursuant to division (D)(1) of this section and any fine other than a
mandatory fine that is imposed for a violation of this section pursuant to division (A) or (B)(5)
of section 2929.18 of the Revised Code to the county, township, municipal corporation, park
district, as created pursuant to section 511.18 or 1545.04 of the Revised Code, or state law
enforcement agencies in this state that primarily were responsible for or involved in making
the arrest of, and in prosecuting, the offender. However, the clerk shall not pay a mandatory
fine so imposed to a law enforcement agency unless the agency has adopted a written internal
control policy under division (F)(2) of this section that addresses the use of the fine moneys
that it receives. Each agency shall use the mandatory fines so paid to subsidize the agency's
law enforcement efforts that pertain to drug offenses, in accordance with the written internal
control policy adopted by the recipient agency under division (F)(2) of this section.
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MAS NO. 87-21
DATE 11-23-87
PAGE 1 of 5

TO: All County Auditors
School District Treasurers
City Auditors
Village Clerks
Township Clerks

SUBJECT: Attorney General's Opinion No. 87-069

Section 5705.44, Revised Code states in part: When contracts or
leases run beyond the termination of the fiscal year in which they
are made, the fiscal officer of the taxing authority shall make a
certification for the amount required to meet the obligation of such
contract or lease maturing in such fiscal year."

Often times, it becomes necessary for entities to enter into obligations
(contracts) during one fiscal year for merchandise/services to be received
and paid for in a subsequent fiscal year. This procedure normally becomes
necessary due to delivery times.

In the past, exception has not been taken if the fiscal officer did not
certify the availability of funds required under Section 5705.41, Revised
Code if receipt of the merchandise/services and payment for same would
both occur during a subsequent fiscal year. Exception was not taken based
on the language of Section 5705.44 Revised Code.

Attorney General's Opinion No. 87-069 defines "contracts or leases" as
used in Section 5705.44, Revised Code as contracts that are continuing
contracts under Section 5705.41, Revised Code. Continuing contracts are
further defined in the opinion as "divisible contracts and contracts that
are designed by statute as continuing contracts."

Information Line Toll Free 1-800-345-2519
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Based upon these definitions, the opinion states that continuing
contracts, where delivery of goods/services will not take place until a
subsequent year and payment will not be due until the subsequent year,
does not require the certification of the fiscal officer under Section
5705.41, Revised Code. However, contracts that are not considered to be
continuing contracts as defined in the opinion, do require prior
certification of the officer.

A copy of the syllabus of the opinion is attached for your convenience.

MANAGEMENT ADVISORY SERVICES DIVISION
AUDITOR OF STATE --- STATE OF OHIO

Russell L. Rouch, Deputy State Auditor
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87-21

September 25, 1987

The Honorable Thomas E. Ferguson
Auditor of State

88 East Broad Street

Columbus, Ohio 43216

SYLLABUS:

Except as otherwise provided by statute, the term

"continuing contract," as wused in R.C. 5705.41(D),
includes divisible contracts and contracts that are
designated by statute as continuing contracts. (1966 Op.

Att'y Gen. No. 66-117 (modified, in part, on other grounds
by 1979 Op. Att'y Gen. No. 79-034); 1965 Op. Att'y Gen.
No. 65-126; 1964 Op. Att'y Gen. No. 1524, p. 2-428; 1959
Op. Att'y Gen. No. 451, p. 220; 1942 Op. Att'y Gen. No.
5184, p. 383; 1938 Op. Att'y Gen. No. 2491, vol. II, p.
1078, questioned.)

A contract is entered into on a ,per unit" basis for
purposes of R.C. 5705.41(D) if it sets forth a price for
each unit of a particular item and provides that payment
will be made on that basis for such number of units as may
be provided. (1940 Op. Att'y Gen. No. 1695, p. 9,
questioned.)

A contract entered into on a per unit basis may be a
continuing contract.

Pursuant to R.C. 5705.41(D), a continuing contract to be
performed in whole or in part in an ensuing fiscal year
may not be entered into unless the fiscal officer has
certified that the amount required to meet the obligation
in the fiscal year in which the contract is made has been
lawfully appropriated for such purpose and is in the
treasury or in process of collection to the credit of an
appropriate fund free from any previous encumbrances.

Pursuant to R.C. 5705.41(D), a contract may not be entered
into on a per unit basis unless the fiscal officer has
certified the availability of

3 Of 5

87-069
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sufficient funds to satisfy the amount estimated as becoming
due upon the contract in the current year. (1974 Op. Att'y
Gen. No. 74-043, qualified. 1940 Op. Att'y Gen. No. 1695, p.
9, gquestioned.)

6. The words "contracts or 1leases [that] run beyond the
termination of the fiscal year in which they are made," as
used in R.C. 5705.44, refer to contracts that are continuing
contracts under R.C. 5705.41(D) and that by their terms
extend beyond the fiscal year in which they are made. (1957
Op. Att'y Gen. No. 898, p. 372 and 1928 Op. Att'y Gen. No.
1678, vol. I, p. 316, overruled in part.)

7. Continuing contracts, including continuing contracts entered
into on a per unit basis, come within R.C. 5705.44 if they
run beyond the termination of the fiscal year in which they
are made.

8. If a political subdivision or taxing district subject to
R.C. 5705.41(D) enters into a continuing contract under
which delivery of the goods or services will not take place
until the ensuing fiscal year and payment will not be due
until delivery, the fiscal officer need not, under R.C.
5705.41 (D), certify any amount as being available during the
fiscal year in which the contract is made. Pursuant to R.C.
5705.44, the amount of the obligation remaining unfulfilled
at the end of a fiscal year and becoming payable during the
following fiscal vyear shall be included in the annual
appropriation measure for such following year as a fixed
charge.

9. If a political subdivision or taxing district subject to
R.C. 5705.41(D) enters into a continuing contract under
which it cannot, in good faith, be determined whether
delivery of the goods or services and the corresponding
obligation to make payment will take place in the current
fiscal year or in an ensuing fiscal year, the fiscal officer
must, under R.C. 5705.41 (D),



MAS NO. 87-21 5 Of 5

The Honorable Thomas E. Ferguson iii

certify the entire amount due under the contract as available
during the fiscal year in which the contract is made.

10. If a political subdivision or taxing district subject to
R.C. 5705.41(D) enters into a continuing contract under
which certain goods or services are to be delivered in the
current fiscal year but payment is not to be made until an
ensuing fiscal year, the fiscal officer must, under R.C.
5705.41 (D), certify as available during the year in which
the contract is made the amount required to meet the
obligation for goods or services delivered during that
fiscal year.

11. If a political subdivision or taxing district subject to
R.C. 5705.41 (D) enters into a contract that is not a
continuing contract, the fiscal officer must, under R.C.
5705.41(D), certify the entire amount due under the
contract as available when the contract i1s made,
regardless of whether delivery of the goods or services
and payment for such goods or services will take place
during the fiscal year in which the contract is made or
during a subsequent fiscal year. No certification of
availability need be made in subsequent fiscal years.

12. Unless a contract is necessary for compliance with R.C.
3317.13(B) or comes within the exception set forth in
R.C. 5705.412 for certain contracts requiring
certificates under R.C. 5705.41, no school district
shall make the contract unless there is a certificate
signed by the treasurer and president of the board of
education and the superintendent that the school
district has in effect for the remainder of the fiscal
year and the succeeding fiscal year the authorization to
levy taxes which, when combined with the estimated
revenue from all other sources available to the district
at the time of certification, are sufficient to enable
the district to operate an adequate educational program
for the current fiscal year and the succeeding fiscal
year, regardless of when goods or services are to be
provided under the contract and regardless of when
payment is to be made.
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TO: All County Commissioners
All County Auditors

SUBJECT: Guidelines for County Spending Plan

On October 30, 1987, MAS Bulletin No. 87-20 was issued to notify county
officials of their ability to adopt a spending plan. At that time, the
counties were notified that an additional advisory bulletin would be
issued to provide sample forms and guidelines for implementation.

This advisory bulletin addresses the key issues that have arisen to
date. It also includes the following forms:

FORM "A"™ - INITIAL REQUEST

FORM "B" - APPROVED COUNTY SPENDING PLAN
FORM "C" - AMENDMENT REQUEST

FORM "D" - QUARTERLY SPENDING PLAN REPORT

If you have any questions concerning this issue, do not hesitate to
contact us at 1-800-345-2519.

MANAGEMENT ADVISORY SERVICES DIVISION
AUDITOR OF STATE ---- STATE OF OHIO

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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GUIDELINES FOR COUNTY SPENDING PLAN

The Authority for counties to adopt a spending plan was established in
H.B. 231 with the creation of Section 5705.392, Revised Code. H.B. 231
was effective October 5, 1987. While this statute does not require
counties to adopt a spending plan, it provides the authority if desired.
This bulletin will attempt to set forth guidelines for counties to follow
if they plan to incorporate the use of a spending plan.

1. The spending plan is to be adopted by the county commissioners along
with the annual appropriation measure. The statute does not permit the
spending plan to be initiated at a later date in the fiscal year.

2. The spending plan is to be prepared on a quarterly basis for expenses
and expenditures associated with the general fund. All offices,
departments, and divisions receiving general fund monies are to be
included in the plan. No department that receives general fund monies are
is exempt from participating in this process if the county decides to
adopt a spending plan. * SEE NOTE AT END OF LIST BELOW

3. The amounts determined in the four quarterly periods will equal the
amount of the appropriations for those offices, departments and divisions

included in the spending plan. |3-Board may not adopt quarterly spending plans for county
real estate assessment funds pursuant to O.R.C. 5703.05.

4. 1In developing the spending plan, the level of detail should correspond
to the level of detail reflected in the county appropriation measure.

5. Each office, department and division should develop their own plan
indicating in which gquarter they expect to incur expenses and
expenditures. In this manner, the county commissioners who will have the
final approval along with the annual appropriation measure. If the amount
of appropriations to be adopted exceed the amounts reflected in the
proposed spending plan of a particular office, the spending plan of a
particular office, the spending plan will need to be revised prior to
adoption. The revision should be based upon input from the office
involved.

6. Counties should also consider their cash flow situation when setting
up the spending plan. In some cases, counties may be able to prevent the
need for short term borrowing and incurring interest costs by matching
quarterly allocations to the cash that would be available.

7. If the county passes a temporary appropriation measure specifying the
anticipated expenditures and expenses to be incurred during the first
quarter, the amounts allocated in that measure would be used for the first
quarter spending plan allocations. Once the final appropriation measure
has been developed, the last three quarters of the plan can be developed
and adopted. Any changes in the first quarter of the plan due to
differences in allocations should be made and adopted along with the final
appropriations measure and the spending plan. If the county adopts a
temporary appropriations measure that represents more or less than a three
month period, the county will have to take this into consideration when
developing the first quarter of the spending plan.
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8. Once the plan is adopted by the commissioners, the amounts allocated

for each gquarter for expenses and expenditures are limited for the
purposes of Section 5705.41(D) of the Revised Code. Offices, departments
and divisions cannot obligate more than the quarterly allocation during
any quarter.

9. When the commissioners review the office, department and division
plans there may be some account items that are not appropriated to those
offices, departments or divisions. (Example - employers share of PERS).

The commissioners will have to allocate these types of items to the
office, department of division that has control over these items. Usually
the commissioners office will have control over these types of account
items.

10. As noted in item #8 above, expenses and expenditures cannot exceed the
quarterly allocations. This may present a problem when posting to the
appropriations ledger, because the amounts are usually posted to the
ledger as an annual figure. Counties can develop a program that will
allow them to enter both the annual and quarterly amounts and not allow
spending over those quarterly figures. As an alternative, counties could
enter the allocation each quarter. This method would be the same as
posting and reconciling the temporary appropriations. A reconciliation
would be performed at the end of each quarter to determine the
unencumbered allocation amounts. This method would require the spending
plan to be posted four times, but would alleviate the necessity of
developing a new program.

11. Any balance in a quarterly period that has not been expended or
encumbered can be allocated to the remaining quarters, in the same
appropriation account. In addition, if an office, department or division
determines that revisions are necessary to specific quarterly allocations,
amendments may be made through action of the commissioners.

12. When the appropriation measure is amended up or down the spending plan
should be amended in the same manner. This procedure is also needed when
affecting only line item appropriation accounts even though the
department, office or division's total appropriations are not affected.

*Note from #2 above:

In Addition to expenditures associated with the general fund, the board may adopt a new spending plan or amended plan from "any
county fund" for the second half of the year and subsequent fiscal years for any county office, department, or division if 60% of
amount allocated for payroll or personal services has been spent during the first half of any fiscal year.

AND

The board may adopt a spending plan or amended spending plan setting forth expenses and expenditures of appropriations from
"any county fund" if a county office, department or division during the previous year spent 110% or more of the total amount
appropriated for personal services and payrolls.

NOTICE REQUIREMENT

30 days before adopting one of these new spending plans the board shall provide written notice to each county office, department,
or division for which it intends to adopt a spending plan or amended spending plan.

DURATION LIMIT

The spending plan or amended plan should remain in effect for no more than 2 fiscal years. But if the administrative officer of the
office for which the plan was adopted is an elected official, the spending plan shall not be in effect during a FY in which the elected
official is no longer an administrative officer of that office, department or division.
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FORM "A"
INITIAL REQUEST
SIGNATURE OF PREPARER

QUARTERLY SPENDING PLAN (SECTION 5705.392, R.C.)
FOR THE YEAR ENDING , 19
COUNTY

(DEPARTMENT, OFFICE, DIVISION)

FIRST SECOND THIRD FOURTH TOTAL
APPROPRIATION ACCT. QUARTER QUARTER QUARTER QUARTER ANNUAL
DESCRIPTION ALLOCATION ALLOCATION ALLOCATION ALLOCATION APPROPRIATION

- TO BE COMPLETED BY EACH DEPARTMENT, DIVISION OR OFFICE INCLUDED IN THE COUNTY SPENDING PLAN.

- THE LEVEL OF DETAIL SHOWN IN COLUMN ONE SHOULD CORRESPOND TO THE LEVEL OF DETAIL THAT WILL BE
CONTAINED IN THE COUNTY ANNUAL APPROPRIATION RESOLUTION.



FORM "B"
APPROVED COUNTY SPENDING PLAN

QUARTERLY SPENDING PLAN (SECTION 5705.392, R.C.)

FOR THE YEAR ENDING , 19

COUNTY

(DEPARTMENT, OFFICE, DIVISION)

FIRST SECOND THIRD FOURTH TOTAL
APPROPRIATION ACCT. QUARTER QUARTER QUARTER QUARTER ANNUAL
DESCRIPTION ALLOCATION ALLOCATION ALLOCATION ALLOCATION  APPROPRIATION
------------------- | === e e e |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
------------------- Rl el el el bbb
TOTAL | | | | | |
NOTE: - TO BE COMPLETED BY THE COUNTY TO IDENTIFY THE FINAL SPENDING PLAN AND APPROPRIATIONS.

- ONE "FORM B" WILL BE COMPLETED FOR EACH APPROPRIATE DEPARTMENT, OFFICE AND DIVISION.
- THE LEVEL OF DETAIL SHOWN IN COLUMN ONE SHOULD CORRESPOND TO THE LEVEL OF DETAIL THAT WILL BE
CONTAINED IN THE COUNTY ANNUAL APPROPRIATION RESOLUTION.



FORM "C"

AMENDMENT REQUEST
INITTIATED BY:

__ COUNTY COMMISSIONERS

__ DEPT., OFFICE, DIVISION

QUARTERLY SPENDING PLAN (SECTION 5705.392, R.C.)

FOR THE YEAR ENDING , 19

COUNTY

(DEPARTMENT, OFFICE, DIVISION)
(1ST, 2ND, 3RD, 4TH)

APPROPRIATION ACCT. QUARTERLY CHANGE OR ADJUSTED QUARTERLY
DESCRIPTION ALLOCATION AMENDMENT ALLOCATION

TO BE PREPARED BY DEPARTMENT, OFFICE OR DIVISION WHEN REQUESTING CHANGE
OR BY COMMISSIONERS TO NOTIFY APPROPRIATE PARTY OF CHANGES MADE.

- TO BE USED TO INCREASE ALLOCATIONS BY PRIOR PERIOD UNENCUMBERED
ALLOCATION BALANCES.

- DETAIL SHOULD CORRESPOND TO THE LEVEL OF DETAIL SHOWN IN THE ACTUAL
SPENDING PLAN.



FORM "D"
QUARTERLY SPENDING PLAN REPORT

QUARTERLY SPENDING PLAN (SECTION 5705.392, R.C.)

FOR THE YEAR ENDING , 19

COUNTY

(DEPARTMENT, OFFICE, DIVISION)

PRIOR YEAR TOTAL AVAILABLE TOTAL
APPROPRIATION ACCT. OUTSTANDING YEAR TO DATE FOR EXPENDITURE YEAR TO DATE OUTSTANDING EXPENDITURES
DESCRIPTIONS ENCUMBRANCES ALLOCATIONS AND ENCUMBRANCE EXPENDITURES ENCUMBRANCES AND ENCUMBRANCES VARIANCE

AT THE CLOSE OF EACH QUARTER, THIS FORM CAN BE USED TO REPORT THE CURRENT
RESULTS TO EACH APPROPRIATE PARTY.

- SOME COUNTIES NAY HAVE OTHER REPORTS AVAILABLE THE WOULD MAKE THIS REPORT
UNNECESSARY.
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MAS NO. 88-18
DATE 6-22-88
PAGE 1 of1

TO: CITY AUDITORS
COUNTY AUDITORS
TOWNSHIP CLERKS
VILLAGE CLERKS

Replaced by —
2981.13.

The purpose of this advisory bulletin is to inform you of|the correct fund
to use for those proceeds which are received from Federal|law enforcement
agencies and which belong to the local government because|of its
participation (with the Federal agencies) in an arrest and seizure.

These proceeds are restricted and should be used only for|law enforcement
purposes.

City, county and village fiscal officers should receipt tljese proceeds
into the Law Enforcement Trust Fund created by section 2933-43 of the
Revised Code.

Townships clerks whose law enforcement agency has received such proceeds
should establish a "Federal Law Enforcement Fund", fund code 25, for these
proceeds. This fund is to be classified as a special revepte fund. This
fund does not require any further Auditor of State appr
establishment.

es as stated in section
ement Trust Fund.

These proceeds are to be used only for the purp
2933 .43 of the Revised Code for the Law Enfo

If you have any questions, you may contaft the Auditor of State's
Management Advisory Services staff ap1-800-345-2519 or (614) 466-4717.

Fund 25 is from the
township alpha-numeric
fund codes (Twp. manual
IV-25). The twp. numeric
coding equivalent is fund
2251.

MANAGEMENT ADVISORY SERVICES DIVISION
STATE OF OHIO ----- AUDITOR OF STATE

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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MAS NO. 88-19
DATE 6-28-88
PAGE 1 of1

TO: School District Treasurers
Assistant Auditors of State

SUBJECT: Federal Impact Aid/Disaster Aid

Certain Ohio school districts receive Federal Impact Aid/ Disaster Aid
under Catalog of Federal Domestic Assistance number 84.041 (Public Law
81-874) .

This Federal assistance may be receipted into the General Fund of the
school district. The receipt code that must be used for this money is
number 4110, Unrestricted Grants-in-Aid, Grant directly from Federal
Government.

If you have any questions, you may contact Management Advisory Services at
1-800-345-2519 of (614) 466-4717.

MANAGEMENT ADVISORY SERVICES DIVISION
STATE OF OHIO ----- AUDITOR OF STATE

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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GASB 84 eliminated agency funds. Most often existing agency funds will become custodial fund, however, GASB 84 criteria
should be evaluated for proper fund classification. Unlike agency funds, GASB 84 requires financial statements be presented MAS8823 .BUL
to report custodial fund activity. See AOS Bulletin 2020-003

MAS BULLETIN 88-23

MAS NO. 88-23

Numerical fund DATE 8-22-88
numbers no longer DAGE 1 of 1
prescribed. Each
TO: County Auditors county establishes
County Treasurers its own coding
system.
SUBJECT: New Fund Establishment: Prepayment Fund; &6-96

Prepayment Interest Fund; bB-1%

H.B. 20, effective 6-14-88, permits "county treasurers to accept
pre-payments toward the payment of real property taxes on the due
date if the prepayments equal the full amount of the total taxes
due". Also, "investment earnings on prepayments invested by the
treasurer shall be paid to the credit of a special interest
account to be used by the treasurer only for the payment of the
expenses incurred in establishing and administering the prepayment
system.

To account for the county's prepayments, each county should
establish an agency fund, the Prepayment Fund, 66-96. To account
for the county's investment earnings, each county should establish
a special revenue fund, the Treasurers Prepayment Interest Fund,
P-11. These funds do not require Auditor of State permission to
be established.

If you have any questions, you may contact the Auditor of State's

Management—Advisery Services—staftf a5 1-800-345-2510.

MANAGEMENT ADVISORY SERVICES DIVISION
STATE OF OHIO ----- AUDITOR OF STATE

LochGovennnent Russell L. Rouch, Deputy State Auditor
Services, at

(614)466-4717

Information Line Toll Free 1-800-345-2519
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MAS NO. 89-03
DATE 2-8-89
PAGE 1 of1

TO: Township Clerks
Village Clerks

SUBJECT: Insurance Coverage Payments from Various Funds

The purpose of this advisory bulletin is to clarify which fund or funds
may be charged with insurance premium payments.

If a fund or funds may be charged for the purchase of whatever is being
insured; then the fund or funds can be charged with the insurance of the
item. For example, if the "Fire Levy Fund" buys a truck, then the "Fire
Levy Fund" can pay for the truck's being insured.

If you have any questions, you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

MANAGEMENT ADVISORY SERVICES DIVISION
AUDITOR OF STATE ---- STATE OF OHIO

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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GASB 84 eliminated agency funds. Most often existing agency funds will become custodial fund, however, GASB 84
criteria should be evaluated for proper fund classification. Unlike agency funds, GASB 84 requires financial statementsbe | MAS8904 . BUL
presented to report custodial fund activity. See AOS Bulletin 2020-003

MAS BULLETIN 89-04

MAS NO. 89-04
DATE 2-14-89
PAGE 1 of1

TO: All County Auditors

SUBJECT: Creation of a Special Emergency Planning Fund as Mandated by
Substitute Senate Bill Number 367, Effective December 14, 1988.

The purpose of this advisory bulletin is to inform you of the need for
your county to establish a "Special Emergency Planning Fund" should your
county participate in programs mandated by Substitute Senate Bill Number
367, which deals with the federal Emergency Planning and Community
Right-To-Know Act of 1986 for hazardous and toxic substances.

The Fund should be classified as an agency fund, proprietary fiduciary
fund type (originally proprietary which is incorrect; corrected by MAS
Bulletin 89-08), at the county level.

The actual fund code to be used, is to be determined by the county
auditor.

No further permission of the Auditor of State is necessary for fund
establishment. However, the legislative authority must approve creation
of the fund via resolution or ordinance.

If you have any questions, you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

MANAGEMENT ADVISORY SERVICES DIVISION
AUDITOR OF STATE ---- STATE OF OHIO

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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DATE 1-27-89
PAGE 1 of1

TO: All County Auditors

SUBJECT : Correction to MAS Advisory Bulletin 89-04

The Special Emergency Planning Fund classification should read "fiduciary"
rather than "proprietary".

If you have any questions, you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

MANAGEMENT ADVISORY SERVICES DIVISION
AUDITOR OF STATE ---- STATE OF OHIO

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519
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MAS NO. 89-16
DATE 7-25-89
PAGE 1 of1

TO: County Auditors
City Auditors
Township Clerks
Village Clerks

SUBJECT: Receipts from the County Undivided Local Government
Revenue Assistance Fund

The purpose of this advisory bulletin is to inform you that all money by a
subdivigsion from the county Undivided Local Government Revenue Assistance
Fund shall be paid into the subdivision's general fund and used for
current operating expenses. Money received from the Fund should be coded
as being revenue from the State of Ohio.

If you have any questions you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

MANAGEMENT ADVISORY SERVICES DIVISION
STATE OF OHIO ----- AUDITOR OF STATE

Russell L. Rouch, Deputy State Auditor

Information Line Toll Free 1-800-345-2519



MAS BULLETIN
THOMAS E. FERGUSON

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.O. Box 1140 - Columbus, Ohio - 43266-1140 (614) 466-4717 or 1-800-345-2519

MAS8919.BUL
MAS BULLETIN 89-19

MAS NO. 89-19

DATE 8-8-89
PAGE 1 of 1
To: All School District Treasurers
Assistant Auditors of State
Subject: Recommended Accounting Treatment of Federal and State

Reimbursements

The purpose of this advisory bulletin is to inform you of a change in

the accounting treatment for Federal and/or state reimbursements.

Effective July 1, 1989, all school districts receiving reimbursements

of Federal and/or state money for expenditures which have been made from
any fund, should receipt the reimbursement into the fund from which the
expenditure was originally made.

All such receipts of Federal reimbursements must be coded using the
appropriate 4000 series, Federal receipt code, regardless of the fund
used. All state reimbursements must be coded using the appropriate 3000
series, state receipt code.

It is the responsibility of the school district to correctly identify

the Federal and/or state money receipted into all funds.

Please note that this accounting treatment is to be used only for
reimbursements and not for grants, loans or any other type of receipts
requiring deposit and use of separate funds.

Examples of reimbursements are:

1.

2.
3.
4

Reimbursement for vocational equipment.
Reimbursement for adult classes.
Reimbursement for staff travel.
Reimbursement for food subsidy.

If you have any questions, you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

MANAGEMENT ADVISORY SERVICES
STATE OF OHIO ---- AUDITOR OF STATE

Russell L. Rouch, Deputy Auditor of State

Information Line Toll Free 1-800-345-2519
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TO: Boards of Health, City Auditors, County Auditors, Regional Solid

Waste Management Authorities, Township Clerks and Village Clerks.

FROM: Russell L. Rouch, Deputy Auditor,
Management Advisory Services

SUBJECT : Funds to be established per amended substitute House Bill No.
592 (H.B. 592), for solid waste, hazardous waste, and

infectious waste management fees.

DATE: January 8, 1990

The purpose of this advisory bulletin is to inform you of the funds
which may need to be established to comply with the provisions of Amended
Substitute House Bill No. 592 (H.B. 592).

ALL GOVERNMENTAL ENTITIES

Any governmental entity which issues debt under H.B. 592, should
establish any necessary capital project fund, or special revenue fund for
the receipt of the proceeds of the debt issuance.

Any debt which is issued under H.B. 592, should be repaid (principal and
interest) from a bond retirement fund, which is to be established per
Section 5705.09 of the Revised Code.

Any local government receiving a litter grant from the Ohio Department

of Natural Resources should establish an appropriate fund for the grant
(normally a special revenue fund).

Information Line Toll Free 1-800-345-2519
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BOARDS OF HEALTH

Boards of Health receiving money under H.B. 592 (Sections 3734.05
and 3734.06, Revised Code) should establish one or more of the
following funds, as necessary:

A "Solid Waste Fund," which is a special revenue fund, for fees and
annual license revenues to be used to administer the solid waste
provisions of Chapter 3734 of the Revised Code.

An "Infectious Waste Fund," which is a special revenue fund, for fees
and annual license revenues to administer the infectious waste
provisions of Chapter 3734 of the Revised Code.

CITIES AND VILLAGES
(MUNICIPAL CORPORATIONS)

Cities and villages receiving "additional fees" under Section
3734.18 of the Revigsed Code (treatment and disposal of hazardous
waste), should establish a "Hazardous Waste Fund", which is a special
revenue fund.

City and villages receiving solid waste fees should receipt them
into the General Fund pursuant to Section 3734.57 of the Revised Code.

TOWNSHIPS

Townships receiving solid waste fees pursuant to Section 3734.57
of the Revised Code should receipt them into the General Fund.

JOINT SOLID WASTE MANAGEMENT DISTRICTS

The board of directors shall designate the county auditor of a
county participating in the joint district as the fiscal officer of the
district. The fiscal officer shall establish a general fund and any
other necessary funds for the district, per Section 343.01 of the
Revised Code.
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The district may levy fees upon the disposal at a solid waste
disposal facility located in the district of solid wastes generated
within the district and the disposal at a solid waste disposal facility
within the district of solid wastes generated outside the boundaries of
the district, but inside this state. Fees levied on these types of
solid wastes are to be accounted for in a "solid waste fund." (Sections
3734.57 (B) (1) and (B) (2) of the Revised Code.)

For disposal at a solid waste disposal facility within the district,
of solid wastes generated outside the boundaries of Ohio an additional
amount equal to the amount established pursuant to Section 3734.57 (B)
(1) of the Revised Code, is to be charged per Section 3734.57 (B) (3)
of the Revised Code. This amount, (Section 3734.57 (B) (3) of the
Revised Code), is to be deposited into the "Solid Waste Inspection
Program Fund."

REGIONAL SOLID WASTE MANAGEMENT AUTHORITY

If a regional solid waste management authority is established under
Section 343.011 of the Revised Code, it should establish a "solid waste
fund" to receipt solid waste fees (Section 3734.57 of the Revised
Code) .

OUNTIES

A county which does not participate in a joint solid waste
management district needs to establish a county solid waste management
district and maintain one or more of the following funds for the
following purposes:

Hazardous Waste Fund - to comply with Section 3734.18 of the
Revised Code.

Solid Waste Fund - to comply with Section 3734.57 of the Revised
Code.

Solid Waste Inspection Program Fund - to comply with Section
3734.57 (E) (6) of the Revised Code.
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If you have any questions, you may contact the Auditor of State's
Management Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

Russell L. Rouch, Deputy Auditor
Management Advisory Services

RLR/jr
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TO: All Ohio Local Governments
Assistant Auditors of State

SUBJECT : Ohio Ethics Commission Advisory Opinion number 90-001, January
18, 1990.

DATE: February 20, 1990

The purpose of this advisory bulletin is to inform you of the above
mentioned advisory opinion as it relates to your dealings with vendors.

The two points of the Ethics Commission's syllabus are:

1. Division (F) of Section 102.03 of the Revised Code and Division
(A) of Section 2921.43 of the Revised Code prohibit a vendor who
is doing or seeking to do business with an office, department, or
agency of a political subdivision from promising or giving travel,
meal, and lodging expenses incurred in inspecting and observing
the vendor's product to the officials and employees of the office,
department, or agency, even though the expenses are limited to
those which are essential to the conduct of official business and
are incurred in connection with the official's or employee's duty
to inspect and observe the vendor's products in operation at
existing facilities;

2. Division (F) of Section 102.03 of the Revised Code and Division
(A) of Section 2921.43 of the Revised Code prohibit a vendor who
is doing or seeking to do business with an office, department, or
agency of a political subdivision from promising or giving travel,
meal, and lodging expenses to the officials and employees of the
office, department, or agency, even if the vendor's products and
services are sold to the political subdivision pursuant to
competitive bidding and the vendor has submitted the lowest and
best bid.

If you have any questions, you should contact either your local legal
counsel or the Ohio Ethics Commission at (614) 466-7090.

Russell L. Rouch,

Deputy Auditor of State

Management Advisory Services
RLR/jr

Information Line Toll Free 1-800-345-2519
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Advisory Opinion
Number 90-001
January 18, 1990

Syllabus by the Commission:

(1) Division (F) of Section 102.03 of the Revised Code and Division (A) of
Section 2921.43 of the Revised Code prohibit a wvendor who is doing or
seeking to do business with an office, department, or agency of a
political subdivision from promising or giving travel, meal, and lodging
expenses incurred in inspecting and observing the vendor's product to the
officials and employees of the office, department, or agency, even though
the expenses are limited to those which are essential to the conduct of
official business and are incurred In connection with the official's or
employee's duty to inspect and observe the vendor's products in operation
at existing facilities;

(2) Division (F) of Section 102.03 of the Revised Code and Division (A) of
Section 2921.43 of the Revised Code prohibit a wvendor who is doing or
seeking to do business with an office, department, or agency of a
political subdivision from promising or giving travel meal, and lodging
expenses to the officials and employees of the office, department, or
agency, even 1if the vendor's products and services are sold to the
political subdivision pursuant to competitive bidding and the wvendor has
submitted the lowest and best bid.

You have asked whether Division (F) of Section 102.03 of the Revised Code
prohibits the company which you serve as an officer from providing travel, meal,
and lodging expenses to public officials and employees of a political subdivision
with which your company desires to do business. You have asked whether it would
make a difference if the goods and services are sold to the political subdivision
pursuant to competitive bidding and your company has provided the lowest and best
bid.

You have stated that your company conducts business within the state of Ohio
primarily with the private sector, but will upon occasion, sell or seek to sell
goods and services to political subdivisions. You have stated that in the instant
situation, officials and employees of a political subdivision have expressed an
interest in your company's products and services. You state that the political
subdivision does not currently do business with your company and your company's
representatives have supplied the officials and employees with information
concerning your company's products and services and have referred them to current
and past customers, but that the products and services can best be demonstrated by
viewing their operation at an actual working site.
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You argue that it would be mutually advantageous to the political subdivision
and your company if your company paid the travel, meal, and lodging expenses of the
political subdivision's officials and employees to observe your company's products
in operation at existing facilities located both within and outside the state. You
state that the political subdivision would have the advantage of determining by on-
site observation whether your company's products and services would best fit their
needs and your company would have the opportunity to demonstrate its products and
services at a working site. You state that if your company were to pay the travel,
meal, and lodging expenses of the public officials and employees who would visit
the existing facilities then the political subdivision would be relieved of the
burden of paying for such expenses. You also state that giving travel, meal, and
lodging expenses to clients and potential customers is a widely accepted practice
in the industry and a common occurrence in your company's transaction of business
with the private sector. You further state that no recreational or personal
purposes will be served by the trips and only expenses which are essential to the
conduct of official business will be paid by your company. All expenses would be
documented and this information supplied to the political subdivisions.

Division (F) of Section 102.03 of the Revised Code provides:
(F) No person shall promise or give to a public official or employee anything
of wvalue that is of such character as to manifest a substantial and

improper influence upon him with respect to his duties.

The term "person" is defined to include any individual, corporation, partnership,

association, or other similar entity. See R.C. 1.59. A "public official or
employee" is defined for purposes of R.C. 102.03 as any person who is elected or
appointed to an office or is an employee of any public agency. R.C. 102.01(C)

defines "public agency" to include any department, division, board, commission,
authority, bureau, or other instrumentality of a county, city, village, township,
or other governmental entity. See R.C. 102.01(B) and (C). The term "anything of
value" is defined for purposes of R.C. 102.03 to include money, goods, chattels,
any interest in realty, a promise of future employment, and every other thing of
value. See R.C. 102.03(G) and R.C. 1.03. The Ohio Ethics Commission has previously
determined that the payment of travel, meal, and lodging expenses of a public
official or employee is considered to be a thing of wvalue for purposes of R.C.
102.03(F). See Ohio Ethics Commission Advisory Opinions No. 87-005, 87-007, 89-
013, and 89-014.

Division (F) of Section 102.03 of the Revised Code was enacted as part of Am.
Sub. H.B. 300, 1lé6th Gen. A. (1986) (eff. September 17, 1986). Prior to enactment
of Am. Sub. H.B. 300, Division (D) of Section 102.03 prohibited a public official
or employee from using the authority or influence of his office to secure anything
of value for himself that would not ordinarily accrue to him in the performance of
his duties if the thing of value was of such character as to manifest a substantial
and improper influence upon him with respect to his duties. The Ethics Commission
held that R.C. 102.03 (D) prohibited a public official or employee from using his
public position to solicit or receive consulting fees, honoraria, conference
registration fees, travel, meal, and lodging expenses, or other similar payments
or reimbursement from a party that was interested in matters before, regulated by,
or doing or seeking to do business with the governmental entity with which the
public official or employee served. See Advisory Opinions No. 79-002, 79-006, 80-
004, 84-009, and 84-010. The Commission explained in Advisory Opinion No. 84-010:
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The receipt of something of value from a party that is interested in matters
before, regulated by, or doing or seeking to do business with the agency with
which the public official or employee serves is of such character as to manifest
a substantial or improper influence upon the public official or employee with
respect to his duties, because it could impair his independence of judgment in
the performance of his duties and affect subsequent decisions in matters
involving the donor of the thing of wvalue.

Am. Sub. H.B. 300 amended Division (D) to omit the requirement that the thing of
value be for the public official himself, and that it not ordinarily accrue to him
in the performance of his official duties. See Advisory Opinions No. 87-004 and
88-004.

Am. Sub. H.B. 300 also enacted Division (E) of Section 102.03 which prohibits
a public official or employee from soliciting or accepting anything of wvalue that
is of such character as to manifest a substantial and improper influence upon him
with respect to his duties. R.C. 102.03(E) does not require that the public
official or employee use the authority or influence of his office or employment to
secure the thing of wvalue and prohibits a public official or employee from merely
accepting or soliciting anything of wvalue from a party that is interested in
matters before, regulated by, or doing or seeking to do business with, his public
agency. See Advisory Opinions No. 86-011 and 89-006. Divisions (D) and (E) of
Section 102.03 of the Revised Code place the prohibitions and criminal penalties
for violation of the prohibitions upon the public official or employee. The
addition of Division (F) of Section 102.03 to the Ohio Ethics Law in 1986 by Am.
Sub. H.B. 300 imposes a prohibition and criminal penalty upon the person or entity
who improperly promises or gives a thing of value to a public official or employee.
See R.C. 102.99.

The Ethics Commission has held that Division (F) of Section 102.03 of the
Revised Code prohibits a company that is interested in matters before, regulated
by, or doing or seeking to do business with a public agency from promising or
giving, either directly to a public official or employee or indirectly to his
public agency, travel, meal, or lodging expenses. See Advisory Opinions No. 87-
005, 87-007, 89-002, 89-013, and 89-014. This prohibition applies even in
instances where the travel, meal, and lodging expenses are directly related to the
required performance of the public official's or employee's duties, and benefits
his political subdivision by relieving the political subdivision of the necessity
of paying for such expenses. See Advisory Opinion No. 86-011 (citing the example
of a public official or employee receiving from a regulated party the expenses
incurred in the inspection of a site or a facility required as part of a permit
application, enforcement action, or compliance review). The Commission has
explained that although budgetary considerations are of great concern to any
political subdivision, the prohibitions of R.C. 102.03 override the political
subdivision's desire to maximize its budget by having parties that are interested
in matters before, regulated by, or doing or seeking to do business with the
political subdivision pay the travel, meal, and lodging expenses of its officials
and employees. See Advisory Opinion No. 89-014.

The fact that you propose that all expenses be documented to establish that your
company paid only expenses essential to the conduct of official business and that
no recreational or personal purpose was served by the trip does not alter the
prohibition of 102.03(F). R.C. 102.03(F) simply prohibits such parties from
promising or giving anything of value to a public official or employee as the best
means of serving the
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public's interest in effective, objective, and impartial government by preventing
the creation of situations which could impair the objectivity and impartiality, and
therefore the effectiveness, of a public official or employee, or his public
agency, in matters affecting an interested or regulated party or a party doing or
seeking to do business with the public agency. See generally Advisory Opinion No.
89-014. Your company's documentation and disclosure that the expenses the company
provided to public officials and employees were limited to expenses essential to
the conduct of official business may serve to establish that your company desires
to conduct business openly; however, such documentation and disclosure would not
negate the potential impairment of objectivity and impartiality of the political
subdivision's public officials or employees in matters affecting your company.

You have asked whether it would make a difference if the goods and services are
sold to the political subdivision pursuant to competitive bidding and your company
has submitted the lowest and best bid after providing the political subdivision's
employees and officials with the travel, meal, and lodging expenses necessary to
inspect and observe your company's products. A bidding process must be open and
fair with every reasonable effort made by a political subdivision to ensure that
the selection process is open to all interested and qualified parties and that a
contract is awarded to the party that win provide the necessary goods and services
at the lowest cost. See generally Advisory Opinions No. 83-004, 88-001, and 89-

004. Plans and specifications in a bidding invitation may not be drawn to favor
any manufacturer or bidder unless specifically required by the public interest See
State v. Board 11 Ohio App. 2d 132, 140 (Montgomery County 1967). A public

official or employee who 1is entrusted with the duty of formulating bid
specifications, determining what 1is to be provided, advertising the bids,
evaluating the goods and services offered by vendors, and deciding what is the
lowest and best bid, must act with complete objectivity and independence of
judgment. Therefore, the fact that your company would sell goods and services to
political subdivisions pursuant to competitive bidding would not negate the
potential impairment of the objectivity and impartiality of Judgment of the
political subdivision's public officials or employees in matters concerning your
company .

The payment of a public official's or employee's expenses by a source other than
the employing public agency also implicates the prohibitions of R.C. 2921.43(A),
which reads:

(A) No public servant shall knowingly solicit and no person shall knowingly
promise or give to a public servant either of the following-.

(1) Any compensation, other than allowed by divisions (G), (H), and (I) of
section 102.03 of the Revised Code or other provisions of law, to perform
his official duties, to perform any other act or service in the public
servant's public capacity, for the general performance of the duties of
the public servant's public office or public employment, or as a
supplement to the public servant's public compensation;

(2) Additional or greater fees or costs than are allowed by law to perform his
official duties.

R.C. 2921.43(A) (1) prohibits a person, including an individual, corporation,
partnership, association or other sgimilar entity, see R.C. 1.59, from promising or
giving to a public
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servant any compensation, other than allowed by R.C. 102.03(G)-(I) or other
provision of law, to perform any act in his public capacity or generally perform
the duties of his public position. See Advisory Opinion No. 89-013. R.C.

2921.43(A) (1) also prohibits a public servant from soliciting any such outside
compensation. Id. The Commission has held that the term "compensation" as used in
R.C. 2921.43 includes travel, meal, and lodging expenses incurred by a public
official in visiting a site to view and evaluate a vendor's product since such an
act is clearly within the performance of the official's or employee's public
duties. See Advisory Opinions No. 89-013 and 89-014. Therefore, R.C. 2921.43(4)
prohibits a vendor seeking to do business with a political subdivision from
promising or giving travel, meal, and lodging expenses to public officials and
employees of that political subdivision in order to view and evaluate the vendor's
product. See Advisory Opinion No. 89-014.

The Ethics Commission has previously held that R.C. 102.03(F) does not prohibit
a party that is interested in matters before, regulated by, or doing or seeking to
do business with a public agency from promising or giving travel, meal, and lodging
expenses to the political subdivision or its personnel in two limited situations.
The Commission has held that R.C. 102.03(F) does not prohibit such a party from
promising or giving directly to the public agency itself the cost of inspecting or
examining such a party where the public agency is statutorily authorized to charge
for the cost of inspecting that party. See Advisory Opinion No. 87-005.

Also, the Commission has held that R.C. 102.03(F) does not prohibit such a party
from promising or giving travel, meal, and lodging expenses to public officials and
employees where the requirement that the party provide trips for business purposes
to the public agency's officials and employees is included in the agency's bid
specifications and ultimately in the contract between the party and the public
agency. See Advisory Opinion No. 87-007. The political subdivision, by including
the cost of trips in bid specifications and in the final contract, pays
consideration for such trips, and ultimately bears the cost of such trips. Id.
Such an arrangement will avoid the prohibitions of R.C. 102.03 and R.C. 2921.43.
See Advisory Opinion No. 89-013.

This opinion addresses facts which involve officials and employees of political
subdivisions of the state, however, the prohibitions of R.C. 102.03 and R.C.
2921.43 Include all public officials and employees whether on the state or the
local level See R.C. 102.03 and R.C. 2921.01(B); Advisory Opinion No. 89-014.
Therefore, R.C. 102.03(F) and R.C. 2921.43 would prohibit a wvendor who is doing or
seeking to do business with an office, department, or agency of the state from
promising or giving travel, meal, and lodging expenses to officials and employees
of that state office, department, or agency. Furthermore, as explained above, the
Commission has previously determined that parties who are regulated by or
interested in matters before a public agency, as well as parties which do business
or seek to do business with, a public agency are improper sources of things of
value for the officials and employees of that agency. Therefore, R.C. 102.03(F)
and R.C. 2921.43 prohibit any party that is regulated by, interested in matters
before, or doing or seeking to do business with, a public office, department, or
agency is prohibited from giving travel, meal, and lodging expenses to an official
or employee of that office, department, or agency.

This advisory opinion is based on the facts presented, and is rendered only with
regard to questions arising under Chapter 102. and Sections 2921.42 and 2921.43 of
the Revised Code.
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Therefore, it is the opinion of the Ethics Commission, and you are so advised,
that: (1) Division (F) of Section 102.03 of the Revised Code and Division (A) of
Section 2921.43 of the Revised Code prohibit a vendor who is doing or seeking to
do business with an office, department, or agency of a political subdivision from
promising or giving travel, meal, and lodging expenses incurred in inspecting and
observing the vendor's product to the officials and employees of the office,
department, or agency, even though the expenses are limited to those which are
essential to the conduct of official business and are incurred in connection with
the official's or employee's duty to inspect and observe the vendor's products in
operation at existing facilities; and (2) Division (F) of Section 102.03 of the
Revised Code and Division (A) of Section 2921.43 of the Revised Code prohibit a
vendor who is doing or seeking to do business with an office, department, or agency
of a political subdivision from promising or giving travel, meal, and lodging
expenses to the officials and employees of the office, department, or agency, even
if the vendor's products and services are sold to the political subdivision
pursuant to competitive bidding and the vendor has submitted the lowest and best
bid.

David L. Warren, Chairman
Ohio Ethics Commission
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TO: All Common Pleas Courts
All Probate Courts
All Municipal Courts
All County Courts
All County Auditors
All County Treasurers
All Sheriffs
All County Recorders
All Prosecuting Attorneys
All County Engineers
All Boards of County Commissioners
All County Coroners
All Boards of Elections
All Assistant Auditors of State

SUBJECT: Change in the Effective Date of the Census for Pay Purposes.
DATE: July 10, 1990

The purpose of this advisory bulletin is to inform you of one of the
provisions of Attorney General Opinion No. 82-047, dated July 2, 1982.

Syllabus number 2 states:

[f] or the purpose of those sections of R.C. Chapter 325 that
provide for the compensation of county officers based upon
population, the population figures as shown by the 1980 federal
decennial census were effective as of the date on which the
Governor received the completed basic population tabulations
transmitted by the Secretary of Commerce. (1941 Op. Att'y Gen.
No. 3982, p. 551, overruled.) (Emphasis added.)

Attorney General Opinion No. 82-047, also overruled Auditor of State
Circular No. 80-7, dated October 20, 1980, all copies of which should be
destroyed or marked "VOID".

County officials whose pay is based on the Census and who merit pay
raises based on population increases will receive the raises effective as
of (or retroactive to) the date the Governor receives the completed basic
population tabulations from the Secretary of Commerce.

Information Line Toll Free 1-800-345-2519
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County officials of counties whose population declines enough to
cause a compensation decrease will be governed by Section 325.22, Revised
Code, which prohibits a compensation decrease during the remainder of the
term of office due to a decline in the population of the county.

Any questions should be directed to the Auditor of State's Management
Advisory Services staff at 1-800-345-2519 or (614) 466-4717.

Russell L. Rouch, Deputy Auditor

RIR/jr
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TO: All Ohio Governments

All Assistant Auditors of State
SUBJECT: Preferred Accounting Treatment of Real Estate Tax and Tangible Personal
Property Tax Distributions

The purpose of this advisory bulletin is to inform you of the preferred
accounting treatment for real estate and tangible personal property tax
distributions.

Two variations of the "Statement of Semi-Annual Apportionment of Taxes" are
being used by counties for tax settlements to local governments. One of the
forms is causing confusion as to how the information is to be recorded. This is
due to rollback and homestead being listed as "deductions" (SEE FORM A). This
has resulted in some local governments posting rollback and homestead as
expenditures and property tax revenues being inflated. In the examples shown
below, both actual settlements are identical, and should be posted the same:
"Statement of Semi-Annual Taxes"

Information from Apportionment of

FORM A

Source of Receipts
General Property Tax $4,073.21

Tangible Personal Property

Tax .00
TOTAL DISTRIBUTION $4,073.21
DEDUCTIONS
10% Rollback 207 .54
Homestead 46.49
2 1/2% 17.30
SUBTOTAL 271.33
Auditor and Treasurer Fees 134.21
Dretac 3.37
Worker's Compensation 2,264.17
TOTAL DEDUCTIONS 2,673.08
BALANCES 1,400.13
LESS ADVANCES .00
NET DISTRIBUTION $1,400.13

General Fund

FORM B

Source of Receipts
General Property Tax $3,801.88

Tangible Personal Property

Tax .00
TOTAL DISTRIBUTION $3,801.88
DEDUCTIONS
Auditor and Treasurer Fees 134.21
Dretac 3.37
Workers Compensation 2,264.17
TOTAL DEDUCTIONS 2,401.75

BALANCES 1,400.13
LESS ADVANCES .00
NET DISTRIBUTION $1,400.13
TO BE RECEIVED FROM STATE

10% Rollback 207.54
Homestead 46.49
2 1/2% 17.30

TOTAL DISTRIBUTION STATE $271.33

Information Line Toll Free 1-800-345-2519

General Fund
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In each of the above examples, $3,801.88 in property tax revenue should be
recorded and only the Auditor and Treasurer fees ($134.21), DRETAC ($3.37), and
Worker's Compensation deductions ($2,264.17) should be posted as expenditures.
Form A shows a higher amount of property taxes, but this amount must be reduced
by the items identified by an * prior to recording the revenue ($4,073.21 -

207 .54 46.49 - 17.30 = $3,801.88).

The amounts shown that will be received from the state (rollback, homestead
or personal property tax exemption revenue) are reported for informational
purposes only.

IMPORTANT NOTE

In the case of a township, improper posting of rollback and homestead as
expenditures could result in improper calculations for the clerk's compensation
since it is currently based on a percentage of expenditures. All township
clerks should review the procedure they followed to insure that the compensation
calculation was accurate.

If you have any questions, you may contact the Management Advisory Services
staff at 1-800-345-2519.

Russell L. Rouch, Deputy Auditor
Management Advisory Services

RLR/jr
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fiduciary funds per GASB
84. They should account
for escheat money per
GASB 21 (Cod. E 70)

TO: All Local Governments

SUBJECT : Liability for Public Money; Unclaimed Moneys.

DATE : April 25, 1991

Section 9.39 of the Revised Code provides that unclaimed money shall be
deposited to the credit of a trust fund and shall be retained there until
claimed by its lawful owner. If not claimed within a period of five
years, the money shall revert to the General Fund of the Public Office.

This bulletin addresses the accounting procedures to follow regarding
outstanding, stale-dated warrants/checks issued by the governmental
entity.

Example: A warrant/check issued to Sams Garage was posted in the cash
journal and appropriation ledger in the amount of $100.00 from the
Gasoline Tax Fund and has been outstanding for 90 days.

Step 1. When the warrant/check becomes stale-dated (90 days from issue
date) a memorandum pay-in should be made to the expendabletxrust—fund -
(later—called agency) unclaimed moneys, post the warrant/check number,
name of the payee and identify the money as unclaimed, to the cash journal
and receipt ledger. Do not reverse the original entry. You can now
remove the warrant/check from the list of outstanding warrants/checks.

Step 2. if the rightful owner, claims the unpaid money, a warrant/check in
the amount of $100.00 will be paid from the Trust Fund. If the liability
remains unclaimed for a period of five years from the date the money was
placed in the Trust Fund, the money shall then be paid to the General

Fund.

If, after the five year period the rightful owner claims the unpaid money,
a warrant/check in the amount of $100.00 will be paid from the General
Fund.

It is recommended that your warrants/checks be printed with the statement
"Void After 90 Days".

Information Line Toll Free 1-800-345-2519
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If
Ma
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illages should deposit unclaimed money in Fund-G5—'"Other Trust and

you have any questions, you may contact the Auditlor of State's

nhagement Advisory Service staff at 1-800-345-2519. VILLAGES:

9101-9199 Unclaimed
Monies . Classify the fund
balance as Nonspendable
per Bulletin 2001-04.

Russell L. Rouch, Deputy Auditor
Management Advisory Services

R/jr

TOWNSHIPS

Per the Township Manual, pg. [I-60, "On the financial statements, unclaimed monies
should be reflected in the fund that would ultimately receive the money (General Fund). In
order to do this, UAN Townships should map the fund with the General Fund on UAN.

— Manual users would simply combine the Unclaimed Monies Agency Fund with the General
Fund, and reflect the “Nonspendable - Unclaimed Monies” on the face of their financial
statements."

Also, per the Township Manual, pg. lI-77, "For unclaimed monies, the difference
between the amount of cash in the fund and the estimated liability for payments to claimants
would be classified as nonspendable fund balance until the end of the five year holding period.
Unclaimed funds are legally required (ORC Section 9.39) to be maintained for five years. For a
cash basis entity, the entire cash balance would be reported as nonspendable.”
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Per the Township Manual, pg. II-60, "On the financial statements, unclaimed monies should be reflected in the fund that would ultimately receive the money (General Fund). In order to do this, UAN Townships should map the fund with the General Fund on UAN.
Manual users would simply combine the Unclaimed Monies Agency Fund with the General Fund, and reflect the “Nonspendable - Unclaimed Monies” on the face of their financial statements."
Also, per the Township Manual, pg. II-77, "For unclaimed monies, the difference between the amount of cash in the fund and the estimated liability for payments to claimants would be classified as nonspendable fund balance until the end of the five year holding period. Unclaimed funds are legally required (ORC Section 9.39) to be maintained for five years. For a cash basis entity, the entire cash balance would be reported as nonspendable."
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Mail the resolutions to:
State Auditor's Office
Atten: Financial Forecast Information
88 E. Broad Street - 5th floor - MAS
Columbus, Ohio 43266-0040

TOPIC #2: Generic School Plan

TOPIC #3: Inventory of Supplies

School Districts that are planning on preparing a GAAP basis statement for fiscal
year 1992 may need to do an inventory of supplies on or about June 30, 1991, as
explained below. It is important to note that the district only needs to count
large quantities of supplies such as storage rooms, warehouses and large supply
cupboards. Each district may want to count all supplies and materials on hand at
6/30/91, then determine which areas are material. The district may want to
consult with their audit staff to observe inventory and assist in determining
departments/locations which hold material amounts of supplies.

The following is the explanation of doing the inventory of supplies:

Fixed assets and inventory are two types of assets in any entity. Fixed assets
are items that are not consumed. They retain their original shape and appearance
with use such as buildings, land, furniture, equipment, and vehicles. They have
a useful life of at least a year and a significant initial cost. Inventory loses
its original shape or appearance with use. Examples include office supplies,
classroom workbooks and purchased and donated food for lunchroom.

Reporting Methods:

Inventory items may be considered expenditures either when purchased or when
used.

Purchase Method. The purchase method charges supplies at the time of
acquisition as an expenditure. Inventories on hand at year end are recorded as
an asset with a corresponding reserve for inventory in fund equity indicating
that the asset does not represent spendable financial resources. This method is
appropriate for governmental funds only.
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Consumption Method. The consumption method records inventory in the inventory
accounts at acquisition and as expenditures when used. Fund equity reserve need
not be established unless a minimum amount of inventory must be maintained and is
therefore not available for expenditure. This method is appropriate for ether
governmental or proprietary funds.

Physical Inventory:

A physical inventory is a valuation process performed by counting all items and
identifying their associated costs. When taking an inventory, the District
should define what type of items will be counted, implement proper controls,
count the items, and then cost the inventory at proper prices.

Defining Inventory. When determining what must be counted, the planning process
should be done jointly between the department supervisors (principals) and the
fiscal officer. Each department supervisor should make a diagram of their
buildings and land. Then the supervisor should take an extensive tour of each
building and all the land and determined where the supplies are located. this
information should be recorded on the diagram. At this point, the department
supervisors should meet with the fiscal officer to determine what must be
counted.

It is helpful to set a dollar limit. For example, the District may decide not to
count any items whose total value is less than $50. Nor is it necessary to count
many small individual items such as pens and pencils, sheets f paper, nuts and
bolts, etc. However, if a very large number of items such as these are on hand
at the time the inventory is taken, numbers may be reasonably estimated with the
approval of the audit staff. Also, it may be possible to exclude and entire area
or department from the inventory process if the cost of the inventory in that
area is small compared to the total inventory of the fund or fund type.

This concept is called materiality. As an example, if an administration building
maintains a two or three hundred dollar inventory of office supplies, this would
be immaterial when compared to a total inventory of gasoline, motor vehicle
repair parts, etc., of many thousands of dollars.

Proper Controls and Counting the Ttems. There should be someone in charge of
each department's inventory. The most effective and efficient person would be
the department supervisor, since he is familiar with the department's supplies
and personnel. Then the supervisors would determine which personnel will count
inventory at each location. In addition, each department supervisor should
assign a "checker" to randomly check all counts. Finally, each department
supervisor should assign a "coster" to determine current costs for each item on
the inventory.

The form that is used to record the inventory count should be as clear as
possible. The form should have a column for product code number, description of
product, quantity counted, price per unit, and extensions. In addition, there
should be lines at the top to provide information about who took the inventory,
who checked the inventory, the location of the inventory, and numbering of
inventory sheets.
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The fiscal officer should assemble all inventory forms and number them
consecutively. A record should be kept as to which department vas given which
series of numbers. There should be no unnumbered forms. Within each department,
the supervisors should assign each location with specific pages and record that
on the diagram. The department supervisors should be able to account for all
pages issued to them.

On inventory day, each department supervisor will give the personnel in each area
the specific series of inventory sheets per the diagram. For example, storage
area one received pages 145-195. The assigned personnel will then count and
record each inventory item in their location. The "checker" will go to each
location and randomly test counts on each page and place his initials on the
pages. The supervisor will go to each location and pick up the specific sheets
issued to that location, both those which were completed and which remain blank.
For outside supply areas, special consideration will need to be given to the
inventory sheets to prevent loss.

During the inventory, there are a few controls that should be in place to provide
an accurate count. First, there should be a control on the use of inventory. If
the department cannot completely close down for the taking of inventory, then a
record of what inventory was used that day should be kept. The department
supervisor should receive this list along with the inventory sheets. Second,
there should be a control on the receiving of supplies on the day of inventory.
These items should be kept in one particular area during inventory counting and
not put in any storage location. These controls will help insure that all
inventory i1s counted once and only once.

After the inventory has been taken and the supervisor has accounted for all
inventory sheets, the sheets should be turned over to the "coster".

Costing the Inventory. The "coster" must assign a cost to each item in the
inventory. Assuming that the oldest items are used first, the items in inventory
are the ones most recently purchased. Thus, the FIFO, first-in-first-out,
costing method is appropriate to use. If the physical flow does not always
follow the FIFO process, another costing method may have to be chosen. A costing
method simply provides for a uniform costing of the inventory.

The "coster" should take each item and look up the most current invoice for the
item to get the cost per unit and record it on the inventory sheets. After
doing this for all items, extend each line by multiplying quantity by price per
unit. Then, add each page and total all pages to arrive at the total value of
the inventory.

The final step for each department is to duplicate the inventory sheets and send
them to the Treasurer. The Treasurer should verify the receipt of all inventory
sheets issued to specific departments. In addition, they should also randomly
check for mathematical accuracy on extensions and footings.
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Prior Planning:

There are a few things that can be done in advance to make the inventory taking
process go smoothly. Make sure all storage areas are neat and organized. This
will make counting easier and faster. In addition, determine what supplies are
obsolete. Before discarding obsolete items, approval of the department
supervisor should be required. The department supervisors should get an early
start on setting up their diagrams of storage areas. Finally, the "coster"' can
start researching costs for items that will definitely be on hand when inventory
is taken.

The cost of the total inventory will appear on the balance sheet. It will
indicate that this figure represents the cost of all inventory on hand as of June
30. Sometimes it is not possible to perform the count on June 30, or the count

may require more than one day to perform. This will not cause a problem as long
as the change that takes place in the amount of inventory between the count date
and June 30 is not significant. If there is a large change, the count should be
appropriately restated.

Verification:

To insure that the inventory amount reported on the balance sheet is reasonably
accurate, the inventory count will usually be observed by the District's
independent auditor. They will not participate in the process, merely verify
that proper procedures are being followed. When the inventory is completed,
written acknowledgment should be requested from the auditors. If a problem
exists, it should be corrected at the time the inventory is taken. It may not be
possible to correct it at a later date.

Donated Commodities:

Federal donated commodities on hand at year end should be reported as inventory
on the balance sheet with an offsetting deferred revenue. Title to school
district federally donated commodities does not pass to the District until the
commodities are used; therefore, the donated commodities revenue should be
deferred until the inventory is used. The fair market value of donated
commodities used during the year is reported in the operating statement as an
expense with a like amount reported as donated commodities revenue.

Donated commodities used during the year will be reflected as an adjustment to
operating income on the statement of cash flows because the expense does not
reflect cash outflows.

If you have any questions, you may contact the Management Advisory Services staff
at 1-800-345-2519.

Russell L. Rouch, Deputy Auditor
Management Advisory Services

-5-
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THOMAS E. FERGUSON

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.O. Box 1140 - Columbus, Ohio - 43266-1140 (614) 466-4717 or 1-800-345-2519

TO: All School District Treasurers
All Assitant Auditors of State
County Auditors

SUBJECT: Post-Seconary Enrollment Options Program Accounting Treatment

DATE: October 15, 1991

The purpose of this advisory bulletin is to inform you of the
preferred accounting treatment for the post-secondary enrollment options
program payment made through the school foundation distribution.

Senate Bill No. 140 established the program, which, under Section
3365.07 of the Revised Code mandates that the Department of Education pay
the college attended by a student of a school district under certain
circumstances.

Section 3365.07 of the Revised Code also states that the amount paid
to a college is to be subtracted from the school district's school
foundation payment.

The school district should receipt this amount as though it were
actually received, using receipt code 3190, Other Unrestricted Grants.

Next, the school district should post the post-secondary program
expenditure. Object code 479, Other Tuition and function code 1131,

Preparatory, High School should be used.

The money should be receipted into the general fund.

Russell L. Rouch, Deputy Auditor of State

RLR/jcr

Information Line Toll Free 1-800-345-2519
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MAS Bulletin 92-05
TO: Boards of County Mental Retardation and Developmental
Disabilities
Boards of County Commissioners

County Auditors
Assistant Auditors

SUBJECT: Amended Substitute Senate Bill No. 156
Effective January 10, 1992

DATE: March 10, 1992
This legislation amended several sections of the Revised Code pertaining
to the Ohio Department of Mental Retardation and Developmental Disabilities

and county boards of mental retardation and developmental disabilities.

From an accounting standpoint, most significant was the enactment of

Section 5705.091, Revised Code. This section of the Revised Code requires
the board of commissioners of each county to establish a county mental
retardation and developmental disabilities general fund. Notwithstanding

Sections 5705.09 and 5705.10, Revised Code, proceeds from levies under
Section 5705.222, Revised Code, and division (L) of Section 5705.19, Revised
Code, shall be deposited to the credit of the county mental retardation and
developmental disabilities general fund. Unless otherwise provided by law,
an unexpended balance at the end of a fiscal year in any account in the
county mental retardation and developmental disabilities general fund shall
be appropriated the next fiscal year to the same fund.

Also, under Section 5705.091, Revised-Code, a county board of mental
retardation and developmental disabilities may request, by resolution, that
the board of county commissioners establish a county mental retardation and
developmental disabilities capital fund. The board is required to transmit
a certified copy of the resolution to the board of county commissioners and
upon receipt of this resolution, the board of county commissioners shall
establish the capital fund.

Information Line Toll Free 1-800-345-2519
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March 10, 1992

Section 5705.14 (H) (1) of this legislation allows transfer of funds by the
board of county commissioners from a county mental retardation and
developmental disabilities general fund to a capital fund. Such transfer
request shall be by resolution of the county board of mental retardation and
developmental disabilities to the board of county commissioners. This
section also provides for the transfer back to the county mental retardation
and developmental disabilities general fund of any unexpended balance of the
capital fund.

Code of Funds:

BB-6+ County Mental Retardation and Developmental Disabilities General
Fund (came account asg BB-03, and add xeceipt code 7+ local

revente—
BB-65 County Mental Retardation and Developmental Disabilities Capital
\ Fund (came acecount ags BBE03+ and add xreceipkt ecode 7 leoeal
revene—

No agditional permission of the Auditor of State is necessary to establish
these Funds; only a resolution of the Board of County Commissioners is
needed.

If vjou have—anyguesticons—feel free to contact the ManagementAdvicsery
Servicestaff at 18003452510 or 1 6144664717

These codes are
no longer
—prescribed, but the
remainder of the
RLR:§f |Bulletin applies.

Russell L. Rouch, Deputy Auditor
Management Advisory Services
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THOMAS E. FERGUSON, CFE

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.0. Box 1140 - Columbus, Ohio - £3266-180 (618 R66-8717 or 1-800-345-2519

MAS BULLETIN

MAS9502.BUL

MAS Bullerin 93-02

TO: ALL CLERKS OF COMMON PLEAS COURTS
ALL CLERKS OF JUVENILE COURTS
ALL CLERKS OF PROBATE COURTS
ALL CLERKS OF MUNICIPAL COURTS
ALL CLERKS OF COUNTY COURTS
ALL CITY AUDITORS AND FISCAL OFFICERS
ALL COUNTY AUDITORS

SUBJECT:  RECENT LEGISLATION REGARDING CERTAIN INCREASES
IN COURT FEES

DATE: ~ JANUARY 20, 1993

The purpose of this aduism’g bulletin is ro inform you of the provisions of two mcenﬂg enacted bills:
DAmended Substitute House Bill Number 205, which became elfective January 1, 1993; and Substitute Senate Bill
Number 2446, which becomes eltective
March 28, 1993. Both deal with funding the computerization of certain courts and with Funding the acquisition and
maintenance of compumrimd |('.ga| research services for certain courts. Both bills are artached For your
information.

Amended Substitute House Bill Number 205 also modifies the debr limit computation For municipaliries and
counties when debt is issued For the purpose of the computerization ro the extent provided in Chaprer 133, Revised
Code. In addirion, the term "court costs” is changed to "court lees," as it applies to legal aid sociery support. The
fee can be waived if the court waives the advanced paymenk of all |:i|ing fees. The bill also removes the cap for
court costs and lees in muni(:ipﬂ| courls.

The pr('.ferr('.(l accounfting freafment ix thar each fee established |)q each court be accounted for in a separale

Fund. The Fund(s) should bhe specia| revenue Funds of the cily or counly. The Funds should be treated as re.gu|ar
Funds of the cily or counky.

Information Line Toll Free 1-BO0-345-2519



Al Clerks of Common Pleas Courts MAS BULLETIN 95-02
Al Clerks of Juvenile Courts

Al Clerks of Probate Courts

NI Clerks of Municipa| Courls

Al Clerks of Counrq Courts

Al Ciry Audirors and Fiscal OHficers

All County Auditors

January 20, 1993

Pag('. fwo

Theq should be budgered, appropriate«l and encumbered. However, if the court so chooses, there can be one
appropriation line item ro cover the entire fund. These funds can be spent only upon order of the court.

In order 1o c|ari|:g quesfionx on how or where the money can be spent, the Fo"owing areas are considered
appropriale e.xpe.mlitures for compulerization and for the acquisikion and maintenance of |('.g;|| research services.
They include, bur are nor limited ro: computer space; computer electrical; computer air-conditioning; computer
furnirurm compufer printer; compuler sohwam; sul)scripti()n fo computer seruice(s); stalf ro operale the compuler
system, including Fringes; supplies, i.e., computer paper, elc.; Iraining expenses; maintenance of equipment; and
compuler needs studies.

Ang queskions should be directed 1o your local |ega| counsel.

No addirional Auditor of Stare appmual is necessary for Fund ('.sta|)|is|lm('.nt--on|g a resolution of the
|egis|atiu('. aurlmrirg is needed.

Al interest earned by the Fund(s) should be deposited to the general fund (Section 5705.10, Revised Code).

Please remember that the provisions of Substitute Senate Bill Number 286 become elfective on March 24,
1995.

IF you have any quesfions, p|ease confact the Management I.\duisorlj Services stalt ar 1-800-345-2519 or ar
(610) 466-84117.

Paul W. Rennick, CPA
Deputy Auditor of Stare

PWR/jcr

Revised Code Sections are attached in R C Section number
sequence.
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THOMAS E. FERGUSON, CFE

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.0. Box 1180 - Columbus, Ohio - £3266-180 (618 R66-8717 or 1-800-345-2519

MAS BULLETIN

MAS9520.BUL
MAS BULLETIN 95-20
PAGE | of 2
TO: CITY AUDITORS/FINANCE DIRECTORS
COUNTY AUDITORS
TOWNSHIP CLERKS
VILLAGE CLERKS

ASSISTANT AUDITORS OF STATE

SUBIECT: ~ PROCEEDS FROM THE SALE OF VEHICLES ORDERED CRIMINALLY FORFEITED TO THE STATE.
(SUBSTITUTE SENATE BILL NO. 275, EFFECTIVE MARCH 18, 1995.)

DATE:  DECEMBER 1, 1993

The purpose of this advisory bulletin is ro inform you of the preferred accounting trearment/disposition of the
proceeds from the sale of a vehicle ordered criminally forleited o the stare.

When a vehide is ordered crimina"g forleited to the state under the sections mentioned in section 4503.234 of the
Revised Code (a copy of which is arrached), i may be given o the law enforcement agency r('.sponsi|)|e for the seizure of

the vehicle. Or, the vehicle ordered Forfeired may be sold ar public auction.

IF a vehicle is ordered criminally Forfeited and is sold ar public auction, each vehicle must be accounted For
separatqu

The procee«ls of the sale are ro be distribured as Follows:

First, For "... the cosls incurred in connection with the seizure, storage, and maintenance of, and provision of
securily for, the vehicle, any pmcemling arising ouf of the forfeiture, and, i any, the sale.”

Second, for "... the payment of the value of any leqal right, ritle, or interest in the vehicle" as provided by law.

TI’III'(I up lo $| 000 is to qo fo the law enfnrcement ﬂgencq msponm“e f()r the seizure ()F the vehicle. This amount

3 of the Revised Code,

must be spenk in accordance with division
a copy of which is artached.

Replace with "(B) and (C) of
section 2981.13

Information Line Toll Free 1-800-345-2519
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County Auditors

Township Clerks

Village Clerks

Assistant Auditors of Srare

December 1, 1993

Page fwo
Fourth, any money remaining shall be distributed as Follows:
(a) Fifry per cent is to be paid into the Reparation Fund of the stare.

(b) Twenty-Five per cent is to be paid into the Drug Abuse Resistance Educarion Programs Fund of the srare.

Checks to the state are to be made pagallle to the Treasurer of State and sent to 30 East B Replace with
Street, Nh Hnnr, Culu-lnls, Ohio 83266-0821. ﬂlsn, you should include the distribution 2981.13
For the Treasurer of State's staff to use. /

() The remaining twenty-five per cent is to be deposited into the Fund(s) described in section 293343 of the
Revised Code, and used only For the purposes authorized by divisions-D)e)—D-and-3a)Gi-of that section
of the Revised Code.

Legal questions should be referred to your local legal counsel, and any accounting questions should be directed

to Management Advisory Services ar 1-800-345-2519 or (610) Bb6b6-B717.

Replace with (B)(4)(c), (C), and
(D).

Paul W. R('.nnicl(, CPA
Deputy Duditor

Nrtachments:

Maxreh 18,1993+

Revised : . hed im R ) :
seguence~

L 1The attached 2933.43 and 4503.234 have
been removed. You should refer to the latest
2981.13 and 4503.234.
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THOMAS E. FERGUSON, CFE

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES
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MAS BULLETIN 93-21

TO: ALL COUNTY AUDITORS
ALL CITY AUDITORS/FINANCE DIRECTORS
ALL TOWNSHIP CLERKS
ALL VMLLAGE CLERKS
ALL ASSISTANT AUDITORS OF STATE

DATE:  DECEMBER 8, 1993

SUBIECT:  IMMOBILIZATION OF VEHICLE FEE

This aduisory bullerin applies only to those Ohio local governments having law enforcement agencies which
are responsible for impounding vehicles under the OMVI statutes.

Section 4503.233 of the Revised Code (Substitute Senate Bill No. 275, effective March 18, 1993) states in part:

The Registrar shall pay the immobilization fee ro the law enforcement agency thar employs the law
enforcement officer who immobilizes the vehicle to reimburse the agency For the costs it incurs in obraining
immobilization equipmenk and, if mquimd, in se.n(ling its officer ro search for and locate the vehicle specified
in the immobilization and impoumlme.nt order and to immobilize the vehicle. (Emphasis added.)

The immobilization fee is to be deposited to the Fund or Funds which inirially paid For the immobilizarion.

Tgpica||g,+|m—genem”und—m—pﬂl-iﬁe—|ﬁug—hnd—am use(l, ﬂ|t|mug|\ other Funds could have pai(l all or part of the

immobhilization cosls.

Should you have aply questions concerning this advisory bullerin, please contacr the Management Advisory

Services Dapartmant stalf/ar 1-800-345-2519 or 614-B66-0717.

Replace with "Public Safety-
Highway Purposes Fund"

Paul W. Rennicl(, CPA
Deputy Audiror

Information Line Toll Free 1-B00-345-2519
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THOMAS E. FERGUSON, CFE
AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.0. Box 1140 - Columbus, Ohio - £3266-1140 (618 466-4717 or 1-800-345-2519

MAS BULLETIN

MAS9208.BUL

TO: COUNTY AUDITORS MAS Bullerin 94-08
SUBIECT:  RECENT ATTORNEY GENERAL OPINION

DATE:  AUGUST 12, 1994

The purpose of this advisory bulletin is to inform you of a recent Attorney General opinion that may pertain o

your counky.
The syllabus of the opinion is as Follows:
SYLLABUS: 91-0841

Dn individual who serves as parf-time health commissioner of two dilferent counties may nol serve in
both such capacities on a joint district solid waste management policy committee. Instead, ro avoid a
conllict of interests, the individual must name a designee ro serve as a member of the policy

committee in one of those capacities.

Ik you have any quesfions, you should contact your |('.ga| counsel or the Auditor of State's Managemanr

Dduisory Services sralt ar 1-8B00-345-2519.

0.k Knippanburg
Acting Depury Auditor

* * CAUTION * ** * REMEMBER * *

* * * The OHIO Revised Code Section(s) included with, or
referenced by this MAS BULLETIN May Have Been CHANGED, and Thus
May Be OUTDATED.

* * * PRTOR to taking any action, CONSULT AN UP-TO-DATE CURRENT
LEGISLATIVE SERVICE To Ensure Compliance With The OHIO REVISED
CODE. * #* *CONSULT YOUR LEGAL COUNSEL.* * *

Information Line Toll Free 1-800-345-2519



THOMAS E. FERGUSON, CFE

AUDITOR OF STATE
MANAGEMENT ADVISORY SERVICES

P.0. Box 1140 - Columbus, Ohio - #3266-1180 (618 66-8717 or 1-800-345-2519

MAS BULLETIN

MAS9410.BUL
TO: CITY AUDITORS/FINANCE DIRECTORS MAS Bulletin 94-10

COUNTY AUDITORS
TOWNSHIP CLERKS
VILLAGE CLERKS
SUBJECT: RECENT ATTORNEY GENERAL OPINION

DATE: AUGUST 12, 1994

The purpose of this advisory bulletin is to inform you of a recent
Attorney General opinion which may pertain to your local government.

The syllabus of the opinion follows:

1994 Attorney General Opinion 94-046

SYLLABUS : 14501:2-10-06(C) }1 94-046

[1993-1994 Monthly Record] Ohio Admin. Code 456+:2-10-064(B)
at 1467 restricts all information contained in or processed
through the Law Enforcement Automated Data System (LEADS) to
the use of law enforcement agencies and criminal justice
agencies for the administration of criminal Jjustice.
Accordingly, records of information contained in or processed
through LEADS, including data entered directly into a LEADS
data base, computer tape logs created by LEADS of
transactions on LEADS, and hard copies of data on a LEADS
data base or from other data bases accessed through LEADS,
are not public records subject to disclosure pursuant to R.C.
149.43(B) .

If you have any questions, you should contact your legal counsel

or the Auditor of State's Management Advisory Services staff at 1-
800-345-25109.

O. F. Knippenburg
Acting Deputy Auditor

* * CAUTION * ** * REMEMBER * *

*# * * The OHIO Revised Code Section(s) included with, or
referenced by this MAS BULLETIN May Have Been CHANGED, and Thus
May Be OUTDATED.

* * * PRTOR to taking any action, CONSULT AN UP-TO-DATE CURRENT
LEGISLATIVE SERVICE To Ensure Compliance With The OHIO REVISED
CODE. * * *CONSULT YOUR LEGAL COUNSEL.* * *

Information Line Toll Free 1-800-345-2519
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Date: November 27,1995 (Revisions as of February, 2020 shown in red font and strikeout.)
Bulletin: 95-016

AUDITOR OF STATE BULLETIN

TO: ALL SCHOOL DISTRICT TREASURERS
ALL EDUCATIONAL SERVICE CENTER TREASURERS
ALL IPAS

SUBJECT:  SCHOOL GAAP ISSUES
Note: This Bulletin predates GASB Statement 34, so the 2020 revisions (in red font) include, among other
revisions, guidance for reporting accruals in the entity-wide, full accrual statements.

This bulletin provides information to school districts that may be useful i in preparrng their GAAP
financial statements S houeh eads nth

: atg The bulletm w1ll
respond to some of the more frequently asked questlons and address issues that have been treated
inconsistently in Ohio, as well as identifying some of the changes in GAAP that are now in effect.

Accrumq Propertv Taxes -- Superseded by Bulletin 2001-004
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Revised per Bulletin 2001-04:
Rollback and Homestead: These payments represent statutory reductions in property tax bills which are

being offset by the State. As of each June 30, there is no receivable, assuming the February settlement
has been received.
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New Pronouncements in Effect for FY 1995

GASB Statement 10 "Accounting and Financial Reporting for Risk Financing and Related Insurance
Issues" is effective for self- insurance programs. The statement provides that if one fund is going to be
used to account for a self-insurance program, it must etther be the general fund, a special revenue fund
(assuming a restricted or committed revenue source exists to pay insured claims, per GASB 54), or an
internal service fund. Guidelines identify the proper accounting treatment based on the fund selected.
The statement also creates note disclosure requirements for self-insurance programs. See more
guidance about risk financing and self-insurance later in this Bulletin and also AOS Bulletin 2001-005.

GASB Statement 20 “Accountlng and F1nanc1a1 Reportmg for Proprletary Funds ‘—‘}s—%ffeetw&thﬂrs—year—

Superseded by GASB 62.

GASB Statement 21 "Accounting for Escheat Property" establishes the fund type in which to report
escheat and unclaimed property. Escheat property represents assets that revert to a government because
there are no legal claimants or heirs. Unclaimed assets can revert to a government when the person
legally entitled to the property fails to make a valid claim within a certain period of time. Escheat and-
unelaimed property generally should be reported as an asset in the governmental or proprietary fund #
an expendable trust fund or in the fund that will ultimately receive the assets if they are not ¢laimed to
which the property ultimately escheats. Escheat and-unelaimed property should be offset by a liability
to the extent it is believed the property will be claimed. Property held for another government should
be reported in an-ageney a custodial fund.

GASB Statement 22 "Accounting for Taxpayer Assessed Tax Revenues in Governmental Funds"
Superseded by GASB 33.

GASB Statement 16 "Accounting for Compensated Absences" was-effeetivelast-year, butsomereports-
did-notindicate-thatit had been-adopted—Statement 16 expanded the scope of the liability for

compensated absences to include benefit payments that are probable, rather than just reporting those
that are already vested.

GASB Statement 23 "Accounting and Financial Reporting for Refunding of Debt Reported by

Proprietary Activities" is-effeetiveforfiseal 1995 Although Ohio school districts are unlikely to refund
proprietary fund debt, certain elements of this guidance apply to refunded debt of governmental
activities reported in the entity-wide statements.
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GASB Technical Bulletin No. 94-1 "Disclosures about Derivatives and Similar Debt and Investment
Transactions" is-effectivefor fiscal 1995 The Bulletin defines-dertvatives-and-establishes-disclosure-
i P b : Hien-derpviat Hh was superseded

by GASB 53, 'ﬂ68 q79.

Year-End Accounts Payable

Year-end accounts payable represent goods or services received prior to year-end for which payment
has not yet been made. All outstanding year-end accounts payable should be reported as fund liabilities
on the balance sheet, not just those paid during the available period. This means that a search for
payables that is limited to the available period may not be adequate. The search should continue until
you are no longer discovering significant additional payables.

Accrued Liabilities

Accrued liabilities are obligations incurred as of the balance sheet date but for which payment has not
yet been made. All payables, accrued liabilities and long-term obligations are reported in the government-wide
financial statements. In general, governmental fund payables and accrued liabilities that, once incurred, are paid
timely and in full from current financial resources are reported as fund liabilities.

Governmental fund liabilities and expenditures for claims and judgments, compensated absences, termination
benefits, landfill closure and postclosure care costs, or for the receipt of goods and services for pollution
remediation should be recognized to the extent the liabilities are “normally expected to be liquidated with
expendable available financial resources.”

Governments, in general, are normally expected to liquidate liabilities with expendable available financial
resources to the extent that the liabilities mature (come due for payment) each period. For all types of
expenditures to which this criterion applies, the criterion for modified accrual recognition is whether and to what
extent the liability has matured, independent of the method and timing of resource accumulation. A net
pension/OPEB liability should be recognized in the governmental funds to the extent that benefit payments are
due and payable and the pension/OPEB plan’s fiduciary net position is insufficient to pay those benefits.

Fringe Benefits Owed to Employees
As of June 30, many school district employees have fulfilled the requirements of their employment
contracts. These contracts may run from September 1 through August 30 and require the school district
to provide insurance benefits to the employee for the entire contract term. If the district is legally
responsible for providing the insurance based on services already provided by the employee, whether or
not the employee is rehired for the following school year, then the district should report a liability to the
employee for the cost of the coverage for July and August in its annual financial statements for the year
ended June 30;1995. If the liability has not been recorded in previous years, a restatement of the July 1,
1994 fund balances/retained-earntgs net position must be presented either in the financial statements or
in the notes thereto.

Amounts Owed to the Retirement Systems

(The following applies to contributions owed for the fiscal year, not to the net pension liability GASB
Statement 68 requires.)

School districts that pay the employer share of retirement contributions through a deduction from
foundation payments are two months behind in paying STRS and six-menthsbehind are current with
payments to SERS (that is, June’s SERS deduction covers the employer’s share for June’s wages).
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These foundation deductions are based on salary estimates the school district provides. You can
estimate the employer’s share of STRS contributions payable by multiplying the foundation deduction
times either two ersix.

For both systems, the liability should also include amounts deducted for the employees’ liability share
for wages earned through June 30 but paid after June 30.

The SERS liability also requires an amount for the surcharge. Surcharges can be paid through
foundation deductions or directly, and you should calculate the liability accordingly. This is an
accrued liability that must be reported as a fund and entity-wide liability. The allocation of the liability
among funds should follow the district’s policy for allocating foundation deductions. The result should
be an annual expenditure/expense for employer contributions equaling the employer contribution rate
times total covered payroll.

Workers Compensatlon

The Bureau of Worker’s Compensation transitioned to prospective billing beginning January 1, 2016.
School Districts should review their payment option to determine if there are any payables or prepaid
assets related to their worker’s compensation. This liabilty should be reported on both the fund
financial statements and the entity-wide statements. The liability should be allocated among the funds
that pay it, remembering that GAAP suggests that an appropriate allocation be made to proprietary
funds.

Also see Bulletin 2013-007 for the accounting treatment related to worker’s compensation rebates.

Compensated Absences

The liability for compensated absences is now based on guidance provided by GASB Statement

16. The liability for payables from proprietary funds is reported entirely within the proprietary funds
and within business-type activities. The liability payable related to governmental activities is reported
in the entity-wide statements. Only the liability for payments currently due from govemmental funds is

recorded in the fund statements al—leeated—between—th&fbmds—aﬁd—th%GL—"PDAG

Reportlnq Entlty

Defining the reporting entity under the guidance of GASB Statement 14 is still generating many
questions. The most frequent areas of concern include data acquisition sites (now called information
technology centers (ITC), self- insurance pools, booster organizations and cash activity that is not on
the books of the school district treasurer.
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Information Technology Centers
Most ITCs are reported as jointly-governed organizations, but there are exceptions:

One exception exists when the participant agreement requires member districts to pay the ITC’s
outstanding obligations (such as a capital lease of computer equipment) the ITC is unable to pay. These
ITC’s should be reported as joint ventures.

A second exception exists when one district controls an ITC. The district controlling the ITC should
report it as an enterprise fund.

A third, though rare exception exists if the agreement specifies the method for distributing assets upon
the ITC’s dissolution and each district's interest upon dissolution arose from annual operating subsidies
rather than operations. These ITCs are joint ventures and each district should report its equity interest
on its balance sheet. .

Self-Insurance Pools

There are three types of self-insurance pools operating in Ohio. The first is a shared-risk pool. A
shared-risk pool operates like an insurance company. Subject to the terms of the agreement creating the
pool, premium payments may be used to pay the claims of any participant. Premium payments are
recorded as expenditures/expenses by the district and as revenue by the pool. The pool should issue
financial statements that identify the operation and financial condition of the pool as a whole.

The second type of pool is a claims servicing pool. The pool reviews and pays claims of the
participants, either directly or through services provided by a third-party administrator (TPA), and
invests available balances. The financial activity related to each participating school district is kept
separately. A school district's payments to the pool may only be used to pay its own claims, not those of
other participants. Most school districts report their participation in this type of pool through a self-
insurance internal service fund. Revenues of the fund represent payments by the district’s other funds.
Expenses include claims, administrative charges and the purchase of stop-loss coverage. The fund
should also reflect any year-end cash balance held by the pool as "Cash with Fiscal Agent" on the
balance sheet.

Some additional comments regarding claims servicing pools may help some school districts avoid
potential problems.

The claims expense reported for the year should include the amount of the liability for unpaid claims
costs as of June 30. This liability is a year-end estimate, usually provided by the third party
administrator, of the additional costs that will be paid for ongoing claims and the cost of claims that
have been incurred but have not yet been reported.

The third type of pool is a group purchasing pool. This pool shops for insurance as a group with the
intention of securing better rates than if each participant purchased insurance separately. The pool may
collect the premiums from the participants for payment to the insurer. Payments to the pool should be
reviewed to determine when payment is made to the insurer and the period covered by the payment.
Payments to the insurer may be current expenditures/expenses or they may be a prepaid. Each
participant’s proportionate share of money still held by the pool at year-end should be reflected on the
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participant's financial statements.

TPAs are service providers as that term is defined in Statementin-Auditing-Standards No-70-—See-

Bulletin 95-10;-issued-by-this- Office-on-September 1995 Statement of Standards for Attest
Engagements 16 (SSAE 16) and auditing standard AU-C 402.

Routinely determine that your stop-loss insurance provider is financially sound either by requesting a
copy of the audited year-end report or by checking the company's rating with A.M. Best. A Report on
an Examination of Controls at a Service Organization Relevant to User Entities’ Internal Control over
Financial Reporting conducted under SSAE 16 is also valuable in helping to assure a district’s TPA is
properly controlling its transactions. These reports are also useful for a district’s audits, and can reduce
audit costs.

School districts are required under Ohio Rev. Code Section 9.833 to establish adequate reserves for
their self-insurance programs for health care benefits, and to have the adequacy of the reserves
evaluated annually by an actuary. The report of the actuary is to be filed with the administrator of the
program. (See AOS Bulletins 2001-05 and 2011-08 for more guidance about these Ohio Rev. Code
requirements.)

If you report the activity of a self-insurance program on your financial statements, take care to insure
that revenues and expenses are properly matched to the correct fiscal year. This can be difficult if
financial information is provided by a third party for use in your report.

Booster Organizations

Booster organizations are not currently presented as part of the school district's financial statements
under GAAP unless the money of the organization is considered public under state statute. In general, if
a booster organization gives the impression that contributed money will be under the control of the
board of education, then the contributed money will be considered public. Also, see Bulletin 2004-01
which describes GASB 39 criteria regarding reporting requirements for booster organizations.

Cash Off The Books

It is not unusual for GAAP statements of a school district to include cash that is not on the books of the
treasurer at year end. Examples include money with a financial institution for servicing debt, money
held in escrow during construction, money held by a third party admlmstrator prov1d1ng claims
servicing for a self-insurance program, men C 1

457-of the-internal revenue-code- (deferred compensatlon plan assets are no longer reported per GASB
32), and money in a payroll account that does not reconcile to zero. In each instance, journal entries
should be made to present this money on the balance sheet of the district, and may be necessary to
correctly present revenues and expenditures. Bulletin 2020-03 also provides guidance for classifying
and reporting certain “off-the-books” cash.

The Auditor's Office is aware that the accounting information presented in this bulletin is of a summary
nature and may raise additional questions about applying this information to your district. Questions are
welcome and should be directed to the Local Government Services Division at (860)345-2519
(614)466-4717 or the Audit Division at (800) 282-0370. Any legal questions raised by this bulletin
should be directed to your legal counsel.
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Jim Petro, Auditor of State
State of Ohio
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AUDITOR OF STATE BULLETIN 96-026
NOVEMBER 8, 1996

TO:

ALL COUNTY COMMISSIONERS

ALL COUNTY TREASURERS

ALL COUNTY AUDITORS

ALL CLERK OF COURTS OF COMMON PLEAS
ALL CITY MAYORSMANAGERS

ALL CITY AUDITORSFINANCE DIRECTORSTREASURERS
ALL VILLAGE MAYORS

ALL VILLAGE CLERK/TREASURERS

ALL TOWNSHIP TRUSTEES

ALL TOWNSHIP CLERKS

ALL SCHOOL DISTRICT TREASURERS

ALL EDUCATIONAL SERVICE CENTERS

ALL JOINT VOCATIONAL SCHOOL DISTRICTS
ALL HOSPITALS

ALL PORT AUTHORITIES

ALL LIBRARY CLERKSTREASURERS

ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: SENATE BILL NO. 81 - QUESTIONS AND ANSWERS

On August 20, 1996 the Auditor of State issued Auditor of State Bulletin 96-017.
The purpose of that bulletin was to assist local governments in meeting the
requirements of Senate Bill No. 81 (“The Act”). Since the release of that bulletin
our office has received numerous questions regarding the Act and our bulletin.
This bulletin summarizes the most frequently asked questions and the answers our
staff provided.

(1)

Will the Auditor of State review and comment on my written investment
policy when it isfiled with the office?

Answer : Due to the quantity of investment policies the Auditor of State

anticipates receiving, it would not be feasible to review and
comment on each individual policy filed with the Auditor of State.
However, each individual investment policy will be reviewed
during the regular audit of the subdivision or county. That review
will include appropriate recommendations and comments to
management.



(2) My subdivision’sinvestment portfolio is under $100,000. Do | haveto file
an investment policy? J/_{135.(O)(3) |
Answer: No, Ohio Rev. Code 8135.14(N)(3) specifically states that the

filing requirements do not apply to a subdivision whose average
annual portfolio is one hundred thousand dollars ($100,000) or
less, provided that the treasurer or governing board certifies on a
form prescribed by the Auditor of State, that the treasurer or
governing board will comply and isin compliance with 88 135.01
to 135.21 of the Revised Code. Please note that the $100,000
exception is not applicable to counties. However, the Office of
Auditor of State strongly recommends that all entities file an
investment policy.

(3) Ismy subdivision required to file an investment policy if we only have
interim deposits in a bank (e.g., savings accounts or certificates of deposit)
and/or investmentsin STAR Ohio?

Answer: No, while the Office of Auditor of State strongly recommends that
all entities file an investment policy, Ohio Rev. Code §
135.00)(2) _ |> 135.14(N)(2) provides that if a subdivision does not file a policy

(4)

with the Auditor of State, then that su
interim deposits or STAR Ohio. <——

RC 135.(0)(2) now additionally permits
no-load money market mutual funds.

For counties, Ohio Rev. Code § 135.35(K)(2) providesthat if the
county does not file a policy with the Audiﬁor of State, then the
t

county may invest inactive money only in

me certificates of

deposit, savings or deposit accounts, or STAR Ohio.

Does S.B. 81 apply to charter municipalities?

Answer: S.B. 81 and Ohio Revised Code Chapter 1356 apply to all
municipalities, except those that have adopted a charter under
Article XVIII of the Ohio Constitution and whose charter or
ordinances set forth special provisions respecting the deposit or

investment of its public moneys.

mutual funds.

135.(K)(2) also applies to county library funds, and
now additionally permits no-load money market
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(6)

(7)

(8)

(9)

Does the copy of the investment policy with broker/dealer, investment
advisory, and financial institution signatures need to be the one filed with the
Auditor of State?

Answer: No, an entity need only file a copy of the adopted policy. Each
entity should keep a copy on file with the required signatures.
Auditors will examine this copy during the course of the regular
audit.

I's a sweep account considered an investment for the purposes of determining
whether an investment policy must be filed?

Answer: Yes, sweep accounts are considered investments and, therefore, an
investment policy must be filed even if the entity only has sweep
accounts.

Where do we file the investment policy?

Answer : Investment policies should be filed at the following address:

Jim-Petro-Auditor-of State See Investment Policies at:
Attention—Clerk-of-the-Buread http://www.ohioauditor.gov/
P.O-Box-1140 resources/AOSNotificatons.html
Columbus-Ohio-43216-1140

If we are not a county, do we have to prepare and file the investment
inventory, monthly portfolio, and quarterly investment reports?

Answer: No, these reporting requirements only apply to counties.

Does the Treasurer of State have to sign the investment policy if my entity
investsin STAR Ohio?

Answer: No, neither the Treasurer of State nor any of his employees
operating STAR Ohio are required to sign the investment policies
of entitiesinvesting in STAR Ohio.
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(10) Hasthe Auditor of State prescribed aform for the investment policy?

(11)

(12)

Answer: S.B. 81 did not prescribe the form and content of entity investment

policies. However, S.B. 81 does require county investment
policies to specify the conditions under which an investment may
be redeemed or sold prior to maturity.

Is the legidlative body required to approve the investment policy?

1135.14(0)(1)

Answer : For subdivisions other than counties, § 135.14 (N)(1) provides that

the investment policy must be approved by the treasurer or
governing board. Therefore, legisative approval is not required.
However, to avoid problems, it is highly recommended that
treasurers have the investment policies ratified by the subdivision's
governing board.

For counties, Ohio Rev. Code 8§ 135.35(K)(1) provides that the
policy filed with the Auditor of State be approved by the “investing
authority” (usually the county treasurer). However, Ohio Rev.
Code § 135.341 requires the county investment advisory
committee to establish written investment policies. Therefore, a
county investment policy should be approved by the county
investing authority (treasurer) and by the investment advisory
committee.

Why is“market value” included on the Auditor of State's prescribed county
investment inventory form when S.B. 81 does not require this information?

Answer: Ohio Rev. Code § 135.35(L)(5) provides that the inventory report

iIsto be on aform prescribed by the Auditor of State. Therefore,
the Auditor of State has the authority to require this information.
GASB Staterment-No-3 requires that market value of investments
should be disclosed for each different type of investment. In
addition, term repos must be marked to market daily. It also
provides better decision making information and early warning to
the county investment advisory committees and commissioners.

GASB Caodification | 50.129 requires using fair
value for instruments that qualify as investments.
(Does not apply to deposits.)



FRKruse
Cross-Out

FRKruse
Cross-Out

FRKruse
Text Box
135.14(O)(1)

FRKruse
Callout
GASB Codification I 50.129 requires using fair value for instruments that qualify as investments.  (Does not apply to deposits.)


(13) | am asubdivision treasurer. What training am | required to take?

Answer: County treasurers elected for the first time must take 26 hours of

RC 321.46 now
requires 24 hours
each biennial
cycle.

training (13 by the Auditor of State & 13 by the Treasurer of State)
between December first and the first Monday of September
following their election. After completing ayear in office, county
treasurers must co 12-heudrs-ef-annual continuing education
)\ reasurer of State and the Auditor of State. County
treasurers failing to comply are limited to investing in time
certificates of deposit, deposit accounts or STAR Ohio. Those
county treasurers who do not complete the required training and
who are investing in other than STAR Ohio or deposit accounts
may be subject to removal from office as provided in § 321.46(E).

Village clerks and clerk-treasurers elected for the first time must
receive training provided by the Auditor of State. Village clerks
and clerk-treasurers must also receive annual continuing education
provided by the Auditor of State. Additionally, pursuant to §
135.22, Village treasurers and clerk-treasurers must complete
continuing education provided by the Treasurer of State, unless
they provide the Auditor of State a notice of exemption, certified
by the Treasurer of State, that the subdivision only investsin
interim deposits or STAR Ohio.

Under § 135.22, all subdivision treasurers (other than counties)
must compl ete continuing education provided by the Treasurer of
State, unless they provide the Auditor of State a notice of
exemption, certified by the Treasurer of State, that the subdivision
only investsin interim deposits or STAR Ohio. Please note that
for the purposes of § 135.22, treasurer has the same meaning asin
§ 135.01 and includes any person whose duties include making
investment decisions with respect to the investment or deposit of
interim moneys.
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AUDITOR OF STATE BULLETIN 97-003
JANUARY 20, 1997

TO:

SUBJECT:

ALL TOWNSHIP CLERKS

ALL VILLAGE CLERK/TREASURERS

ALL COUNTY AUDITORS

ALL MUNICIPAL FINANCE DIRECTORS

ALL CITY AUDITORS

ALL SCHOOL TREASURERS

ALL LIBRARY CLERKS

ALL INDEPENDENT PUBLIC ACCOUNTANTS

ACCOUNTING TREATMENT FOR INTER-FUND CASH ADVANCES

Thisbulletin replaces M AS Bulletin No. 85-09 issued December 17, 1985.

The purpose of thisbulletinisto reissue a previous bulletin pertaining to the accounting treatment for inter-
fund cash advances. Such a cash advance may be a desirable method of resolving cash flow problems
without the necessity of incurring additional interest expense for short-term loans and to provide the
necessary "seed" for grants that are allocated on areimbursement basis. The intent for thistype of cash
advance is to require repayment within the current year.

Inter-fund cash advances are subject to the following requirements:

1

Any advance must be clearly labeled as such, and must be distinguished from atransfer.
Trandersareintended to reallocate money permanently from one fund to another and may
be made only asauthorized in Sections 5705.14 to 5705.16 of the Revised Code. Advances
on the ather hand, are intended to temporarily reallocate cash from one fund to another and
involve an expectation of repayment;

In order to advance cash from one fund to another, there must be statutory authority to use
the money in the fund advancing the cash (the "creditor" fund) for the same purpose for
which the fund receiving the cash (the "debtor" fund) was established;

The reimbursement from the debtor fund to the creditor fund must not violate any
restrictions on use of the money to be used to make the reimbursement; and

Advances must be approved by a forma resolution of the taxing authority of the
subdivision. This resolution must include:

a A specific statement that the transaction is an advance of cash, and

b. Anindication of themoney (fund) from which it is expected that repayment
will be made.



Accounting Procedures

The following procedures (see examples on attached pages) are necessary to account for inter-fund
advances.

1 Cash Journal - On the effective date of the resolution authorizing an advance, an entry
should be made in the cash journal to reduce the cash balance of the creditor fund by the
amount of the advance and to increase the cash balance of the debtor fund by the same
amount.

2. L edger Accounts- When theinitial advance occurs, aledger account for "Advances Out"
must be established for the creditor fund. Similarly, aledger account for "Advance In" must
be established in the debtor fund. All pertinent information should be recorded on the
ledger when the transaction is posted.

3. Cash Jour nal - Onrepayment of the advance in whole, or in part, an entry should be made
in the cash journal to increase the cash balance of the creditor fund by the amount of
repayment and to reduce the cash balance of the debtor fund by the same amount.

4. L edger Accounts- When the advance is repaid, aledger account for "Advances Out" will
need to be established in the debtor fund to show the disbursement of the repayment. To
record the receipt of the repayment in the creditor fund, aledger account for "Advances
In" will need to be established.

Budgetary Effects

Aninter-fund cash advance does not directly affect the budgetary accounts of either the creditor or debtor
fundswhen the advanceismade or repaid. It merely isrecorded in the cash journal to adjust the fund cash
balancesand in the ledger accounts to provide accountability. If, however, such an advance is not repaid
at theend of the fiscal year, the altered cash balances must be taken into consideration in the preparation
of the appropriation resolution.

When acash advance is outstanding at the beginning of afiscal year in which repayment is expected, the
total resources available for expenditure in the creditor and debtor fund are misstated, as no provisions
exists for the receipt of cash in the creditor fund or for the use of the debtor fund. To adjust for this, the
unencumbered cash balance of the creditor fund must be increased by the amount of repayment expected
during the succeeding fiscal year to produce the “ carryover balance available for appropriation.” Similarly,
the unencumbered cash balance in the debtor fund must be reduced by the amount of repayment expected
during the succeeding fiscal year to produce “carryover balance available for appropriation.” This
adjugment ismade on the “ certificate of the total amount from all sources available for expenditures, and
balances’ filed with the County Budget Commission pursuant to Section 5705.36 of the Revised Code.



Conversion to Transfer

If, after an advanceismade, the taxing authority determines that the transaction should, in fact, be treated
as atransfer, the following procedures should be followed:

1 The necessary formal procedures for approval of the transfer should be completed
including, if necessary, approval of the commissioner of tax equalization and of the court
of common pless,

2. The transfer should be formally recorded on the records of the subdivision; and

3. The entriesrecording the cash advance should be reversed to, in effect, repay the advance
with the proceeds of the transfer.

If you have any questions, please call the Local Government Services staff at (800) 345-2519.



We have updated the ORC references on pages
1 -- 7, but have not updated the legal guidance.
Certain specific requirements have been
amended and you should refer to an updated
AUDITOR OF STATE BULLETIN 97-011 |ORC. However, the accounting guidance on

July 2, 1997 pages 8 - 13 and the appendices following page
13 still apply. Also see updated commissary
TO: ALL COUNTY SHERIFFS guidance in Ohio Compliance Supplement Step

ALL BOARDS OF COUNTY Cd3-7.

ALL COUNTY AUDITORS
ALL COUNTY PROSECUTORS

ALL MUNICIPAL LEGISLATIVE AUTHORITIES

ALL CITY AUDITORS

ALL MUNICIPAL FINANCE DIRECTORS

ALL MUNICIPAL LEGAL COUNSEL

ALL MULTIJURISDICTIONAL CORRECTION FACILITIES
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: ESTABLISHMENT OF CORRECTIONAL FACILITY COMMISSARIES/
COMMISSARY FUNDS AND REIMBURSEMENT OF PRISONER
CONFINEMENT COSTS

Sub. H.B. 480 was enacted by the 121st General Assembly to be effective October 16, 1996. This
legislation expands the types of costs that a political subdivision can require prisoners in a local
correctional facility to reimburse, asfollows:

. Specifies additional types of costs that may be recovered under the reimbursement,
including the cost of an offender’s medical treatment.

. Specifies a method for determining the amount of the reimbursement, including the
requirement of having a judicial “reimbursement hearing.” As an dternative, a
“prisoner reimbursement policy” could be established specifying the types of costs an
offender must reimburse.

. Eliminates an overlap with provisons contained in the new felony sentencing
mechanism enacted in Am. Sub. H.B. 2 of the 121st General Assembly that pertains
to reimbursement by felons of the costs of their incarceration in alocal correctional
facility.

. Provides for the establishment of inmate commissaries and commissary funds in
county and municipal correctional facilities. Since the bill also allows for the hiring
of civilian correctiona officersin county jails, these civilian correctional officers could
be used to run the commissaries.

. Permits county jails to contract for food services, medical services, and other services
necessary for the care and welfare of offenders.
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. Clarifies how the sheriff’s “furtherance of justice fund” is to be calculated at the
county level.

For the purpose of this bulletin, the analysis below addresses issues in the legislation that have a
financial impact on the operation of alocal correctiona facility. For any additional provisions or
changes, readers should refer to the Act form of Sub. H.B. 480.

Reguirement of Reimbursement and Reimbursable Expenses: Ohio Rev. Code §§8307.93(D),
341.14(B), 341.19(A), 341.23(C), #52:02(B), 753.04(B), 753.16(C), 2301.56(B), and 2947.19(B).

Prisoner Reimbursement in General

Sub. H.B. 480 provides for the reimbursement from prisoners confined in a correctiona facility if they
were convicted of an “offense,” including those convicted of minor misdemeanors. This hill,
therefore, distinguishes the types of offenses for which a local government is permitted to seek
reimbursement from those contained in the State's new felony sentencing structure that was enacted
in Am. S.B. 2 of the 121 General Assembly. Am. S.B. 2 permitted reimbursement of expenses only
if the prisoner was convicted of a“misdemeanor other than a minor misdemeanor,” whereas this bill
allows entities to seek reimbursement from offenders of al sentences.

Previoudy, the costs of confinement included, but were not limited to, food, clothing and shelter. This
legidation adds the following to the list of expenses of confinement for which the legidative authority
or board of the local correctiona facility would be able to seek reimbursement (including but not
limited to):

. Expenses relating to the provision of medical care;

. Personal hygiene products, including toothpaste, toothbrushes, and feminine hygiene
items;

. Up to two hours or overtime costs the sheriff or municipa corporation incurred which

relate to the offender’s criminal trial.

Theamount of the reimbursement that can be sought by alocal government may be the actual cost
of the prisoner’s confinement plus authorized trial overtime costs. However, if the legidative
authority or board of the local correctiond facility determines that a lesser amount should be charged,
then the amount would be determined by a formula established by the correctiona facility. The
legislation provides that the formula must be applied uniformly to al persons incarcerated at the
particular correctional facility.
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753.02 |

Determination and Recovery of Reimbursement for the Costs pAi nement: Ohio Rev. Code 88§
307.93(D)(2), 341.14(B)(2, 341.19(A)A), 341.23(C)(2), 752—.9@3%2%, 753.04(B)(2), 753.16(C)(2),
2301.56(B)(2), and 2929.18(A)(4)(b)(ii).

Misdemeanant Rel mbursement 2929.233 replaced
by 2929.28 & .37
For jurisdictions in which the legidative authority or board of the local correctiona facility requires
the offender convicted of a misdemeanor violation to reimburse the costs of confinement, the
legidation revises the procedures for determining the amount that thg offender must pay. Insucha
jurisdiction, the sentencing judge for the offender is required to hold g, reimbursement hearing” after
the offender’ s release from confinement. Ohio Rev. Code § 2929.223. If the sentencing judge is no
longer sitting on the bench of the court, another judge may hold the hearing instead. At this hearing,
the judge is required to determine both the cost of confinement amount to be reimbursed and the
amount the offender has the ability to pay. In making this determination, the bill limits the amount
that can be reimbursed for the cost of medical treatment te-a-maximum-of-40%-of-the-cost-ef-the
medieal-expense incurred by the correctional facility. The other costs of confinement can be
reimbursed up to the actual cost incurred by the correctional facility unless a lesser amount is
established pursuant to a formulathat is established and used uniformly, as described above.

Once an amount is determined for which the offender is responsible for reimbursing the correctional
facility, then the “reimbursement hearing” judge is required to issue a judgement against the offender.
This judgment must:

. State the amount that the offender is required to reimburse;

. Include a payment schedule established by the judge for the reimbursement;

. State that the reimbursement must be made to the appropriate local government for
the expenses incurred as a result of the offender’s confinement in the correctional
facility.

If the payment schedule is not adhered to, the bill givesthe legal counsel for the local government the
authority to “execute upon” the judgment for the offender’ s failure to reimburse the entity.

Any amount received as areimbursement for the costs of confinement must be paid into the treasury
to the credit of the fund out of which the costs were originally expended.
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Felon Reimbursement

H.B. 480 requires the court that sentences an offender convicted of afelony to impose a financial
sanction under the felony sentencing mechanism contained in S.B. 2 for the costs of confinement in
aloca correctiond facility if the local legidlative authority or board that operates alocal correctional
facility is authorized to and imposes a requirement to be reimbursed for such costs. In addition, the
court is permitted to impose any other financial sanctions authorized under the sentencing
mechanisms established in S.B. 2.

A legislative authority or board operating a local correctiona facility that is authorized to seek
reimbursement from offenders for the costs of their confinement may adopt a resolution or ordinance
specifying that it will not seek reimbursement from an offender under the provisions of S.B. 2. If this
resolution or ordinance is adopted, a copy must be provided to the common pleas court of the county.
Once received, the sentencing court cannot require the offender to reimburse the local government
for the costs of confinement, but could impose any other financial sanction under S.B. 2.

If the legidative authority or board of the local correctional facility is either not authorized to or is
silent regarding the reimbursement of such costs as described in the preceding two paragraphs, the
sentencing court still has the option to impose sanctions for reimbursement of the costs of
confinement to the local government under S.B. 2.

Any amount received as areimbursement for the costs of confinement must be paid into the treasury
to the credit of the fund out of which the costs were originally expended.

Alternative Procedure - Administrative Reimbursement Determination: Ohio Rev. Code 88
307.93(E), 341.06(A), 341.14(C), 341.19(B), 341.23(D), 752.02(C), 753.04(C), 2301.56(C), and

2947.19(C). ~\ 341.06 was repealed.

The bill creates, as an aternative to the above-described procedures, an administrative mechanism
for rembursement of certain expenses if a*“prisoner reimbursement policy” is adopted. (For certain
facilities, the sheriff would also have to agree to the adoption of the policy.) The policy would
require the offender to reimburse the local government that operates the facility for any expenses
incurred as aresult of the offender’s confinement. These expenses may include, but are not limited
to, the following:
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. A per diemfeefor room and board for the entire time the offender is confined in the
facility, which isthe lesser of either the actual per diem cost or $60 per day;

. Actual charges for medical and dental treatment;
. The cost of any correctiona facility property damaged by the inmate while in
confinement.

Therate that is charged under a*“prisoner reimbursement policy” must be determined using a sliding
scale based upon the offender’ s ability to pay and the offender’ s other legal obligations to support a
spouse, minor children and/or other dependents.

The person in charge of the correctional facility (i.e., the sheriff of a county jail) can appoint a
coordinator to implement and administer provisions of the prisoner reimbursement policy. The
coordinator has the ability, under the provisions of the hill, to investigate the financial status of the
offender, including obtaining information such as income tax records and contacting an offender’s
employers.

The coordinator may collect amounts owed by an offender that are unpaid, or the legidative authority
or board of the local correctional facility may enter into a contract with a public agency or private
vendor to collect any unpaid amounts. Within one year of the offender’ s release from confinement,
the legal counsel for the local government can file a civil action for the unpaid amount still due the
local government under the reimbursement policy. Any reimbursement received as a result of a civil
action filed on the local government’s behalf should be credited to the entity’ s general fund and may
be used for any proper public purpose.

Reguested Medica Treatment Fees and Non-indigent Offenders:. Ohio Rev. Code 88 307.93(F),
/A\341—.96€B)—, 341.14(C), 341.19(B), 341.21(C), 341.23(E), 753.02(D), 753.04(D), 753.16(D),
2301.56(D), 2947.19(D).

In addition to the fees for medical services described above, if medical treatment or service is
provided at the offender’s request, an offender can be charged a reasonable fee for the cost of
providing the treatment or service. In order to charge a fee, however, the legidlative authority or
board of the loca correctiona facility must establish apolicy to provide for the reimbursement of this
type of expense.

Thefeg, if charged, cannot exceed the actua cost of the treatment or service provided and cannot be

341.06 has been 5

repealed.
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sought from indigent offenders. In addition, the fees collected for requested medical treatment or
services must be paid into the facility’'s commissary fund if one has been established. If the facility
has no commissary fund, the fees collected should be paid into the treasuries of the political
subdivisions that incurred the expense of the treatment or servicee For example, if a
multijurisdictional board operates the facility and has no commissary fund, the fees would be alocated
among the political subdivisions in the same proportion as the expenses were borne by them.

When a prisoner-requested medical treatment or service is provided, the payment of the required fee
can be automatically deducted from the offender’ s account record that is maintained in the facility’s
business office. If there are no funds or insufficient funds in the offender’ s account, a deduction can
be made a alater date during the offender’ s confinement if the funds become available. If an amount
is still owed once the offender leaves confinement, the legidative authority or board of the local
correctiona facility may hill the offender for any unpaid balance.

County Jail Staff: Ohio Rev. Code 88 341.05(A), (C), (D) and 341.20.

H.B. 480 enacts new staffing provisions which require the sheriff to assign sufficient staff to ensure
the safe and secure operation of the county jail, but only to the extent that the staff can be provided
with funds appropriated to the sheriff by the board of county commissioners. The compensation of
al jal staff is to be paid from the county's general fund, upon the warrant of the auditor, in
accordance with established county payroll procedures. The staff could include any of the following:

. A jall administrator;
. Jail officers, including civilian jail officers, to conduct security duties,
. Other necessary employees to assist in the operation of the jail.

County commissioners, with the consent of the sheriff, are authorized to contract with commercia
providers for the provision of food services, medical services, and other programs and services
necessary for the care and welfare of offenders placed in the sheriff’s charge. 1n addition, the bill
eliminates the requirement that the county commissioners provide quarters in the county jail for the
use and convenience of female staff while on duty.

Commissaries and Commissary Funds. Ohio Rev. Code 88 307.93(G), 341.24, 753.22, and 2301.57.

H.B. 480 enacts provisons alowing for the establishment of commissaries for county jails, municipal

6
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and municipal-county workhouses, community-based correctional facilities, district community-based
correctional facilities, and multicounty, municipal-county and multicounty-municipal correctional
centers. The commissaries may be established, respectively, by a sheriff, the director of public safety
or the joint board that administers a workhouse, the director of a community-based correctional
facility or district community-based correctiona facility, or the corrections commission of a
multicounty, municipal-county, or multicounty-municipal correctional center.

A commissary can be established either in-house or by other arrangement. Once established,
however, al persons incarcerated must be given commissary privileges. The purchases from the
commissary would be deducted from the person’s account record that is maintained in the business
office of the facility. The commissary isrequired to provide for the distribution of necessary hygiene
articles and writing materials to indigent persons incarcerated in the facility.

Once acommissary is established, a commissary fund must also be established. H.B. 480 requires
the management of fundsin the commissary fund be grictly controlled in accordance with the
procedures adopted by the Auditor of State. (See Appendix 1 and exhibits 1 through 6.)
Commissary fund revenue in excess of operating costs and reserves is considered profit. The hill
providesthat all commissary fund profits must be spent for the purchase of supplies and equipment
(not services, however) for the benefit of those incarcerated. In addition, the bill specifies that the
sheriff, director of public safety, joint board, director, or corrections commission must adopt rules
and regulations for the operation of any commissary fund established.

Feesfor Housing Prisoners from Adjoining Counties in the County Jail: Ohio Rev. Code § 341.14.

Prior to the enactment of H.B. 480, Ohio Rev. Code § 341.14 required the county sheriff to collect
50 cents per week for each person confined in the county jail from another county. In addition, if the
person was released prior to the expiration of his/her jail term, any amount advanced to the county
sheriff would need to be refunded. H.B. 480 abolishes the 50-cent-per-week fee and, instead,
requires the weekly deposit of an amount equal to the actual cost of housing and feeding the person
incarcerated from another county.

Sheriff’ s Furtherance of Justice Fund: Ohio Rev. Code 8 325.071.

H.B. 480 clarifies that the state-provided supplemental compensation paid annually to the county
sheriff pursuant to Ohio Rev. Code § 325.06(€) only, is not to be considered when calculating the

7
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614.466.4717 [614.752.8683 |

amount of county general fund money to be granted a county sheriff for the furtherance of justice
fund.

Should you have any questions pertai n'NLg to thisbulletin, please contact the AuditorJof State’s Loca
Government Services Division at 1-800-345-2519 or the Legal Division at 1-800-282-0370-

APPENDIX 1
COMMISSARY AND INMATE FUNDS
ACCOUNTING POLICIES AND PROCEDURES

Since inmates do not have cash on their person while incarcerated to purchase items
from the commissary, the following accounting policies and corresponding procedures
are recommended when the local correctional facilities have established a commissary.

Policy No. 1: The director of the correctional facility should adopt rules and regulations
for the operation of any commissary fund that is established.

Procedure  The director should consider several factors for the operation for
the commissary such as the items to be offered; the days and hours
of operation; the method by which the inmates will place orders
and/or make their purchases; prices of commissary items; and
times and dates family members and friends can make deposits
into the inmate’s account. Additionally, a definition of what
constitutes an indigent inmate for commissary purposes should be
provided in these rules and regulations.

Policy No. 2: In order to account for each inmate’s money, both receipt and expenditure,
anan individual inmate account shall be established. (Exhibit 1).

Procedure (a) Money received for the inmate’s account shall be recorded on

duplicate receipts sequentially pre-numbered. One copy
should be issued to the inmate or person giving money to the
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credit of an inmate and one copy should be retained in the
facility’s file. The copies should be filed numerically. All
money received to be credited to the inmates’ accounts should
be reconciled daily with duplicate receipts, postings to the
inmate’s ledger cards, and deposits.

Procedure (b) Moneys received for an inmate shall be posted on an
individual inmate’s ledger card or to an inmate’s account
maintained on a computer system. This money represents
moneys taken at the time of incarceration and/or received
after incarceration from friends or relatives.

Procedure (c) When purchases are made by the inmate, either for
commodities or for medical expenses, the individual inmate’s
account shall be debited. A running balance shall be
maintained on the inmate’s individual account. Separate
individual accounts shall be maintained for indigent inmates
(Exhibit 2). The institution must provide indigent inmates in
the institution necessary hygiene articles and writing
materials.

Procedure (d) Each month the inmate shall receive a statement of their
inmate account. The statement shall indicate the balance in the
account and any deposits or purchases made during the
month.

Policy No 3: Medical expenses requested by an inmate can be directly deducted from
his/her commissary account if sufficient funds exist or become available
during the inmate’s period of imprisonment. If such deduction is made, a
numbered billing should be completed with one copy provided to the
inmate and one copy filed in the facility’s files. Medical expenses that would
be paid by the inmate should be defined in the institution’s rules and
regulations. If the inmate has no funds in his/her account, a deduction may
be made at a later date during the inmate’s confinement if funds later

9



become available in the inmate’s account. If the inmate is released from the
correctional facility and has an unpaid balance of these fees, the inmate may
be billed for payment of the remaining unpaid fees.

Policy No. 4: An accounts receivable ledger shall be maintained to account for the cost of
of requested medical expenses when there is insufficient money in the
inmate‘individual account at the time the cost is incurred.

Procedure (a)

Procedure (b)

When there is insufficient money in the inmate’s account, a
posting should be made reflecting the inmate’s identification
and amount of charges to the accounts receivable ledger
(Exhibit 3). When collection is made, the ledger shall be posted
as paid. Money collected in this manner shall be paid into the
commissary fund representing a reimbursement of the expense
paid from the commissary fund.

When money is not available in the inmate’s account at the
time the medical expense is incurred, the individual account
should reflect an entry of such incurred expense. Any negative
balances should agree to the accounts receivable ledger.

Policy No. 5: Proper documentation shall be maintained on all sales to the inmates.

Procedure (a)

Procedure (b)

Inmates will be provided with pre-numbered ordering forms.
The ordering form shall list all products available to be
purchased by the inmate.

As orders are filled, one copy of the order form shall be
returned to the inmate with his/her order, and one copy
should be filed sequentially. A
posting shall be made on the individual account card reflecting
the order number and amount. An accounting of the
sequentially numbered unused forms shall be made monthly.
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Policy No. 6: Accounting for the activity of the inmate’s monies shall be maintained in an
inmate cash book established by the correction facility. (Exhibit 4).

Procedure (a)

Procedure (b)

All moneys received for the inmates’ accounts shall be
deposited daily into a checking account established by the
local correctional facility. Moneys received on weekends, or at
times when banks are closed, shall be placed in the bank’s
night deposit box. If money is collected during periods when
the institution does not have available personnel on duty to
deposit the funds, such funds shallbe
placed in a sealed envelope together with the necessary
information as to the amount of money and identification of
the inmate. Such envelope shall be placed in a locked drawer
until the next business day and then deposited by the
designated person in charge of the commissary.

A cash book shall be maintained showing daily receipts of
money collected on behalf of the inmates, checks written to the
commissary fund representing sales of merchandise or medical
services, and upon release of the inmate, the checks written for
the balance of the account drawn payable to the inmate. The
cash book shall be balanced monthly with the depository
account and reviewed by a person other than the person who
makes the deposits and/or maintains the cash book. In
addition, the cash book shall be reconciled with the individual
inmate accounts and to the accounts receivable ledger on a
monthly basis (see example in Exhibit 5).

Policy No. 7: The correctional facility shall maintain a monthly inventory record (Exhibit

6).

Procedure  An inventory record shall be maintained of the merchandise in the
commissary. Such record shall show the total dollar value of

merchandise on hand at the beginning of each month, merchandise
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purchased during the month, and merchandise used during the
month. Merchandise used during the month may be calculated using
completed order forms or estimated by reducing receipts for the
month by the amount of any mark-up that has been added to the cost
to create the selling price. These figures are then used to calculate the
value of the merchandise that should be on hand at the end of the
month. A physical inventory shall be taken at the end of each month,
priced using the latest cost and compared to the amount calculated on
the inventory record for reasonableness. The inventory record should
be adjusted monthly to the physical inventory count. Significant
monthly adjustments should be investigated and approved by a
supervisor.

Policy No. 8: A commissary fund shall be established for the accounting of moneys
received from sales to inmates, purchasing of merchandise, and payments
for inmate medical expenses. This fund shall be established as a

special
books
would be

Procedure (a)

revenue fund on the
of the fiscal officer. Budgetary procedures pertaining to this fund
as follows:

Money received from the inmate fund shall be posted to the
official accounting records under the classifications “Sales”,
“Medical” or “Other.” Monthly, a pay-in shall be made to the
fiscal officer of the correctional facility to the credit of the
commissary fund.

Procedure (b) A financial statement shall be generated monthly, showing

total amount received, total amount expended for the month
and balance in the fund year to date.

Policy No. 9: Profits from the commissary fund shall be spent in accordance with the

provis

ions of Substitute House Bill No. 480.
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Procedure (a)

Procedure (b)

Procedure (c)

Profits may be determined on a monthly, quarterly, or annual
basis and in determining such profits, the correctional facility
must consider the following steps. (The salary of the person
maintaining the commissary cannot be paid from the
commissary account; however, if provided for in the policy
and procedures established by the institution, an
administrative fee may be charged to the commissary fund in
determining profits.)

To determine profit, take the cash balance and deduct unpaid
fees, reserve and add the ending inventory. This will provide
the amount of profit which would represent the amount
available for expenditures for the benefit of the inmates.

All profits from the commissary fund shall be used to
purchase supplies and equipment for
the benefit of persons incarcerated in the correctional facility.

The amount of the reserve shall not exceed 30 days of
operating costs of the commissary fund.
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INDIVIDUAL INMATE ACCOUNT FOR : LARRY KING Exhibit 1
For 1997
Inmate No. 1002

} ! f ) I | Accounts Payable |

! From Whom Received/ ! Receipt 1 Order | o I to Commissary |
Date | To Whom Paid ( Number { Number | Debit { Credit ! Fund i _Balance
01/01/97 | _ | ! b ! ! I $c.00
01/01/97 | Mary Valentine | 1243 | ( I $50.00 1 I $50.00
01/02/97 1 Purchases i [ 5421 $10.00 | i i $40.00
01/05/97 + Medical Expenses i | 5481 $20.00 | [ [ $20.00
01/15/97 | Medical Expenses ( l 587 1 $2000 | | $10.00 ($10.00)
01/25/97 1 Mary Valentine I 1260 | I I $50.00 | i $40.00
01/25/97 | Medical Expenses - A/P I i I $10.00 ¢ [ ($10.00) 1  $40.00

t l | i i ! |

l i [ ! [ ] |

| i | | i { [

| | | | | | ]

H | { ! = | [
Total $60.00  $100.00 $0.00 $40.00
Balance as of 12/31/97 $40.00




INDIVIDUAL INMATE ACCOUNT FOR : INDIGENT INMATE Exhibit 2
For 1997
Inmate No.
! i i H | {
| From Whom Received/ ¢ Receipt 1 Order 1 ! {
Date | To Whom Paid { Number | Number i Debit 1 Credit - Balance
I ! [ } _ s 1 $0.00
01/03/97 | Memo-Toothpaste { [ 545 | $5.00 | | {$5.00).
01/12/97 | Memo-Notebooks i | 565 ) $7.00 | | {$12.00)
01/15/97 | Memo-Deodorant i [ 575 1 $6.00- | [ {($18.00)
01/22/97 | Memo-Shampoo ! I 589 | $8.00 | | ($26.00)
| ! [ | | |
| ; | ) ) |
I } | 1 | i
i } I i | i
| g N - | | |
Total $26.00 $0.00 ($26.00)

Balance as of 12/31/97

($26.00)




ACCOUNTS RECEIVABLE LEDGER Exhibit 3

FOR 1997

| inmate | _ I Insufficient Fund 1 I f Cumulative
Date I Number | Purpose | Amount-A/R | Debit | Credit | Balance

i o | ] [ ]
01/10/07 | 1097 | Medical Experise | {$25.00) | $25.00 | I ($25.00)
01/15/97 | 1002 | Medical Expense 1 ($10.00) i $10.00 i _ | ($35.00)
01/25/37 | 1002 | Medical Expense - Reimburse. | $10.00 | [ $10.00 | {$25.00)

! | [ I | I

i [ I ! I (

|_ f i ! i |

I | i - | R R

Total Balance as.of 12/31/97 ($25.00) $35.00 $10.00




*seg Cash Disbursemenls Ledger

INMATE CASHBOOK Exhibit 4
Recdipls
| comMissany FuNc |
i Inmate From Whom i { Receipt 1 Cash | Déposit | Deposis | Purchases/ | ! Refund upon 1 tnsufticlant
Date | MNumber Recalver [ Burpose {_Number | Recelved | Bacelved | Applied | Sefes | Medical | ‘Halease 1! Fupds-A/R
| { [ i I i | I I { [
01101797 ! 1002 | Mary Valentine I i 1243 | $50.00° | $50.00 ' i | | t
D1/02/97 | 1002 | i Purchases l I | | $10.00 | $10.00 | | i
01/04487 | 1085 | John Shaw i | 1243 1 $100.00 | $100.00 | ! ! | |
01/05/67 | 1002 | t Madical Expanse I ! I I $20.00 { I %2000 | i
01/10/97 | 1097 | { ‘Medival Expense’ i i ! | $25.00. § ; 1 | $25.00
01715497 | 1002 | | Maditat Expansa | } ; ] $20000 | 1 $20.00 | I $10,00
o1/21/a7 | 10675 | Ginger Hill I ! 252 1 $75.00 1 -$75.00 | { { 1 |
§1/25/97 1002 | Mary Valentine | ; 1260 i $50.00 | $50.00 ¢ | | ] !
01725497 1002 | ! Medical Expense - AR t i i ; $10.00 | { $10.00 | | {$10,00)
i ; i { I 1 ¢ i | ' t
i i } i I | | I | ! }
i 4 i I | I { ! | 1 1
- B g -1 = | i | { | I 1 |
Totals boo$R75.00 | $275.00 | 585,00 $10.60 ) $50.00 | $0.00° 4 $25.00
Less Deposils Appllad (Spent) ; I ($85.00) I {$85.00) |  ($10.00) | ($50:00) | $0.00. 1 {$25.00)
Gash Balancs 131ia7 { I $100.00 .1 $0.00 | $0.00 | £0.00 1 $0.00 | £0.00
{ ; ; | { i |
i ! | | | ! ]
Month ta Date Recalpls $275.00 1 i 1 | I 1 I
Yaar'to Dala Recelpts $275.00 i i ! | 1 1 !
' I ! i I i { t
Balance 12/31/96 $0.00 | | | | | 1 t
Curranl.monit's recelpls- $275.00 i | i | | | |
Currant monli's tisbursements*  {$B85.00) | [ | ; | | t
B ) | | } | | ]
Cash Bafance 1/31/97 $180.00 ; | | { : ! |
{ ! f { i } )
i i ; | { I !
i ¥ f § | i i
[ { { { ] | i




INMATE CASHBOOK Exhibit 4 {cont'd)
Disbursements

| Inmate To Whom I I Check | Inveice | Amount ! Commissary | Refund Upon | Accounts Payable

Date | Number | Paid I Purposa [_Number | Number | Pald | Fund |__Release i To Commissary Fund
! [ i ! | I t } }

01/31/97 | 1 County Treasurar | Sales.and Medical | 4875 | 12495 | $85.00 | $60.00 ! I $25.00
[ | ' [ | | } | | |
i | | i | I I i ]
] [ i | i i { ) [
I - | - 1 I I - I I i I
i { |

Current Month Disbursements $85.00 | $80.00 | $0.00 | '$25.00

Year-to-Data Total Disbursements (385.00) | ($60.00) | $0.00 | ($25.00)




DEPOSITS RECEIVED RECONCILIATION Exhibit-5

FOR JANUARY 1997
Inmate Account Balances "_$190.-OU
Deposits Received Balance $190.00
Inmate Account
Number Balance
1002 $40.00
1085 $100.00
1097 ($25.00)
1075 $75.00
Total $190.00

BANK RECONCILIATION
FOR JANUARY 1997

Inmate. Cashbook Balance $180.00
Qutstanding Checks $85.00
Bank Balance §2?5.(}0



Exhibit 6

Physical Inventory Count
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AUDITOR OF STATE BULLETIN 97-014
August 12, 1997

TO: All County Prosecutors
All County Auditors
All County Sheriffs
All County Commissioners
All Independent Public Accountants

SUBJECT:  Furtherance of Justice Fund

INTRODUCTION

Recently, the Auditor of State has received numerous inquires regarding certain expenditures of
Furtherance of Justice (F.O.J.) funds statutorily provided to county prosecutors and county sheriffs.
In 1981, the Auditor of State’ sOffice published Auditor of State Circular No. 81-7 which established
guidelinesregarding the proper use of F.O.J. funds. Theinformation contained in Circular No. 81-7
is still applicable to the use of these funds and should be adhered to by county prosecutors and
county sheriffs.

Thefollowingisabrief restatement of Circular No. 81-7 and some additional information regarding
accounting for F.O.J. funds.

ALLOWANCE FOR F.O0.J. FUNDS

In addition to other sources of funding, pursuant to Ohio Rev. Code 88 325.12 and 325.071, acounty
prosecutor and county sheriff must be allowed, annually, an amount equal to one-half the officer’s
salary. Thisamount is commonly known as the F.O.J. Fund. This allowance is made upon order
of the officer to be paid out of the General Fund in an amount not to exceed one-half of the officer’s
official salary. The officer may not receive this amount unless the officer gives bond in an amount
not less than the officer’s official salary. Once bond is given, the officer is entitled to the funds
without further approval by the county commissioners.

Subject to two exceptions discussed below, the dollar amount provided to the F.O.J. fund is fixed
by statute and may not be increased by any means. Donations to the F.O.J. fund are not permitted
nor may additional funding be provided at the request of the county officer, even with the approval
of the county commissioners. Furthermore, funds may not be transferred into the F.O.J. fund from



another fund, nor may F.O.J. funds be expended and then reimbursed at a later dated except in an
emergency situation as described in the next section of this bulletin. The amount equal to one-half
theofficer’ sofficial salary isanot-to-exceed amount and additional funding abovethe statutory limit
will be subject to afinding for adjustment in favor of the proper fund by the Auditor of State.

Therearetwo exceptionsto theabove. Thefirstisthe allowance to county prosecutors provided by
Ohio Rev. Code § 325.13. This section allows county prosecutors to appeal to the Common Pleas
Court for an amount not to exceed $10,000 for the investigation and prosecution of criminal
activitiesif F.O.J. funds are insufficient. The funds provided under Ohio Rev. Code § 325.13 are
to be expended in the same manner as those funds provided under Ohio Rev. Code § 325.12.

The second exception isthe authority of a Court, by statute, to distribute afine or aportion of afine
by any method or on any term as the Court so chooses. In this situation, a Court may order afine
to be paid into a county prosecutor’s or county sheriff’s F.O.J. Fund. For this distribution to be
permissible, a Court Order is required.

PERMISSIBLE EXPENDITURES OF F.O.J. FUNDS

F.O.J. funds may be used for expenses incurred in performance of the officer’s official duties and
in thefurtherance of justice. Thus, the expenditure must be both in the performance of the officer’s
official duties and in the furtherance of justice to be allowable. While this allows for broad
discretion and the Auditor of State will not ordinarily substitute its judgment for that of the officer,
thereisawaysthe additional requirement that the expenditure must be for a proper public purpose.

In order to further assist the county prosecutor and county sheriff in their determination of whether
an expenditure from the F.O.J. fund is proper, the following isalist of expenses using F.O.J. funds
that have been determined to be allowable:

1. Mileage on apersonal car when the car is used for official business.
1933 Op. Att'y Gen. No. 1687.

2. Medical experts to be used either before trial or to testify at trial.
1938 Op. Att'y Gen. No. 2124,

3. Membership dues only if directly related to the performance of the
officer’s official duties. 1938 Op. Att’y Gen. No. 2959.

4. The purchase of law books. 1939 Op. Att'y Gen. No. 1038.

5. To pay for an extrastenographer needed because of an unusually high
caseload. 1939 Op. Att'y Gen. No. 1038.



6. The payment of witness expenses which includes board and lodging.
1946 Op. Att'y Gen. No. 1277.

7. To pay for the costs of foreclosure proceedings. 1972 Op. Att'y Gen.
No. 72-122.

8. Payment for the costs of obtaining municipal court transcripts. 1976
Op. Att’y Gen. No. 76-069.

0. To pay for therepair of private vehicles used in an emergency rescue
operation. 1979 Op. Att’'y Gen. No. 79-027.

10.  To pay for meals, mementos and retirement gifts. 1982 Op. Att'y
Gen. No. 82-006, and 1988 Op. Att'y Gen. No. 88-100.

11. Payment to settle a clam. Stokes v. St. Paul Fire and Marine
Insurance Company, 35 Ohio App. 3d 97 (1987).

12.  To pay for office equipment. 1988 Op. Att'y Gen. No. 88-100.

The F.0.J. fundisto be used for any purpose the officer, in hisjudgment, feelsis an expensein the
performance of his official duties and in the furtherance of justice. However, the board of county
commissionersis statutorily authorized to make monetary allowancesto be used for the payment of
certain expenses. Asdiscussed in Circular No. 81-7, if such an allowance has been made and funds
are available, appropriated and unencumbered, the officer must first use these monies before using
F.O.J. funds. If, however, the fundsin the allowance made by the county commissioners have been
exhausted or are already encumbered, F.O.J. funds may be used as payment for the expense.

As an exception to the above, if asituation arises in which monies are needed immediately and the
usual procedure for obtaining prior appropriated and unencumbered moniesistoo time consuming,
the expenditure may be made from the F.O.J. fund. The expenditure may be reimbursed from the
normal appropriation account at alater date if monies are still available and unencumbered. The
reimbursement expenditure from the normal appropriation account is subject to the requirements of
Ohio Rev. Code § 5705.41.

Please note that the F.O.J. fund may never be used to circumvent compliance with competitive
bidding requirements or prevailing wage laws.



CONFIDENTIALITY ISSUES

Auditor of State Circular No. 81-7 acknowledgesthefact that county prosecutorsand county sheriffs
need to use F.O.J funds for confidential expenditures. However, Circular 81-7 also recognizes the
public purpose need to document these expenditures and establishes methods for such
documentation.

Circular No. 81-7 also allows an exception to the above. The documentation requirements do not
apply in those situations where it is determined that maintenance of the required documentation
would increasetherisk of danger of physica harm or intimidation or would frustrate the purpose for
which the confidential expenditure is made. It iswithin the county prosecutor or county sheriff’s
exercise of reasonable discretion to determine whether this exception applies. A necessary
reguirement to this exception is an affidavit executed by the officer setting forth the amount of the
expenditure and either the check number or the recei pt number related to the expenditure aswell as
a statement of a general nature of the expenditure. If such an affidavit is executed, the Auditor of
Statewill not require production of the actual check or receipt and will not make any further inquiry
into thedetail surrounding the expenditure unlessthereis probable causeto believethat the affidavit
isfalse. If no affidavitisexecuted, the officer must produce sufficient documentation to support that
the expenditure isfor a proper public purpose. Please note that a mere assertion by the officer that
an expenditure is confidential is not sufficient to negate the documentation requirements.

ACCOUNTING FORMS

For your information, attached are examples of a general cash book detailing expenses from the
F.O.J. fund and a bank reconciliation. Lastly, attached is an updated form to be used for the
Furtherance of Justice Annual report.

If you have any questions or if you need acopy of Auditor of State Circular No. 81-7, please call the
Auditor of State’s Legal Division at 1-800-282-0370.



GENERAL CASHBOOK

FURTHERANCE OF JUSTICE FUND

VARIOUS EXPENDITURES

NARCOTICS | PURCHASE

RECEIPT CHECK & VICE OF STOLEN | CANINE
DATE DESCRIPTION NUMBER NUMBER | ACTIVITY | PROPERTY |EXPENSES| OTHER CREDIT BALANCE
01/01/97 | INITIAL DEPOSIT $0 $0 $0 $0 $15,000 $15,000
01/31/97| MTD TOTALS 0 0 0 0 15,000 15,000
01/31/97| YTD TOTALS 0 0 0 0 15,000 15,000
02/19/97 | SGT. GREEN - STOLEN PROPERTY PURCHASE 1072 0 250 0 0 14,750
02/21/97 | SGT. GREEN - UNEXPENDED MONEY FROM PROPERTY PURCHASE 110 0 (25) 0 0 14,775
02/28/97| MTD TOTALS 0 225 0 0 $0.00 225
02/28/97| YTD TOTALS 0 225 0 0 15,000 $14,775
03/19/97 | SGT. CLARK - DRUG BUY 1073 150 0 0 0 14,625
03/20/97 | SGT. TRUE - DRUG BUY 1074 255 0 0 0 14,370
03/24/97 | SGT. TRUE - UNEXPENDED MONEY FROM DRUG BUY 111 (20) 0 0 0 14,390
03/31/97| MTD TOTALS 385 0 0 0 $0.00 385
03/31/97| YTD TOTALS 385 225 0 0 15,000 14,390
04/05/97 | SGT.FLAKE - STOLEN PROPERTY PURCHASE 1075 0 500 0 0 13,890
04/23/97 | CAPT. BLACK - STOLEN PROPERTY PURCHASE 1076 0 1,000 0 0 12,890
04/30/97 | SGT. STAKE - DRUG BUY 1077 5,000 0 0 0 7,890
04/30/97| MTD TOTALS 5,000 1,500 0 0 $0.00 6,500
04/30/97| YTD TOTALS 5,385 1,725 0 0 15,000 7,890
05/02/97 | SGT. FLAKE - UNEXPENDED MONEY FROM PROPERTY PURCHASE 112 0 (350) 0 0 $0.00 8,240
05/06/97 | SGT. GREEN - DRUG BUY 1078 2,000 0 0 0 6,240
05/31/97| MTD TOTALS 2,000 (350) 0 0 $0.00 1,650
05/31/97| YTD TOTALS 7,385 1,375 0 0 15,000 6,240
09/01/97 | CAPT. BLACK - STOLEN PROPERTY PURCHASE 1079 0 500 0 0 5,740
09/13/97 | CAPT. BLACK - UNEXPENDED MONEY FROM DRUG BUY 113 0 (10) 0 0 5,750
09/30/97| MTD TOTALS 0 490 0 0 490
09/30/97| YTD TOTALS 7,385 1,865 0 0 15,000 5,750
12/18/97 | CAPT. BLACK - DRUG BUY 1080 3,000 0 0 0 2,750
12/20/97 | CAPT. BLACE - UNEXPENDED MONEY FROM DRUG BUY 114 (40) 0 0 0 2,790
12/31/97| MTD TOTALS 2,960 0 0 0 2,960
12/31/97| YTD TOTALS 10,345 1,865 0 0 15,000 2,790
12/31/97 | COUNTY TREASURY - RETURN BALANCE TO ZERO 1081 0 0 0 0 -2790 0

NOTE: This example is to be used for the Individual and the Combined Cashbook Systems.




SAMPLE BANK RECONCILIATION
FOR JANUARY 1997

Ending Bank Balance Per F.O.J. Fund

Total Depository Balance

Less - O/S Checks

Adjusted Bank Balance

Cashbook Balance as of 1/31/97

$2,790.00

$2,790.00

2,790.00

$ 00.00



FURTHERANCE OF JUSTICE ANNUAL REPORT
COUNTY SHERIFF'S OFFICI

Description Actual Actual
Receipts Expenditures

Receipts:
1996 Allocation $15,000
Reimbursements from General Fund 0

Expenditures:

Narcotics and Vice Activity 10,345
Stolen Property Purchases 1,865
Canine Expenses 0
Other 0
Totals $15,000 $12,210

Total Due To County Treasury $2,790




Auditor of State Bulletin 97-019
December 24, 1997

TO: ALL COMMON PLEAS COURTS
ALL COUNTY COURTS
ALL JUVENILE COURTS
ALL MAYORS COURTS
ALL MUNICIPAL COURTS
ALL PROBATE COURTS
ALL CLERKS OF COMMON PLEAS COURTS
ALL CLERKS OF COUNTY COURTS
ALL CLERKS OF JUVENILE COURTS
ALL CLERKS OF MAYORS COURTS
ALL CLERKS OF MUNICIPAL COURTS
ALL CLERKS OF PROBATE COURTS
ALL CITY AUDITORS AND FISCAL OFFICERS
ALL COUNTY AUDITORS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: COMPUTERIZATION OF THE COURT AND CLERK OF COURT’S FEES
Introduction

Common Pleas, County, and Municipal Courts are given the authority to assess additional fees on
the filings of certain causes of action to be used for the computerization of the court and the clerk
of court’s office. Shortly after Ohio law was changed to permit the assessment of these fees, the
Auditor of State’s Office published MAS Bulletin 93-02, which gives guidance on the accounting
treatment for the fees collected and provides examples of the types of expenditures that are
permitted. The information contained in MAS Bulletin 93-02 is still applicable to the use of these
funds and should be adhered to by the courts and by city fiscal officers and county auditors. The
purpose of this bulletin is to expand on the guidance given in MAS Bulletin 93-02.

Assessment of Fees for Computerization

The authority to charge additional fees to computerize either the court itself or the clerk of the
court’s office is derived from the language of Ohio Rev. Code § 2303.201 for common pleas
courts, § 1907.261 for county courts, and 8 1901.261 for municipal courts. While there is no
provision in Ohio Rev. Code Ch. 1905 that explicitly establishes a mayor’s court computerization
fund similar to Ohio Rev. Code 88 1901.261 and 1907.261, it is the Auditor of State’s opinion
that the mayor’s courts are also able to establish a computer fund. The language in Ohio Rev.
Code § 1905.02 states that the provisions of Ohio Rev. Code Ch. 1907 are applicable in municipal
corporations in which the mayor’s court is located within the jurisdiction of a county court. If,
however, the mayor’s court is within the jurisdiction of a municipal court, then based upon the
language of Ohio Rev. Code 8§ 1901.261, the municipality should submit a written request to our
Office’s Local Government Services Division to establish a Mayor’s Court Computerization Fund



Now increased to $6
for common pleas
courts.

pursuant to Ohio Rev. Code § 5705.12.

These Code provisions state that the court can authorize and direct the clerk of its court to charge
an additional fee for the causes of action listed in Ohio Rev. Code § 2303.20 (A), (Q), or (U), if it
determines that additional funds are necessary to computerjze the operations of the courgee

Ohio Rev. Code 8§88 2303.201(A)(1), 1907.261(A)(1), ang.1901.261(A)(1). The fee charged to
computerize the operations of the court cannot exceed $3, and the amount selected must be

placed in a special revenue fund of the city or county. Except $20 for common pleas

courts.

In addition to assessing fees to computerize the
that additional funds are necessary to c erize the office of the clerk of its court. If such a
determination is made, then rt can direct the clerk of court to charge an additional fee
which must not exceed $10 for the causes of actions listed in Ohio Rev. Code § 2303.20(A), (P),
(Q), (T) and (U). See Ohio Rev. Code 88 2303.201(B)(1), 1907.261(B)(1) and 1901.261(B)(1).
Unless the legislative authority has issued general obligation bonds for the purchase and
maintenance of a computer system for the clerk of court’s office, the funds collected to
computerize the clerk of court’s office must be distributed to the credit of the special revenue
fund of the city or county which has been established for the receipt of these funds. If, however,
the legislative authority has issued general obligation bonds for computerization of the office of
the clerk of court, the funds collected could then be expended to pay debt charges and financing
costs related to the bond issuance. See Ohio Rev. Code 8§ 2303.201(B)(2), 1907.261(B)(2), and
1901.261(B)(2).
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Except $6 for
common pleas

courts.

Except $20 for
common pleas
courts.

Permissible Expenditures of Computeriz

rreTee-assessed for the computerization of urts pursuant to division A(1), which must not
e 3 per filing, may be used f computerization of any aspect of the court, including the
acquisition and maintena egal research software and hardware for court personnel. The
fee, not to exceed $10 per filing, that is charged pursuant to division (B)(1), may be usehly for
the computerization of the clerk of court’s office. The Code provisions establishing the authority
to assess fees for computerization costs distinguish the fees that may be charged for the clerk of
court’s office from the fees that may be charged to computerize the court itself; as such, fees
charged pursuant to (B)(1) to computerize the clerk of court’s office are not permitted to be used
for computerization of the court in general. For this reason, it is advisable that, when judgment
entries are issued by the court to expend funds for computerization purposes, it be made clear in
the judgment entry from which source of revenue the court desires to expend the funds.

As discussed in MAS Bulletin 93-02, the following areas are considered appropriate expenditures
for computerization purposes: computer space; computer electrical; computer air-conditioning;
computer furniture; computer hardware; computer software; subscriptions to computer services;
staff expenses related to operating the computer system, including fringe benefits; computer
supplies, for example computer paper, diskettes, etc.; training expenses; maintenance of
equipment as well as computer needs studies. It is important to note that this list should be used
as a guide for the court to determine if the expenditure would be considered appropriate for
computerization purposes and should by no means be considered exhaustive.
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Except $20 for common pleas courts.


If you have any questions or if you require a copy of MAS Bulletin 93-02, please contact the
Auditor of State’s Legal Division at 1-800-282-0370.



AOS BULLETIN 98-002

TO: ALL COUNTY AUDITORS
ALL COUNTY COMMISSIONERS
ALL COUNTY TREASURERS
ALL CITY FINANCE DIRECTORS
ALL CITY AUDITORS
ALL CITY TREASURERS
ALL SCHOOL DISTRICT TREASURERS
ALL JOINT VOCATIONAL SCHOOL DISTRICT TREASURERS
ALL EDUCATIONAL SERVICE CENTER TREASURERS
ALL LIBRARY CLERK/TREASURERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: GASB STATEMENT 31

Note: GASB Statement No 72, Fair Value Measurement and Application and GASB Statement No.
79, Certain External Investment Pools and Pool Participants have superceded certain requirements
of GASB Statement No. 31. The changes to GASB 31 resulting from the implementation of GASB
72 and GASB 79 have been incorporated into this bulletin. The additional requirements of GASB
72 and GASB 79 have not been incorporated into this bulletin. Those GASB pronouncements
should be reviewed for additional reporting requirements. Also, GASB Statement No. 62 should be
reviewed for guidance related to valuing common stock.

GASB Statement No. 31, “Accounting and Financial Reporting for Certain Investments and for External
Investment Pools” was effective for financial statements for periods beginning after June 15, 1997. The
Statement establishes accounting and reporting guidelines for government investments and investment
pools. This bulletin contains a summary of the Statement’s guidelines and requirements. Following the
summary is a Question and Answer section that addresses the application of these provisions to Ohio
local governments who prepare financial statements in accordance with generally accepted accounting
prmmples This bulletm is not 1ntended to serve as a substltute for readmg the orlgmal Statement—"l?he

bu}}etlﬁ The Statement may be obtalned using the web51te hnk 1dent1ﬁed in O 15 of the Q+A sectlon of
this bulletin. This bulletin was reviewed by the research staff of the GASB prior to its 1997 release.

Local Government Reporting

This statement requires governments to report investments at fair value on the balance sheet, with certain
exceptions.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly

transaction between market participants at the measurement date—. For most investments, fair value will

be based on the quoted market price. For investments in open-end mutual funds, fair value is determined
by the fund’s current share price. For investments in external investment pools that are not registered with
the Securities and Exchange Commission, fair value is determined by the fair value per share of the pool’s
underlying portfolio- , unless the pool measures its investments at amortized cost in accordance with
paragraph 4 of GASB Statement No. 79 (such as STAROhio).

There are exceptions to the fair value requirement, including (See also GASB Statement No. 72 paragraph
69 for a more detailed list):




1. Investments in nonparticipating interest-earning investment contracts (savings accounts,
nonnegotiable certificates of deposit and repurchase agreements) are reported at cost.

2. Money market investments and participating interest-earning investment contracts
(negotiable certificates of deposit) may be reported at amortized cost provided that the
investment had a remaining maturity of one year or less at the time of purchase by the
government. Money market investments are short-term, highly liquid debt instruments
including commercial paper, banker’s acceptances, and U.S. Treasury and agency
obligations.

3. Investments in pools that measure their investments at amortized cost in accordance with
paragraph 4 of GASB Statement No. 79 should be measured at the NAV per share provided
by the pool. The NAV per share is calculated on an amortized cost basis that provides a NAV
per share that approximates fair value.

Changes in the fair value of investments is either reported as part of investment income in the operating
statement or in a separate account. If identified separately from interest, the change in the fair value of
investments must be captioned “net increase (decrease) in the fair value of investments”.

The Statement establishes guidelines for reporting investment income that is not allocated to the fund that
earned it. If interest associated with one fund is assigned to another fund because of legal or contractual
provisions, the interest is to be reported directly in the recipient fund and not reported as a transfer. If the
interest is assigned to another fund for other than legal or contractual reasons - for example, management
discretion - the interest should be reported in the fund that reports the investments and the distribution of
the interest reported as an operating transfer.

Governments must make the following disclosures:

fair-value-is-based-on-other than-quoted-market-priees:(This disclosure requirement has been
replaced by the requirements of GASB Statement No. 72 paragraph 81.)2.  The policy for
determining which investments, if any, are reported at amortized cost;

3. For any investments in external investment pools that are not SEC registered (such as
STARONio), a brief description of any regulatory oversight for the pool and whether the
fair value of the position in the pool is the same as the value of the pool shares;

4. Any involuntary participation in an external investment pool;

5. If an entity cannot obtain information from a pool sponsor to allow it to determine the fair
value of its investment in the pool, the methods used and significant assumptions made in
determining that fair value and the reasons for having had to make such an estimate;

6. Any interest from investments associated with one fund that is assigned to another.

Pool Reporting

An internal investment pool is an arrangement that commingles the monies of more than one fund or
component unit of a reporting entity. The equity position of each fund or component unit in an internal
investment pool should be reported as assets in those funds or component units.

An external investment pool is an arrangement that commingles the moneys of more than one legally
separate entity and invests, on behalf of the participants, in an investment portfolio; one or more of the

participants is not part of the sponsor’s reporting entity. An external investment pool can be sponsored by




Investment trust and custodial (formerly
called agency) must now meet the criteria of
GASB 84 to be classified as fiduciary funds.
See AOS Bulletin 2020-03.

an individual government, jointly|/by more than one government or by a nongovernmental entity
Investing on behalf of the participants means that the participants receive an allocation of the intdrest
earned by the pool.

A local government that sponsqys an external investment pool should report the external portion of the
pool as a separate investment trust fund using the economic resources measurement focus
accrual accounting. In the GPEFS, this fund will be presented as part of the trust-and-ageney fiduciary
funds on the balance sheet. The difference between external pool assets and liabilities will be presented
as “net position held in trust for pool participants”. The activity of the fund will be reported in a separate
siettepociti @f chemsges iWhen a pool does not issue a separate report, the GPEFS of the sponsoring
government must include the following note disclosure:

1. A brief description of any regulatory oversight;

2. The frequency of determining the fair value of investments;

3. The method used to determine participant’s shares sold and redeemed and whether that
method differs from the method used to report investments;

4. Whether the pool sponsor has provided or obtained any legally binding guarantees during
the period to support the value of shares;

5. The extent of involuntary participation in the pool, if any. Involuntary participants are
those that are required by legal provisions to invest in the external investment pool;

6. A summary of the fair value, the carrying amount (if different from fair value), the

number of shares or the principal amount, ranges of interest rates, and maturity dates of
each major investment classification.

7. The fair value disclosures required by GASB 72 paragraphs 80 - 82.

Disclosures required by GASB Statements 3 and 28;

9. Condensed statements effiduetary-netposition-and-changesinfidueciarynetposition. If a
pool includes both internal and external investors, those condensed financial statements
should include, in total, the net position held in trust for all pool participants, and the
equity of participants should distinguish between internal and external portions.

i

External investment pools must report investments at fair value on the balance sheet, with three
exceptions:

1. Investments in nonparticipating interest-earning investment contracts should be reported
using cost.
2. Pools that meet the criteria in paragraph 4 of GASB Statement No. 79 may elect to report

thelr mvestments at amortlzed cost. Qaﬂ—lﬂe%pe&s—may—repeﬁ—themma%sﬁ%eﬂ%s—&t—&memieé

%External 1nvestment pools may report debt 1nstruments with a remaining maturity of up
to ninety days as of the date of the financial statements at amortized cost. For an investment
that was originally purchased with a longer maturity, the investment’s fair value on the day it
becomes a short-term investment should be the basis for purposes of applying amortized cost.

When investments of an internal and an external investment pool are commingled, the investments must
be reported using the guidelines for an external investment pool, i.e. money market investments

and participating interest-earning investment contracts may not be reported at amortized cost even if the
investment had a remaining maturity of one year or less at the time of purchase by the government.
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Individual Investment Accounts

An individual investment account is an investment service provided by a governmental entity for other,
legally separate entities that are not part of the same reporting entity. With individual investment
accounts, specific investments are acquired for individual entities and the income from and the changes in
value of those investments affect only the entity for which they were acquired. The investments of
individual investment accounts should be reported in an investment trust fund. The entity for whom the
investments are acquired would reflect the changes in fair value of the investments on its financial
statements. If individual investment accounts are offered as an alternative to a pooled position, the
individual accounts should be reported in a different investment trust from the pool.

Questions and Answers

The following questions and answers are presented in the hope of anticipating some of the more common
implementation issues.

Ql.

Al.

Q2.

A2.

Q3.

A3.

Q4.

A4.

Is a local government that invests dollars held for other governmental entities operating an
external investment pool if the other governmental entities do not receive an allocation of the
interest earned on those investments?

No.

Is the county operating an external investment pool for all the other local governments forwhom
it collects taxes?

No, the local governments view this money as a receivable, not as an investment, and receivables
are not covered by Statement 31.

May local governments voluntarily invest in external investment pools operated by another local
government?

No, provisions in Am. Sub. S. B. 81 prohibit voluntary investments by Ohio local governments in
a pool established by another local government for investment purposes; however, many Ohio
local governments are involuntary participants in external investment pools. Involuntary
participation occurs when the treasurer of one local government is mandated by State statute to
also serve as treasurer of a second local government, and the treasurer pools the money of both
governments for investment purposes.

Is a local government operating an external investment pool if, when serving as the fiscal officer
for another entity, it invests the entity’s money and allocates to the entity the interest earned on
the investments?

If the local government commingles that entity’s money with its own for investment purposes,
yes. If it keeps the entity’s investments separate from its own and returns the interest from



This disclosure is
no longer required.

those investments to the entity, it is providing an individual investment pccount rather than an
external investment pool.

When the entity participates in either an external investment pool or an individual
investment account, its assets will appear as part of an investment trjist fund and not as an
ageney a custodial fund in the GPEFS of the local government. The assefs of the entity would be
reported in an—ageney a custodial fund on the GPEFS of the local [government only if no
allocation of interest is made to the entity; i ls—sttuation;

Qs. School districts invest and allocate interest to auxiliary services money. Are these school districts
operating an external investment pool?

AS. No. Auxiliary services money is reported as a special revenue fund and is considered part of the
internal investment pool.

Qo. A governmental entity that participates in an external investment pool is required to disclose
whether the fair value of the position in the pool is the same as the value of the pool shares. Is this
disclosure intended to address this relationship only as it exists at the entity’s year-end?

Q6a. How can that be done when the pool does not issue shares?
A6. Yes.

A6a. Obviously no conclusion about the value of pool shares can be reached when the pool does not
issue shares. A statement that each participant is allocated a pro rata share of each investment at
fair value along with a pro rata share of the interest that it earns may serve as an alternative
disclosure. This means, however, that fair value must be used to allocate investment gains and
losses among participants frequently enough to insure that every participant shares equitably in
both fair market gains and losses.

Q7. If in a local government that operates an internal investment pool, the elected legislative authority
may legally allocate interest among funds by ordinance or resolution, is this assignment
considered to be “for other than legal or contractual reasons”?

AT. No, the ordinance or resolution would be considered a legal provision.

Q8. A governmental entity that operates an internal investment pool is required to disclose any
income from one fund that is assigned to another fund. Does this include funds that, because of
management’s exercise of discretion, are not permitted to keep the interest they earn?

AS. No, disclosure is not required if the fund that earned the interest reports the revenue and transfers
the revenue to another fund.

QO. A governmental entity that operates an internal investment pool is required to disclose any
income from one fund that is assigned to another fund. Does this mean that an amount must be
disclosed for every fund that does not receive or get to keep its interest?
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A9.

Q10.

A10.

Qll.

All.

Ql2.

Al2.

Q13.
Al3.

No. For each fund receiving more than the interest it would have received based on its share of
the investments, the disclosure should identify the amount the fund would have received based on
its share of the investments and the amount actually received.

Should funds that are not allocated interest because of legal or contractual provisions report
changes in the fair value of their share of the investments? If not, should they report their share of
investments at cost? If the change in fair value of investments is only reported in the funds that
receive interest, how is the change allocated among these funds?

No. Funds that are not allocated interest because of legal or contractual provisions should not
report changes in the fair value of their share of the investments. These funds should report their
share of investments at cost. The change in fair value should be allocated among the funds that
receive interest using the same formula that is used for the interest allocation.

What if there is a decline in the fair value of the investments that are part of the pool or if
investments of the pool are sold at a loss? How are the losses to be allocated?

If the loss is only in fair value and a loss will be avoided if the investments are held to maturity, it
is recommended that the loss be allocated in the same manner as a gain or interest. If a loss is
recognized, the only legal guidance comes from an Attorney General’s opinion which states that
any allocation of the loss by the government must be reasonable.

When a local government operates an external investment pool, provides individual investment
accounts, and issues GPFS, would the government present a combined statement of changes in
net assets that includes both the pool and the investment account(s)?

Yes.

How do I report and disclose my investment in STAROhio?

Suggested disclosure for local governments that participate in STAROhio follows: The—oeal

1997
During 2018, the local government invested in STAR Ohio. STAR Ohio (the State Treasury

Asset Reserve of Ohio), is an investment pool managed by the State Treasurer’s Office which
allows governments within the State to pool their funds for investment purposes. STAR Ohio is
not registered with the SEC as an investment company, but has adopted Governmental
Accounting Standards Board (GASB), Statement No. 79, “Certain External Investment Pools and
Pool Participants.” The School District measures their investment in STAR Ohio at the net asset
value (NAV) per share provided by STAR Ohio. The NAV per share is calculated on an
amortized cost basis that provides an NAV per share that approximates fair value.

For 2018, there were no limitations or restrictions on any participant withdrawals due to
redemption notice periods, liquidity fees, or redemption gates. However, twenty-four hours
advance notice is appreciated for deposits and withdrawals of $25 million or more. STAR Ohio
reserves the right to limit the transactions to $100 million per day, requiring the excess amount to




be transacted the following business day(s), but only to the $100 million limit. All accounts of the
participant will be combined for these purposes.

Note: This disclosure will need updated as STAROhio’s policies change.

Q14. What do I need to do to get ready to implement this Statement?

Al4. This Statement will focus attention on the method used by a local government for the



distribution of interest among its own funds as well as the distribution of interest to funds the
local government maintains for another entity. If you have concerns about whether the
distribution you are making is appropriate, check with your statutory legal counsel.

Q15.  Is there other information available that might help in the implementation of this Statement?

Al15.  The GASB has published an Implementation Guide for Statement No. 31. It consists of a series
of questions and answers designed to assist local governments in the implementation of these new
provisions. It is available from GASB’s website:

https://www.gasb.org/ijsp/GASB/Page/GASBSectionPage&cid=1176160042391
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AUDITOR OF STATE BULLETIN 98-007
September 3, 1998

TO: County Family and Children First Councils
County Auditors
Boards of County Commissioners
County Boards of Alcohol, Drug Addiction and Mental Health Services
County Boards of Health
City Health Districts
County Departments of Human Services
County Departments of Children Services
County Boards of Mental Retardation and Developmental Disabilities
County Boards of Education or Educational Service Centers
County Juvenile Courts
Independent Public Accountants

SUBJECT:  County Family & Children First Councils: Financial Reporting and Internal
Controls; Audits; Allowable Costs; Appointment of Administrative Agent and
Budgeting

The purpose of this bulletin is to:

[1 Clarify the responsibilities of the County Family and Children First Councils (FCFCs) in
the areas of financial reporting and internal controls;

[1 Explain the nature, timing, and scope of the Auditor of State’s audit of the FCFCs and the
standards applicable to those audits;

[1 Discuss the significant revisions to Ohio Rev. Code Section 121.37, which became
effective October 1, 1997, requiring all FCFCs to appoint an administrative agent and file
an annual budget.

FINANCIAL REPORTING AND INTERNAL CONTROLS

The FCFC is responsible for maintaining accounting records and such other documentation of council
activities that would enable it to prepare, or have prepared on its behalf, cash basis financial
statements and to demonstrate compliance with applicable laws, regulations and contracts. Typical
records include evidence supporting proper receipt and expenditure of funds, minutes of meetings,
contracts and grant agreements, and program guidance from grantors.

The FCFC is responsible for the design and implementation of an internal control process that
provides reasonable assurance as to the integrity of its financial reporting, the safeguarding of its
assets, the efficiency and effectiveness of its operation, and its compliance with applicable laws,
regulations and contracts.
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In designing its internal control process, the FCFC should consider policies and procedures that
provide for the following:

[1 Appropriate authorization and approval of transactions

[1 Adequately designed records to facilitate classification and summarization of transactions
[C1 Security of assets and records

[C1 Segregation of incompatible duties

[1 Periodic reconciliations of account balances
[] Periodic verification of assets

Or June 30, 1998
and after

COUNCIL AUDITS

[$750,000 |

Audits of FCFCs for years ended December 31, 1997 and after will he scheduled to coincide with the
audit of its respective county. Although scheduled concurrently, the FCFC audits will be separate
engagements from the county audits and the audit costs will be the ygsponsibility of each FCFC. Each
FCFC will be audited biennially, unless the FCFC expends $300,000 or more of federal funds in a
calendar year. In such cases, the FCFC is required to have an annual audit performed in accordance

W|th A ALIO 0 a 0ca overnmen Nad Non-Pro Oraa

Allaudits will be conducted in accordance with Generally Accepted Government Au’@iting Standards

(GAGAS). Title 2 U.S. Code of Federal Regulations Part 200, Uniform

ALLOWABLE COSTS

Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance)

FCFCs may receive funds from federal, state, local, and private sources. QM-B—CJ-F&H&J—A-&Z along

with the terms and conditions of federal grants, provide the guidance for allowable costs to be
charged against the federal grants. Policies of the state and local grantor agencies and the terms and
conditions of the grants provide the guidance for allowable costs to be charged against state and local
grants.

Generally, costs must be necessary and reasonable for the intended purpose of the funds provided.
In addition, they must be consistent with the laws, regulations, contracts, and agreements that govern
the expenditure of such funds.
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REVISIONS TO LEGISLATION - FCFC ADMINISTRATIVE AGENTS AND BUDGETS
Administrative Agents

House Bill 215, effective October 1, 1997, amended Ohio Rev. Code Section 121.37 to require each
FCFC to designate an administrative agent for the FCFC. The administrative agent must be selected
from one of the public entities listed in the legislation, and is required to perform the following
functions which may not be delegated to another entity:

[1 Serve as the FCFC’s appointing authority; and

[C1 Ensure that all expenditures are handled in accordance with policies, procedures, and
activities prescribed by State departments in rules or interagency agreements that are
applicable to the FCFC’s functions.

The amended legislation further provides that the administrative agent may be charged with other
administrative and fiscal responsibilities such as:

[] Entering into agreements or administering contracts with public or private entities to fulfill
specific FCFC business;

[1 Provide financial stipends, reimbursements, or both to family representatives for expenses
related to FCFC activity;

[1 Receive by gift, grant, devise, or bequest any monies, lands, or other property for the
purposes for which the FCFC is established. The agent must hold, apply, and dispose of
the monies, lands, or other property according to the terms of the gift, grant, devise, or
bequest.

We recommend that all duties which have been delegated by the FCFC to its administrative agent be
documented in a written administrative agent agreement. This agreement should clearly outline the
specific authority and responsibility of each party. Recommended items to address in the agreement
include:

[C1 What financial records the administrative agent will provide to the FCFC on a monthly
basis for the FCFC’s review (e.g. detailed ledgers reflecting actual receipts and
disbursements of the FCFC as compared to budgeted receipts and disbursements, including
a breakdown of receipts and disbursements for each federal award, and periodic reports
required by grantor agencies that are prepared by the administrative agent).

] Whose responsibility it is to prepare the monthly financial information which is presented
to the FCFC, as well as, the FCFC’s year-end financial statements and Schedule of
Expenditures of Federal Awards which are presented for audit.

[C1 Whose responsibility it is to identify federal financial assistance to subrecipients and



Uniform Guidance
auditors. §200.330 -- .332

1 If the administrative agent has the role of passing-through grants on behalf of the FCFC,
the agreement should address what subrecipient monitoring responsgpllltles the FCFC is

delegating to the administrative agent. (See Circular-A-133,Subpart D--Federal Agencies
and-Pass-Through-Entities,-§.400(d))

1 If the administrative agent, acting as the appointing authority for the FCFC, is given the
authority to contract with service providers when administering federal or state programs
awarded to the FCFC, the administrative agreement should require the administrative agent
to enter into written provider contracts. The FCFC should agree as to what information
is included in those contracts.

[1 What exactly are the responsibilities of the administrative agent? What responsibilities has
the FCFC delegated to the administrative agent? (e.g., signing all grant agreements on
behalf of the FCFC, administering all programs in accordance with the terms and
conditions of the agreements including any federal regulations, preparing all periodic grant
reports that may be required by grantor agencies, ensuring that funds received on behalf
of the FCFC are deposited and invested in accordance with Ohio law, maintaining

RC 121.37 does
not require a
coordinator.

supporting documentation for all council financial activity in accordance with Ohio records
retention laws and making that information available for audit.)

Ql The administrative agent agreement should be signed by 1) the FCFC Chairman; 2) the

FCFC Coordinator; and 3) the Administrative Agent.

In situations where an administrative agent is relying on a public or private entity to perform FCFC
fiscal functions (e.g., processing transactions and preparing monthly and year-end financial
statements), the administrative agent should enter into a written agreement with that entity.
Recommended items to address in the agreement include:

[C1 Responsibility for authorizing transactions.
[C1 Responsibilities for maintaining detailed financial records and supporting documentation.
[C1 Establishment of budgetary controls.

[1 Format and level of detail of financial information to be provided by the fiscal agent to the
administrative agent.

[1 Frequency by which financial information will be provided.
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[1 Responsibility for preparation of year-end financial statements.

[C1 The fiscal agent agreement should be signed by the Administrative Agent and the Fiscal
Agent.

The administrative and fiscal agent duties listed above are recommended to enhance the FCFC’s
internal accounting and administrative controls, and facilitate its effective and efficient operation.
However, a FCFC’s oganizational structure and relationship with its administrative and fiscal agents
may require internal accounting and administrative controls above and beyond those listed above.
Ultimately, it is the FCFC’s responsibility to design and place in operation internal controls that are
adequate to enable it to maintain fiscal accountability and comply with applicable laws and
regulations.

Budgets and Financial Reporting

In addition to appointing an administrative agent, effective October 1, 1997, FCFCs are now required
to file an annual budget with their administrative agent, with copies filed with the County Auditor and
the Board of County Commissioners, unless the Board is the FCFC’s administrative agent. The
amended legislation does not specify the level of detail of the budget or a filing deadline. However,
inan effort to provide budgetary and financial reporting consistency throughout the State, the Auditor
of State recommends the following:

1. Either the County Auditor or an Educational Service Center (ESC) should be appointed by the
FCFC (or appointed by the FCFC’s administrative agent if the County Auditor or the ESC is
not the administrative agent) to serve as its fiscal agent. We believe this provides the most
effective and efficient means of accounting and budgetary integration.

2. The fiscal agent should establish separate funds within its accounting system to maintain the
FCFC activity (i.e., one fund for all unrestricted monies of the FCFC, and one fund for each
source of restricted monies of the FCFC). While FCFC activity should be presented as an

[\Agensy Fund of the fiscal agent for year-end reporting purposes, it may be necessary for the
fiscal agent to maintain the activity in another type of fund (i.e., General Fund or Special

Revenue Fund) in order to maintain integrated budget and actual information throughout the

year.

It should be the responsibility of the FCFC or its administrative agent to notify the fiscal agent
when restricted monies are received so that separate funds may be established. This
responsibility should be delineated in the administrative agent agreement.

Agency funds are
now termed
"custodial funds."
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Each FCFC fund maintained by the fiscal agent should be budgeted. Although Ohio Rev. Code
Section 5705 does not apply to FCFCs, we advise that an estimate of financial resources and
an appropriation measure be passed and filed with the fiscal agent on or near the first day of
the calendar year. We recommend the appropriation measure be prepared with the following
minimum level of detail:

Personal Services
Utilities

Contractual Services
Supplies & Materials
Capital Outlay
Miscellaneous

In addition, FCFCs should implement the same encumbering procedures as that of its fiscal
agent. The authority to initiate and approve purchase orders should be delineated in the fiscal
agent agreement.

In situations where the FCFC has appointed a not-for-profit agency to serve as the FCFC’s
fiscal agent, we advise the FCFC require the not-for-profit organization to maintain an
accounting system which allows for budgetary integration.  This requirement should be
contained in the fiscal agent agreement.

On a periodic basis, the FCFC should receive financial reports from its fiscal agent which
permit the performance of budget to actual comparisons. If necessary, the budget should be
revised to reflect changes in conditions.

For year-end fiscal agent financial reporting purposes, all FCFC funds should be aggregated
into one fund and presented as an Agency Fund on the financial statements. For FCFC financial
reporting purposes, the unrestriéied fund should be presented as the FCFC’s general fund and
each restricted fund should be presented as a special revenue fund. On the following page, we
have provided an illustrative example of an administrative/fiscal agent appointment which we
believe will be common and ifs appropriate accounting treatment.

U-have any-guestions-concerning-this-bulletinplease contac eg-Ke A

a
oror Kelly Jordan, Department of Accounting-and-Auditing-Support at 1-800-

|Custodial

Discuss with your
independent
6 |auditor.
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GASB 84 eliminated agency funds. Most often existing

agency funds will become custodial fund, however,
GASB 84 criteria should be evaluated for proper fund
classification. Unlike agency funds, GASB 84 requires

Pages 7 and 8 describe typical FCFC
operations and transactions. Pages

financial statements be presented to report custodial 9 and 10 display how these

fund activity. See AOS Bulletin 2020-003 operations and transactions might
appear in a county auditor's financial
records.

Illustrative Example

County Department of Mental Retardation and Developmental Disabilities appointed as
Administrative Agent - County Auditor serves as Fiscal Agent

On September 15, 1997, the Any County Family & Children First Council (the Council) passed a
resolution appointing the Any County Department of Mental Retardation and Developmental
Disabilities (DMRDD) as the Council’s administrative and fiscal agent efiective October 1, 1997. A
written administrative/fiscal agent agreement was entered into and signed by the Council, the
DMRDD, and the County Auditor. (Although the Council appointed the DMRDD as the fiscal agent,
the County Auditor statutorily serves as the fiscal agent for the DMRDD, therefore the fiscal agent
responsibilities are passed on to the County Auditor. As set forth in the fiscal agent agreement, the
County Auditor’s responsibility consists solely of processing transactions at the direction of the
DMRDD which is the Council’s administrative agent.). In order to carry-out the administrative
functions, the DMRDD assigned two of its employees to perform these administrative duties, in
addition to performing their normal DMRDD functions. To account for the Council’s fiscal activity
the DMRDD requested the County Auditor establish three Family & Children First Council Funds;
one for unrestricted monies, and two for different sources of restricted monies. (See Page 9)

Prior to October 1, 1997, The Helping Hand Agency, a not-for-profit agency located in the County,
served as the Council’s fiscal agent. On that date, The Helping Hand Agency remitted the balance
of the Council’s funds on deposit ($20,000) to the DMRDD. The DMRDD paid the funds into the
Family & Children First Unrestricted Fund as evidenced by a pay-in issued by the County Auditor.
As the appointed administrative agent, it was DMRDD’s responsibility to ensure the funds were
receipted into the appropriate fund with the appropriate receipt coding. (Other Receipts). This
responsibility was delineated in the written administrative/fiscal agent agreement.

During the period October 1 through December 31%, the Council received the following sources of
funding:

=

$250,000 Federal Program A - Restricted

$ 50,000 Local Match for Federal Grant A Provided By Local County Social Service
Agencies which are Members of the Council - Restricted

$200,000 Federal Program B - Restricted

$ 17,000 Administration Grant from the State of Ohio - Unrestricted

5. % 1500 Proceeds from Sale of Used Computer - Unrestricted

no

> w

As the appointed administrative agent, the DMRDD received and deposited these funds. The
DMRDD was responsible for ensuring the funds were appropriately recorded into the Family &
Children First Funds by the County Auditor.
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Illustrative Example
(Continued)

Also, since the DMRDD agreed to carry-out the federal programs on behalf of the Council, it is the
DMRDD’s responsibility to ensure that an accounting system is maintained either by the County
Auditor or the DMRDD which segregates (or otherwise adequately accounts for) the federal receipts
and expenditures by program. If the DMRDD, as administrative agent of the Council, passes these
funds through to another county agency or not-for-profit agency (i.e., subrecipient), so that they may
administer the program, it is the DMRDD’s responsibility as administrative agent of the Council, to
monitor the subrecipient to reasonably ensure the program has been administered in accordance with
all applicable federal and state requirements.

The DMRDD employees maintained a tracking system to record the number of hours worked
performing Council administrative functions by federal program and the number of hours worked
performing normal DMRDD functions. Each bi-weekly pay period, the DMRDD calculated the total
salary of the two employees which was attributable to Council administrative functions and submitted
the information to the County Auditor. At the inception of the fiscal agent agreement, it was agreed
that all DMRDD salaries attributable to Council administration would be paid bi-weekly from the
County DMRDD Special Revenue Fund and then reimbursed at year-end from Council monies. To
track the portion of salaries attributable to Council administration, the County Auditor established
a sub-account within the DMRDD salary account. During 1997, these salaries amounted to $2,000.
When reimbursed at year-end, the County Auditor recorded a “reduction of an expenditure” in the
DMRDD Special Revenue Fund and a $2,000 “Personal Services” expenditure in the appropriate
Family & Children First Fund.

During the period October 1 through December 31%, the DMRDD employees purchased $3,000 of
supplies and materials for Council administration purposes. The employees followed the same
purchasing policies and procedures as required by all County Departments. The purchases were made
from the Family & Children First Unrestricted Fund (See Page 9).  All supporting documentation
of the purchase(s) was presented to the Council for review at the next regularly scheduled Council
meeting following the purchase(s).

Asoutlined in the written administrative agent agreement, the DMRDD was responsible for preparing
monthly and year-end financial statements for the Council. To do so, the DMRDD uses the
information maintained by the County Auditor within the three Family & Children First Council
Funds. (See Page 10).



Illustrative Example - Continued

Accounting Treatment of FCFC Activity as Maintained by the County Auditor

Below are the FCFC funds which have been established by the County Auditor and

maintained on a cash basis throughout 1997.

No budgetary information is shown here as the FCFC did not adopt a budget until 1998.

RECEIPTS:
Intergovernmental Revenues
Other Receipts

TOTAL RECEIPTS

DISBURSEMENTS:
Personal Services
Utilities
Contractual Services
Supplies and Materials
Capital Outlay

TOTAL DISBURSEMENTS

EXCESS OF RECEIPTS OVER/(UNDER) DISBURSEMENTS
BEFORE INTERFUND TRANSFERS AND ADVANCES

Transfers-In
Advances-In
Transfers-Out
Advances-Out

TOTAL INTERFUND TRANSFERS AND ADVANCES

TOTAL RECEIPTS OVER/UNDER DISBURSEMENTS

BEGINNING FUND BALANCE, JANUARY 1

ENDING FUND BALANCE, DECEMBER 31

(Note: These three funds were aggregated into one fund and

reported as an Agency Fund of the County for year-end

reporting purposes.)

Family and
Children

First Council

Family and
Children

First Council

Family and
Children

First Council

Unrestricted Restricted A Restricted B
$17,000 $300,000 $200,000
21,500
38,500 300,000 200,000
2,000
3,000
5,000 0 0
33,500 300,000 200,000
0 0 0
33,500 300,000 200,000
S0 $0 $0
$33,500 $300,000 $200,000

Below is the County's DDD fund at year-end as maintained on a
cash basis throughout the year by the County Auditor.

Tickmark (A) indicates that line-item within the DDD

fund which incurred activity relating to FCFC activity as discussed
in the Example on the previous page.

(A) - $2,000 of salaries were attributable to Family & Children First
Council administration during the year. The salaries were paid bi-weekly
from this fund and line-item. At year-end, a "reduction of an expenditure”

was posted to this line-item as $2,000 was received from the Council

Unrestricted Fund.

COUNTY
SPECIAL
REVENUE
FUND
DDD
RECEIPTS:
Intergovernmental Revenues $600,000
All Other Receipts 6,000
TOTAL RECEIPTS 606,000
DISBURSEMENTS:
General Government:
Legislative & Executive
Judicial Public
Safety Public
Works Human
Services 625,000
Miscellaneous 125,000
Capital Outlay 5,000
TOTAL DISBURSEMENTS 755,000
RECEIPTS OVER/UNDER DISBURSEMENTS (149,000)
OTHER FINANCING SOURCES/USES):
Transfers-In
Advances-In
Transfers-Out
Advances-Out
TOTAL OTHER FINANCING SOURCES/(USES) 0
BEGINNING FUND BALANCE, JANUARY 1 $135,000
ENDING FUND BALANCE, DECEMBER 31 $135,000

RESERVE FOR ENCUMBRANCES, DECEMBER 31 $3,200

(A)



Illustrative Example - Continued

FCFC Financial Statement as Prepared by the DDD

No budgetary information is presented as the FCFC did not adopt a budget until 1998.

ANY COUNTY FAMILY & CHILDREN FIRST COUNCIL
STATEMENT OF RECEIPTS, DISBURSEMENTS AND CHANGES IN CASH BALANCES

FOR THE YEAR ENDED DECEMBER 31, 1997

RECEIPTS:
Intergovernmental Revenues
Miscellaneous

TOTAL RECEIPTS

DISBURSEMENTS:
Personal Services
Utilities
Contractual Services
Supplies and Materials
Capital Outlay
Miscellaneous

TOTAL DISBURSEMENTS

TOTAL RECEIPTS OVER/(UNDER) DISBURSEMENTS

BEGINNING FUND BALANCE, JANUARY 1

ENDING FUND BALANCE, DECEMBER 31

ALL GOVERNMENTAL FUNDS
(Memorandum
GENERAL SPECIAL Only)
FUND REVENUE TOTAL
$17,000 $500,000 $517,000
21,500 21,500
38,500 500,000 538,500
2,000 2,000
0
0
3,000 3,000
0
0
5,000 0 5,000
33,500 500,000 533,500
$0 $0 $0
$33.500 $500,000 $533,500
$0 $0 $0

RESERVE FOR ENCUMBRANCES, DECEMBER 31
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AUDITOR OF STATE BULLETIN 98-012
NOVEMBER 23, 1998

TO: All School Districts
All County Auditors
All County Treasurers
All County Prosecutors
All IPAs

SUBJECT:  Timing of the Adoption of the Annual Appropriation Measure by School Districts

The timing of the adoption of the annual appropriation measure by school districts continues to raise
questions. This confusion is not surprising since the answer is not addressed in a single statute but
rather through a combination of several statutes from different chapters of the Revised Code. Initial
guidance is provided by Ohio Rev. Code 85705.38 (B) and 85705.36 (B).

These statutes indicate that the annual appropriation measure should be adopted by October 1
provided the amended certificates of estimated resources or the certifications that no amended
certificates need be issued have been received from the county auditor. If the required
certificates/certifications have not been received by October 1, adoption of the annual appropriation
measure is delayed until the certificates/certifications have been received. Certificates/certifications
are issued at several times under the provisions of Ohio Rev. Code 85705.36 (B). This Bulletin
addresses two circumstances when the certificates/certifications would be issued after October 1.

One time a certificate/certification would be issued after October 1 is when the district has borrowed
against its spending reserve. This certificate/certification would not be issued until second half
personal property taxes are settled. A second time a certificate/certification would be issued after
October 1 is when the delivery of a tax duplicate is delayed under Ohio Rev. Code §323.17 because
a subdivision in your county has placed a levy on the November ballot which, if approved, will go on
the current tax list and duplicate.

If your school district is in either of these two situations, passage of the annual appropriation measure
should be delayed until the necessary certificates/certifications are received. Portions of the relevant
statutes follow.

85705.38 (B) - A school district shall pass its annual appropriation measure by October 1.
If, by October 1, the district has not received the amended certificates of estimated resources
required by division (B) of section 5705.36 of the Revised Code or certifications that no
amended certificates need be issued, the adoption of the annual appropriation measure shall
be delayed until the amended certificates or certifications are received...

85705.36 (B) - At the time of settlement of taxes against which notes have been issued under
section 133.301 or division (D) of section 133.10 of the Revised Code and at the time a tax
duplicate is delivered pursuant to section 319.28 or 319.29 of the Revised Code, the county
auditor shall determine whether the total amount to be distributed to each school district from



such settlement or duplicate, when combined with the amounts from any subsequent
settlement, will increase or decrease the amount available for appropriation during the current
fiscal year from any fund. The county auditor shall certify this finding to the budget
commission, which shall certify an amended certificate reflecting the finding or certify to the
school district that no amended certificate needs to be issued.

8319.28 - On or before the first Monday in August, annually, the county auditor shall compile
and make up a general tax list of real and public utility property in the county... On or before
the first Monday in September in each year, the auditor shall correct such lists in accordance
with the additions and deductions ordered by the tax commissioner and by the county board
of revision, and shall certify and on the first day of October deliver one copy to the county
treasurer.

8319.29 - On or before the first Monday in August, annually, the county auditor shall compile
and make up lists of the names of the several persons, companies, firms, partnerships,
associations and corporations in whose names personal property required to be entered on
the general tax list and duplicate has been listed and assessed... On or before the third
Monday in August in each year the auditor shall correct such lists in accordance with the
additions and deductions ordered by the department of taxation, and shall certify and deliver
one copy of such corrected lists to the county treasurer.

8323.17 - When any taxing authority in the county has certified to the board of elections a
resolution that would serve to place upon the ballot at a general election or at any special
election held prior to the general election but subsequent to the first Tuesday after the first
Monday in August the question of a tax to be levied on the current tax list and duplicate for
any purpose, the time for delivery of the tax duplicate to the county treasurer by the county
auditor as provided in section 319.28 shall be extended to the first Monday in December.

If you have any questions concerning this Bulletin, please contact the Local Government Services
Division of the State Auditor’s Office at {(800)-345-2519.

1614.466.4717 |
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For CARES Act expenditures see the final page of this bulletin and/or
specific guidance in the General Auditor of State FAQs at:
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AUDITOR OF STATE BULLETIN 98-013
DECEMBER 16, 1998

TO:

SUBJECT:

All City Auditors, Finance Directors and Treasurers
All Village Clerks and Treasurers

All Township Clerks

All County Auditors

All IPAs

Accounting for FEMA grants

This office has been receiving numerous questions about the proper accounting treatment for grants
received from the Federal Emergency Management Agency. The following are some general
guidelines for handling FEMA money:

A When no work has been completed at the time a check is received, your entity must:

1)

2)

Place all funds into a special FEMA fund,

Pay bills directly from the FEMA fund keeping in mind that the FEMA fund pays the
federal share of each Damage Survey Report (DSR), that is 75% (federal) of the
100% total. The remaining 25% state/local match of any bills may be paid out of the
general fund or other non-federal fund that permits expenditures for this purpose.
When the state share is received, the state money may be receipted directly into the
fund(s) from which the original payment(s) were made. As an alternative, if you wish
to keep all expenditures related to the project in one fund, money may be advanced
to the FEMA fund and repaid when the state share is received. The Auditor of State
recommends that all project expenditures be maintained in one fund.

B. When a portion or all of the work has been completed and paid for at the time the FEMA
money is received, your entity must:

1)

2)

Place all funds into a special FEMA fund,

For work completed and paid for, reimburse the fund(s) used to pay for the goods
and/or services (before the FEMA money was received). One way to repay the fund
is to reduce the expenditure in the fund making the original payment and to record the
expenditure in the FEMA fund. A second method is to have advanced money to the
FEMA fund in anticipation of the receipt of the grant. Repay the advance once the
FEMA money is received. A third approach is to transfer the FEMA money from the
FEMA fund to the fund that made the original payments.

A final alternative to repay from the FEMA fund is to create a bill from the fund that
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made the original payment to the FEMA fund. The bill should identify the invoices(s)
that were previously paid and show the portion(s) that are being charged to the
FEMA fund. This method is most useful when the original expenditures were made
in one year and receipt of the FEMA money didn’t occur until the following year.

3) For Townships and Villages on the UAN system, the system will permit any of these
procedures. Please call 1-800-833-8261 for any information on how to properly

handle these types of transactions on the UA https://
uanlink.ohioauditor.gov/

Other governments that have questions about accounting or interfund transactions
may call 1-800-345-2519. < [https://ohioauditor.gov/local.html

4) For any work not completed at the time FEMA money is received, please follow the
instruction(s) shown under A.

5) Again, please keep in mind that the Federal FEMA money is to pay 75% federal
match with the remaining 25% being paid from the state/local matching funds.

Please note that it is not necessary to create a FEMA fund for each Damage Survey Report. You
need only create this fund for the entire grant. Appropriate fund numbers are as follows:

. . - Note: AOS no
Villages Alpha-Numeric ~ Numeric longer prescribes
Spe(_:lal Rev_enue Fund B5 or B16 2901-2999 alpha-numeric fund
Capital Projects Fund D2 4901-4999 codes for villages,
i . . but does not object
Townships Alpha-Numeric Numeric i )
. 0 governments that
Special Revenue Fund 14 2901-2999 miaht still use them
Capital Projects Fund 14 4901-4999 g -

Cities and counties receiving FEMA grants should establish separate funds within their chart of
accounts.

No additional Auditor of State approval is necessary to establish the FEMA funds; only a resolution
of the legislative authority is needed.

The classification of the fund as special revenue or capital projects will depend on the nature of the
expenditures that will be made. If the expenditures are mostly for salaries or repairs, special revenue
would be appropriate. If the expenditures are for replacing fixed assets, then classify the fund as
capital projects. If expenditures will be a mixture of the two, select the fund type that reflects the
majority of the expenditures.

For all FEMA money, the correct receipt code to use is one which identifies the money as coming
from the federal government.

UAN villages will use receipt code 411 - Federal Restricted. Non-UAN villages will use receipt code
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D-141 - Federal Receipts. UAN Townships will use receipt code 511 - Federal Receipts. Non-UAN
townships will use receipt code 14-C - Other Receipts.

Questions concerning this Bulletin should be addressed to the Local Government Services Division
of the State Auditor’s Office at (800) 345-25109.

CARES Act expenditures Guidance

AOS prefers local governments utilize a Reduction of an Expenditure or Reduction of Prior Year Expenditure line-
item to move the eligible expenditure out of the fund that originally paid for it and into a new federal fund.
However, some accounting systems do not include these options. Therefore, alternatively, entities may use the
transfer line-items to reimburse eligible expenditures made in state and local funds with an allowable federal
fund.

Local governments should work with their legal counsel to determine whether interfund reimbursements
constitute reimbursements of allowable expenditures under the applicable federal program. If so, this bulletin and
the AOS Ohio Compliance Supplement Implementation Guide (“Interfund Reimbursements”) recognize an
accounting principle that permits an entity to reimburse a fund by reducing the expenditure in the fund that made
the original payment and recording the expenditure in the fund that contains the federal moneys once the federal
moneys have been received. For example, OBM has suggested this method as a way to use CRF moneys
received by a local government under HB 481 to reimburse funds that previously paid for eligible Coronavirus
Relief Fund (CRF) expenses before the funding became available.

The Auditor of State's office recommends that every local government consult its own legal counsel for advice
pertinent to the local government's particular situation to ensure that ORC 5705.14-.16 are not violated. Where
disagreement over the application of a rule or statute arises, AOS will give all due consideration to a well-
reasoned legal opinion provided by the local government's legal counsel.

Upon availability of the federal award funding, entities should use advances (if the program is operating on a
reimbursement basis) or begin posting expenditures directly to the new federal fund.
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Audit testing related to

this Bulletin is in OCS
AUDITOR OF STATE BULLETIN 99-002 step O-3.

FEBRUARY 5, 1999

TO: ALL SCHOOL DISTRICT TREASURERS
ALL EDUCATIONAL SERVICE CENTER TREASURERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: FOOD SERVICE INTEREST ALLOCATION
This bulletin clarifies the issue of food service interest allocation.

In 1997, the United States Department of Agriculture (USDA) distributed a letter (identification #
MWCN-100 NT 1) reminding all Ohio school districts operating food service programs which
receive federal funding of the following:

Federal regulations state that, “School food authorities shall maintain a nonprofit school
food service. Revenues received by the nonprofit school food service are to be used only
for the operation or improvement of such food service....(7 CFR Part 210.14(a)). 7 CFR
Part 210.2 defines revenue as, “all monies received by or accruing to the nonprofit school
food service in accordance with the State agency’s established accounting system,
including but not limited to, children’s payments, earnings on investments, other local
revenues, state revenues, and Federal cash reimbursements.” The inclusion in this
definition of a “State agency established accounting system” does not allow for State
policy which violates these federal regulations. State agencies may require specific
accounting systems, but such systems may not direct food service funds, including the
interest earned on such funds, away from the school food service account.”

Many schools have contacted our office requesting clarification of this letter and the cited
regulation. Specifically, there is a question as to whether or not the amount of interest to be
allocated to the food service program is based solely upon the amount of federal funding or total
monies within the fund. Also, there is question as to the method of allocation given the fact that
federal funding received for food service programs in Ohio is normally received on a
reimbursement basis.

We have researched the Code of Federal Regulations and have communicated directly with the
Regional Director of Financial Management for the USDA to confirm the USDA’s position given
the regulations and the manner in which food service programs are funded in the State of Ohio.
Any interest earned on the cash balance of a food service fund, whether those funds originated
from federal, state, or local sources (including transfers or advances from other funds to
temporarily assist the operation of the food service program), must be credited to that fund.

This guidance should be applied by March 1, 1999. Failure to apply this guidance after March 1,
1999, will result in the issuance of a Finding for Adjustment within the entity’s audit report if the
amount involved is greater than $100. If the amount involved is greater than $10,000 a Federal
Questioned Cost will also be reported.

If you have any questions about this bulletin, please contact the Department of Accounting &
Auditing Support at (800) 282-0370.
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Auditor of State Bulletin 99-005
March 24, 1999

TO: All City Auditors, Finance Directors and Treasurers
All Village Clerks and Treasurers
All Township Clerks
All County Auditors
All Independent Public Accountants

SUBJECT:  Accounting for FEMA Hazard Mitigation Grants

The Auditor of State’s Office recently issued a Bulletin (Bulletin 98-013) that discussed
recommended accounting procedures for FEMA Public Assistance  grants administered by the
Ohio EMA. The purpose of this Bulletin is to address the federal Hazard Mitigation Grant
Program also administered by Ohio EMA.

The program was created to assist states and local governments in implementing long term
mitigation measures after a disaster declaration. The objectives of the program are to prevent
future losses of lives and property due to disasters, to provide funding for State and local
mitigation plans and to enable mitigation measures to be implemented during a community’s
immediate recovery from a disaster.

The program can fund up to 75% of the eligible costs of an approved project. The required local
match may be cash, in kind services or materials. Funding is generally provided in advance of
program expenditures unless a recipient is designated high risk. High risk projects are funded on
a reimbursement basis. Program money must be expended within a reasonable time from receipt,
generally within thirty days. All costs associated with the program must be documented and the
local government must be able to demonstrate compliance with the local match requirements.
Specific guidelines for mitigation grants are available from the Ohio EMA, Mitigation Branch, by
calling (614) 799-3530.

The grant program should be accounted for in a separate fund. All federal money should be
receipted directly into this fund. The Auditor of State recommends that all program expenditures
be accounted for in this fund. Money representing the local share may be transferred by
resolution or ordinance into the program fund from the general fund. If the program is funded on
a reimbursement basis, the amount representing the federal share may be advanced to the program
fund from the general fund and then repaid once the federal money is received.

Appropriate fund numbers are as follows:



Note: AOS no
longer prescribes
alpha-numeric fund

Villages Alpha-Numeric Numeric codes for villages,
Special Revenue Fund B5 or B16 2901-2999 but does not object
Capital Projects Fund D2 4901-4999 to governments that

might still use them.

Townships Alpha-Numeric Numeric
Special Revenue Fund 14 2901-2999
Capital Projects Fund 14 4901-4999

Cities and counties receiving FEMA grants should establish separate funds within their chart of
accounts.

No additional Auditor of State approval is necessary to establish the FEMA funds; only a
resolution or ordinance of the legislative authority is needed. The classification of the fund as
special revenue or capital projects will depend on the nature of the expenditures that will be made.

For all FEMA money, the correct receipt code to use is one which identifies the money as coming
from the federal government.

UAN villages will use receipt code 411 - Federal Restricted. Non-UAN villages will use receipt
code D-141 - Federal Receipts. UAN Townships will use receipt code 511 - Federal Receipts.
Non-UAN townships will use receipt code 14-C - Other Receipts.

Questions concerning this Bulletin should be addressed to the Local Government Services
Division of the State Auditor’s Office at (800) 345-2519.
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AUDITOR OF STATE BULLETIN 99-006
APRIL 6, 1999

TO: Fiscal Officer of All Subdivisions
All Independent Public Accountants

SUBJECT:  Requests for New Funds

The Auditor of State receives numerous requests to establish new funds under the provisions of
Ohio Rev. Code 8§5705.12 which states:

In addition to the funds provided for by sections 5705.09, 5705.121, 5705.13,
and 5705.131 of the Revised Code, the taxing authority of a subdivision may
establish, with the approval of and in the manner prescribed by the auditor

of state, such other funds as are desirable, and may provide by ordinance or
resolution that money derived from specified sources other than the general
property tax shall be paid directly into such funds. The auditor of state shall
consult with the tax commissioner before approving such funds.

The purpose of this Bulletin is to identify when a request under this code section is required and
when a local government may create a new fund without the Auditor of State’s approval.

When Requests are Unnecessary

Approval to establish a new fund is unnecessary when the creation of the desired fund is already
authorized or required by statute. Whenever the creation of a fund is authorized or required by
statute, either specifically by name, or in general, a separate letter requesting permission to
establish the fund is not required.

Examples of specific statutory requirements are found in Ohio Rev. Code 83313.81, which
requires that school districts establish food service funds, and in Ohio Rev. Code 8§85747.50, which
requires that each county establish an undivided local government fund. Similar statutory
provisions requiring the creation of a specific fund are scattered throughout the Revised Code.

General statutory requirements for the creation of funds are found in Ohio Rev. Code 85705.09.
This code section states:

Each subdivision shall establish the following funds:
(A) General fund;

(B) Sinking fund whenever the subdivision has outstanding bonds other than
serial bonds;



(C) Bond retirement fund, for the retirement of serial bonds, notes, or
certificates of indebtedness;

(D) A special fund for each special levy;
(E) A special bond fund for each bond issue;

(F) A special fund for each class of revenues derived from a source other than
the general property tax, which the law requires to be used for a particular
purpose;

(G) A special fund for each public utility operated by a subdivision;
(H) A trust fund for any amount received by a subdivision in trust.

Based on this statute, it is unnecessary to continue to request permission from the Auditor of
State to establish a new fund when the purpose of the fund will be to record and expend the
proceeds of debt, to account for a new grant whose use is restricted to a particular purpose or to
account for money received in trust.

When Requests are Necessary

It is necessary to continue to submit requests to the Auditor of State when the creation of the
fund is not specifically authorized by statute or when the purpose of the fund is not identified in
Ohio Rev. Code §5705.09 (A) - (H). Situations in which it would be appropriate to continue to
submit requests include: 1) when management wishes to create a new fund in order to capture
additional financial information about a specific source of revenue or a specific activity; 2) when
the fund will be used to account for restricted gifts or bequests that will not be held in trust; and
3) when management wants to impose internal restrictions on the use of otherwise unrestricted
resources

Management often asks to create a new fund to determine how much revenue a specific source
generates or how money from a specific source is being spent. In circumstances where the
desired financial information can be obtained by creating additional accounts within an existing
fund, the creation of a separate fund is generally considered unnecessary. An exception to this
policy is made for requests for the creation of proprietary funds.

Proprietary funds are intended to account for activities that are similar to businesses. The activity
is at least partially financed by charges for services or goods. Rates are usually set by the
legislative authority, and the desire is to maintain accounting records which can demonstrate the
extent that charges cover the costs of providing the goods or services. This is accomplished by
tracking all revenues and the related expenses of an activity within a single fund. Requests for the
creation of a proprietary fund are usually granted.

Sending a request to establish a new fund is still appropriate when the fund will be used to



Do not classify funds holding restricted gifts as trust funds if the beneficiary is the
government. If a trust agreement designates other parties as beneficiaries, then the
fund should be classified as a trust fund. GASB 1300.108)

account for restricted gifts or bequests not held in trust=The creation of a trust fund is not
necessary to account for restricted gifts or donations; this money may be accounted for in a
special revenue fund or, if restricted to the acquisition of fixed assets, in a capital projects fund. A
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to account for restricted gifts and donations are routinely granted based on the need to
demonstrate compliance with donor restrictions.

Letters frequently request permission for a new fund based on management’s wish to place
internal restrictions on the use of otherwise unrestricted resources. These types of requests are
generally not approved. It is the policy of the Auditor of State to refuse requests when approval
would result in giving readers of financial statements the false impression that the use of the
resources in the fund is restricted. The General Assembly has begun authorizing the creation of
funds using unrestricted resources in certain specific circumstances. For example, H.B. 426
allows subdivisions to create funds for the payment of compensated absences and for the
acquisition of fixed assets. The Auditor of State does not feel it is appropriate to extend this
ability into areas where the legislature has not acted.

When responding to requests to establish new funds, the Auditor of State applies two basic
guidelines. Separate funds are justified 1) when they will provide management with additional
relevant financial information which is not obtainable using the current fund structure; and 2)
when necessary to demonstrate compliance with legal or contractual restrictions.

When the purpose of a fund created under the provisions of Ohio Rev. Code 85705.12 has been
fulfilled, the unexpended balance may be transferred to the general fund or to the bond retirement
fund, but only after the payment of all obligations incurred and payable from the fund. (See Ohio
Rev. Code 85705.14) Management may not simply modify or alter the purpose of the fund; that,
in effect, creates a new fund and would require a second approval from the Auditor of State.

To request the creation of a new fund, complete the attached form. Send the form and a copy of
the resolution or ordinance of the legislative authority authorizing the fund to:

Auditor of State’s Office http://

Local Government Services Division www.ohioauditor.gov/
88 East-Broad-Street resources/

P.O. Box-1140 AOSNotificatons.html
Columbus-Ohio 43216-1140

The request can be deemed approved if you do not receive a letter disapproving the request from
the Auditor of State’s local government services division within 30 days from the date of
submission.

Questions concerning this bulletin should be addressed to the Local Government Services
Division of the State Auditors Office at (800)-345-2519.

http://www.ohioauditor.gov/
\contact.html
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AUDITOR OF STATE
REQUEST FOR FUND APPROVAL

Replaced with the form available at:
http://www.ohioauditor.gov/resources/

. AOSNotificatons.html
Entity:

Fiscal Officer:

Phone No.:

Request Date:

Fund Requested:

Purpose of Fund:

Sources of Revenues:

Anticipated Expenditures:
(Types)

NOTE: Please attach a copy of the resolution requesting approval to establish the fund.
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AUDITOR OF STATE BULLETIN 99-008

May 13, 1999
TO: ALL TOWNSHIP CLERKS
ALL TOWNSHIP TRUSTEES
COUNTY AUDITORS
SUBJECT: TOWNSHIP OFFICERS” COMPENSATION

This bulletin clarifies recent Attorney General Opinion No. 99-015, which defined the term
“budget” for the purposes of determining township trustee and clerk compensation.

1999 Op. Att’y Gen. No. 99-015 approved and followed 1992 Op. Att’y Gen. No. 92-003 on the
issue of the definition of “budget” for the purposes of Ohio Rev. Code 8§ 505.24 and 507.09.
Opinion 99-015 stated in Syllabus one that:

“For the purposes of calculating the authorized compensation of the township
trustees and the township clerk pursuant to R.C. 505.24 and R.C. 507.09, the term
“budget” refers to the total amount of resources available to the township pursuant
to the official certificate of estimated resources or amendments to the certificate.”

Therefore, when determining what the township’s budget is, the amount of the official certificate
of estimated resources or any amended certificates should be used. Please note that the date of
the certificate, as dated by the County Auditor, is the date that should be used in determining
when any increases due to increased budgets are effective. Once the budget amount is
determined, the proper pay rate may be found in Ohio Rev. Code § 505.24 for the trustees and §
507.09 for the clerk.

Opinion 99-015 also determined “that special levies of a township are included in the budget.”
Opinion 99-015 stated in Syllabus two that:

“Special levies of a township are included in the official certificate of estimated
resources or amendments to the certificate, and thus in the township budget, for
the purposes of calculating the authorized compensation of township trustees and
the township clerk pursuant to R.C. 505.24 and R.C. 507.09.”

Therefore, special levies of a township should be included in any official certificate of estimated
resources, or any amended certificate, and in the budget for purposes of calculating compensation.

If you have any questions about this bulletin, please contact the Legal Division at (800) 282-0370.



AUDITOR OF STATE BULLETIN 99-015
SEPTEMBER 15, 1999

TO: ALL COUNTY AUDITORS
ALL COUNTY TREASURERS
ALL COUNTY SHERIFFS
ALL COUNTY CLERKS OF COURTS
ALL COUNTY RECORDERS
ALL COUNTY COMMISSIONERS
ALL COUNTY PROSECUTING ATTORNEYS
ALL COUNTY ENGINEERS
ALL COUNTY CORONERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: IN-TERM WAGE INCREASES FOR COUNTY OFFICIALS

The purpose of this bulletin is to inform county authorities of Ohio Attorney General Opinion
99-033. This opinion addressed the issue of in-term salary increases for county officials whose
salaries are based upon population-driven compensation schedules contained within the Ohio
Revised Code. The Attorney General concluded that when a county’s population increases, as
measured by the federal decennial census, an in-term county official may lawfully receive the
higher salary provided for by the consequent shift in that official’s compensation schedule.

The Attorney General was asked to opine on this issue because Ohio law contains certain
prohibitions with respect to in-term changes in salary for county officers. Chiefly, Ohio Const.

art. 11, 8 20, provides that the General Assembly “shall fix the term of office and the compensation
of all officers; but no change therein shall affect the salary of any officer during his existing term,
unless the office be abolished.” The operative word interpreted by the Attorney General was
“change.”

Relying heavily upon Shultz v. Garrett, 6 Ohio St. 3d 132, 451 N.E.2d 794 (1983), the Attorney
General interpreted “change” to mean changes in salary caused by direct legislative action upon
the compensation schedules contained in the Ohio Revised Code that act as the bases for the
county officers’ salaries. In other words, the Ohio Constitution prohibits the legislature from
effecting a change in an in-term officer’s salary by changing the underlying statute upon which the
officer’s salary is based. The Constitution does not perfunctorily prohibit a change in the salary of
an in-term county officer. As long as the statute containing the compensation schedule was in
effect prior to the commencement of an officer’s term of office and the statute provides for a
change in salary commensurate with a change in population, a county officer may receive an in-
term increase in salary.

In the case of a county auditor, county treasurer, county sheriff, common pleas court clerk,
county recorder, county commissioner, county prosecuting attorney, county engineer, or county
coroner, their respective salaries are set forth in the compensation schedules contained in Ohio
Revised Code Chapter 325. A particular officer’s salary is determined by selecting the



appropriate compensation schedule which is based on the county’s population. Generally, the
greater the county’s population, the greater the officers’ salaries will be. Although there is no
constitutional prohibition against an in-term salary increase for these officers when the county’s
population grows, there does exist a statutory bar in Ohio Revised Code § 325.22 that prohibits
reducing their salaries in-term when the population of the county decreases.

The Attorney General also addressed the attendant issue of the proper index of population data to
be used in determining the correct compensation schedules at which to set county officers’
salaries. The Attorney General concluded that the only index of population recognized by the
Ohio Revised Code is the federal decennial census. The Ohio Revised Code defines “population”
to mean that enumeration of persons as shown by the most recent regular federal census. In
examining federal censuses, the Attorney General found four types: a decennial census, a mid-
decade census, a special census, and a compilation of current population data. The opinion ruled
out current compilations of data because they are based on estimations and not on hard
enumerations. Special censuses were also discounted because they are discretionary and therefore
not “regular” in nature. Even though a mid-decade census was found to fall within the definition
of a regular federal census, the Attorney General discovered that as a practical matter, no mid-
decade census had ever been conducted. That left the federal decennial census as the appropriate
population index to use within the compensation schedules.

Therefore, according to the Attorney General’s opinion, those counties that experience an
increase in population may lawfully adjust the salaries of those in-term officers whose salaries will
be increased by a change in their compensation schedules. Where the federal decennial census
indicates a decrease in county population, however, there should be no consequent decrease in an
in-term officer’s compensation.

If you have any questions about this bulletin, please contact the Legal Division at 1-800-282-0370
or (614) 752-8683.



AUDITOR OF STATE BULLETIN 99-019
NOVEMBER 23, 1999

TO: ALL SCHOOL DISTRICT TREASURERS
ALL SCHOOL DISTRICT SUPERINTENDENTS
ALL SCHOOL BOARD PRESIDENTS
ALL VOCATIONAL SCHOOL DISTRICT TREASURERS
ALL VOCATIONAL SCHOOL DISTRICT SUPERINTENDENTS
ALL VOCATIONAL SCHOOL BOARD PRESIDENTS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: PETTY CASH ACCOUNTS
H.B. 220 (Eff. 11/2/99)

This bulletin informs school district treasurers, superintendents and boards of education of the
recently enacted Sub. House Bill 220 and Ohio Rev. Code § 3313.291, which provide for the
establishment of petty cash accounts by the board of education.

Prior to the enactment of Sub. H.B. 220 and Ohio Rev. Code § 3313.291, the Guidelines for
Developing Policies for Student Activity Programs set forth a system of rules regarding petty cash
accounts. The previous system permitted school board petty cash accounts only for small
expenditures falling within established dollar amounts. In accordance with this system, all dollar
amounts, locations and limitation of disbursements needed to be specifically addressed and all
disbursements made by check required at least the signature of the treasurer.

Furthermore, the Guidelines for Developing Policies for Student Activity Programs advised
school boards not to pay athletic official fees from the petty cash account. This advice stemmed
from Ohio Rev. Code 8§ 3313.51 which requires all school district moneys to be paid on a check
signed by the treasurer. While Ohio Rev. Code § 3313.51 continues to impose restrictions on
school district moneys, Sub. H.B. 220 and Ohio Rev. Code § 3313.291 expand school boards’
authority regarding petty cash accounts.

Under the newly enacted Sub. H.B. 220 and Ohio Rev. Code § 3313.291, the board of education
of a school district may adopt a resolution establishing a petty cash account from which a
designated district official may draw moneys by check signed by that official or by debit card for
purchases made within the district. The Revised Code requires that the resolution establishing the
petty cash account:

. specify the maximum amount of money placed in the account;

. designate district officials who may draw moneys from the account or require the
treasurer to designate such officials; AND

. specify the requirements and procedures for replenishing the account.



While Sub H.B. 220 and Ohio Rev. Code § 3313.291 appear to mirror the previous policy, the

newly enacted law broadens school boards’ authority and no longer prohibits school boards from
paying athletic official fees from the petty cash account.

If you have any questions about this bulletin, please contact the Auditor of the State’s Legal
Division at (614) 752-8683 or (800) 282-0370.



AUDITOR OF STATE BULLETIN 2000-006
MARCH 9, 2000

TO: ALL SCHOOL DISTRICT TREASURERS
ALL SCHOOL DISTRICT SUPERINTENDENTS
ALL COMMUNITY SCHOOLS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: COMPENSATION OF SCHOOL DISTRICT OFFICIALS OR EMPLOYEES BY
PRIVATE TRAVEL VENDORS

It has recently come to our attention that some public school district officials and employees who
arranged out-of-state or overnight field trips for students may have received cash compensation, gifts
or other things of value (hereafter collectively referred to as “compensation”) from the private travel
agents, tour operators and/or bus companies (hereafter “private travel vendors”) with whom the field
trips were booked. Public school district officials and employees should be aware that the receipt and
acceptance of such compensation poses significant auditing issues and may possibly pose significant
legal issues as well.

Ohio Rev. Code § 117.01(C) defines “public money” to be “any money received, collected by, or due
a public official under color of office, . . .” School district board members, superintendents,
administrators, principals and teachers are all “public officials” for the purposes of that definition.
Ohio Rev. Code § 117.01(E). When arranging, booking or approving field trips through or with
private travel vendors, school district officials and employees are acting under “color of office” as that
term is defined in Ohio Rev. Code § 117.01(A). In the situations that have come to the attention of
the Auditor of State’s Office, the compensation paid to the school district official or employee by the
private travel vendor would not have been paid but for the official or employee using the authority
of his or her public office to choose the vendor, which is then paid for the field trip with public
money. For these reasons, the Auditor of State’s Office is taking the position that any compensation
paid by a private travel vendor to a school district official or employee after the official or employee
has participated in selecting the vendor to provide a field trip is “public money” and must be remitted
to the school district.

The Auditor of State’s Office will be scrutinizing such field trips in all school district audits for the
fiscal year ending June 30, 2000. Inadvance of our audits, Boards of Education, superintendents and
treasurers should identify all field trips that were arranged or taken since July 1, 1999 and assure
themselves that any compensation received by any school district official or employee is or has been
remitted to the district. Auditors will also be examining district policies and procedures regarding
school district officials’ or employees’ receipt of compensation from any individuals or entities that
do business with the district.

School districts also should be aware that an individual district official’s or employee’s receipt of
compensation from private vendors doing business with the district may raise serious issues under one
or more of Ohio’s ethics laws, particularly Ohio Rev. Code 8§88 102.03, 2921.42 and 2921.43. The
Auditor of State’s Office has requested more definite guidance from the Ohio Ethics Commission on



the issue of whether a school district official’s or employee’s receipt of compensation from a private
travel vendor where the official or employee had a role in selecting the vendor for a field trip violates
any of the criminal statutes under Ohio’s ethics law and related statutes.

For the purposes of Ohio’s ethics laws, the Ohio Ethics Commission has ruled that Board of
Education members,* school district superintendents,? principals, and teachers* are subject to Ohio’s
ethics laws.> In addition, community schools created pursuant to Chapter 3314 of the Revised Code
are subject to the ethics laws, with some limited exceptions. Ohio Rev. Code § 3314.03(A)(11)(e).
Generally, the ethics laws prohibit a public official or a public employee from (a) using the authority
or influence of his or her public office to receive additional compensation for performing their
ordinary duties, (b) securing any interest in a public contract, or (c) receiving anything of value that
may serve to improperly influence the official in the conduct of his or her duties. See Ohio Rev. Code
88 2921.43(A), 2921.42(A) and 102.03(D), (E) and (F). These statutes are criminal statutes and
violators may be subject to jail time, fines or both.

When the Ethics Commission’s guidance is obtained, our Office will disseminate the guidance in a
future Bulletin. If you have any questions regarding any of the issues raised in this Bulletin, contact
your regional Auditor of State office or contact our Legal Division in Columbus at (800) 282-0370.

Ohio Ethics Commission Advisory Opinion Nos. 89-005 and 82-003
*Ohio Ethics Commission Advisory Opinion No. 98-003
%0Ohio Ethics Commission Advisory Opinion No. 91-006
*Ohio Ethics Commission Advisory Opinion Nos. 94-002 and 93-017

*It must be noted that the Ethics Commission has opined that teachers are considered “public
officials” under Ohio Rev. Code § 102.03 only if they perform or have the authority to perform
administrative or supervisory duties. However, teachers are considered “public officials” under Ohio Rev.
Code 88 2921.42 and 2921.43 regardless of whether they perform or have the authority to perform such
duties. Ohio Ethics Commission Advisory Opinion No. 93-017.
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DITOR OF STATE BULLETIN 2000-008

MAY 2, 2000

TO:

ALL COUNTY AUDITORS

ALL CITY AUDITORS, FINANCE DIRECTORS & TREASURERS
ALL VILLAGE FISCAL OFFICERS

ALL SCHOOL DISTRICT TREASURERS

ALL EDUCATIONAL SERVICE CENTER TREASURERS

ALL TOWNSHIP CLERKS

ALL LIBRARY CLERKS/TREASURERS

ALL JOINT FIRE DISTRICT FISCAL OFFICERS

ALL FIRE AND AMBULANCE DISTRICT FISCAL OFFICERS
ALL JOINT RECREATION DISTRICT FISCAL OFFICERS

ALL PARK DISTRICTS

ALL JOINT ADAMH FISCAL OFFICERS

ALL UNION CEMETERY DISTRICT FISCAL OFFICERS

ALL PORT AUTHORITY FISCAL OFFICERS

ALL AIRPORT AUTHORITY FISCAL OFFICERS

ALL WATER AND SEWER DISTRICT FISCAL OFFICERS

ALL TOWNSHIP WASTE DISPOSAL DISTRICT FISCAL OFFICERS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: ACCOUNTING FOR CASH BASIS LOCAL GOVERNMENTS’ PARTICIPATION

IN ON-BEHALF-OF GRANTS OR IMPROVEMENT PROJECTS?

Many local governments are the beneficiaries of programs commonly carried out or administered by
other local governments or the State. Many of these grant programs or capital improvement projects
(hereafter referred to as “program”) are administered such that the benefitting governments do not
receive cash or make disbursements as part of the program (for example, certain Issue Il or CDBG
programs). This bulletin describes the proper accounting treatment for these “on-behalf-of’ programs.

Cash Accounting

When a local government enters into an on-behalf-of program agreement with another local government
or the State (or the federal government, if applicable), whereby the local government or its residents are

the

beneficiaries under the agreement, the cash value benefit of the program received under the

agreement should be recorded as memorandum receipts and disbursements in the year on-behalf-of
disbursements are made.

This accounting treatment should only be applied when a local government or its residents are the
recipients of benefits as evidenced by an agreement or an approved program application (This might
include a consortium application where a group of local governments enter into an agreement as a
consortium and the consortium is not a legally separate entity.?) A local government should not record
any program transactions if the government has not entered into an agreement or has not been
approved for program participation as a result of its request for participation. That is, transactions should
not be recorded if the local government benefits solely as a consequence of a program carried out or

Though this Bulletin is intended primarily for cash basis local governments, local governments
reporting under Generally Accepted Accounting Principles may find this guidance helpful when
considering the application of Statement No. 24 of the Governmental Accounting Standards Board. <—

For purposes of this Bulletin, the consortium fiscal agent may use any reasonable method to allocate
receipt and disbursement activity of the consortium among consortium participants. However, be
aware that a particular grant may provide specific allocations among consortium participants in which
case those allocations should be used.

are codified in Section N 50.

There have been some amendments to
GASB 24. The current requirements



FRKruse
Callout
There have been some amendments to GASB 24.  The current requirements are codified in Section N 50.


administered by another party.

For example, suppose the Ohio Department of Transportation administers a program which widens and
repaves a five-mile section of state highway located within the Village of XYZ's boundaries. The Village
has not applied for funding or entered into an agreement related to the project 3. However, the
improvements benefit the Village by providing increased access for tourists. In this case the Village
would not record any receipts or disbursements related to the project.

Suppose, however, that the Village submits an application to XYZ County for participation in the County’s
CDBG-funded annual improvement project. The County approves the Village’s application for a sidewalk
replacement project, and the County advertises for bids, awards the contracts, and pays the vendors
directly. In this case, even though the Village did not receive any payment or make any disbursements
related to the project, the Village should record receipts and disbursements for the amount of the project
payments made on-behalf-of the Village.

Note: When a local government makes on-behalf-of program disbursements for the benefit of another
local government, the Auditor of State recommends that the disbursements be recorded as
intergovernmental. This treatment prevents two governments from reporting operating or capital
disbursements for the same grant. Also, GASB Statement No. 24 provides guidance regarding
the fund type to be used when a government receives financial assistance to spend on-behalf-of
a secondary recipient. In general, a government receiving such assistance should record the
related receipts and disbursements in a governmental fund (though a proprietary or trust fund
might also be appropriate). However, if the government has no administrative responsibility the

financial activity should be recorded in an agency fund (This would be infrequent.)

Budgetary Accounting (for entities subject to Ohio Revised Code Chapter 5705)

The legislative authority should approve, by resolution, the grant or project application and must
establish any fund(s) necessary to meet the grant or project objectives. Auditor of State permission for
fund establishment is not necessary, although it may be necessary to obtain a fund number from the
Auditor of State if one has not been previously assigned.

Once the grant is awarded or the application is approved, the fiscal officer must obtain an official
certificate of estimated resources or an amended certificate of estimated resources for all or part of the
grant or project, based on the expected cash disbursements to be made on the local government’s
behalf in the current fiscal year. Any on-behalf-of payments expected to be made in the next year should
be reflected on the next year's certificate “.

The fiscal officer shall record the appropriations in accordance with the terms and conditions of the grant
or project agreement. In addition, prior to recording the appropriations, Ohio Rev. Code § 5705.40
requires the legislative authority to pass a resolution amending its appropriation measure.

If the grant or project will be expended over a period longer than the current fiscal year, only the amount
expected 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) °.

¥ Some local governments do participate in certain ODOT projects as part of a formal agreement, with

matching requirements.

However, if the local government, with the exception of a school district, has budgeted on a project
length basis pursuant to Ohio Rev. Code § 9.34(B), the fiscal officer must obtain an official certificate
of estimated resources for the entire project length fiscal period. If the project length basis is used, the
local government would appropriate the entire project amount.

5 See footnote 4.

GASB 84 eliminated
agency funds. Most
often existing agency
funds will become
custodial fund, however,
GASB 84 criteria should
be evaluated for proper
fund classification.
Unlike agency funds,
GASB 84 requires
financial statements be
presented to report
custodial fund activity.
See AOS Bulletin
2020-003
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Other Matters

Local governments participating in on-behalf-of programs should review program documents and/or
contact the awarding entity to determine the estimated and actual on-behalf-of disbursements for the
fiscal year. These amounts should be used, respectively, for the budgetary and cash accounting
treatment described above.

For federally funded programs, application of this accounting treatment will generally be an indication
that the local government is a subrecipient of federal financial assistance, however, each agreement
must be evaluated individually. When a local government has not applied for funding or entered into an
agreement, as discussed in the ODOT example above, it will generally not be considered a subrecipient
of federal financial assistance. When determining whether or not the local government is a subrecipient
of federal financial assistance, the guidance provided by Office of Management and Budget (OMB)
Circular A-133 should be considered °.

Township officials are compensated based on annual budgets. The application of this accounting
treatment and the related budgetary accounting may alter the budget amounts on which officials’
compensation is based (see Auditor of State Bulletin 99-008.)

If you have any questions regarding this matter, please contact your regional Auditor of State’s Office.

Now included in Now in 8200.93

Uniform Guidance

‘ f 8200.502

® OMB Circular A-133-section-205-(a) states in part, that the determination of when ar{ award is
expended should be based on when the activity related to the award occurs. This section further
states, that generally, the activity pertains to events that require the non-Federal entity'to comply with
laws, regulations, and provisions of contracts or grant agreements. A-133-Section-105 defines
Subrecipient as a non-Federal entity that expends federal awards received from a pass-through entity
to carry out a Federal program, but does not include an individual that is a beneficiary of such a
program. A-133-Seection-105 defines Federal Financial Assistance to include assistance that non-
Federal entities receive or/administer in the form of grants, loans, loan guarantees, property,
cooperative agreements, interest subsidies, insurance, food commodities, direct appropriations, and
other assistance.

Under these sections, a local government should generally be considered a subrecipient when it receives
cash or non-cash assistance ynder a federal program for which the local government has significant
administrative or compliance rTsponsibiIity.

INow in §200.40. |
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AUDITOR OF STATE BULLETIN 2000-014
September 11, 2000

TO: ALL SCHOOL DISTRICT TREASURERS
ALL EDUCATIONAL SERVICE CENTER FINANCE OFFICERS
ALL LIBRARY CLERKS/TREASURERS
INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: The E-Rate Program: Single Audits and Revision to Accounting Requirements

Background
On May 7, 1997, the Federal Communications Commission (FCC) adopted a universal service order to
implement the Telecommunications Act of 1996. The Order permits eligible schools and libraries to apply
for telecommunication and related services (“E-Rate”) discounts.

Single Audit guidance is
Single Audit Considerations now in 2 CFR 200.501.

There has been uncertainty regarding whether E-rate discounts constitute Federal fipancial assistance, subject
to the single audit and reporting requirements of Offi i . The
State’s cognizant agent recently concluded that the E-rate program is not subject to OMB-Circular-A-133.
School districts, educational service centers and libraries should not include the program on their schedules
of Federal awards expenditures.

E-Rate Information

The FCC formed the Schools and Libraries Corporation (SLC) to administer the E-Rate program. Schools
and libraries must apply to SLC to participate in the program. More information regarding the E-rate
program (including the application process) is available at the following:

Schools and Libraries Corporation
P.O. Box 4217

lowa City, lowa 52244-4217

Phone: 888/203-8100

Website: www.sl.universalservice.org

Schools and libraries must use the savings discounts for telecommunications services, Internet access
or other eligible purposes. They should retain documentation supporting that the discounts were spent
for eligible purposes.

Accounting for E-Rate

This Bulletin supersedes the E-Rate guidance provided in Auditor of State Bulletin 99-007. Due to the
relatively small amounts involved, entities no longer need a separate fund to account for these credits or
reimbursements.

Entities need not record discounts paid on their behalf, through the Universal Service Fund, as a receipt and
utility disbursement.


http://www.sl.universalservice.org
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AUDITOR OF STATE BULLETIN 2000-015
SEPTEMBER 21, 2000

TO: ALL SCHOOL DISTRICT TREASURERS
ALL SCHOOL DISTRICT SUPERINTENDENTS
ALL COMMUNITY SCHOOLS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: COMPENSATION OF SCHOOL DISTRICT OFFICIALS OR EMPLOYEES BY
PRIVATE TRAVEL VENDORS

On March 9, 2000, the Auditor of State’s Office issued AOS Bulletin 2000-06, a copy of which
is attached. Our Office issued that Bulletin in response to a situation we discovered during the
audit of a school district. In that particular audit, we learned that a tour bus company had paid a
school principal after the principal had selected the company to provide an out-of-state field trip
for the school’s students. When we contacted the tour bus company for an explanation of the
payment to the principal, its representatives replied that such a payment was a standard practice.

Because of the serious implications of this practice, we decided to issue Bulletin 2000-06. In that
Bulletin, we stated that “the Auditor of State’s Office has requested more definite guidance from
the Ohio Ethics Commission on the issue of whether a school district official’s or employee’s
receipt of compensation from a private travel vendor where the official or employee had a role in
selecting the vendor for a field trip violates any of the criminal statutes under Ohio’s ethics law
and related statutes.” We also stated that when the Ethics Commission’s guidance was obtained,
we would disseminate it in a future Bulletin.

On August 16, 2000, the Ohio Ethics Commission issued its Advisory Opinion No. 2000-04 in
response to our request. A copy of the Ethics Commission’s opinion is attached for your review.
The Auditor of State’s Office urges all school district superintendents, treasurers and business
officials to carefully review the Ethics Commission’s opinion and to share the same with the
district’s legal counsel.



AUDITOR OF STATE BULLETIN 2001-001
February 9, 2001

TO: ALL COUNTY AUDITORS
ALL COUNTY CLERKS OF COURTS
ALL COUNTY COMMISSIONERS

ALL COUNTY CORONERS

ALL COUNTY ENGINEERS See the County

ALL COUNTY PROSECUTING ATTORNEYS Commissioner

ALL COUNTY RECORDERS Association's most recent
ALL COUNTY SHERIFFS advisory bulletin for

ALL COUNTY TREASURERS currently-applicable

ALL INDEPENDENT PUBLIC ACCOUNTANTS salaries.

SUBJECT: 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 CCAQ’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 CCAQ’s bulletin which we believe deserve special emphasis.

Timing of Compensation Increases

Article 11, 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
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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.

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 CCAQ’s toll free number 1-888-757-1904, or to the Auditor of State’s Legal
Division at (614) 752-8683.

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.



AUDITOR OF STATE BULLETIN 2001-004
March 15, 2001

TO: ALL SCHOOL DISTRICT TREASURERS
ALL COUNTY AUDITORS
ALL CITY FINANCE DIRECTORS
ALL CITY AUDITORS
ALL INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: 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. (Ifthe personalpropertytaxsettlement
ed-for June 30,2001 is late a asno i

232235 <) 3 <

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 Wd which by statute are available for appropriation (August, 2000 and February,

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

Government-mandated and voluntary nonexchange transactions

Credit revenue for full accrual. Credit
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 gf 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 (appl

icable 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
award should be recognizef at that time.

becomes effective). The entire

Reimbursements. The proyider offers resources on a reimbursement basis and the recipient has

incurred allowable costs under the applicable program.

Contingencies. (Applies 0+ly to voluntary nonexchange transactions). The provider’s offer of

resources is contingent upo

h 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 ow:
is required by certain CDB( grants.

h resources to a specified purpose or the environmental statement that

Examples: local government fund, fpundation 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:

[he local government and local government revenue assistance funds

are grants from the State for which rjo 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 rgceived. 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)
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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."
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modified accrual basis, depending on when the resources are received. The receivable amount will not
change.

Use of Modified v. Full Accrual Accounting

On o-broonrietarv-a

rual guidelines will

and business-type activities and extended to all fiduciary funds.

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 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.

|Now termed "deferred inflow."

Reminder
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2011-08

Executive Summary m amends this
Sections 9.833,2744.08 and 2744.081 of the Ohio Revised Code describe legal and accounting requirem indBulletin. You

subdivisions and governmental pools.! These Sections require certain subdivisions to establish separate self-insu
) . . . , . should read
funds. The Sections do not prescribe funding methods or funding amounts. Management is responsible for determ .
that adequate financial resources are available to timely pay self-insured claims. 201'1'08_|n
conjunction

These sections may require an actuary to opine on the fair presentation of certain self-insured liabilities annually, even
for some cash basis subdivisions. Actuaries are responsible only to determine that the liability was computed in
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 staifdards for actuarial reporting and (5)
includes an example risk management disclosure cash-basis subdivisions should include with their audited financial

statements.
Now OCS 1-16 and 1-17. |

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 self-
insured political subdivisions,” 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 liabil
or loss to persons or property allegedly caused by an act or omission of the p
connection with a governmental or proprietary function.

2744.081

Applies only to pools providing coverage for the payment of judgments, settlem
that arises, or is claimed to have arisen, from an act or omission of the political
connection with a governmental or proprietary function and to indemnify or hold

in damages in civil actions for injury, death,
itical subdivision or any of its employees in

t of claims, expense, loss, and damage
bdivision or any of its employees in
rmless the subdivision's employees

against such loss or damage.

5705.13(A)

Allows subdivisions with taxing authority to reserve fund equity for self insurance.

Per 2011-08, 9.833(C)(1), (2)
& (4) were amended, and now
applv 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 third-
party 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.

"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.
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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 A5 336

ﬁ (especially-336.12(b)) regarding this requirement.
2

Actuarial standards and Government Accounting Standards Board Statement 10 (GASB 10), Accounting and

Superseded by Financial Reporting for Risk Financing and Related Insurance Issues, require that liabilities be accrued not only for
AU-C 500.08 and nsured events reported by claimants, but also for incurred but not reported (IBNR) claims. For instance, an

nsured employee illness occurring prior to the balance sheet date might not be submitted to a plan for payment

500.A38 -- .48 until well after the balance sheet date. Nevertheless, the estimated insured cost of that claim is a liability as of the
(auditee-hired balance sheet date. Subdivisions and pools should use estimation / actuarial methods to estimate IBNR.
actu ary) - or AU-C 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,

620 (auditor-hired he subdivision should disclose that information in the notes to its audited financial statements. Appendix 1

actuary, if

necesasary) to test
auditee's actuarial

work.)

ncludes an example disclosure.

risk
tory requirements of Appendix 2 apply only to the extent a subdivision or pool has not transferred risk to another
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.*

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

® The Revised Code may require such interest be recorded to the general fund. See statutes related to investment earnings
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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 C50.111

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
anote 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.

Audit Considerations

Section has been updated for the November, 2023 OCS. Changes are not marked.
Sections 1-16 and 1-17 of the November, 2023 Ohio Compliance Supplement related to these Sections are revised as follows:

- The asterisked statement in Sections 1-16 and 1-17 is revised as follows:
“Reserved” means liabilities measured in accordance with accepted actuarial principles.

- Step 2 in Sections 1-16 and 1-17 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, AU-C 500.08 and 500A38 --A.48 (auditee-hired actuary)
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 1-16 and 1-17: 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 1-16 and 1-17: 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 aqualification 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. Z3 (AU 336.08) states an auditor should consider the actuary’s professional

__|Now in AU-C 500.A39
(auditee-hired actuary)
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Sections 1-16 and 1-17 of the November, 2023 Ohio Compliance Supplement related to these Sections are revised as follows:

 - The asterisked statement in Sections 1-16 and 1-17 is revised as follows:
            “Reserved” means liabilities measured in accordance with accepted actuarial principles.

 - Step 2 in Sections 1-16 and 1-17 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, AU-C 500.08 and 500A38 --A.48 (auditee-hired actuary) 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 1-16 and 1-17: 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 1-16 and 1-17: 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 aqualification related to the adequacy of disclosure.)



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
subrogation® 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, butsuch 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.

* 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

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 mav 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:

2001 2000
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 emplovee. [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:

2001 2000
Cash and investments $ $

Actuarial liabilities $ $



Note Comments

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.

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

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.

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;:
Commercial insurance coverage

A self insurance fund

Fund equity reserve for self insurance under 5705.13(A)(2)

Participates in a self insurance pool

Annual appropriations for claims costs reasonably sufficient to cover those costs.

P ac o

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.

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
toaddress 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. Supersed ed by AU-C 540.20

If the notes do notaddress management’s plans regarding a matergdeficiency, auditors should consider whether
the disclosure is sufficient (see Auditing Standards Section AY 431). Auditors should also consider whether a

going concern contingency exists (Auditing Standards Section AY 341). é—' Superseded by AU-C 570. |

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.

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:

Briefly read policies to support that coverage is current for commercial policies.

Perform the amended Chapter 6 procedures for the Ohio Compliance Supplement described in the Bulletin.
Compare the assets disclosed to similar assets in the audited financial statements.

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.

an o
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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

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 textbeek-set-aside
and/erthe 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”. i —thd i

7

7

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.

See current ORC 3317.02(F): "Formula
8 amount" means $5,900, for fiscal year 2016,
and $6,000, for fiscal year 2017.
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Bulletin 2001-006

AUDITOR OF STATE BULLETIN

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.
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TO:

ALL COUNTY AUDITORS Also see

ALL CITY AUDITORS AND FINANCE DIRECTORS amendments to
ALL COUNTY ENGINEERS this guidance in
ALL INDEPENDENT PUBLIC ACCOUNTANTS 2882'82 and

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]* 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.

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”.? 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 activities®.

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

Governments already report infrastructure assets associated with proprietary activities in the proprietary
funds.

Page 2 of 15



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 managing* 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 2007°.

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.

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
robably not managing, whereas, assessing the condition of and repairing an asset so it may be used in the
manner intended probably is “managing”.

The transition period varies depending upon the government’s 1999 revenues as defined in GASB Statement No.
34. For yovernments with such revenues of $100 million or more, the required year to fully report retroactive
infrastructyre assets is 12/31/2006. For governments with such revenues of $10 million - $100 million, the

to fully report retroactive infrastructure assets is 12/31/2007. Governments with less than $10
revenues are exempt from required retroactive reporting of infrastructure assets.

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.
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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.
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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 charges® 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 preservation’
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;

Preservation expenditures extend the useful life of an asset beyond its original estimated useful life.
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perform condition assessments® 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
approach®. 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
Political Subdivision to ﬁeport
Infrastructure Type Legal Ref. State | County | City ] Village | Township | Comment
Interstate Highway (Within Corporation Limits) ORC 5511.01, 5521.01 X 1
Interstate Highway (Outside Corporation Limits) 23 USC 116, ORC 5511.01 X
JUS Routes & State Highway In City (>5,000) Corp. Limits| ORC 5511.01, 703.01 X 1
lUS Routes & State Highway In village(< 5,000) Corp. ORC 5521.01, 703.01 X 1
Limits
US Routes & State Highway (Outside Corporation Limits) ORC 5511.01 X
Toll Road ORC 5537.17, 5537.21 X 2
County Road Outside Municipal Corporations ORC 5541.02 X 3
County Road Inside Municipal Corporations Comment 9 X X 9
City Street ORC 723.01 X
\Village Street ORC 723.01 X

8  As described in GASB Statement No. 34, 1 341, “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.
Page 7 of 15


FRKruse
Callout
Your independent auditor or regional Auditor of State's office.

FRKruse
Cross-Out


Political Subdivision to ﬁeport
Infrastructure Type Legal Ref. State | County | City | Village | Township | Comment

[Township Road ORC 5535.08 X 4
Interstate Highway Bridge 23 USC 101, 23 USC 116 X
Interstate Bridge (between two States EXCEPT bridges ORC 5501.44 X 7
from transferred from the Ohio Bridge Commission)
Interstate Bridges (transferred from the Ohio Bridge] Am. Sub. HB 98 (1982) X 8
Commission) Section 4
State Highway Bridge (Within Corporation Limits) ORC 5591.02 & OAG 74-007 X

ORC 5591.21
State Highway Bridge (Outside Corporation Limits) ORC 5511.01, 5535.01 X
County Road Bridge ORC 5591.02 & OAG 74-007 X

ORC 5591.21
[Township Road Bridge ORC 5591.21, 5535.01 X
\Village Street Bridge (with or without stream or canal) ORC 5591.02, 5591.21 X o

ity Street Bridge Not Crossing a Stream or Canal ORC 723.01 X

City Street Bridge Crossing a Stream or Canal ORC 5591.21 X
Lift Bridge (on a state highway within a municipal] ORC 5501.49 & 5591.02 X X X X 5
orporation) |See amendments regarding these bridges in Bulletins 2008-05 & 2008-07. |
Toll Bridge Built by State (part of the state—Tmgrwa K
Bystem)
Toll Bridge Built by County or City Bridge Commission ORC 5593.23 X 6
Interstate Highway Land ORC 5501.31 X
State Highway Land ORC 5501.31 X
Toll Road Land ORC 5537.04 (A)(8) & X 2

ORC 5537.06
County Road Land ORC 5535.01 (B) & X

ORC 5501.01
City Street Land ORC 719.01 & ORC 723.01 X
\Village Street Land ORC 719.01 & ORC 723.01 X
Township Road Land ORC 5535.01 (C) &0ORC X

5501.01

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. (SeeHarrisv. 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.

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

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

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

Only lift bridges necessary for state highway system are the responsibility of the state. Otherwise, the county or other person responsible for

Prior to the extinguishment of the bridge revenue bonds, the maintenance of the bridge is the responsibility of the bridge commission. State of

For bridges that connect two states, ODOT enters into an agreement, on behalf of the State of Ohio, to complete maintenance of these facilities.

2.
3.
and 5541.02.
4.
streets within the municipal corporations. See ORC 5535.01 for definitions.
5.
maintaining pavements on either end of the bridge are responsible for maintaining the lift bridge, unless otherwise specified.
6.
Ohio management is not aware of any bridge commissions operating in Ohio.
7.
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))
Aroad or highway includes "bridges, viaducts, grade separations, appurtenances and approaches on or to such road or highway." (ORC 5501.01
©)
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

Component Useful Life
Bridges 50
Roadways 25
Curbs/gutters 15
Street lights 15
Traffic signals 18
Street signs 10

133

Unweighted-average method:

Estimated Cost
$2,000,000
10,000,000

1,000,000
750,000
750,000
250,000

$14,750,000

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.
Estimated Depreciable Column 1 X
Useful Life Estimated Cost Salvage Value Cost Column 4
50 $2,000,000 $ - $2,000,000 $100,000,000
25 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
$14,750,000 $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
2001

1999
1997
1995
1993
1991
1989
1987
1985
1983
1981

The next project to be completed is the removal and replacement of 80 lane-miles of secondary roads

Total

Project Budget

$ 40,125,000
36,075,000
53,675,000
55,500,000
22,000,000
35,425,000
54,000,000
34,775,000
50,350,000
39,375,000
42,000,000

$463,300,000

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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Years of Acc. Total Acc.

Project Year Estimated Cost Depreciation Rate Depreciation

2001 $ 40,125,000 0 .04 $ 0
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 $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]) 43,349,708
Infrastructure - secondary roads 43,349,708

Infrastructure - secondary roads 45,600,000
Cash 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 $463,300,000
Retirements (43,349,708)
Additions 45,600,000

465,550,292

Depreciation Rate .04

Depreciation Expense $ 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.

Page 14 of 15



Aqge Weighted by Cost  Age Weighted by Miles

Agein Cost Cost X Number of  Miles X
Year Project Mileposts 2002 (in 000s) Age Miles Age
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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Also see related
guidance and audit

AUDITOR OF STATE BULLETIN 2001-011 tests in OCS Step
NOVEMBER 8, 2001 1-22
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 123" General Assembly
Also amended by House Bill 94, 124™ 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 company* 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 companies? 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™*

L“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.
% 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.

Page 1 of 8


FRKruse
Text Box
Also see related guidance and audit tests in OCS Step 1-22


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 custadimers 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.

According to Ohio Rev. Code Section 5727.81(C)(2) the rate of this self-assessed tax is now $.00257 per kWh
for the first 500 million kWh and $.001832 per kWh for each kWh in excess of 500 million kWh.
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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 Fund* 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 20" 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 State®.

HB 33 (135th GA), effective 10/3/23, modified this requirement from "Treasurer of State" to
"electronically."

*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.

5Payment 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 Credit

Utility Cash $10,000

Utility | Other Local Tax Revenue $10,000
(Village Code 190)

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

General | Cash $8,000

General | Other Local Tax Revenue $8,000
(Village Code 190)

Utility Other Local Tax Revenue 8,000
(Village Code 190)

Utility Excise Tax Expense 2,000

Utility Cash 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 loss® and
fixed-sum levy loss’ 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 establibh this fund, just a resolution by
the Commissioners.)

statements to be presented to report custodial fund activity. See AOS Bulletin 2020-003.

GASB 84 eliminated agency funds. Most often existing agency funds will become custodial funds; however, GASB
84 criteria should be evaluated for proper fund classification. Unlike agency funds, GASB 84 requires financial

S«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 fixed-

sum levy.

" “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 centers® 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 nota public utility engaging in the wholesale purchase and resale of electricity,
and provision of the aggregated service is not a wholesale utility transaction.® A governmental aggregator
must be subject to supervision and regulation by the Public Utilities Commission of Ohio (PUCQO) 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 located at a federal facility that enrich uranium, a qualified regeneration meter, and “qualified end
users”'%, an end user if the electricity is generated by an electric generation facility that is primarily dedicated to providing electricity to the electric
consuming facilities of the end user', and electricity generated by a self-generator'? 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 20" of the month following usage (i.e. the first
payment was due June 20, 2001) to the State.

8Electric 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

®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 The “qualified end user” exemption provided under 5727.81(D)(1)(d) applies to the manufacturing location where the qualified end user uses electricity in
a chlor-alkali manufacturing process or where 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.

" The exemption provided under 5727.81(D)(1)(e) applies to electric-consuming Page 7 Of 8 2 The electric generating facility must be sized so as to not

facilities that are sized so as to not exceed one hundred percent of the customer- exceed one hundred percent of the customer-generator's
generator's annual requirements for electric energy, that is physically annual requirements for electric energy at the time of
interconnected and integrated with the electric consuming facilities of the end interconnection.

user, and that is located on the same property on which the end user's electric-

consuming facilities are situated or on property that is contiguous to the property
on which the end user's electric-consuming facilities are situated.



VRPulley
Cross-Out

VRPulley
Text Box
The law exempts the federal government, end users located at a federal facility that enrich uranium, a qualified regeneration meter, and “qualified end users”10, an end user if the electricity is generated by an electric generation facility that is primarily dedicated to providing electricity to the electric consuming facilities of the end user11, and electricity generated by a self-generator12 from paying the kilowatt-hour tax.


VRPulley
Cross-Out

VRPulley
Text Box
10 The “qualified end user” exemption provided under 5727.81(D)(1)(d) applies to the manufacturing location where the qualified end user uses electricity in a chlor-alkali manufacturing process or where 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.


VRPulley
Text Box
11 The exemption provided under 5727.81(D)(1)(e) applies to electric-consuming facilities that are sized so as to not exceed one hundred percent of the customer-generator's annual requirements for electric energy, that is physically interconnected and integrated with the electric consuming facilities of the end user, and that is located on the same property on which the end user's electric-consuming facilities are situated or on property that is contiguous to the property on which the end user's electric-consuming facilities are situated. 


VRPulley
Text Box
12 The electric generating facility must be sized so as to not exceed one hundred percent of the customer-generator's annual requirements for electric energy at the time of interconnection.



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 procedurgs 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) 282-0870.

Now included in OCS step 1-22.
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COUNCILS OF GOVERNMENT
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VETERANS ORGANIZATIONS
COMMUNITY DEVELOPMENT CORPORATIONS
INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: DEMUTUALIZATION OF INSURANCE COMPANIES

The Prudential Insurance Company and Anthem Blue Cross and Blue Shield Insurance
Company have recently completed plans to convert from private mutual insurance com-
panies to publicly traded insurance companies (a process known as “demutualization”).
Generally, policyholders of mutual insurance companies are considered “members” of
the mutual insurance company and are entitled to vote on organizational matters such as
the election of officers. As a result of these demutualizations, eligible members of each
company will receive cash or shares of the companies' new publicly traded common
stock in exchange for their membership interests in the former mutual insurance
companies. Those eligible members who receive stock will become stockholders of the
new public insurance companies.

Members of each company should have already received information regarding their
rights as policyholders or eligible members as it relates to the two companies’ respective
conversions to publicly traded companies. The purpose of this Bulletin is to provide
guidance to public bodies regarding accounting and compliance issues related to the
distribution of stock and/or cash received by the public body as a result of these
conversions.

It is important to note that as a result of the demutualization process, some public body
employees may receive stock and/or cash directly from the insurance companies. This is
a result of the employee being deemed as having ownership rights as a member of the
mutual insurance company under the mutual insurance company’s plan of conversion.
Therefore, an employee who has received stock and/or cash directly from the insurance
company is being compensated in exchange for his or her deemed membership interest
in the mutual insurance company. As such, it would appear that those employees
receiving cash or stock directly should retain the cash or stock regardless of the public
employee’s and employer’s respective contributions to the employee’s premium in any
group policy covering the employee.

In some instances, the party eligible for the payment of cash or stock would be the public
body itself. If a public body received stock pursuant to a mutual insurance company’s
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plan of conversation, management should be advised that Article VIII, Sections 4 and 6
of the Ohio Constitution, prohibit public bodies from becoming a “stockholder in any
joint stock company, corporation or association.” That being said, Article VIII, Section 6
of the Constitution provides an exemption which allows public bodies to purchase
insurance from mutual insurance companies. Therefore, because any such Prudential or
Anthem stock initially received by a public body because of the companies’
demutualization can be said to have been derived from the public body's constitutionally
permissible purchase of insurance from a mutual insurance company, the Auditor of
State will not cite nor issue a Finding for Recovery against a public body that has
received stock in this way. However, because of the constitutional prohibition on public
bodies being stockholders in public corporations, the Auditor of State’s recommendation
is that each public body receiving stock should sell the stock at a reasonably prompt and
beneficial time at the discretion of the public body.

Public bodies that receive cash directly from Prudential or Anthem or as a result of the
sale of their stock may deposit and record it at their discretion. The Auditor of State does
not consider such monies to be a “rebate,” which would require it to be recorded in the
funds from which the insurance premiums were paid. Nor do we consider it “interest
earned on public money,” which in most cases would require it to be recorded in the
general fund. Therefore, our recommendation is that in a public meeting, the legislative
body or governing board of each public office should determine the fund into which the
cash will be recorded and that decision should be reflected in the minutes of that
meeting.

Questions regarding this Bulletin may be directed to the Legal Division of the Auditor of
State’s Office at 614-752-8683 or 1-800-282-0370.
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TO: CITY AUDITORS
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TOWNSHIP CLERKS
VILLAGE CLERKS
COUNTY ENGINEERS
INDEPENDENT PUBLIC ACCOUNTANTS

SUBJECT: PUBLIC WORKS COMMISSIONS INFRASTRUCTURE PROJECT
ACCOUNTING (ISSUE 2 MONEY)

The purpose of this advisory bulletin is to inform you of the accounting treatment for
infrastructure projects funded through the Ohio Public Works Commission (OPWC).
This bulletin updates and combines the guidance provided in prior bulletins on State
Issue 2 grants (MAS Bulletin 89-17) and the retainage on contracts (MAS Bulletin 89-11).

A - Establishment of Fund(s)

All local governments participating in Issue 2 Funds (single or multi-project grant) must,
for each project awarded, establish a capital projects fund to account for both the Issue 2
monies and local matching funds. It is not necessary to obtain authorization from the
Auditor of State to establish the fund(s) because the authority exists under Section
5705.09 of the Ohio Revised Code. The purpose of the fund is to account for the related
revenues and expenditures to the extent the local government has received benefit from
the project.

The appropriate fund numbers are: County Assigned by County
City Assigned by City
Township 14
Township UAN 4401-4499
Village D1
Village UAN 4901-4499

B - Local Government Matching Requirement

The local governments matching requirement may be satisfied with note or bond
proceeds, loans, other grants designated for the same purpose, monies available from
other funds of the local government, or labor, materials and equipment that will be
contributed to the project by the local government.

In a case where monies available from other funds (i.e., General Fund) will be used to
meet matching requirements, the local government shall transfer these monies, providing
statutory authority exists for the transfer of the monies, to the capital projects fund. If the
authority does not exist for the transfer of monies to the capital projects fund, (i.e., gas
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tax, motor vehicle registration fees, street construction, road and bridge funds) then the
local governments shall appropriate and expend its matching requirement directly from
the other fund if lawfully permitted. It is the local government’s responsibility to
establish the appropriate account codes to segregate these expenditures from the other
expenditures of the fund. Segregation of these expenditures is essential in demonstrating
compliance with the matching requirement.

In a case where the local government has approval to contribute labor, materials and
equipment, or engineering costs to meet matching requirements, all efforts should be
made to record the costs in the project fund. This situation may require interfund
billings.

C - Certificate of Estimated Resources and Appropriations

The local government shall include in its official or amended certificate of estimated
resources the amount of Issue 2 monies anticipated to be received into the project fund
during the fiscal year, along with its matching requirements, if appropriate. The fund
appropriations should include the amount necessary to meet the obligations to be
incurred during the fiscal year. If the project is not expected to be completed in the
current year, the remainder of the project must be appropriated immediately in the
subsequent year(s).

In situations when the grant or loan will be received after the expenditures have been
incurred, it is possible that the local government 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.

D - Recording of Issue 2 Monies

The OPWC will make payments to the contractor(s) for its share based on invoices sub-
mitted by the fiscal officer or to the local government as a reimbursement. For payments
made to the contractor, the State will notify the fiscal officer of the amount disbursed.
Upon receipt of this notice, each local government shall record a receipt and expenditure
in the capital projects fund equal to the amount disbursed by the OPWC.

E - Multi-Project Grants

In situations where one local government agrees to act as fiscal agent for a multi-project
grant, the fiscal agent should establish an agency fund for the collection of participating
subdivisions' matching shares, and the subsequent payments to the contractors, if the
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agreement between the subdivisions calls for the collection of matching shares. The
project manager, chief fiscal officer and chief executive officer designated in the grant
agreement are responsible for maintaining a complete set of records to account for the
complete project, including notification to each participating subdivision of revenues and
expenditures it should post to its own capital projects fund, and the basis of any
proration used. In order to accomplish this, it will be necessary to obtain either engineer
or contractor cooperation to determine which subdivision(s) benefit from each invoice,
and the respective amounts.

E - Accounting for Project Receipts and Expenditures Accurately

Each local government participating in a multi-project grant (one grant awarded to a
group of local governments) needs to be able to identify the project activity related to
their own government. Unless this information is provided to the local government by
the project manager, fiscal officer or other appropriate parties, the accounting records will
not accurately reflect the local government’s portion of the project. It will also be
necessary for each participating local government to receive this information on a timely
basis. Receiving information on a timely basis will enable the local government to record
the activity in the proper accounting period and will facilitate the preparation of accurate
financial reports.

G - Retainage Requirements

Section 153.13 of the Revised Code establishes that for contracts of $15,000 or greater, the
amount of the retainage is to be withheld from the first 50 percent of the payments made.
When the invoice which would put the project at or over 50 percent completed is
processed, the total contracted retainage amount which has been retained (8 percent from
the first 50 percent of payments) should be placed in escrow (in a separate bank account
or otherwise in conjunction with the provisions of Section 153.63 of the Revised Code).

Please note that in regard to the fund to be used, the capital projects fund can and should
account for payments and continue to hold the retainage. There is no need for a separate
fund. Rather, in the case of complying with Section 153.63 of the Revised Code, the
emphasis should be in meeting the escrow requirements.

As an example, if we assume the capital projects fund is being used and a $100,000
contract exists with a 4 percent retainage, (8 percent of the payments made up to the 50
percent point as described in Sections 153.12 and 153.14 of the Revised Code), one could
track through the escrow as follows:
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Invoice Received and Amount Retained
Payment Requested | Amount Paid No Escrow Amount in Escrow
#1 $20,000 $18,400 $1,600 -0-
2 20,000 18,400 1,600 -0-
3* 20,000 19,200 -0- $4,000
4 20,000 20,000 -0- 4,000
5 20,000 20,000 -0- 4,000

* At the third payment, the 50 percent completed point was reached and the $3,200
retained from the first 2 payments, plus the $800 from the third payment was placed in
escrow. Please note that the total retainage of $4,000 was reached from the first 50 percent
of the payments. At the 50 percent completed point, all retainage was placed in escrow.

Turning our attention to the fund involved, we find the following:

Invoice Received and Balance in Regular Balance in
Payment Requested | Fund Balance Bank Account Escrow Account
Beginning Balance $100,000 $100,000 -0-
#1 $20,000 81,600 81,600 -0-
2 20,000 63,200 63,200 -0-
3+ 20,000 44,000 40,000 $4,000
4 20,000 24,000 20,000 4,000
5 20,000 4,000 -0- 4,000
Escrow is paid -0- -0- -0-

** The 50 percent completed point is reached. The governmental entity should obtain a
monthly bank statement or other monthly accounting of the escrowed money from the
escrow agent to use as a reconciliation item in the monthly cash reconciliation.
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TO:

SUBJECT: PUBLIC WORKS COMMISSION CLEAN OHIO GRANTS

Amended Substitute House Bill No. 3, effective July 26, 2001, created the Clean Ohio
Program (the Program). The Program provides grants for “Brownfield” environmental
clean up projects and “Greenfield” open space and conservation preservation projects.

The Clean Ohio program has four sub-programs providing grants for specific purposes.
Information concerning the State agency responsible for the grants, the purpose,
applications, and the approval process can be obtained from the following:

The brownfields and open space programs require significant involvement of the district
public works integrating committees, natural resource assistance councils and the Ohio
Public Works Commission (OPWC). As part of that program, the OPWC will administer
the Clean Ohio Conservation Program, which provides grants for qualified land
acquisitions and site improvements.

Establishment of Funds

All local governments participating in any Clean Ohio grants must, for each project
awarded, establish a capital projects fund to account for both the grant monies and local
matching funds. It is not necessary to obtain authorization from the Auditor of State to
establish the fund(s) because the authority exists under Sectiorr5765:09-of the Ohio
Revised Code. The purpose of the fund is to account for the related revenues and
expenditures of the grant program.
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The appropriate fund numbers are: County Assigned by County
City Assigned by City
Township 21
Township UAN 4901-4999
Village D3
Village UAN 4901-4999

Local Government Matching Requirement

The local government’s matching requirement may be satisfied with note or bond
proceeds, loans, other grants designated for the same purpose, monies available from
other funds of the local, government, or labor, materials and equipment that will be
provided to the project by the local government. The local match may also include
in-kind contributions or the donation of equipment, land, easements, labor, or materials
necessary to complete the project.

In a case where monies available from other funds (i.e., general fund) will be used to
meet matching requirements, the local government shall transfer these monies, providing
statutory authority exists for the transfer of the monies, to the capital projects fund. If
the statutory authority does not exist for the transfer of monies to the capital projects
fund, then the local government shall appropriate and expend its matching requirement
directly from the other fund if lawfully permitted. It is the local government’s
responsibility to establish the appropriate account codes to segregate these expenditures
from the other expenditures of the fund. Segregation of these expenditures is essential in
demonstrating compliance with the matching requirement.

In a case where the local government has approval to contribute labor, materials and
equipment, or engineering costs to meet matching requirements, all efforts should be
made to record the costs in the project fund. Labor costs should be supported by time
sheets or other appropriate documentation. This situation may require interfund billings.

Certificate of Estimated Resources and Appropriations

The local government shall include in its official or amended certificate of estimated
resources the amount of Clean Ohio grant anticipated to be received into the project fund
during the fiscal year along with its matching requirements, if appropriate. The fund
appropriations should include the amount necessary to meet the obligations to be
incurred during the fiscal year. If the project is not expected to be completed in the
current year, the remainder of the project must be appropriated immediately in the
subsequent year.
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In situations when the grant will be received after the expenditures have been incurred, it
is possible that the local government 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.

Recording of Clean Ohio Grants

OPWC will make payments to the contractor(s) for its share based on invoices submitted
by the fiscal officer or to the local government as a reimbursement. For payments made

to the contractor, the OPWC will notify the fiscal officer of the amount disbursed. Upon

receipt of this notice, each local government shall record a receipt and expenditure to the
capital projects fund equal to the amount disbursed by the OPWC.

In the case of a land purchase, OPWC may disburse payment to a title agent based upon
an escrow agreement or as a reimbursement to the local government. Grant proceeds
disbursed to a title agent shall record a receipt and expenditure to the capital projects
fund equal to the amount disbursed by the OPWC.

Clean Ohio Program - Long Term Ownership and Control Requirements

Land, or rights in land acquired with funds from the Clean Ohio Conservation grants
shall remain in the ownership and control of the grant recipient in perpetuity. Any future
transfer of ownership and control must be approved in writing by the Director of the
Ohio Public Works Commission (the Director). Grant recipients shall, at the time of
transfer of land or rights to land to the grantee, record deed restrictions or conservation
easements which are commensurate with the nature and purpose of the lands, or
interests in lands, acquired as stated in the respective project application. Proposed deed
restrictions or conservation easements shall be submitted to the Director for written
approval prior to the disbursement of Clean Ohio Conservation Fund monies for the
proposed acquisition.

Recorded restrictions and conservation easements shall be perpetual and may not be
modified or extinguished without the advance written approval of the Director. A copy
of the recorded deed restrictions, or conservation easement, shall be provided to the
Director within thirty (30) days of their recording. Failure to record deed restrictions or
conservation easements approved by the Director within the 30-day time period stated
above shall require the grantee to make immediate repayment of all Clean Ohio
Conservation Fund monies disbursed for the project. Any future modification or breach
of the recorded deed restrictions or conservation easements that occur without the
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advanced written approval of the Director shall result in the imposition of a penalty on
the entity responsible for the breach equal to twice the Clean Ohio Conservation Fund
monies disbursed for the project, plus compounded interest at six percent (6%) per
annum or twice the appraised value of the property or easement, whichever is greater.

In accepting a grant from the Clean Ohio Conservation Fund, the grantee agrees to the
conditions stated above as well as the full enforcement authority of the Director of the
Ohio Public Works Commission.

Retainage Requirements

Section 153.13 of the Revised Code establishes that for contracts of $15,000 or greater, the
amount of the retainage is to be withheld from the first 50 percent of the payments made.
When the invoice which would put the project at or over 50 percent completed is
processed, the total contracted retainage amount which has been retained (8 percent from
the first 50 percent of payments) should be placed in escrow (in a separate bank account
or otherwise in conjunction with the provisions of Section 153.63 of the Revised Code.)
Local governments may be required to meet the escrow requirements from the matching
funds for the project.

Please note that in regard to the fund to be used, the capital projects fund can and should
account for payments and continue to hold the retainage. There is no need for a separate
fund. Rather, in the case of complying with Section 153.63 of the Revised Code, the
emphasis should be in meeting the escrow requirements.

As an example, if we assume the capital projects fund is being used and a $100,000
contract exists with a 4 percent retainage, (8 percent of the payments made up to the 50
percent point as described in Sections 153.12 and 153.14 of the Revised Code), one could
track through the escrow as follows:

Invoice Received and Amount Retained
Payment Requested | Amount Paid No Escrow Amount in Escrow
#1 $20,000 $18,400 $1,600 -0-
2 20,000 18,400 1,600 -0-
3* 20,000 19,200 -0- $4,000
4 20,000 20,000 -0- 4,000
5 20,000 20,000 -0- 4,000

* At the third payment, the 50 percent completed point was reached and the $3,200
retained from the first 2 payments, plus the $800 from the third payment was placed in
escrow. Please note that the total retainage of $4,000 was reached from the first 50 percent
of the payments. At the 50 percent completed point, all retainage was placed in escrow.

4
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Turning our attention to the fund involved, we find the following;:

Invoice Received and Balance in Regular Balance in
Payment Requested | Fund Balance Bank Account Escrow Account
Beginning Balance $100,000 $100,000 -0-
#1 $20,000 81,600 81,600 -0-
2 20,000 63,200 63,200 -0-
3 20,000 44,000 40,000 $4,000
4 20,000 24,000 20,000 4,000
5 20,000 4,000 -0- 4,000
Escrow is paid -0- -0- -0-

** The 50 percent completed point is reached. The governmental entity should obtain a
monthly bank statement or other monthly accounting of the escrowed money from the
escrow agent to use as a reconciliation item in the monthly cash reconciliation.

Questions concerning this bulletin may be addressed to the Local Government Services

Division at {806)-345-2519-
\_{(614)466-4717 |
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TO: All County Auditors, Commissioners & Prosecutors
All City Auditors, Finance Directors, Council Members & Treasurers
All Independent Public Accountants
All School District Treasurers
All Township Clerks & Trustees
All Village Fiscal Officers, Council Members & Clerks

SUBJECT: Expenditure of Public Funds/Proper “Public Purpose”

As you may know, government entities may not make expenditures of public
monies unless they are for a valid public purpose. This Bulletin addresses the
requirements necessary to ensure that an entity’s expenditure of public funds is for a
proper public purpose.

Ohio Attorney General Opinion 82-006, which is attached for reference, addresses
the expenditure of funds for public purposes. This opinion, citing the Ohio Supreme
Court case of State ex rel. McClure v. Hagerman, 155 Ohio St. 320 (1951), provides
guidance as to what may be construed as a public purpose. There are two criteria that
demonstrate whether an expenditure is for a public purpose. First, the expenditure is
required for the general good of all inhabitants. As stated in McClure, “[g]enerally, a
public purpose has for its objective the promotion of the public health, safety, morals,
general welfare, security, prosperity, and contentment of all the inhabitants ....” 1d. at
325. Second, the primary objective of the expenditure is to further a public purpose, even
if an incidental private end is advanced.

The determination of what constitutes a public purpose is primarily a legislative
function. As such, the decision to expend public funds “... 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.” 1982 Op. Atty. Gen. No. 82-006 (emphasis added).
With due deference to local control generally, the Auditor of State’s Office will only
question expenditures where the legislative determination of a public purpose is
manifestly arbitrary and incorrect. The Auditor of State’s Office does not view the
expenditure of public funds for alcoholic beverages as a proper public purpose and will
issue findings for recovery for such expenditures as manifestly arbitrary and incorrect.


FRKruse
Text Box
See related guidance in Bulletins 2014-02 and 2014-03,, regarding alcohol sales at agricultural society fairs and at  other public events.


Thus, to avoid an audit finding, the Auditor of State’s Office will require that
expenditures of public funds for coffee, meals, refreshments, or other amenities have
prior authorization by the appropriate legislative authority. If such prior authorization
has been given, the Auditor of State’s Office will not question the expenditure in the
course of an audit unless there is a clear indication that the legislative determination is
arbitrary and incorrect. Please note, however, the use of public funds to purchase
alcohol will be considered arbitrary and incorrect and will be cited by the Auditor
of State’s Office.

Also note, for offices that do not have a legislative approval process for these
types of expenditures, these principles still apply.

Questions concerning this bulletin should be address to the Legal Division of the
State Auditor’s Office at (800) 282-0370.

Sincerely,

Betty Montgomery
Ohio Auditor of State
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OPINION No. 82-006
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March 1, 1982

Coffee, meals, refreshments and other amenities are fringe benefits which

may properly be provided by units of local government to their employees as a
form of compensation, if authorized by the officer or body having the power to
fix the compensation of such employees.

Municipal funds may be expended to purchase coffee, means, refreshments
or other amenities for municipal officers, employees or other persons, if the
legislative body of the municipality has determined that such expenditures are
necessary to further a public purpose and if its determination is not manifestly
arbitrary or unreasonable.

The governing body of a political subdivision other than a municipality

may expend public funds to purchase coffee, meals, refreshments and other
amenities for its officers or employees or other persons if it determines that
such expenditures are necessary to perform a function or to exercise a power
expressly conferred upon it by statute or necessarily implied therefrom and if
its determination is not manifestly arbitrary or unreasonable.

Since the decision to expend public funds to purchase coffee, meals,
refreshments or other amenities is a legislative decision, [*2] it mustbe
memorialized by a duly enacted ordinance or resolution and may have
prospective effect only.

Request by: William J. Brown, Attorney General

Opinion:

The Honorable Thomas E. Ferguson
Auditor of State

88 East Broad Street, 5th Floor
Columbus, Ohio 43215

I have before me your request to clarify two opinions of this office which
address the expenditure of public funds by local political subdivisions for the
purchase of meals, refreshments, and other amenities for public officers and
employees. Your specific questions are as follows:
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1. Isthe analysis set forth in 1981 Op. Att’y Gen. No. 81-052 applicable to
units of local government other than boards of education, thus enabling them to

provide coffee, meals, refreshments, and other amenities to their employees as
fringe benefits?

2. Does the analysis set forth in 1975 Op. Att’y Gen. No. 75-008 correctly
require that under no circumstances may public moneys be expended by a
political subdivision for meals, refreshments or other amenities for officers and
employees of the political subdivision or third parties, in the local area?

3. Ifthe answer to the preceding question is in the negative, what criteria
should be applied by the Bureau [*3] of Inspection and Supervision of Public
Offices in determining, as required by R.C. 117.10, whether “public money has
been illegally expended” as a result of such expenditures?

You have indicated that your first question arises as a result of paragraph
three of the syllabus of 1981 Op. Att’y Gen. No. 81-052, which states: “A board
of education, pursuant to its general power to compensate its teaching
employees, may expend public funds to provide its teaching employees with free
lunches at the school cafeteria or with cash payments for early retirement or
for longevity of tenure with the employing school district.” Your specific
question is, therefore, whether employees of the various public employers
throughout the state may be given fringe benefits, such as coffee, meals, and
refreshments, as part of their compensation.

My conclusion in Op. No. 81-052 that a board of education could expend public
funds to provide its teaching employees with certain amenities or benefits
rested in large part on the Ohio Supreme Court’s decision in Ebert v. Stark
County Board of Mental Retardation, 63 Ohio St. 2d 31,406 N.E.2d 1098 (1980).
As Inoted in Op. No. 81-052, the Ebert court [*4] spoke in general, unlimited
terms and the rationale in Ebert, accordingly, “necessarily extends to any
creature of statute and establishes the proposition that the power to employ
includes the power to fix any fringe benefit— absent constricting statutory
authority.” nl Op. No. 81-0552 at 2-202.

nl Irecently noted, however, one exception to this general rule. In 1981
Op. Att’y Gen. No. 81-056 I opined that Ebert does not extend to state agencies
since the General Assembly has not given individual state agencies the power to
determine the compensation payable to their employees.

Of course, because a municipality is not a creature of statute, the analysis
in Ebert does not apply to the fixing of compensation by a municipal corporation
for its employees. Because compensation is a matter of substantive local
self-government, a municipal ordinance concerning compensation of municipal
employees would supersede any statutory provision in conflict with the
ordinance. See Northern Ohio Patrolmen’s Benevolent Association v. City of
Parma, 61 Ohio St. 2d 375,402 N.E.2d 519 (1980). The rationale set forth in Op.
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No. 81-052 does not, therefore, apply to municipalities [*5] as a restriction
on their authority to compensate municipal employees.

In order to answer your first question, it is necessary to determine whether
meals, refreshments and other amenities n2 (including coffee) are fringe
benefits which may properly be provided to employees of local government units
as “‘compensation,” provided, of course, that there are no constricting statutory
provisions. As Inoted in 1977 Op. Att’y Gen. No. 77-090, there is no precise
statutory or common law definition of the term “fringe benefit” as it relates to
public employees. I indicated therein, however, that a fringe benefit is
commonly understood to mean something that is provided at the expense of the
employer and is intended to directly benefit the employee so as to induce him to
continue his current employment. Madden v. Bower, 20 Ohio St. 2d 135, 254
N.E.2d 357 (1969). I am unable to be any more precise at this time. [ do not,
however, believe this imprecision is problematic with respect to your inquiry,
since [ am confident that there is little room for doubt in concluding that the
illustrative amenities set forth in your request are properly viewed as fringe
benefits when provided by an [*6] employer as an inducement to his employees to
continue their current employment. See, e.g., 1981 Op. Att’y Gen. No. 81-082
(dental and eye care insurance as a fringe benefit); 1981 Op. Att’y Gen. No.
81-052 (free lunches and cash payments for early retirement or for longevity of
tenure as fringe benefits).

n2 After receiving your request, I contacted your office to seek
clarification of what might be encompassed by the term “other amenities.” It is
my understanding that this term was intended as a reference to such non-food
items as flowers for sick employees or relatives of employees, token retirement
gifts, or meritorious service awards.

In response to your first inquiry, it is, therefore, my opinion that coffee,
meals, refreshments and other amenities are fringe benefits which may properly
be provided by units of local government to their employees as a form of
compensation, provided that there is no overriding statutory restriction to the
contrary. Of course, in order for such benefits to be properly provided, they
must be properly authorized by the local officer or body having the power to fix
the compensation for such employees, and should be uniformly granted [*7] to
all similarly situated employees. See Berenguer v. Dunlavey, 352 F. Supp. 444
(D. Delaware 1972), vacated as moot, 414 U.S. 895 (1973); Op. No. 81-082.

Your second question seeks clarification of the circumstances under which a
political subdivision may expend public moneys for meals, refreshments and other
amenities for its officers, employees or third parties. Since I have already
discussed in response to your first question the legal basis for providing such
amenities to employees as a form of compensation, I shall assume for the
purposes of this inquiry that these amenities are not intended to be provided to
the employees of the political subdivision as a form of compensation.
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You specifically seek clarification of Op. No. 75-008, where I concluded that
aboard of education may not expend public funds for lunches or dinners for
persons attending a local meeting of such board. Only two factual assumptions
were evident in that opinion. First, the meals were being provided to members
of the board of education, who are public officers. Second, the meetings in
question took place in the home destrict and did not involve travel away from
headquarters. Assuming [*8] no additional facts, I still am of the opinion
that the provision of meals in such situation would not constitute a valid
public purpose. This is not the same as saying, however, that under no
circumstances may public moneys be expended by a political subdivision for
meals, refreshments or other amenities, in the local area.

You have asked what criteria should, then, be applied in determining, as
required by R.C. 117.10, whether “public money has been illegally expended” as a
result of such expenditures. The relevant inquiry is whether the expenditure in
question constitutes a “public purpose.” Unfortunately, the problem of deciding
what constitutes a public purpose has always been difficult. The courts have
attempted no absolute judicial definition of a public purpose but have left each
case to be determined by its own peculiar circumstances. The Ohio Supreme Court
has, however, offered the following general guidelines to be applied in
determining whether a particular expenditure constitutes a public purpose. State
ex rel. McClure v. Hagerman, 155 Ohio St. 320, 98 N.E.2d 835 (1951). First, the
test is whether the expenditure is requird for the general good of all the [*9]
inhabitants. “Generally, a public purpose has for its objective the promotion of
the public health, safety, morals, general welfare, security, prosperity, and
contentment of all the inhabitants....” Id. at 325, 98 N.E.2d at 838. Second, if
the primary objective is to further a public purpose, it is immaterial that,
incidentally, private ends may be advanced. Third, the determination of what
constitutes a public purpose is primarily a legislative function, and a
legislative determination of a public purpose will not be disturbed except where
such determination is palpable and manifestly arbitrary and incorrect. Asked to
consider whether a municipal corporation could expend its funds to pay the cost
of membership in an association of municipal finance officers, the McClure court
summarized the proper inquiry as follows:

“There is no universal test for distinguishing between a purpose which is
public or municipal and, therefore, a proper object of municipal expenditure and
one which is private and, therefore, an improper object to which to devote
public money. Each case must be decided in the light of existing conditions,
with respect to the objects sought to be accomplished, [*10] the degree and
manner in which that object affects the public welfare, and the nature and
character of the thing to be done; but the court will give weight to a
legislative determination of what is a municipal purpose, as well as widespread
opinion and general practice which regard as city purposes some things which may
not be such by absolute necessity, or on a narrow interpretation of
constitutional provisions. * * * It has been laid down as a general rule that
the question whether the performance of an act or the accomplishment of a
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specific purpose constitutes a ‘public purpose’ for which municipal funds may be
lawfully disbursed rests in the judgment of the municipal authorities, and the
courts will not assume to substitute their judgment for that of the authorities
unless the latter’s exercise of judgment or discretion is shown to have been
unquestionably abused.”

McClure, 155 Ohio St. at 325-26, 98 N.E.2d at 838 (quoting 64 C.J.S. 334, 335, §
1835b). Thus, the provision of meals, refreshments or other amenities, although
invariably conferring a private benefit, may be a permissible expenditure of

public funds, ifthe legislative authority has determined that the expenditure

[*11] is necessary to further a public purpose. Confronted with a situation in
which such a legislative determination has been made, you may not find that
public money has been illegally expended, within the meaning of R.C. 117.10,
unless you have reason to believe that such determination is ““palpable and
manifestly arbitrary and incorrect.”” McClure, 155 Ohio St. at 325, 98 N.E.2d at
838 (quoting 37 Am. Jur. 734-35, § 120). On the other hand, if you have reason
to believe that the legislative body has abused its discretion in determining

that a public purpose has been served by the expenditures in question, then it

is your duty to make a finding in accordance with R.C. 117.10 so that a court
may review the matter.

Reference is made throughout the foregoing analysis to the question conferred
upon “legislative bodies” to determine what constitutes a public purpose. This
terminology is understandable because the public purpose cases have
traditionally been concerned with the power of municipalities to undertake
certain functions. I understand your present inquiry to be broader, however,
and to include counties, townships, school districts and other political
subdivisions. Itis, [*12] therefore, necessary to determine whether the term
“legislative bodies” can encompass the governing bodies in political
subdivisions other than municipalities.

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, however, that the governing
bodies of other political subdivisions are at times called upon to exercise
legislative powers or functions. For example, in Stein v. Erie County
Commissioners, 16 Ohio Misc. 155,241 N.E.2d 300 (C.P. Erie County 1968), the
court held that, when creating a regional airport authority under the provisions
of R.C. Chapter 308, the county commissioners were acting in a legislative
capacity. Similarly, in Morgan County Commission v. Powell, 292 Ala. 300, 305,
293 So0.2d 830, 834 (1974), the court held that, “[i]n the aspect of
appropriating money from the county treasury, a county governing body must be
deemed as exercising a legislative power.” Similarly, the adoption of zoning
ordinances and maps is traditionally regarded as a “legislative act.” See, e.g.,
County of Pasco v. J. Dico, Inc., [*13] 343 So.2d 83 (Fla. App. 1977); Board of
Supervisors v. Lerner, 221 Va. 30,267 S.E.2d 100 (1980). One court has found a
board of education to be a “legislative body.” Andeel v. Woods, 174 Kan. 556,
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258 P.2d 285 (1953). In Allstate Insurance Co. v. Matropolitan Sewerage
Commission, 80 Wis.2d 10, 258 N.E.2d 148 (1977), the court held that the
decisions of a matropolitan sewerage commission with respect to planning and
designing sewer systems were “legislative acts” for which the commission was
immune from tort liability. As these cases suggest, legislative power can mean
something broader than the usual 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. Board of Supervisors v. Department of
Revenue, 263 N.W.2d 227, 239 (Iowa 1978).

Relying on this broader definition of what constitutes a legislative
function, I find no reason to restrict the public purpose analysis, illustrated
by McClure, [*14] to municipalities only. Itis my opinion that a decision
properly made by the appropriate governing body of a county, township, school
district or other political subdivision to expend public funds to provide
coffee, meals, refreshments or other amentities is to be subjected to the same
analysis. This does not mean, however, that other political subdivisions are on
exactly the same footing a municipalities. Political subdivisions other than
municipalities are creatures of statute and have only such powers as are
expressly granted or necessarily implied. See, e.g., State ex rel. Shriver v.
Board of Commissioners, 148 Ohio St. 277, 74 N.E.2d 248 (1947) (board of county
commissioners, as creature of statute, has only powers expressly conferred by
statute). Consequently, such political subdivisions may make “legislative”
decisions only with respect to matters in which they have been authorized to act
by the General Assembly. The provision of meals, refreshments and other
amenities by such political subdivisions is permissible, therefore, only if the
governing body has reasonably determined that the provision of such amenities is
necessary to the performance of a function [*15] or duty or to the exercise of
apower expressly conferred by statute or necessarily implied therefrom. See
1930 Op. Att’y Gen. No. 2170, vol. I1, p. 1241.

Additionally, since the decision to expend public funds for meals,
refreshments or other amenities for persons other than employees is in a sense a
legislative decision, it must be made in accordance with the procedural
formalities governing the exercise of legislative power. Specifically, the
decision must be memorialized by a duty enacted ordinance or resolution and may
have prospective effect only. See Department of Revenue, 263 N.W.2d at 239.
See, e.g., McClure, supra.

In specific response to your questions, it is, therefore, my opinion, and you
are advised, that:

1. Coftee, meals, refreshments and other amenities are fringe benefits which
may properly be provided by units of local government to their employees as a
form of compensation, if authorized by the officer or body having the power to

fix the compensation of such employees.
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Municipal funds may be expended to purchase coffee, meals, refreshments

or other amenities for municipal officers, employees or other persons, if the
legislative [*16] body of the municipality has determined that such
expenditures are necessary to further a public purpose and if its determination
is not manifestly arbitrary or unreasonable.

The governing body of a political subdivision other than a municipality

may expend public funds to purchase coffee, meals, refreshments and other
amenities for its officers or employees or other persons if it determines that
such expenditures are necessary to perform a function or to exercise a power
expressly conferred upon it by statute or necessarily implied therefrom and if
its determination is not manifestly arbitrary or unreasonable.

Since the decision to expend public funds to purchase coffee, meals,
refreshments or other amenities is a legislative decision, it must be
memorialized by a duly enacted ordinance or resolution and may have
prospective effect only.
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Bulletin 2003-009
Auditor of State Bulletin

Date Issued: December 23, 2003

TO: All State Agencies, Boards, and Commissions
All State Universities and Colleges
All Statewide Elected Officials
Ohio Supreme Court
All County Auditors, Commissioners, and Prosecutors
All City Auditors, Finance Directors, Council Members, and Treasurers
All Independent Public Accountants
All School District Treasurers
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)

House Bill 95, the State of Ohio Operating Budget for fiscal years 2004-05,
enacted a new provision of law (ORC section 9.24), effective January 1, 2004, that
prohibits a state agency or political subdivision from awarding a contract for goods,
services or construction, which is paid for in whole or in part with state funds, to a person
against whom a finding for recovery has been issued by the Auditor of State, if the
finding for recovery is unresolved. The purpose of this bulletin is to describe the
provisions of this new law and to explain the database established by the Auditor of State
pursuant to this law.

Explanation of Findings for Recovery

ORC 9.24 defines a finding for recovery as “a determination issued by the
Auditor of State, contained in a report the Auditor of State gives to the Attorney General
pursuant to section 117.28 of the Revised Code, that public money has been illegally
expended, public money has been collected but not been accounted for, public money is
due but has not been collected, or public property has been converted or
misappropriated.”



Pursuant to ORC 117.28, when a finding for recovery is issued in an audit report,

the legal counsel for the public office is authorized to collect the public money due within
120 days after receiving the audit report. In addition, the Auditor of State is required to
notify the Attorney General of every finding for recovery. If, after 120 days, the legal
counsel for the public office has not initiated legal action to recover the public money
due, the Attorney General is authorized to bring such an action.

ORC 9.24 (B) provides that a finding for recovery is unresolved unless any of the

following criteria applies:

1.

6.

The money identified in the finding for recovery is paid in full to the state agency or
political subdivision to whom the money was owed;

The debtor has entered into a repayment plan that is approved by the Attorney
General and the state agency or political subdivision to whom the money identified
in the finding for recovery is owed. A repayment plan may include a provision
permitting a state agency or political subdivision to withhold payment to a debtor
for goods, services, or construction provided to or for the state agency or political
subdivision pursuant to a contract that is entered into with the debtor after the date
the finding for recovery was issued.

The Attorney General waives a repayment plan described in division (2) of this
section for good cause;

The debtor and state agency or political subdivision to whom the money identified
in the finding for recovery is owed have agreed to a payment plan established
through an enforceable settlement agreement.

The state agency or political subdivision desiring to enter into a contract with a
debtor certifies, and the Attorney General concurs, that all of the following are true:

(a) Essential services the state agency or political subdivision is seeking to obtain
from the debtor cannot be provided by any other person besides the debtor;

(b) Awarding a contract to the debtor for the essential services described in
division (5)(a) is in the best interest of the state;

(c) Good faith efforts have been made to collect the money identified in the
finding of recovery.

The debtor has commenced an action to contest the finding for recovery and a final
determination on the action has not yet been reached.



Auditor of State Database

ORC 9.24 (D) requires the Auditor of State to establish and maintain a database
which is accessible to the public and which lists all persons' against whom an unresolved
finding for recovery has been issued, dating back to January 1, 2001. The database is
also to list the amount of money identified in the finding for recovery. The statute
requires the Auditor of State to update the database on a quarterly basis to reflect findings
for recovery that have been resolved. Both the initial database and all updates reflecting
findings that have been resolved will be based upon written reports that the Attorney
General is to provide to the Auditor of State. All new findings for recovery will be added
to the database immediately upon being issued by the Auditor of State.

Although the statute only requires that the database be updated to reflect resolved
findings on a quarterly basis, the Auditor of State and the Attorney General have agreed
to a process to allow for more frequent updates. The Attorney General will notify the
Auditor of State in writing upon the resolution of a finding, and the Auditor’s database
will be updated upon receipt of the certification from the Attorney General.

The database required by ORC 9.24 will be accessible via the Auditor of State’s
web site, at www.auditor.state.oh.us. The web site will contain a search function,
allowing anybody to search for a specific person by name to determine if that person has
unresolved findings for recovery issued since January 1, 2001. If the person does have a
finding for recovery, the web site will provide additional information about the person
and the finding, as well as a link to the audit report in which the finding was issued.

If a public office is searching the database in order to comply with the provisions
of ORC 9.24, the web site will allow the public office to perform a certification search.
A certification search allows users to be more specific about the persons for whom they
are searching and at the end of the process, if none of the search results match the person
to whom the public office plans to award a contract, it can print off a certification page
documenting this fact for audit purposes.

In addition to searches by name, the database will allow users to obtain a
complete listing of all unresolved findings issued since 2001. The database will also
contain, for informational purposes only, all persons against whom findings for recovery
have been issued since January 1, 2001, even if those findings have been resolved. The
database will allow users to easily distinguish between resolved and unresolved findings
for recovery. Please note that only those persons who have unresolved findings for
recovery are prohibited from entering into public contracts.

"NOTE: For purposes of this draft, the use of “person” is defined an individual,
corporation, business trust, estate, trust, partnership, and association. See ORC 1.59.
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Responsibilities of a Public Office

ORC 9.24 (D) provides that before awarding a contract for goods, services or
construction, which is paid for in whole or in part with state funds, a state agency or
political subdivision is required to verify that the person does not appear in the database
established by the Auditor of State.

As mentioned above, the Auditor of State and the Attorney General have agreed
to a process that will keep the database as accurate and timely as possible. Nonetheless,
it is still possible that a person may have resolved the finding, but the finding continues to
be listed in the Auditor of State’s database as unresolved. If this occurs, the public office
should consult with its legal counsel about how to proceed.

Upon performing a certification search of the Auditor of State’s database, if the
person is not listed as having an unresolved finding for recovery, the public office may
proceed with the contract. Again, when the database shows no unresolved findings for
recovery for the person, the web site will offer users the option of printing out a
certification page that can be maintained to demonstrate compliance with ORC 9.24 (E).

Responsibilities of a Person With an Unresolved Finding for Recovery

Any person who has an unresolved finding for recovery is prohibited from
receiving a contract for goods, services, or construction, paid for in whole or in part with
state funds. As described earlier in this bulletin, ORC 9.24 (B) provides the ways in
which a finding for recovery may be resolved. A finding for recovery will not be
removed from the Auditor of State’s database until written notification of the
resolution is received from the Attorney General. Consequently, any person who
wishes to resolve a finding for recovery should contact the Attorney General’s
Office at (614) 644-1234.

We are well aware that many questions have arisen with this new legislation and
that new questions will likely continue to arise. Because many of these questions involve
legal interpretations of statute, the Auditor of State’s Office is not able to answer all of
these questions at this time. We will continue to work closely with the Attorney
General’s Office to seek clarification on these legal issues. In the meantime, state
agencies and political subdivisions should work closely with their own legal counsel to
determine how to comply with the requirements of ORC 9.24.



Again, the database of unresolved findings for recovery will be available on the
Auditor of State’s web site on January 1, 2004, at www.auditor.state.oh.us. Questions
concerning this bulletin or the Auditor of State’s database should be directed to the
Auditor’s Office at 1-800-282-0370. Questions regarding the resolution of findings for
recovery should be directed to the Attorney General’s Office at (614) 644-1234.

Betty Montgomery
Ohio Auditor of State
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Auditor of State Bulletin

Date Issued:  February 19,2004 |Updated 1/31/22 |

TO: School District and ESC Treasurers
Library Clerks\Treasurers
College and University Fiscal Officers
Independent Public Accountants

FROM: Betty Montgomery
Ohio Auditor of State
SUBJECT: Auditor of State’s Position on GASB 39 - Determining

“Significance” and “Safe Harbor”

Many Ohio governments, but especially colleges and universities,

libraries, and public school

districts, have affiliated fund-raising organizations,

such as college and university foundations, band booster organizations, friends of
the library etc., that typically are separate tax exempt entities. GASB Statement
No. 39 requires governments to evaluate whether these affiliated fund-raising
organizations should be reported as ‘“component units” of their related
governments'. GASB 39 requires such inclusion if the affiliated organization
meets all 3 of the following criteria:

«  The economic resources received or held by the separate organization

are entirely or almost entirely for the direct benefit of
the...government, its component units, or its constituents.

% The...government...is entitled to, or has the ability to...access a

majority of the economic resources received or held by the separate

organization.

% The economic resources received or held by an individual organization
that the specific..
otherwise access,

.government...is entitled to, or has the ability to
are significant to that...government.

Since GASB 39 does not define “significant” for purposes of this last
criterion, this Bulletin is being issued to describe the Auditor of State’s position

! This bulletin does not apply to public libraries that issue their financial statements using

the

\

AOS regulatory accounting basis. However, this bulletin does
apply to public libraries that issue their financial statements using
an other comprehensive accounting basis (OCBOA). (See
Required Components of Financial Statements in Bulletin 2015-07 for
a summary of the difference between the OCBOA vs. AOS
regulatory accounting bases.) [2018 update |
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on significance and to create a “safe harbor” for Ohio Entities subject to this
statement. In other words, if the affiliated organization’s resources are not
considered “significant,” then they need not report the organization as a
“component unit” of the related government and therefore, not subject to audit
under GASB 39. The Auditor of State’s position on “significance” of resources in
audits of governments that have affiliated fund-raising organizations described in
GASB Statement No. 39 is as follows:

. The Auditor of State will consider the affiliated organization as
significant for purposes of GASB 39 if its revenues\net assets per its Form 990 as
filed with the Internal Revenue Service exceed 5% of the primary government’s
total all funds’ or activities’ revenues, or net assets.

Entities whose audits are performed by an Independent Public Accountant
(IPA) would be expected to adopt this Bulletin’s safe harbor provisions or may
develop their own professional criteria for determining “significance.” Entities
that choose to develop their own criteria should document their methodology and
follow appropriate accounting principles. Furthermore, if such entities use
guidance deviating from this Bulletin, the entities and their IPAs should be

prepared to justify such departures”.

For entities audited by the Auditor of State, our office will consider

approvmg 51gn1ﬁcance” walvers for entities. Reques-ts—te—eens—rdeﬁs'deh—waﬁefs-

In determining the fund-raising organization’s total revenues for purposes

1-31-22 update:

Auditors should document
their conclusions in the
working papers after
__|evaluating all factors &
consult with the regional
chief auditor for waiver

determination.

of this “safe harbor” calculation, the Auditor of State will allow the government to
use one of two methods:

e Use the affiliated organization’s revenues\net assets from its IRS Form
990 that corresponds with the government’s fiscal year, or

e Use a 5-year running average of revenues\net assets of the
government’s affiliated organization, which will help alleviate fund-
raising spikes from affecting the calculation.

In order to use this ‘“safe harbor” when determining significance, the
government must not have been in fiscal watch or emergency pursuant to
Chapters 118 or 3316, Ohio Rev. Code or a state of fiscal watch pursuant to Ohio
Rev. Code §§ 3345.72 - .77 during any of the 5 annual periods ending with the
current fiscal year under audit.

? The determination to include or not include the affiliated organization(s) for external

financial reporting purposes under GASB 39 does not affect requirements, if any,
established by the Auditor of State to audit the affiliated organizations.
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GASB 39 is effective for financial statements for periods beginning after
June 15, 2003. For public school districts, and colleges and universities with a
June 30 fiscal year end, the effective date is for their fiscal year beginning July 1,
2003; for libraries, the effective date is the fiscal year beginning January 1, 2004.

Questions about this Bulletin may be directed to Accounting & Auditing
Support, 1-800- 282-0370.

Betty Montgomery
Ohio Auditor of State



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
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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.



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



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
125" 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
Commission at (800) 346-7682.

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 Expgfise
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.\
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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

Refer to Bulletin
2020-005

Synopsis
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)) * to audit Community Based
Correctional Facilities (CBCFs).

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.

. 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).

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.)

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
PART 200—UNIFORM ADMINISTRATIVE REQUIREMENTS,
|$750’000 | 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).
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__[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.

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.

Auditing /42301-56@) |

HB 510 amends Ohio Rev. Code 8§ 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 year® 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.

OAG Opinion 2004-03 suggested
3 CBCFs have adopted fiscal years ending June 30. legislation to address this. Legislation

such as HB 162 from the 126th G.A.
2 amended RC 2301.51 -- .58.
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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 organization 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:

CROSSWAEH CBCF, Seneca County

Summit County CBCF

Mahoning County CBCF

Community Correctional Center, Butler County

* 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

CBCEFs 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.
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Revised: See link to Uniform
Guidance on first page of this

bulletin.
Federal Single Audits \[

Federal of Mana and-Budget (OMB) Circula 33 requires
annual audits for any government spending more than $300,000° 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
CBCEF 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 pass-
through 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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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 2003-0009.

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.



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

« 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. I, 8 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,
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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 self-
insurance 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.



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



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 [PAs.
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 contracts' immediately to AOS’s Chief Auditor of Audit
Iministrati he follow; dress: X

i . http://
Auditor-of State-of Ohio _
Attn: Robert Greenwalt. www.auditor.state.oh.us/
gg_E.aSt_Bl:gad_St_pa@,t ’ ipa/contracting.html
P.O- Box 1140
Columbus;-Ohio43216-1140

For those audits under existing contracts, AOS will require t
of the audited statements and any accompanying reports (e.
above address.

paol to also submit a copy
., mgnagement letters) to the

IPA Registration Process

IPAs wishing to bid for audits of insurance pools must register with AOS by
completing an Audit Firm Data Sheet,” available from/any regiorjal office and also posted
to the AOS website, www.auditor.state.oh.us, under rganizattig?S IPA Resources. The
IPA should return the completed sheet to the attentigh of 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 includg/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 informat_ion,_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.
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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 actyari d other reporting
requirements of Ohio Rev. Code sections 9.833 and 2744.081, there 1s no-requirement in
Ohio Admin. Code Section 117-2-03(B) for insurance pog¢ls to follow generally accepted
accounting principles (GAAP). However, considering idsurance pools must have
accurate information regarding accrued liabilities (sugh 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).? 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,

? 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).
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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

AUd a a A a A Admin 2 On—a !!! Q

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

Betty Montgomery
Ohio Auditor of State
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Updated by 131st GA, HB 2, effective 2/1/16:

- Requires a management company/operator that receives more than 20% of the gross annual revenues of a community school to
provide a detailed accounting, include the nature and costs of the good and services it provides to the school, and subjects that
information to verification through the auditing process.

- Prescribes the level of detail that must be presented in the detailed accounting based on current USAS expenditure coding
requirements.

This Bulletin applies post-2016 amendment. See current guidance in AOS OCS 4B-2 2-5.

Bulletin 2004-009
Auditor of State Bulletin

Date Issued: October 27, 2004

TO: All Community Schools
FROM: Betty Montgomery
Ohio Auditor of State

SUBJECT: Mandatory New Community School Footnote
Disclosures for Management Companies

Background

Community schools frequently outsource significant administrative and instructional
services to management companies. These schools’ financial statements often present amounts
paid to a management company in one income statement caption. Although this caption often
represents well over half of a school’s total expenses, it does not provide sufficient detail as to
how the school’s money was spent.

Pursuant to an amendment to the Ohio Revised Code, certain community schools using
management companies are now required to more fully disclose accounting information
regarding the nature and costs of services provided by these companies. This Bulletin describes
the amended law, how schools should follow the law, and how the Auditor of State’s Office
(AOS) will audit these disclosures.

The Legal Requirement

House Bill 364 took effect on April 8, 2003, and added Ohio Rev. Code § 3314.02.4.
This new Section states:

A management company that provides services to a community school that
amounts to more than twenty per cent of the annual gross revenues of the school
shall provide a detailed accounting including the nature and costs of the
services it provides to the community school. This information shall be
included in the footnotes of the financial statements of the school and be subject
to audit during the course of the regular financial audit of the community school.

(emphasis added)
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Footnote Disclosure

Community schools paying more than 20 percent of their gross revenues to a
management company must add a new footnote to their audited financial statements
beginning with the year ending June 30, 2005.

This footnote should list management company expenses during the year by
object codes (e.g., salaries, supplies, etc.). Pursuant to Ohio Rev. Code § 3314.03(A)(8),
community schools are required to use the Uniform Schools’ Accounting System
(USAS), which requires classifying costs by function and object codes. Therefore,
community schools should be familiar with this accounting method.

Furthermore, this footnote should differentiate between the direct costs and the
overhead costs that a management company allocates to a community school. To
demonstrate the manner in which management expenses should be presented, this
Bulletin includes an example footnote disclosure as Appendix A.

Auditing the Footnote

Because the Legislature mandates the disclosure of this information (i.e.,
management company expenses for community schools) and because it equals at least 20
percent of a community school's revenue, AOS deems the information material and
therefore, it requires audit assurance.

The management company may elect to have AOS audit this information at the
management company. AOS will examine the books, records, and other supporting
documentation prepared and maintained by the management company.

Alternatively, AOS will accept a management company's independently audited
financial statements as meeting the requirements of Ohio Rev. Code § 3314.024,
provided the audit meets the audit and disclosure requirements set forth in this Bulletin,
as applicable to the specific community school.

Where a management company’s sole business is providing services to one
community school, the company’s audited statements should suffice, if the statements
classify expenses in substantial conformance with USAS object codes.

" A listing of object codes from USAS appears beginning on page 27 of the May, 2003 USAS Users
Manual. You can access this manual at www.auditor.state.oh.us , under Publications, Local Government
Manuals and Handbooks.




Where a management company manages more than one community school or has
other “lines of business” in addition to managing a community school, AOS will require
a statement showing direct and allocated indirect (e.g., overhead) expenses for each
school. The companies should present this statement in a combining or consolidating
format (i.e., present a column for each school). Additionally, the American Institute of
Certified Public Accountant’s (AICPA) audit and accounting guide, Not-for-Profit
Organizations, sections 14.09 and 14.10 permits organizations to present this as
supplemental information. Notes to the supplemental information should briefly describe
the method used to allocate overhead costs. Since overhead allocations require subjective
judgment, their amounts and allocation method should be considered disclosures of
higher inherent risk.

The management company’s audit opinion must extend to the combining or
consolidating columns. Auditors of management companies must set their materiality
threshold to include assurance the supplemental information for each school is not
materially misstated.” Opinions that report only on the individual school statement’s fair
presentation in relation to the management company’s basic financial statements® do not
provide sufficient audit assurance, unless accompanied with an agreed-upon procedures
report related to the supplemental information. See Appendix B for procedures to which
AOS would agree.

Failure to Comply

Since AOS deems this information material, failing to provide an adequate level
of audit assurance (as described above) will require AOS to qualify a school’s statements
for omitting a required disclosure, or will require a scope qualification for an inability to
audit the footnote. Finally, AOS will report this as material noncompliance with Ohio
Rev. Code § 3314.02.4.

If you have any questions regarding this Bulletin, please contact AOS’s
Accounting and Auditing Support Group at (800) 282-0370.

Betty Montgomery
Ohio Auditor of State

? This is permitted by Codified Auditing Standards AU 551.19* (also see footnote 8 to AU 551.16). This
lower materiality threshold is similar in concept to an auditor opining on individual funds rather than the
opinion units of a government’s financial statements. See paragraphs 4.29, 4.30, 14.47 and Appendix 14 A,
Example 12 of the AICPA’s Audits of State and Local Governmental Units.

? See Codified Auditing Standards AU 551.12 or 551.18 for examples.
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Appendix A (page 1 of 2): Example Footnote Disclosure

Note XX Management Company Expenses
For the years ended June 30, 2006 *and 2005, > ABC Management Company incurred
the following expenses on behalf of the School.

Expense 2006 2005
Direct expenses:
Salaries & wages (100 object codes)
Employees’ benefits (200 object codes)
Professional & technical services (410 object codes)
Property services (420 object codes)
Travel (430 object codes)
Communications (440 object codes)
Utilities (450 object codes)
Contracted craft or trade services (460 object codes)
Tuition paid to other districts (470 object codes)
Transportation (480 object codes)
Other purchased services (490 object codes)
Books, periodicals & films (520, 530, 540 objects)
Food & related supplies (560 object codes)
Other supplies (510, 550, 570, 580, 590
object codes)
Depreciation (Depreciation on assets
capitalized under object
codes 600, 700)
Interest (Object code 820)
Judgments (Code 860)
Other direct costs (All other object codes)’
Indirect expenses:
Overhead
Total expenses

Note: AOS will accept minor departures from USAS object codes. The USAS manual provides
additional definitions and examples of expenses these object codes describe.

* AOS requires only 2005 information with June 30, 2005 audits. For the next fiscal year, present this
information comparatively if the statements are comparative, as Chapter 2A of Accounting Research
Bulletin No. 43 suggests.

> If a management company’s fiscal year does not end on June 30, the footnote should include information
for its fiscal year ending during the school’s fiscal year. For example, a school would report a management
company’s expenses for a fiscal year ended December 31, 2004 in the school’s audited statements for fiscal
year ending June 30, 2005. Modify the footnote dates accordingly.

% A management company can omit object codes comprising less than 3% of its total expenses, and classify
those costs with “other direct costs.” For example, if a school’s transportation costs were less than 3% of
total expenses, it is permissible to classify those costs as “transportation” or “other direct costs.”



Appendix A (page 2 of 2): Example Footnote Disclosure

Note XX Management Company Expenses (concluded)
ABC Management Company charges expenses benefiting more than one school (i.e.,
overhead) pro rata based on revenues the Company receives from each school it manages.

(Briefly describe the method used to assign overhead expenses. Modify this example as
needed.)



Appendix B (page 1 of 2): Agreed Upon Procedures Guidelines

A management company may decide to issue financial statements for which its
independent auditors have only opined on the fair presentation of individual community
school expenses by object code in relation to the company’s basic statements taken as a
whole. As this Bulletin describes, this does not provide AOS with enough assurance to
provide an unqualified opinion on a community school’s disclosure of management
company expenses. However, we can accept this presentation if the auditor provides us
an agreed-upon procedures report following these guidelines.

1. The engagement should follow Chapter 2, Agreed-Upon Procedures
Engagements, from the AICPA’s Statement on Standards for Attestation
Engagements No. 10 (SSAE 10).

2. Per SSAE 10, 2.11, AOS will be a specified party permitted to rely on the report.

3. Asaspecified party, AOS requires the following procedures:

a.

Haphazardly or randomly select 100 direct nonpayroll expense
transactions (checks, EFTs, etc.) the management company charged to its
community schools.

Compare the amount charged to the school to supporting documentation,
including a canceled check (or EFT documentation, etc.) and vendor
invoice, supporting that the cost:

i. Is a direct expense benefiting the school.

ii. Isrecorded for the proper amount for the proper period in the
accounting system.
iii. Is charged to a proper object code.
Haphazardly or randomly select 100 direct payroll expense transactions,
including salaries and benefits the management company charged to its
community schools.

Compare the amount charged to the school to supporting documentation,
including a canceled check and to personnel files supporting that the cost:
i. Is a direct expense paid to an employee for services provided

solely to the school
ii. Is the cost recorded for the proper amount for the proper period in
the accounting system
iii. Is the cost charged to a proper object code
Haphazardly or randomly select 100 expense transactions assigned to any
indirect cost pool.

1. Compare the transaction to source documentation, such as vendor
invoice, personnel file, etc. supporting the cost indirectly benefits
the schools or other activities to which it is allocated.

ii. Determine the transaction is recorded for the proper amount for the
proper period in the accounting system.
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4.

Appendix B (page 2 of 2): Agreed Upon Procedures Guidelines

iii. Obtain an understanding of the method the management company
uses to pool and assign indirect costs to individual schools.
Recompute selected allocations for conformity with the method.

iv. Compare the results from steps e.(i.) through e.(iii.) with the
overhead allocation disclosure in the footnote. Report any material
departures from the footnote description in terms of the actual
method used and any projected dollar effects of the departure.

As stated in SSAE 10, 2.25, auditors should report all instances of
noncompliance, such as costs charged to a school where documentation does not
support it directly benefited the school, or for which insufficient documentation
exists.

AOS will judge whether any noncompliance reported in the agreed-upon
procedures report requires the opinion to be qualified regarding the footnote.



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 21° Century Act

This Bulletin discusses key provisions of the federal “Check Clearing for the 21% Century
Act” (Check 21),* 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

v'contains an image of the front and back of the original check;

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



v" bears a magnetic ink character recognition (MICR) line containing all of the
information appearing on the original check’s MICR line, with certain exceptions;

v conforms, in paper stock, dimension, and otherwise, with generally applicable
banking industry standards for substitute checks; and

v' s 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 [CD-
ROM 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 Code? 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 request® 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

v 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.

¥ Banks may require these requests in writing.



The AOS encourages positive pay
as a method to combat certain
cybercrimes.

v 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.

v' 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.

v" 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™ and remove® the original cancelled checks [or warrants] and, in turn, work with their
bank to create electronic images or substitute checks® for further processing. Units of general
Iocal government as deflned mclude cities; countles V|Ilages and townships. Wh#en—lenet

eapaeuy- AQOS recommends that governments that |ntend 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).

* 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.”

% “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.

® 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.
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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
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Auditor of State

Betty Montgomery
Bulletin 2005-003

Auditor of State Bulletin

Date Issued: May 24, 2005

TO: All Common Pleas Courts
All County Courts
All Juvenile Courts
All Mayors Courts
All Municipal Courts
All Probate Courts
All Clerks of Common Pleas Courts
All Clerks of County Courts
All Clerks of Juvenile Courts
All Clerks of Mayors Courts
All Clerks of Municipal Courts
All Clerks of Probate Courts
All City Auditors and Finance Directors
All County Auditors
All Independent Public Accountants

FROM: Betty Montgomery
Ohio Auditor of State

SUBJECT: Clarification Regarding Use of Court Computerization Fees

The purpose of this Bulletin is to clarify guidance offered by the Auditor of State’s Office
(AOS) contained in Bulletins 93-02 and 97-019 concerning permissible expenditures of
additional computerization fees charged by the courts. The authority to charge additional
computerization fees is derived from Ohio Rev. Code (ORC) § 2303.201 for common pleas
courts; ORC § 2301.031 for domestic relations divisions; ORC § 1907.261 for county courts;
ORC § 1901.261 for municipal courts; ORC § 2101.162 for probate courts; ORC § 2151.541 for
juvenile courts; and ORC § 2153.081 for the Cuyahoga County juvenile court.

In Bulletin 97-019, the AOS opined that similar computerization fees can be charged by
mayor’s courts. In addition, Bulletin 97-019 provided further guidance regarding a court’s
ability to assess fees to computerize either the court itself or the clerk of court’s office.

Both bulletins include a list of areas where courts can spend revenue from their
computerization fees. According to the list contained in Bulletin 97-019, courts can spend
computerization fee revenue on “staff expenses related to operating the computer system,
including fringe benefits.”' Some courts which are charging additional computerization fees

! Similarly, Bulletin 93-02 indicates that these fees can be used to pay for “staff to operate the computer system,
including fringes.”



have interpreted this statement in prior Bulletins to mean that the fees can be used to pay for the
wages of any court employee who uses a computer.

While Bulletin 97-019 points out that the list of permissible expenditures should not be
considered exhaustive and that courts should use the list as a guide, it is the AOS’s opinion that
revenue from these fees cannot be used to compensate any employee of the court who happens to
use a computer in the ordinary course of his or her duties. Rather, the AOS believes that in
providing for additional fees as specified in the relative code sections, the Ohio Legislature
intended that such fees are to be used for procuring and maintaining computer systems or for
computerization of the courts. This would include procurement of services for the installation,
update, and maintenance of the court’s computer system (e.g., computer programmers or
computer engineers). Such services may be provided by employees or staff of the court and, in
such circumstances, fees could be expended for employee or staff expenses as properly
documented to demonstrate the percentage of time spent on such activities. However, employees
and staff should not be compensated from computerization fees when utilizing the court’s
computer systems as end-users.

If you have any questions regarding the information presented in this Bulletin, please
contact the AOS Legal Division, at (800) 282-0370.

Betty Montgomery
Ohio Auditor of State
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Betty Montgomery
Bulletin 2005-004

Auditor of State Bulletin

Date Issued: July 19, 2005

TO: County Auditors
County Engineers
County Recorders
County Treasurers
County Clerk of Courts
County Coroners
County Prosecuting Attorneys
County Sheriffs
County Commissioners
County ADAMH Services Boards
County Departments of Job and Family Services
County Family and Children First Councils
County Children Service Boards
County Child Support Enforcement Agencies
County Hospitals
County Boards of Health
County Administrators
County MRDD Boards
Independent Public Accountants

FROM: Betty Montgomery
Ohio Auditor of State

SUBJECT: Payment for Unused Sick Leave upon Separation

On May 12, 2005, the Ohio Attorney General issued opinion 2005-020 to clarify the
ability of a county office, department, commission, or board to establish a policy that permits an
employee to receive payment for accrued, unused sick leave upon separation (other than
retirement). The opinion was written in response to a request by the Williams County Prosecutor
who sought guidance on sick leave payout policies for the Williams County Sheriff’s Office.
This opinion may affect the operations of various county offices, departments, commissions, or
boards who receive at least one-half of their funding from the county general fund and who are
the appointing authority authorized to hire personnel and fix their compensation, including fringe
benefits.

In general, Revised Code § 124.39 establishes the procedures for paying accrued, unused
sick leave to employees of political subdivisions. Revised Code § 124.39(C), in part, authorizes
a political subdivision to adopt a policy “permitting an employee to receive payment upon a



termination other than retirement,” and specifically requires that a policy offering a sick leave
payout under division (C) of this section must be adopted in one of the following ways:

(1) By resolution of the board of county commissioners for any office,
department, commission, or board that receives at least one-half of
its funding from the county general revenue fund;

(2) By order of any appointing authority of a county office, department,
commission, or board that receives less than one-half of its funding from
the county general revenue fund. Such office, department, commission, or
board shall provide written notice to the board of county commissioners of
such order; or

(3) As part of a collective bargaining agreement.

Therefore, if you are a county office, department, commission, or board that receives
more than one-half of your funding from the county general fund and you wish to 1) modify the
statutory entitlement to payout for accrued, unused sick leave as provided in Revised Code §
124.39(B), or 2) allow a payout of additional accrued, unused sick leave for non-union
employees pursuant to Revised Code § 124.39(C), you must have a policy approved by
resolution of your county board of commissioners. The Attorney General points out that it was
the intent of the General Assembly that boards of county commissioners have final authority for
such decisions, unless the matter involves employees covered by a collective bargaining
agreement. Additionally, pursuant to Revised Code § 124.39(C)(3), an office, department,
commission, or board with authority to negotiate and enter into collective bargaining may adopt
provisions that alter statutory sick leave provisions through an agreement for employees covered
by the agreement.

Beginning with audits of calendar year 2005, the Auditor of State’s Office (AOS) [or
contracting Independent Public Accountants (IPAs)] will test counties’ compliance with this
requirement. To that end, the AOS will use the following audit procedures to determine
compliance:

1. During testing of payroll expenditures at various county offices, departments,
commissions, and boards, determine if significant payouts were made during
the audit period for accumulated sick pay for separated employees.

2. Determine if the payouts were made in accordance with Revised Code §
124.39(B). Review payouts against the law and pertinent resolutions.

3. If the payouts were not made in accordance with Revised Code § 124.39(B),
review any collective bargaining agreement affecting these employees and
inspect its provisions regarding these types of payouts pursuant to Revised
Code § 124.39(C)(3).



4. If there are no applicable provisions in a collective bargaining agreement,
determine whether the county office, etc., receives 50 percent or more of its
funding from the county’s general fund.

5. If the county office, etc., receives 50 percent or more of its funding from the
county’s general fund, obtain a copy of any board of county commissioner
resolutions pertaining to this subject. This would apply to those employees not
covered by a collective bargaining agreement, as well as those who were
covered by such an agreement but the agreement does not include a provision
granting this particular benefit.

6. If the county office, etc., receives less than 50 percent of its funding from the
county’s general fund, obtain a copy of that office’s appointing authority’s
written order pertaining to this particular benefit for separated non-retirees (or
for any employees who were covered by a collective bargaining agreement but
the agreement does not include a provision granting this particular benefit).
Inspect documentation that the board of county commissioners was notified of
the policy.

Entities will be subject to adverse audit consequences, up to and including findings for
recovery, for sick leave payouts not made in accordance with the requirements of the law as
discussed in Opinion 2005-020 of the Ohio Attorney General. Therefore, the AOS or contracted
IPA will determine compliance of sick leave payouts that were formally approved after May 12,
2005.

The AOS strongly recommends that you consult with your legal counsel to determine
whether you are an office, department, commission, or board that is subject to the provisions of
R.C. § 124.39, and if so, whether or not your applicable personnel policies are in compliance
with the law.

If you have any legal questions regarding the information presented in this Bulletin,
please contact the AOS Legal Division at (800) 282-0370. Please direct any accounting and
auditing questions to the AOS Accounting and Auditing Support Group at (800) 282-0370.

Betty Montgomery
Ohio Auditor of State
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Auditor of State Bulletin
Date Issued: April 28, 2006

Accounting guidance

TO: School District Treasurers still applies. However,
ESC Treasurers _ _ check USAS manual for
Community School Finance Officers any changes to account
Independent Public Accountants codes. Also see

related guidance in
FROM: Betty Montgomery 2007-006.

Ohio Auditor of State

SUBJECT: New Account Codes for School Districts

The Auditor of State’s Office (AOS), in collaboration with the Ohio Department of
Education (ODE), has expanded existing Uniform School Accounting System (USAS) account
codes to better track debt proceeds and debt payments. The expanded account codes will
become available shortly in USAS; their use, however, will not be mandatory until fiscal year
2007. We have also expanded receipt code 3130, Property Tax Allocation, to better identify the
variety of tax-related reimbursements received from the State. These new receipt codes are
already in place and should be used to record the first personal property tax loss payment to be
received by school districts in the May #2 foundation settlement.

Background for the Debt Accounts

Type of Bonds Issued. School districts routinely issue serial, term, and capital
appreciation bonds. Serial bonds normally come due in equal annual amounts over the term of
the issue. Term bonds have a single maturity date but mandatory redemption provisions
requiring redemption of a certain amount of the bonds at regular intervals using money set-aside
in a sinking fund. Serial and term bonds will be recorded as an other financing source using the
face or principal amount of the bonds (amount payable at maturity), rather than the amount of the
proceeds received by the district.

Capital appreciation bonds do not pay interest over the term of the bonds; they are sold at
a discount to the face amount of the bonds and pay the face amount at maturity. The amount
recorded at the time the bonds are issued would be the present value of the face amount of the
bonds discounted at the stated interest rate. This amount will be available from the underwriter
or the financial advisor assisting with the debt issue.

Refunding Bonds. Many school districts have found it to be financially beneficial to
refund outstanding debt, i.e. issue new debt to repay debt issued at a higher interest rate. The
new account codes distinguish between a new debt issue and a refunding issue whose purpose is
to refund existing debt.


FRKruse
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Premiums and Discounts. If the interest rate paid on the face amount of the bond
differs from the market interest rate at the time of the issue, the bonds will sell at a premium or
discount to the face value of the bonds. Premiums and discounts will be recorded separately.

Issuance Costs. Compensation paid to the participants in the issue, whether paid directly
by the school district or withheld from the proceeds of the debt, will also be recorded separately.

Accrued Interest. Often the date on which the bonds begin paying interest and the date
on which the bonds are delivered and the school district receives the proceeds differ. In this
situation, the original purchaser of the bonds must pay the district the interest that has accrued as
part of the purchase price. The purchaser will then receive a full interest payment on the first
interest payment date.

Debt Related Account Codes

The expanded account codes require detailed information about each debt issue to be
entered into the system. The face or principal amount of the debt will be entered as 1921 - Sale
of Bonds. The new account codes distinguish between a routine debt issue and a refunding issue
where the debt proceeds are used to repay outstanding debt. The face amount of the refunding
debt will be recorded as 1922 — Sale of Refunding Bonds.

1920 - Sale of Bonds
1921 - Sale of Bonds
1922 - Sale of Refunding Bonds

The refunding (the satisfaction of the liability for the refunded debt) may occur by
simultaneously paying the holders of the old debt directly. More frequently, the proceeds of the
new debt are paid to an escrow agent to be held in an irrevocable trust that will be used to pay
the old debt as it matures. Function (7910) and object (950) codes have been added to
specifically identify the amount provided by the new issue that was paid to the refunded bond
escrow agent to be placed in trust. Occasionally the amount received from the new issue is not
enough to pay off the old debt and additional money is paid to the escrow agent by the district
from existing resources. A separate object code (831) has been added to separately identify this
type of payment.

7900 - Other Miscellaneous Use of Funds
7910 - Payment to Refunded Bond Escrow Agent

830 - Other Debt Service Payments
831 - Payments to Escrow Agents (Not Paid from Bond Proceeds)

900 — Other Uses of Funds
950 - Payments to Refunded Bond Escrow Agent (Paid from Bond Proceeds)

If the interest rate paid on the face amount of the bond differs from the market interest
rate at the time of the issue, the bonds will sell at a premium or discount to the face value of the



bonds. The premium or discount should be recorded separately from the proceeds as an other
financing source (receipt code 1911 or 1912 in the debt service fund) or use (function 7920,
objects 961 or 962 in the bond/project fund).

1900 - Other Revenue Sources
1910 - Premium and Accrued Interest on Bonds and Notes Sold
1911 - Premium on the Sale of Bonds and Notes
1912 - Premium on the Sale of Refunding Bonds

7900 - Other Miscellaneous Use of Funds
7920 - Discount on the Sale of Debt

900 — Other Uses of Funds
960 - Discount on Debt
961 — Discount on the Sale of Debt
962 — Discount on the Sale of Refunding Debt

Often the date on which the bonds begin paying interest and the date on which the debt is
delivered to the purchaser differ, resulting in accrued interest. The accrued interest is paid by the
purchaser as part of the purchase price and is returned to the purchaser when the first interest
payment is paid in full. The accrued interest received as a result of the debt issue should be
recorded separately in the debt service fund using receipt codes 1913 and 1914.

1900 - Other Revenue Sources
1910 - Premium and Accrued Interest on Bonds and Notes Sold
1913 - Accrued Interest on the Sale of Bonds and Notes
1914 - Accrued Interest on the Sale of Refunding Bonds

There may be a number of parties involved in a bond issue including a financial advisor,
bond counsel and underwriter. The compensation paid to these participants, whether paid
directly by the school district or withheld from the debt proceeds, should be identified and
reported separately using objects 832 and 833.

830 - Other Debt Service Payments
832 - Bond Issuance Costs
833 - Refunding Bond Issuance Cost

This level of detail is required by generally accepted accounting principles and will assist
in making the cash to GAAP conversion process much more efficient. Identifying the amounts
related to each part of the transaction should be significantly easier when done at the time of the
transaction rather than having to go back and reconstruct the transaction after year-end. A
summary of all the new codes available to record the issuance of debt follows.

Receipt Codes

1900 - Other Revenue Sources



1910 - Premium and Accrued Interest on Bonds and Notes Sold
1911 - Premium on the Sale of Bonds and Notes
1912 - Premium on the Sale of Refunding Bonds
1913 - Accrued Interest on the Sale of Bonds and Notes
1914 - Accrued Interest on the Sale of Refunding Bonds
1919 - Other Premiums and Accrued Interest on the Sale of Debt

1920 - Sale of Bonds
1921 - Sale of Bonds
1922 - Sale of Refunding Bonds

1940 - Proceeds from Sale of Notes
1941 - Sale of Current Year Tax Anticipation Notes
1942 - Sale of Current Year Revenue Anticipation Notes
1943 - Sale of Long-Term Tax Anticipation Notes
1944 - Sale of Energy Conservation Notes
1949 - Sale of Other Notes

Function Codes

7900 - Other Miscellaneous Use of Funds
7910 - Payment to Refunded Bond Escrow Agent
7920 - Discount on the Sale of Debt
7990 - Other Miscellaneous Use of Funds

Object Codes

830 - Other Debt Service Payments
831 - Payments to Escrow Agents (Not Bond Proceeds)
832 - Bond Issuance Costs
833 - Refunding Bond Issuance Cost
839 - Other Debt Service Payments

900 — Other Uses of Funds
950 - Payments to Refunded Bond Escrow Agent (Bond Proceeds)
960 - Discount on Debt
961 — Discount on the Sale of Debt
962 — Discount on the Sale of Refunding Debt
969 — Discount of Sale of Other Debt

Tax Related Reimbursements

There are numerous instances in which the State has reduced the property tax receipts
that local governments would otherwise have received either through direct reductions in tax
bills (such as the 10% rollback) or through reductions in assessed values (such as recent
reductions in assessed values for electrical utilities). Most recently, the State has eliminated the
personal property tax through a series of scheduled reductions in assessed values. In many
circumstances, the State provides at least a partial reimbursement for the resulting reductions in
property tax proceeds. It is the desire of the AOS to account for these reimbursements



uniformly. We have therefore expanded the 3130 Property Tax Allocation account codes to
specifically identify these payments. The account codes are:

3100 — Unrestricted Grants-in-Aid
3130 - Property Tax Allocation

3131 - 10 Percent and 2.5 Percent Rollback
3132 - Homestead Exemption
3133 - $10,000 Personal Property Tax Exemption
3134 - Electric Deregulation Property Tax Replacement
3135 - Tangible Personal Property Tax Loss
3139 - Other Property Tax Allocations

The elimination of the tangible personal property tax will be offset by the State in two
ways. First, a direct payment will be made by the State through the foundation settlement. This
amount will be specifically identified as a journal voucher on the semi-monthly settlement
statement, the first payment being made in May, 2006. Beginning in August, 2007, the
reimbursement for fixed rate levies will come in two parts. Part will come in the form of
additional formula aid since the local share of base cost funding (the charge-off) will be reduced
as the assessed values used to compute the charge-off decline. The remainder of the
reimbursement will still come through direct payments. Only the amount of the direct payment
will be recorded as a Property Tax Allocation receipt using the new 3135 account code.

We recognize that school districts have been coding the electric deregulation property tax
replacement as 3190, Other Unrestricted Grants-in-Aid, and may be concerned about this change
affecting the comparability of prior year statements. For those districts using state software, if
this was the only amount recorded as 3190 or if it was the only significant receipt recorded as
3190, you may use the “actchg” function to move prior year information to the new 3134
account. This procedure will affect all prior year data, including the three years of historical data
automatically pulled into the five year forecast using State software. This will also allow many
of the USAS reports to be re-run for prior years, if desired, in order to make them comparable to
current information.

If you have any questions regarding the information presented in this Bulletin, please
contact the AOS Local Government Services Section at (800) 345-2519.

Betty Montgomery
Ohio Auditor of State
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TO: All Public Offices
Independent Public Accountants

FROM: Betty Montgomery
Ohio Auditor of State

SUBJECT: Public Contracting/Required Financial Reviews (Sections 9.23, 9.231,
9.232,9.233, 9.234, 9.235, 9.236, 9.237, 9.238, 9.239, R.C.)

Overview

Recently enacted House Bill 66, the State’s biennial budget bill, contains a series
of provisions which affect the process for public offices that contract with private
entities." This Bulletin is intended to notify public offices about a form for financial
reviews which the Auditor of State is required to create and make available. Please note
that this Bulletin is not intended to be a comprehensive explanation of the public
contracting provisions included in House Bill 66. Public offices should consult with their
legal counsel about the requirements of the bill, and the Auditor of State will defer to the
well reasoned opinions of legal counsel on interpretations of the law.

Background

The Revised Code sections identified above, all of which were enacted in House
Bill 66 (effective January 1, 2006), include specific requirements for contracts between
public offices (on both the State and local level) and private entities, in excess of
$25,000. Exceptions to these requirements are described in R.C. § 9.231. These statutes
include specific requirements that must be addressed in those contracts, such as the
minimum percentage of money that must be expended on direct costs, records that must
be maintained, and allowable dispositions of money received in excess of the allowable
amount. The bill requires annual reporting by the private entities, addresses the manner
in which misspent money may be recovered, and gives the contracting public offices
access to the records of the private entity related to the contract.

Financial Review Forms (Sections 9.234, 9.238, R.C.)

" Includes both nonprofit and for-profit entities.



House Bill 66 also requires in R.C. § 9.234 (B), annual audits or financial
reviews, depending on the amount of money received by the private entity, conducted by
independent public accounting firms. It is the responsibility of the public office to
identify the contractors to whom this applies and to ensure that the annual audits or
financial reviews are completed. It should be noted that R.C. § 9.234 includes language
which clarifies that these audit and financial review requirements do not limit the
authority of the Auditor of State to conduct audits authorized elsewhere in the Revised
Code. Further, if the contracted private entity receives an audit conducted in accordance
with generally accepted auditing standards or if the audit is conducted pursuant to the
federal “Single Audit Act of 1984,” the private entity is not required to undergo either the
financial review or the annual audit required per House Bill 66.

Relative to these requirements, R.C. § 9.238 requires the Auditor of State to
prescribe a single form independent accountants must use for the financial reviews
required of private entities receiving between $100,000 and $500,000 of public money.
In compliance with this requirement the Auditor of State has developed a financial
review form, which is attached to this Bulletin and which shall be used to comply with
R.C. § 9.234 (B). The financial review form may also be obtained from the Auditor of

State website at www.auditor.state.oh.us. <« [Then click on "IPA Resources."

The contracted private entity must provide the public agency with the completed
financial review or audit report for each year in which it meets the thresholds described in
R.C. § 9.234. Please note that copies do not need to be submitted to the Auditor of
State’s Office.

uestions

Questions regarding the financial review form should be addressed to the
Accounting & Auditing Support Group of the Auditor of State’s Office at 1-800-282-
0370. Any questions with regard to the public contracting provisions of House Bill 66
should be directed to your legal counsel.

Betty Montgomery
Ohio Auditor of State

1. SAMPLE REVIEW REPORT ON CONTRACTOR’S SCHEDULE

Independent Accountant’s Report
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Contractor Name
Contractor Address

We have reviewed the accompanying Schedule of Revenues and Expenses
of [Contractor] for the fiscal year ended [Date], in accordance with
Statements on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants and the requirements of
the Auditor of State of Ohio. All information included in this Schedule is the
representation of the management of [Contractor].

A review consists principally of inquiries of company personnel and
analytical procedures applied to financial data. It is substantially less in
scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding
the Schedule taken as a whole. Accordingly, we do not express such an
opinion.

Based on our review, we are not aware of any material modifications that
should be made to the accompanying Schedule in order for it to be in
conformity with generally accepted accounting principles and the provisions
of section 9.232 of the Ohio Revised Code.

[Signature of Accountant]

[Date]

2. FORMAT FOR THE CONTRACTOR’S SCHEDULE OF
CONTRACTED REVENUES AND EXPENSES

Major categories of contract revenues [detailed]

Major Categories of Contract Expenses [detailed]
Direct
Allocable Nondirect

Notes to the Schedule
Significant Accounting Policies
Methodology for computing direct and non-direct costs as defined in the ORC\OAC
Other

Supplementary Information: Summary of Activities for which the contractor used the
contracted money



3. OPTIONAL PRACTICE AIDS

REVIEW ENGAGEMENT LETTER

[Contractor/Client Name]
[Contractor Address]

Dear [Client]:

This letter is to confirm our understanding of the terms and objectives of our engagement and the
nature and the limitations of the services we will provide.

We will perform the following services:

We will review the Schedule of Revenues and Expenses of the [Contractor] for the fiscal
year ended [Date] in accordance with Statement on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants and the requirements
of the Auditor of State of Ohio.

Our review will consist primarily of inquiries of company personnel and analytical
procedures applied to financial data, and we will require a representation letter from
management. A review does not contemplate obtaining an understanding of the internal
control structure or assessing control risk, tests of accounting records, and responses to
inquiries by obtaining corroborating evidential matter, and certain other procedures
ordinarily performed during an audit. Thus, a review does not provide assurance that we
will become aware of all significant matters that would be disclosed in an audit. Our
engagement cannot be relied upon to disclose errors, fraud, or illegal acts that may exist.
However, we will inform the appropriate level of management of any material errors that
come to our attention and any fraud or illegal acts that come to our attention, unless they
are clearly inconsequential.' We will not perform an audit of such Schedule, the objective
of which is the expression of an opinion regarding the Schedule taken as a whole, and
accordingly, we will not express such an opinion on it.

Our review report on the Schedule of [Contractor] is currently expected to read as follows:

We have reviewed the accompanying Schedule of Revenues and Expenses
of [Contractor] for the fiscal year ended [Date], in accordance with
Statements on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants and the requirements of
the Auditor of State of Ohio. All information included in this Schedule is the
representation of the management of [Contractor].

! Paragraph 5.20 of Government Auditing Standards (2003 Revised) indicates that quantitative and qualitative
factors determine whether a non-compliance item is: “clearly inconsequential.” The Auditor of State’s Ohio
Compliance Supplement classifies audit findings with an impact of $100 or less as “clearly inconsequential.”



A review consists principally of inquiries of company personnel and
analytical procedures applied to financial data. It is substantially less in
scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding
the Schedule taken as a whole. Accordingly, we do not express such an
opinion.

Based on our review, we are not aware of any material modifications that
should be made to the accompanying Schedule in order for it to be in
conformity with generally accepted accounting principles and the provisions
of section 9.232 of the Ohio Revised Code.

If, for any reason, we are unable to complete the review of your Schedule, we will not issue a
review report on such Schedule as a result of this engagement.

Our fee for these services will be based on the number of hours required by the staff assigned
to complete the engagement. In accordance with our recent discussion, we believe that the
engagement