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Implementation Instructions

This December 2008 Ohio Compliance Supplement (OCS) replaces the March 2006 version. The OCS
is available at www.auditor.state.oh.us , under Publications, in both Word and Portable Document
Format. (Auditor of State staff can also access MS Word versions in the Audit Employees folder of the
Briefcase.) Due to the wide availability of internet access, we no longer provide the OCS in paper or disc
formats.

The seven chapters and appendices D, G, and H are available in MS Word format so auditors can
document work or cross reference to other audit documentation in those seven documents. The
Introduction and other appendices are only available in Portable Document Format, since we do not
expect that auditors would document their work in these sections.

The Table of Contents follows these Implementation Instructions. A table for each chapter is also located
in the front of each chapter. The table of contents identifies legislative requirements. The table identifies
new or revised requirements via shading. The table also identifies superseded legal requirements using
strikeout font. We have not deleted these sections since they may still apply to portions of incomplete
audits. For example, Step 6-11 is a new legislative requirement / OCS step, and appears in the table of
contents as follows:

6-11 ORC 3375.49 — Statutory Funding for Counties and County Law Library
ASSOCIALIONS (LLA’S) ...veitieieiteeie ittt sttt et e et steste et e sbe e e e besaeesaesteasaesteaseenbesraaneensesneens 28

In addition, we have included a box at the top left hand corner within each modified step indicating if the
section is a revised or new legislative requirement. In both cases, the effective date also appears enable
you to easily determine if the revision applies to the audit period. Below is an example appearing in the
OcCs:

New
-~ HB 363, 125" GA. Effective: 8/3/06

In addition to the box described above, the OCS uses double underlining to indicate new or revised
legislative requirements.

e Pre-existing laws we have now determined auditors should test (i.e. requirements not appearing in
former OCS editions).

o New or amended guidance. Most of these changes represent information we believe will enhance
understanding compliance auditing or reporting.

The OCS uses strike-eut font to indicate replaced or omitted legislative requirements. We have not
deleted these sections since they may still apply to part of an audit period. Also, retaining this
information will help users better understand the changes.

Auditors with engagements in process prior to the issuance of the 2008 Supplement need not discard work
performed using the 2006 OCS. However, they must compare the 2008 changes to their work from the
2006 OCS and assure they have tested the legal provisions applicable to their audit period. More than one
legal requirement could apply if a legislative change was effective during the audit period.
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2008 Ohio Compliance Supplement Introduction

LEGAL COMPLIANCE AUDITING IN OHIO

Introduction

Citizens and public officials want and need to know whether governments are handling their
funds properly and complying with laws and regulations. Public officials entrusted with public
resources are responsible for complying with those laws and regulations.

Ohio Administrative Code Section 117-2-05 requires independent auditors of public offices in
Ohio to follow the Comptroller General of the United States’ generally accepted Government
Auditing Standards (GAGAS, 2007 revision). GAGAS 4.28 states:

“Under both the AICPA standards and GAGAS, auditors should design the audit to
provide reasonable assurance of detecting material misstatements resulting from illegal
acts® that could have a direct and material effect on the financial statements. If specific
information comes to the auditors’ attention that provides evidence concerning the
existence of possible illegal acts that could have a material indirect effect on the financial
statements, the auditors should apply audit procedures specifically directed to
ascertaining whether an illegal act has occurred. When an illegal act has or is likely to
have occurred, auditors should determine the effect on the financial statements as well as
the implications for other aspects of the audit.”

This Supplement provides auditors with Ohio laws and regulations (and some laws and
regulations from other sources) the Auditor of State has identified as potentially significant in an
Ohio government audit. As such, it is designed to help auditors fulfill their responsibility.
However, auditors should not consider this as a comprehensive list of compliance requirements
for all governments.

The Ohio Compliance Supplement's first six chapters include laws and regulations the AOS
normally considers “direct and material.” However, it is the auditor's responsibility to
determine which, if any, compliance requirements are material to the government.

Auditors must also consider other laws and regulations applicable to the government, such as
charters, ordinances, resolutions, contracts, grant agreements, debt covenants and leases. If any
of these requirements could materially affect the determination of financial statement amounts,
the auditor should design tests for them. Regarding laws and regulations this Supplement does
not include, auditing standards recognize management’s year-round involvement with operations
should provide them with knowledge of these requirements. It is therefore reasonable to expect
management 10 identify and convey these requirements to their auditor, though AU 801.07
obliges the auditor to apply corroborating procedures (see next page). The AICPA’s State and
Local Governments Accounting and Audit Guide States:

! A footnote to GAGAS 4.28 states, “I Ilegal acts are violations of laws or government regulations that have a direct
and material effect on the determination of financial statement amounts. For example, applicable laws and
regulations may affect the amount of revenue accrued under government contracts. However, the auditor considers
such laws or regulations from the perspective of their known relation to audit objectives derived from financial
statement assertions rather than from the perspective of legality per se.”
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“An entity's management is responsible for ensuring compliance with the laws,
regulations, and provisions of grants and contracts applicable to its activities. That
responsibility encompasses identifying applicable compliance requirements and
establishing internal control designed to provide reasonable assurance that the entity
complies with them.”?

To the extent that a public office does not fall within the classes of public offices the Ohio
Compliance Supplement includes, and also in part to (1) corroborate the completeness of the
compliance requirements management identifies, and (2) to identify their potential material
effect, the auditor should follow the guidance from Auditing Standards Section AU 801.07 in
determining legal requirements subject to testing:

“The auditor should obtain an understanding of the possible effects on financial
statements of laws and regulations that are generally recognized by auditors to have a
direct and material effect on the determination of amounts in an entity's financial
statements. The auditor should also assess whether management has identified laws and
regulations that have a direct and material effect on the determination of amounts in the
entity's financial statements and obtain an understanding of the possible effects on the
financial statements of such laws and regulations. The auditor may consider performing
the following procedures in assessing such laws and regulations and in obtaining an
understanding of their possible effects on the financial statements.

a. Consider knowledge about such laws and regulations obtained from prior
years' audits.

b. Discuss such laws and regulations with the entity's chief financial officer,
legal counsel, or grant administrators.

c. Obtain written representation from management regarding the completeness
of management's identification.

d. Review the relevant portions of any directly related agreements, such as those
related to grants and loans.

e. Review the minutes of meetings of the legislative body and governing board
of the governmental entity being audited for the enactment of laws and
regulations that have a direct and material effect on the determination of
amounts in the governmental entity's financial statements.

f. Inquire of the office of the federal, state, or local auditor, or other appropriate
audit oversight organization about the laws and regulations applicable to
entities within their jurisdiction, including statutes and uniform reporting
requirements.

g. Review information about compliance requirements, such as the information
included in the Compliance Supplements issued by OMB: Compliance
Supplement for Single Audits of State and Local Governments and
Compliance Supplement for Audits of Institutions of Higher Learning and
Other Non-Profit Institutions,® Catalog of Federal Domestic Assistance,
issued by the Government Printing Office, and state and local policies and
procedures.”

2 Government Auditing Standards Appendix |, A1.08(b) has a similar requirement.
® Auditors should now use the Compliance Supplement updated annually related to OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations
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The procedures listed in the “direct and material” chapters of the Supplement generally are:
assess the compliance control environment, document applicable compliance controls, test and
evaluate the controls (if applicable), and substantively test compliance.

The auditor should apply the above for “direct and material” laws, regulations, and provisions of
contracts or grant agreements, etc. annually for the assertions relevant to these compliance
requirements. The auditor should, at a minimum, document controls and determine whether they
have been placed in operation. If controls are not likely to be effective, or if the auditor deems it
more efficient not to test controls’ operating effectiveness, then the auditor should document
those considerations and apply more extensive substantive compliance tests.

If a compliance requirement listed in Chapters One through Six applies but the auditor deems it
not direct and material to the entity, then the auditor generally should use the less-extensive
documentation and testing procedures Chapter Seven describes. Similarly, if the auditor deems
an item in Chapter Seven to be direct and material to the entity, she or he generally should use
the more extensive procedures similar to those Chapters One through Six describe. For direct
and material compliance requirements not included in the Supplement at all (for example,
municipal income tax provisions), then the auditor should document and test it similar to
procedures found in Chapters One through Six.

The materials included for other public offices in the Ohio Compliance Supplement may also
serve as guidance in applying these criteria. Auditors can also obtain guidance for selecting these
compliance requirements from the Auditor of State's regional chief auditors. Additionally,
Appendix F lists the applicability of certain requirements included in the Ohio Compliance
Supplement to certain additional classes of public offices.
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Direct and Material Laws and Regulations

The AICPA Audit and Accounting Guide State and Local Governments, sections 4.82 through
4.87, discusses legal requirements which might directly and materially affect determining
financial statement amounts for a governmental entity. These include:

GAAP Requirements. Governments often are subject to legal or contractual
provisions that require them to prepare their financial statements in conformity
with GAAP.

Federal and State Taxes. Governments are subject to various federal tax
requirements, including those relating to employment taxes, employee benefits,
and tax-exempt debt (such as arbitrage rebate requirements). State-level tax
requirements also may apply.

Legal Authority for Transactions. Governments often should have legal authority
to execute transactions. That is, governments, especially local governments, often
cannot exercise powers or conduct activities unless authorized by law. For
example, a local government may not be able to levy property taxes unless
specifically authorized to do so under state law and taxes levied without proper
authority may be subject to refund.

Establishment of Funds. Legal and contractual provisions may require
governments to establish individual funds to account for and report on particular
activities. (For example, Ohio Rev. Code Section 5705.09 establishes the basic
fund structure for political subdivisions in the State of Ohio, and Ohio Rev. Code
Section 5705.10 establishes basic legal requirements for allocating receipts to
funds. Failure to comply with these statutory requirements may materially affect
financial statement presentation.)

Time and Other Eligibility Requirements and Purpose Restrictions on
Nonexchange Transactions. Time and other eligibility requirements and purpose
restrictions affect the recognition and reporting of nonexchange transactions. A
government's failure to comply with a provider's eligibility requirements and
purpose restrictions may cause the provider to withdraw the intended support or
request a refund of amounts previously paid. For example, certain costs are not
allowable costs for federal programs under OMB Circular No. A-87*, Cost
Principles for State and Local Governments, but they may have been
inappropriately charged to those programs. Similarly, legal provisions may
restrict a government's use of its tax revenues (such as a constitutional
requirement that the proceeds of a state gasoline tax be expended only for the
maintenance of highways).

Other Legal- and Contract-Based Compliance Requirements. Besides the
eligibility requirements and purpose restrictions that affect the recognition and
reporting of nonexchange transactions, providers of such resources may impose

4

The Federal government has now codified OMB Circular A-87 as 2 CER Subtitle A, Chapter Il Part 225.
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other compliance requirements on recipients. For example, federal financial
assistance programs often require recipients to adhere to specific procurement and
cash management policies. There also may be contractual compliance
requirements relating to exchange transactions, such as those discussed below for
debt issuances.

Budgets. Budgets often establish the particular funds that can finance particular
costs and the nature and amount of interfund activity.

Tax and Debt Limitations. Governments often are subject to legal provisions that
limit taxing authority, impose ceilings and other issuance requirements on debt, or
limit the use of debt proceeds to particular purposes. For example, state law may
impose a millage cap on property taxes or require tax refunds if an entity's annual
revenue growth exceeds a set percentage or amount. Also, debt often is issued
subject to contractual provisions that require certain reserve fund and revenue
coverage amounts.

Cash and Investments. Governments often have legally-limited choices for
depositing and investing available cash resources. For example, investments in
derivative instruments, hedge funds, and debt instruments with long maturities
might be prohibited.

Expenditure and Contracting Limitations. Governments might be prohibited from
purchasing certain products or services without open competitive bidding or
following other purchasing procedures established by laws and regulations.

SLG 4.87 and GASB Cod. 2300.106(h) requires financial statement note disclosure of
significant violations of “finance-related legal or contractual provisions” and actions taken to
address such violations. The GASB Codification does not define “finance-related legal or
contractual provisions.” However, the sources below identify the following requirements as
being finance-related legal or contractual provisions:

a. The accounting system must include all funds required by law or NCGA 1, par. 8
regulation to help assure restrictions on expenditures are met. Cod. 1200.106
b. 1. Any excesses of expenditures over appropriations in the general or | GASB 37, par. 19
major special revenue funds included in budgetary statements. Cod 2200.180
(Disclose in footnotes to RSI if presented as RSI.)
2. Disclose significant excesses of expenditure over appropriations for
other funds. GASB Comprehensive
Implementation Guide 7.93.1
¢. Violations of debt covenants or contracts. Cod 2300.903, Illustrations 4,
5,6
d. Significant violations during the period of legal or contractual GASB Cod. 1 50.125

provisions for deposits and investments

Governmental Accounting, Auditing and Financial Reporting (GAAFR) | GAAFR 224
suggests the following constitute “finance-related legal and contractual
requirements:”

a

b,
C.
d.

Budgetary

Grant requirements

Bond covenants

Deposits and investments
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Immaterial Laws and Regulations

The Auditor of State has audited public offices’ compliance with legal requirements since 1902.
Audits of Ohio public offices have been subject to Ohio Rev. Code Chapter 117, or its
predecessor, since that time. Section 117.11 (A) states in part that when auditing Ohio public
offices:

... [i]nquiry shall . . . be made into . . . whether the laws, ordinances, and orders
pertaining to the office have been observed, and whether the requirements and
rules of the auditor of state have been complied with.

Although a literal interpretation of Ohio Rev. Code Section 117.11 (A) would require testing all
applicable legal requirements during an audit, the Auditor of State has determined that it is
appropriate in an audit to limit the compliance requirements included in an audit of a given
public office to:

e Compliance requirements for which noncompliance may materially affect the financial
statements of the entity (i.e. the GAGAS requirement); and

e Compliance requirements which, although possibly not material to the financial statements,
the Auditor of State deems to be of significant public concern regarding public policy, public
stewardship, or public accountability. Chapter Seven generally includes these requirements.

Since Chapter Seven contains laws and regulations that are probably not, in most circumstances,
“direct and material,” the auditor should inquire of management and perform certain other
limited substantive tests. If existing controls or substantive compliance tests already satisfy these
objectives, the auditor should cross-reference such work to these sections.

The beginning of Chapter Seven includes more guidance and an example of appropriate testing
related to Chapter Seven.
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Home Rule Powers

Definition

Classification
Municipal corporations with a population of less than 5,000 are villages. The village may be

the county commissioners (Ohio Rev. Code §703.01 and Chapter 707).

Plans of Government

whether or not the municipal corporation has adopted a charter.

Local Self-Government Powers vs. Police Regulations
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function. Charter governments may deviate from State laws requlating matters of procedural

Police Requlations
Police requlations are laws enacted to protect the health, safety, and welfare of persons and

matters of local self-government, police requlations can never conflict with general laws.
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Compliance Risk and Controls

Generally accepted auditing standards indicate that the auditor is responsible for planning and
auditing to reasonably assure whether the financial statements are free of material misstatement,
whether caused by error or fraud. For direct and material illegal acts, the auditor’s detection
responsibility for these misstatements is the same as that for errors.

Taking a control assessment approach to a compliance audit of Ohio laws and regulations
involves documenting each of the five components of internal controls -- the control
environment, risk assessment, control activities, information and communication, and monitoring
-- that the auditor considers relevant to preventing or detecting noncompliance with such laws
and regulations, and assessing control risk that noncompliance could occur and not be detected
timely.

In assessing the compliance control environment, the auditor might consider:

e Existence of a monitoring system for compliance with such areas as debt issuance, budgets,
contracts, and intergovernmental assistance;

e Management's attitudes toward compliance with laws and regulations;
e Legal actions brought against the government, and/or its elected and appointed officials;

e Involvement of the governing authority and management in the control structure to assure
compliance.

Appendix D to the Ohio compliance Supplement lists control environment areas for assessment

and related points of focus. Auditors should complete the Supplement as part of each audit.
(AOS staff should document these control environment factors in the AOS” ACE.)
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individual(s). For example, auditors should consider (given the size and complexity of the

overnment’s operations) whether responsibility is assigned for the following compliance issues:
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If adequate control procedures exist to reduce the risk that significant noncompliance could
occur and not be detected on a timely basis, the auditor may be able to test the operating
effectiveness of those controls and reduce substantive testing of those compliance items.
However, to use a controls reliance approach (an assessment that control risk is less than
maximum or low), the auditor must:

1. Identify controls relevant to preventing or detecting material or significant non-
compliance with the identified laws and regulations;

2. Test controls to obtain sufficient evidence controls’ operating effectiveness;
3. Document the tests of controls.
Also:

those specific controls have occurred subsequent to the prior audit[AU 318.40 -- .44];
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Organization of The Ohio Compliance Supplement
The Ohio Compliance Supplement includes, for each compliance requirement:

o Arreference to the underlying legal authority, including statutory provisions, administrative
rules, court decisions, and opinions of the Attorney General;

e A summary of the requirement; and

e For potentially direct and material laws and regulations, “points of (control) focus” and
recommended audit procedures; or,

e For other laws and regulations, suggested questions for management.

In addition, for both types of law or regulation, there are sections provided to document persons
interviewed, tests performed (including, if appropriate, cross-references to audit documentation
supporting tests of controls and substantive tests of legal compliance) and conclusions and
tentative recommendations.

While the auditor may exercise professional judgment in determining specific compliance
requirements to test in a given audit, the AOS requires:

e Testing compliance requirements material to the financial statement in each audit (generally
Chapters One through Six);

e Testing compliance requirements not material to the financial statements listed in Ohio
Compliance Supplement Chapter Seven each audit, except as follows:

e The Ohio Compliance Supplement labels some requirements in Chapter Seven as those
which auditors may cycle. That is, auditors can limit testing these items to every other
audit, such as once every two years if we audit the government annually, or once every
four years if we audit the government biennially. This only applies to steps Chapter
Seven expressly labels as permitting testing every other audit.

Auditors should divide the steps subject to cycling approximately in half, and budget a
similar amount for cyclic tests each audit to avoid audit cost fluctuations every other
audit.

Although the Ohio Compliance Supplement sets forth recommended audit procedures for each

compliance requirement, determining the specific audit procedures to be applied, both as to
material and non-material compliance requirements, requires professional judgment.
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Reporting

2007 Government Auditing Standards (GAGAS) describes the auditor’s compliance reporting
obligations:

aragraphs 4.12 and 4.13 for a discussion of abuse.

5.16 When auditors detect violations of provisions of contracts or grant agreements or
abuse that have an effect on the financial statements that is less than material but more

document such communications.

GAGAS 5.09 infers auditors may communicate violations of lesser significance than those listed

Examples of the GAGAS and “management letter” reports follow. The auditor should refer to
the AICPA’s accounting and auditing guide, Government Auditing Standards and Circular A-
133 Audits, for reporting examples. (AOS staff can access these examples in the Audit
Briefcase.)
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INDEPENDENT ACCOUNTANTS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
REQUIRED BY GOVERNMENT AUDITING STANDARDS

Governing Body
Any Local Government
ABC County

To the Governing Body:

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely-presented component units, each major fund, and the
aggregate remaining fund information of Any Local Government, ABC County, (the
Government) as of and for the year ended December 31, 2008, which collectively comprise the
Government’s basic financial statements and have issued our report thereon dated March 31,
2009. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in the
Comptroller General of the United States’ Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Government’s internal control over
financial reporting as a basis for designing our audit procedures for expressing our opinions on
the financial statements, but not to opine on the effectiveness of the Government’s internal

control over financial reporting. Accordingly, we have not opined on the effectiveness of the

resulting in more than a remote likelihood that the Government’s internal control will not prevent
or detect a material financial statement misstatement.
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We noted a certain matter that we reported to the Government’s management in a separate letter
dated March 31, 2009.
Compliance and Other Matters

As part of reasonably assuring whether the Government’s financial statements are free of
material misstatement, we tested its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could directly and materially affect
the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and accordingly, we do not express an
opinion. The results of our tests disclosed an instance of noncompliance or other matters that we
must report under Government Auditing Standards which is described in the accompanying
schedule of findings and questioned costs as item 2008-001.

We also noted certain noncompliance or other matters not requiring inclusion in this report that
we reported to the Government’s management in a separate letter dated March 31, 20009.

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

We intend this report solely for the information and use of the audit committee, management, the

governing body, and federal awarding agencies and pass-through entities. We intend it for no
one other than these specified parties.

Mary Taylor, CPA
Auditor of State
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Introduction

ANY LOCAL GOVERNMENT
ABC COUNTY

SCHEDULE OF FINDINGS
OMB CIRCULAR A -133 § .505
DECEMBER 31, 2008

1. SUMMARY OF AUDITOR’S RESULTS

()[¢810)] Type of Financial Statement Unqualified
Opinion
(d)(D)(ii) Were there any material control | No
weaknesses reported at the
financial statement level
(GAGAS)?
(d)(1)(ii)) | Were there any other significant | No
deficiencies in internal control
reported at the financial
statement level (GAGAS)?
(d)(1)(iii) | Was there any reported material | Yes
noncompliance at the financial
statement level (GAGAS)?
(d)(1)(iv) | Were there any material No
internal control weaknesses
reported for major federal
programs?
(d)(2)(iv) | Were there any other significant | No
deficiencies in internal control
reported for major federal
programs?
(d)(2)(v) Type of Major Programs’ Unqualified
Compliance Opinion
(d)(2)(vi) | Are there any reportable Yes
findings under § .510?
(d)(2)(vii) | Major Programs (list): Medical Assistance Program —
Title XIX (CAFS) - CFDA #93.778
Highway Planning and Construction
- CFDA#20.205
(d)(1)(viii) | Dollar Threshold: Type A\B Type A: > $300,000
Programs
(d)(D)(ix) | Low Risk Auditee? Yes
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2. FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

| Finding Number | 2008-001

Ohio Rev. Code Section 5705.38 requires in part that each fiscal year, subdivisions and other
taxing units are to certify to the County Auditor the total amount from all sources available for
expenditure from each fund in the tax budget, along with any balances that existed at the end of
the preceding year.

The County’s Certificate of Estimated Resources filed with the County Budget Commission did
not report estimated resources on an individual fund basis. The County budget commission was
unable to certify the availability of resources for appropriation to any given fund as a result.

We recommend the County prepare future Certificates with the required individual fund
information.

Official’s Response:
The County Auditor stated he did not understand this requirement. He agreed to review this
Revised Code requirement.”

® See Client Responses later in this Introduction.
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Management Letter

Governing Body
Any Local Government
ABC County, Ohio

To the Governing Body:

We have audited the financial statements of Any Local Government, Any County, (the
Government) in accordance with Government Auditing Standards, as of and for the year ended
December 31, 2008, and have issued our report thereon dated March 31, 2009.

Government Auditing Standards require us to report significant internal control deficiencies,

fraud, and illegal acts (including noncompliance with laws and regulations), and also abuse and
noncompliance with contracts and grant agreements that could directly and materially affect the
determination of financial statement amounts. We have issued the required report dated March

31, 2009, for the year ended December 31, 2008. °

Office of Management and Budget Circular A-133 requires that we report all material (and
certain immaterial) instances of noncompliance, significant deficiencies, and material
weaknesses in internal control related to major federal financial assistance programs. We have
issued the required report dated March 31, 2009, for the year ended December 31, 2008.

We are also submitting the following comments for your consideration regarding the
Government’s compliance with applicable laws, regulations, grant agreements, contract
provisions, and internal control. These comments reflect matters that do not require inclusion in
the reports Government Auditing Standards or Office of Management and Budget Circular A-
133 require. Nevertheless, these comments represent matters for which we believe
improvements in compliance or internal controls or operational efficiencies might be achieved.
Due to the limited nature of our audit, we have not fully assessed the cost-benefit relationship of
implementing these recommendations. However, these comments reflect our continuing desire
to assist your government. If you have questions or concerns regarding these comments please
contact your regional Auditor of State office.

Noncompliance Findings

Ohio Rev. Code Section 9.24(A) provides that no state agency and no political subdivision
receiving more than $50,000 in state funds in a fiscal year shall award a contract for goods,
services, or construction, 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 Auditor of State shall maintain a database, accessible to the public, listing
persons against whom an unresolved finding for recovery has been issued, and the amount of the
money identified in the unresolved finding for recovery. The Auditor of State currently has this
database operational and the database will be updated periodically in accordance with Ohio Rev.

®Ifa portion of the audit (such as a component unit) was not audited under GAGAS, add the following sentence:
“The financial statements of [name of fund or component unit] were audited under generally accepted auditing
standards, but were not audited in accordance with Government Auditing Standards.
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Code Section 9.24(D). The database is available at the Auditor of State’s website:
www.auditor.state.oh.us. Before awarding a contract for goods, services, or construction, paid
for in whole or in part with state funds, a state agency or political subdivision shall verify that the
person to whom the state agency or political subdivision plans to award the contract does not
appear in this Auditor of State database.

The Government did not check the Unresolved Findings for Recovery Database prior to
awarding any of the contracts tested during the audit period. The Government should require the
Unresolved Findings for Recovery Database is reviewed before a contract is awarded and proper
documentation is maintained verifying the database was checked.

We intend this report for the information and use of the governing board, audit committee, and
management.

Mary Taylor, CPA
Auditor of State

March 31, 2009
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Audit Findings

An audit finding is a conclusion of fact an auditor finds as part of the audit process.
Findings of legal noncompliance in Ohio fall into three categories’:

e Noncompliance citations,
e Findings for adjustment, and

e Findings for recovery.
Noncompliance Citations

Noncompliance citations should cite the appropriate legal authority (i.e. the criteria GAGAS
4.15 requires in written noncompliance findings). Legal authorities auditors can cite include the
Federal and State constitutions, the United States Code and rules, the Ohio Revised Code and
rules, Federal and State court decisions, Federal and State regulations,-epinions-of-the-Attorney

materials are not legally binding criteria.t

For example, AOS Bulletin 2002-004 states the AOS’ position that local governments should
record and budget Ohio Public Works Commission infrastructure project (Issue 11 money)
receipts and disbursements even when the local government does not directly receive or disburse
this money. When a government fails to record or budget this money, the citation would be to
the sections within Ohio Rev. Code Chapter 5705 requiring budgeting and recording this money,
not Bulletin 2002-004. However, it is desirable for the finding to suggest the local government
officials to review and follow the accounting and budgeting guidance from AOS Bulletin 2002-
004.

Also, as described in Government Auditing Standards, auditors should report material
noncompliance with provisions of contracts or grant agreements.

Appendix A to the Ohio Compliance Supplement sets forth guidelines for the appropriate form
for citing legal authority.

GAGAS defines the elements of a finding to include:

! Questioned costs normally apply only to A-133 audits of Federal programs. This discussion does not pertain
directly to questioned costs.

’ Ohio Rev. Code § 117.20(C) states that the Auditor of State may prepare and disseminate to public offices and
other interested parties advisory bulletins, directives and instructions relating to accounting and financial reporting
systems, budgeting procedures, fiscal controls and constructions by the Auditor of constitutional and statutory
provisions, court decisions and opinions of the Attorney General. These bulletins, directives and instructions are of
an advisory nature.
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4.15 Criteria; The laws, regulations, contracts, grant agreements, standards, measures, expected

5.21 . .. If auditors sufficiently develop the elements of a finding, they may provide
recommendations for corrective action.

Auditee Responses to Findings

GAGAS 5.32 — 5.38 establish requirements for obtaining and reporting the auditee’s responses to
findings. GAGAS 5.32 states, “. . . Auditors should obtain and report the views of responsible
officials concerning findings, conclusions, and recommendations, as well as planned corrective
actions.”

Therefore, if an auditee responds to a finding, we should include their response in the applicable
report (i.e., GAGAS or A-133 report).

If an auditee responds verbally to a finding (for example, at the post audit conference) we should
ask if they wish to include their response in the report.

We should recognize that the tone of these responses will vary. Some officials will prepare
thoughtful responses, perhaps even acknowledging responsibility for the error. Conversely,
other officials will feel we have been unfair, that we do not understand the criteria (e.g. laws) we
are citing or draft a response impugning our abilities or motives. Regardless, we should
carefully consider these responses. If there is significant disagreement regarding a finding, we
should attempt to resolve the disagreement, if practical. For example, if there is disagreement
regarding a grant requirement, we might contact the grantor and obtain the grantor’s
interpretation of the requirement.
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GAGAS 5.37 states that when we believe the responses lack validity or when planned corrective
action does not adequately address the issue, we should state our reasons for disagreeing with the
client’s response or corrective action. However, we should always attempt to resolve
disagreements before issuing the final report. If we can resolve the differences, the report should
not include the client’s original response. (We can include an updated response.) The report
would not refer to a disagreement, since the disagreement no longer exists.

If we cannot agree with the client, we should summarize the client’s substantive reasons for
disagreeing and our reasons, per GAGAS 5.37. Responses indicating significant disagreement
require review by the Accounting & Auditing Support Group. (This review requirement does
not apply to IPA audits.)

Important: In some instances, we should include most of the text of the client’s response, if the
issue is complex or if there is substantial disagreement. However, often we need not include the
complete text of the client’s response in our reports. For brevity, we prefer a summary within
the body of the finding in question, indicating their general agreement or disagreement and
planned corrective action.® Deciding whether to summarize versus including the complete text
requires auditor judgment. When we summarize the response, we must allow the client to read
the draft finding, our summary of their response, and our rebuttal to their response if we disagree
with it. We should include their signature on a draft of the finding in the audit documentation
indicating they have read the final draft, including their response (and our rebuttal, if there is
one).

9
An example of a summarized response appears in Example Finding 2008-001 in this Introduction: “The County
Auditor stated he did not understand this requirement. He agreed to review this Revised Code requirement.”
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Findings for Adjustment

Audit procedure results may determine an audited entity has posted receipts to a fund having no
authority to receive them, or has disbursed amounts not authorized from one fund but
permissible from another.

In these instances, it may be appropriate to make a finding for adjustment, that is, a reallocation
of receipts or disbursements to the proper funds. Whether the auditor recommends an
adjustment, and the manner in which the auditor reports it depends on: (1) the nature of the
adjustment, i.e., whether it is material, clearly inconsequential, or immaterial; (2) whether the
auditee agrees with the adjustment; and (3) whether the misallocation of funds also constitutes a
violation of law warranting a noncompliance citation.

Potential findings for adjustment fall into one of the following categories:

1 Material adjustments with which the auditee agrees, which have been posted to the
accounting records and which are reflected in the audited financial statements;

2 Material adjustments with which the auditee disagrees and which are neither posted to the
accounting records nor reflected in the financial statements;

4 Inconsequential

Treatment of Findings for Adjustment in Audit Reports

Adjustments in the first category above based on a violation of legal authority will result in a
noncompliance citation reported in the GAGAS report. The auditor should neither label the
noncompliance as a Finding for Adjustment nor use a “finding for adjustment statement” (i.e. “In
accordance with the foregoing facts, we hereby issue a finding for adjustment . . .) but the
finding should cite the legal criterion and briefly state the client has agreed to and posted
adjustments which are also reflected in the financial statements. No qualification of the auditor’s
financial statement opinion is necessary because the adjustment corrected the material
misstatement.

Adjustments in the second category and which are based on a violation of legal authority will
result both in a noncompliance citation and normally a qualification paragraph in the auditor’s
financial statement opinion. The noncompliance citation will also include a finding for
adjustment statement (i.e. “In accordance with the foregoing facts, we hereby issue a finding for
adjustment. . .).
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e If the auditee agrees with the adjustment and has posted it, cite the law violated, but do
not use the term finding for adjustment. do not include a finding for adjustment

statement.

label the finding as a finding for adjustment, and include a finding for adjustment

Statement.

Inconsequential noncompliance adjustments will simply be noted in the audit working papers.

Summary of Finding For Adjustment Reporting Treatment

Material
adjustments
with which the
auditee agrees,
which have
been posted to
the accounting

Material adjustments
with which the
auditee disagrees and
which are neither
posted to the
accounting records
nor reflected in the

adjustments which are

more than elearly

inconsequential

(< materigl &>
$100)

inconsequential

noncompliance
citation in the
GAGAS
report. Do not
classify as a
finding for
adjustment.

citation in the
GAGAS report.
AOS staff should
include a finding for
adjustment
statement. (IPAs
should not include a
finding for
adjustment
statement.)

citation in the

records and financial statements:

which are

reflected in the

audited

financial

Statements.
GAGAS If based on a If based on a 1f based on a violation | Not reported in
Report violation of violation of legal of legal authority, the GAGAS

legal authority, | authority, report a report a report.

report a noncompliance noncompliance

Introduction --23




2008 Ohio Compliance Supplement

Introduction

Material Material adjustments | Quantitatively Adjustments
adjustments with which the Immaterial which are
with which the auditee disagrees and | adjustments which are | inconsequential
auditee agrees, | which are neither more than elearly (=$100):
which have posted to the inconsequential
been posted to accounting records (<materied-&>
the accounting | nor reflected in the $406)
records and financial statements:
which are
reflected in the
audited
financial
Statements.
GAGAS GAGASreport if the
Report matteris-significant-or
(continued) sensitive
Auditor’s No Adjustments which Adjustments which No effect.
report qualification of | are based on a are qualitatively
(opinion) on the auditor’s violation of legal material and are based
the financial opinion. authority will result on a violation of legal
statements in a qualified (or authority may result
adverse) opinion on in a qualified (or
the financial adverse) opinion on
statements. the financial
statements. This
requires judgment.
Management Not applicable Not applicable If the misallocation of | Not reported in
letter funds also constitutes | the
a violation of law management
which warrants a letter.
noncompliance Document in
citation, a citation will | the working
be reflected in the papers only.

management letter if
the matter is

adjustment. (IPAs

should not include a
finding for adjustment

Introduction --24



2008 Ohio Compliance Supplement Introduction

Financial Statement Opinion Qualification Paragraph

During 20XX, Any Local School District expended $584,000 from the Bond Retirement Fund to pay
employees’ salaries. Section 5705.10 of the Revised Code restricts the use of the Bond Retirement Fund
to debt retirement. Had this amount been properly expended from the General Fund, the effect would
have been to increase the cash balance and decrease disbursements of the Bond Retirement Fund by
$584,000 to $631,675 and to decrease the cash balance and increase disbursements of the General Fund
by $584,000 to a deficit of $347,000 as of and for the year ended December 31, 20XX.

In our opinion, except for the matter referred to in the preceding paragraph, the financial statements
present fairly . . .

The explanatory paragraph will result in either a qualified (“except for”) or adverse opinion. A
government can avoid a qualified or adverse opinion only if they adjust their accounting records.
A mere commitment by the public office to adjust is insufficient. That is, the auditee has not
agreed to the adjustment until she or he has posted it to the accounting system.

Findings for Adjustment Procedures for Independent Public Accountants (IPA)

IPAs should follow the preceding guidance regarding Findings for Adjustment with the following
modifications.

IPAs should report a noncompliance finding in their GAGAS report for the matters requiring it
as listed above. However, IPAs should not label these as findings for adjustment and should not
include the “finding for adjustment statement” (i.e. “In accordance with the foregoing facts, we
hereby issue a finding for adjustment . . .”)'°. When the IPA believes a finding for adjustment
condition exists and the client does not agree with and does not make the adjustment, the
following procedures apply.

e Assoon as the IPA has an indication there could be Findings for Adjustment, the IPA should
contact the regional chief auditor.

e The IPA should provide the regional chief auditor with all relevant supporting documentation
for the Finding.

o After notifying the Chief Auditor of Quality Assurance that a finding for adjustment may be
issued, the regional chief auditor or his designee will prepare a preliminary Finding, and
submit it to the Auditor of State Legal Division for review. Included will be any needed
supporting documentation.

e The Legal Division will review the proposed Finding and may ask the chief auditor or the IPA
for any needed additional information.

19 This is to comply with RC 117.12 which states, “IPA’s have no authority to make formal findings of illegality,
malfeasance, or gross neglect under this division or section 117.23 of the Revised Code.”
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o After the Legal Division has approved the Finding, the chief auditor or his designee will send
the proposed Finding for Adjustment to all applicable parties. These parties normally have
five days to respond. If there is a response, the chief auditor evaluates the response and
decides whether the Finding should be withdrawn or modified.

e The regional chief auditor must send a copy of the approved finding to the Chief Auditor,
Quality Assurance or his designee for inclusion with the Acceptance Letter. The Chief
Auditor, Quality Assurance or his designee certifies the report with the Clerk of the Bureau.

e The Auditor of State will describe material, unadjusted Findings for Adjustment in the
Acceptance Letter we include in the front of each report.
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Findings for Recovery

Ohio Rev. Code Section 117.28 authorizes the Auditor of State to report a finding for recovery in
audit reports when legal action may be appropriate to recover public money or property.

Ohio Rev. Code Section 117.01 (C) defines public money as "any money received, collected by,
or due a public official under color of office, as well as any money collected by any individual
on behalf of a public office or as a purported representative or agent of a public office.”

Under Ohio Rev. Code Sections 9.24(H)(3) and 117.28, a finding for recovery may exist when:
e Public money has been illegally expended:;
e Public money that has been collected has not been accounted for;
e Public money that is due has not been collected; or when
e Public property has been converted or misappropriated.
Each of these is discussed below.
1. lllegal Expenditure

A finding for recovery for an illegal expenditure may be made only where the auditor (after
consultation and advice from the Legal Division) has concluded that the public office does not
possess the legal authority for the expenditure in question. This generally may occur where the
government either has no statutory authority (or the government exceeded the authority statute
provides) for the expenditure or there is no proper public purpose for the expenditure.

authority expressly granted by statute or necessarily implied to carry out an express statutory
function. Thus, a governmental entity such as a school district or township may act only where a
statutory grant of authority exists and, if any doubt as to the authority exists, it must be resolved
against the expenditure of public monies. If the basis for a finding for recovery is that the
governing body exceeded its statutory authority, a citation to a court decision containing a
general description of the limited authority of the governmental unit is sufficient.

Proper Public Purpose

Governmental entities, without regard to their specific nature, may not expend public monies
unless they are for a proper (i.e. valid) public purpose.

State ex rel. McClure v. Hagerman, 155 Ohio St. 320, provides that governmental expenditures
should serve a public purpose. In McClure, the Ohio Supreme Court offered the following
guidelines to determine a public purpose:

1. Whether the expenditure is for or promotes the public health, safety, morals or general
welfare;
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2. Whether the primary objective is to promote a public purpose, although it may
incidentally advance a private interest;
3. If there has been a prospective legislative determination of a proper public purpose.

See AOS Bulletins 2003-005 and 2004-002 for further guidance regarding proper public

purpose.

The courts will not substitute their judgment for that of the authorities unless the latter's exercise
of judgment or discretion is shown to have been unquestionably abused.

In general, if the principal benefit is for the public, an expenditure is not invalid merely because
a private party derives an incidental benefit. A public officer’s determination that a
contemplated expenditure serves a valid public purpose is generally not subject to question
unless this determination is "palpably and manifestly arbitrary and incorrect.” (However,
disbursing public money for alcohol will result in a finding for recovery, per Bulletin 2003-05.™)

Before the discretionary determination of the governing body that a given expenditure serves a
public purpose may be overruled, the auditor must consult with the Legal Division cite a specific
prohibition against the class of expenditure in question or must have facts to support a
conclusion that the local determination was “palpably and manifestly arbitrary and incorrect.”

While auditing expenditures, the auditor should scan or perform other analytical procedures
looking for unusual or nonrecurring items and determine the reasonableness of designations of
public purpose. Any questionable items can be discussed with the appropriate regional chief
auditor, who should consult with the Legal Division.

2. Collected but Unaccounted For

A finding for recovery for public money collected but unaccounted for, should be made where
the auditor, after consultation with and advice from the Legal Division, concludes that public
money, as defined in Ohio Rev. Code Section 117.01, has been received by the public office, but
cannot be adequately accounted for by authorized disbursements of public moneys.

A mere unidentified shortage of public moneys is a sufficient basis for a finding for recovery, as

public officials are strictly liable' without fault to account for public funds entrusted to their
care.

overnment’s management monitors overages and shortages and suitably follows up on patterns

1 Note the prohibition on spending public money for alcohol is consistent with the Federal government’s
prohibition stated in 2 CFR Part 225 (OMB Circular A-87), Appendix B.3.

12

See the discussion of strict liability later in this introduction.
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of shortages. Conversely, we may report shortages as FERs if a government's controls are not in

3. Due but Not Collected

Public money that is due a public office but which has not yet been collected may also be subject
to a finding for recovery. Money may become due the public office by operation of statute, by
contract, or by court order. The decision as to whether a particular obligation is sufficiently
overdue to justify the issuance of a finding for recovery requires judgment based upon the facts
of an individual audit. Auditors should consult with and seek advice from the Legal Division. In
general, amounts are to be considered overdue and a proper subject for a finding for recovery if
they have been outstanding in excess of one year and are not the subject of either a statutory
collection process or ongoing collection efforts by the client.

Findings for recovery for public money due but not collected are normally identified in the audit
of the public office to which the moneys are due. In some circumstances, however, the
information necessary to identify the obligation is available only in the records of the obligor.
Where such circumstances exist, a finding for recovery is issued in the audit report of the obligor
and in favor of the obligee. For example, if a village is not collecting statutory fees for
remittance to the State, a finding for recovery for the amounts in question should be issued
against the village and in favor of the State in the village’s audit report.

The citation justifying the findings for recovery for public money due but not collected should
evidencing the underlying obligation.
4. Public Property Converted or Misappropriated

A finding for recovery for public property converted or misappropriated should be issued only if
the auditor has substantial evidence that a theft has occurred. This would include the ability to
identify the individual responsible for the loss. Before any finding for recovery of this type can
be issued, it is essential that the advice of legal counsel be obtained. If such circumstances arise
during an audit, direct the matter to the AOS Legal Division for resolution.

In most instances, the auditor can only demonstrate that certain property was acquired by the
client, and at the time of the audit it cannot be located. Under such circumstances, a finding for
recovery may not be appropriate. A noncompliance citation should be issued instead, citing
Ohio Rev. Code Section 117.28, stating the relevant facts, and indicating that the property may
have been converted or misappropriated.

NOTE: Generally, no contract (generally, an acquisition subject to Ohio Revised Code
competitive bidding requirements) may be awarded to a person or entity against whom a finding
for recovery has been made if this finding is unresolved (per Ohio Rev. Code Section 9.24 (A)).
Ohio Rev. Code Section 9.24 (D) requires the Auditor of State to maintain a database, accessible
to the public, listing persons against whom an unresolved finding for recovery has been issued,

AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA

under the Publications link at www.auditor.state.oh.us
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and the amount of the money identified in the unresolved finding for recovery. The Auditor of
State currently has this database operational and updates the database periodically in accordance
with Ohio Rev. Code Section 9.24 (D). AOS Bulletins 2003-009 and 2004-006 provide further
guidance regarding this law.

Issuing Findings for Recovery Before and/or After the Audit Period

that occurred prior to or subsequent to the current audit period requires judament based on
factors such as:

finding for recovery, the regional Chief Auditor or his designee should consult with the Chief
Deputy Auditor prior to testing outside of the audit period 10 pursue a finding for recovery.
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Additional Policies for Findings for Recovery for
Auditor of State Audits

If the auditor preliminarily determines to issue a finding for recovery, the auditor should draft the
proposed finding and send it, along with all factual information pertinent to the proposed finding,
to the Legal Division and to Accounting & Auditing Support for review. The Legal Division
reviews the proposed finding and returns it to the auditor with a Legal Division Cover Sheet
attached, stating that the proposed finding is approved as is, is approved as modified, is
disapproved, or that more information is needed to evaluate the proposed finding. Accounting &

If the Legal Division and Accounting & Auditing Support approve the proposed finding, the
auditor should immediately prepare and send a Notice of Proposed Finding for Recovery to the
Legal Division for review (a sample is provided on the second following page). This notice
provides the person against whom the finding is contemplated an opportunity to rebut the
allegations. The notice must include the language of the finding for recovery from the report and
must be factually specific and detailed enough to allow the persons to understand the allegations
made against them.

The notice also must state that the individual has five business days in which to respond in
writing to the proposed finding. That five-day period may be extended in rare circumstances, but
only upon approval of the Auditor of State, the Chief Deputy Auditor, the chief auditor (or
equivalent), or the Legal Division. The notice should be sent to the individual sufficiently in
advance of any post-audit or exit conference so that he or she has time to respond and so that the
Auditor of State’s Office has time to withdraw or modify the finding before that conference, if
necessary.

If the person against whom the finding is contemplated responds within the time allowed with
something other than a general denial of responsibility, the auditor should evaluate the response.
If after the evaluation, the decision is made to delete the proposed finding from the draft report,
the person should be notified of that decision. If the decision is made to retain the finding, the
individual should be notified of the opportunity to attend the exit conference or to schedule a
separate meeting to discuss the finding.

Post-Audit Conference Procedures

After the individual’s response to the notice is evaluated and a decision is made to delete it,
retain or modify the finding, the post-audit conference or exit conference may be held. Under
Ohio Rev. Code 8§ 121.22(D), conferences between auditors and the audited public office are an
exception to the “Sunshine Law” requiring meetings of public officials to be in public. In
addition, under Ohio Rev. Code § 117.26, reports this Office prepares are not public records until
certified copies of them are served upon certain officials of the public office. To comply with
those two confidentiality provisions, this Office has traditionally held that the auditors
conducting the post-audit conference have some discretion as to who may attend it. For example,
auditors would have discretion not to conduct a post-audit conference if one of the public
officials present invited the media to the conference.
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If the person against whom the finding is contemplated is a public official or employee who
would normally attend a post-audit conference (for example, the public office’s chief financial
officer, the chief executive officer, or the governing board or commission), the proposed finding
may be discussed during the conference. If the person is an official or employee who would not
ordinarily be present at a post-audit conference or the person is not an official or an employee of
the public body, a separate meeting may be scheduled to discuss the proposed finding. In either
situation, the person against whom the finding is contemplated may have legal counsel present.
If so, the auditor may request that a lawyer from the Legal Division attend as well. In this
meeting, the person against whom the finding is contemplated and/or his legal counsel may
inspect (but not copy) the audit documentation related to the finding at issue.

The letter scheduling the post-audit conference should state the public body will have five
business days after the conclusion of the conference to respond to the draft report presented.

This period may also be extended upon approval of the Auditor of State, the Chief Deputy
Auditor, the chief auditor (or equivalent), or the Auditor of State’s Legal Division. If the public
body’s response after the post-audit conference contains any information questioning the validity
or the amount of the proposed finding for recovery, the auditor, in consultation with the Legal
Division, should evaluate the response and determine whether the finding should be maintained,
deleted, or modified.

Notice of Finding for Recovery

When the Clerk of the Bureau certifies an audit report for release, the regional office shall send
separate copies of the approved Notice of Finding (a sample is provided on the second following
page) to each individual named in the Finding for Recovery™ and the bonding company(ies).

An example of the Notice of Finding and the Notice of Proposed Finding follow. Note they are
the same, except the title and the language changes to reflect whether the Finding for Recovery is
proposed or issued.

14
IPA’s follow different procedures. See the Finding for Recovery Procedures for Independent Public Accountants
(IPA) discussion later in the Introduction.
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Sample NOTICE OF (PROPOSED)" FINDING

DATE

To: NAME
STREET ADDRESS
CITY, Etc.

The Auditor of State [is auditing] [has audited] Washington Township, Sandusky County for the period
January 1, 200X through December 31, 200X +2.

A “Finding for Recovery” [may be] [has been] issued against you. Issuance of a Finding for Recovery
constitutes a preliminary determination by the Auditor of State, in accordance with Ohio Revised Code
Section 117.28, that you may be liable to a public office for SELECT ONLY THE APPLICABLE
CATEGORIES>>> public monies illegally expended; collected but unaccounted for; due but not
collected; for public property which has been converted or misappropriated. It does not constitute a final
determination that such legal liability exists and is not an accusation of criminal misconduct. The
[proposed] Finding for Recovery would / will be issued against you INSERT ANY OTHER
RESPONSIBLE PARTIES, SUCH AS>> [and your bonding company and/or NAME OF OTHER
RESPONSIBLE PERSON, jointly and severally,] and would / will be in the amount of $XXX, and in
favor of

We are proposing / issuing this Finding for Recovery for the following reason:

The Township Trustees approved NAME’s salary at $XX.XX beginning [DATE] ($XX.XX
[PREVIOUS SALARY AND EFFECTIVE DATE]). Overtime pay at time and a half would be
$XX.XX for 200X ($XX.XX for hours worked during the first pay of 200X at the 200X-1 rate). For
the payroll checks issued 1/13/0X, 1/28/0X, 2/11/0X, 2/25/0X, 3/10/0X, 3/25/0X, and 5/27/0X Mr.
NAME was paid $XX.XX for overtime wages. Review of time sheets and payroll records indicated
XX hours of overtime worked in 200X (XX hours in 200X-1). As a result, an overpayment of
$XX.XX occurred.

Description Rate Total
XX hours of overtime X $X.XX per = 3

hour XX. XX
XX hours of overtime X $X.XX per = XX XX

hour

$XX.XX

XX total hours of overtime X $X.XX per = EXX.XX
paid hour
Overpayment $ X XXX

In accordance with the foregoing facts and pursuant to Ohio Rev. Code Section 117.28, a Finding for
Recovery for public monies illegally expended may be / is hereby issued against NAME in the amount of
XXX . XX, and in favor of NAME OF GOVERNMENT NAME OF Fund, in the amount of $XXX.XX.

5 This example is both for proposed and approved findings for recovery. The bold red font language applies to
proposed notices of findings. However, do not use red font in the letter you issue!
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Notice of Proposed Findings
July 14, 2009
Page 2

bonding company.

[If a Finding for Recovery were to be issued, the] [The] Auditor of State [would be] [is] required,
under Ohio Revised Code section 117.28, to forward a copy of the audit report containing this Finding
For Recovery to the statutorily designated legal counsel for the public office, who then has the
discretionary authority to institute legal proceedings to collect the amount alleged to be due the public
office. Under certain circumstances such action might also be instituted by the Attorney General of the
State of Ohio.

DELETE THIS PARAGRAPH FROM NOTICES SENT TO BONDING COMPANIES>> In addition,
pursuant to Ohio Revised Code section 9.24, a person against whom an unresolved finding for recovery
has been issued by the Auditor of State is precluded from receiving, from a state agency or political
subdivision, a contract for goods, services, or construction, paid for in whole or in part with state funds.
(This preclusion does not apply to employment contracts.)

This “Notice of Proposed Finding for Recovery” has been prepared to permit you to submit any
relevant information to this office for consideration. Please submit such information, as well as any
guestions concerning this Proposed Finding for Recovery, within five business days of receiving this
Notice, to the Auditor of State at the following address:

GOOD GUY, CPA
Senior Audit Manager
AOS OFFICE ADDRESS

If you wish to review the working papers on which the Proposed Finding is based, please contact
me immediately to schedule an appointment. Reviewing the working papers, however, will not
result in an extension of the time in which to respond.

Very truly yours,

Mary Taylor, CPA
Auditor of State
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Additional Considerations

e Where a proposed finding for recovery has been paid in whole or in part prior to the
completion of the audit, the audit report finding should disclose the repayment as a “Finding
for Recovery Repaid Under Audit.”

e The Auditor of State does not issue Findings for Recovery where the amount in question
aggregates $100 or less. However, auditors should discuss the matter in the management
letter. Amounts aggregating more than $100 are to be reported in the GAGAS report due to

e If a government identifies a finding for recovery before the auditors do and the entity or
individual repays the money before the audit report is issued, the auditor should not report the
matter as a Finding for Recovery. However, the auditor should evaluate the issue for other
possible matters of audit interest, such as the possibility of fraud or reportable internal control
weaknesses. Also, the matter might be a citation for an illegal expenditure of money or other
violation of law. Conversely, the entity’s identification and resolution of the matter may
indicate the internal control structure is properly detecting and correcting errors, in which case
the auditor might determine not to report the matter.

e The auditor should determine the amount of a finding for recovery during audit field work.
The method used to calculate the amount must be clearly set forth in the working papers. Any
partial payment or reimbursement made prior to completing the audit should be noted in the
audit report with appropriate credit given when calculating the amount.

o If a finding for recovery is issued because public property has been converted or
misappropriated, the amount of the finding should reflect the fair market value of the property
at the time that it was discovered to be missing. The basis for determining this amount must
be disclosed in the working papers.

e Where the amount of the finding for recovery may change prior to or after the release of the
audit report, the auditor should date the amount. Example: "As of December 31, 20XX, this
amount is $X,XXX." In these instances, the method of calculating the amount should be
stated in the audit report so that the amount can be calculated on the day of repayment.
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Finding for Recovery Procedures for Independent Public Accountants (IPA)

Ohio Rev. Code 117.12 prohibits IPAs from issuing Findings for Recovery. IPA’s should report
these matters exceeding $100 as noncompliance findings, but they should not label them as
finding for recovery and the finding should not state: “In accordance with the forgoing facts, and
pursuant to Ohio Rev. Code Section 117.28, a Finding for Recovery for public money collected but not
accounted for (or illegally expended, etc.) is hereby issued against . . 10

The following procedures apply to IPA’s in instances where they determine a finding for
recovery may be necessary.

e An IPA should NOT inform anyone other than the Auditor of State of possible Findings for
Recovery either orally or in writing.

e Assoon as the IPA has an indication there could be Findings for Recovery, the IPA should
contact the regional chief auditor.

e The IPA should provide the regional chief auditor, with all relevant supporting audit
documentation for the Finding.

o After notifying the Chief Auditor of Quality Assurance that a finding for recovery may be
issued, the regional chief auditor or his designee will prepare a preliminary Finding, and
submit it to the Auditor of State Legal Division for review. Included will be any needed
supporting documentation and the Notice of Proposed Findings letters.

o The Legal Division will review the proposed Finding and may ask the regional chief auditor
or the IPA for additional information.

o After the Legal Division has approved the Finding, the regional chief auditor or his designee
will obtain the limited waiver from the IPA and send the Notice of Proposed Finding to all
applicable parties. The applicable parties are normally given five days to respond. If they
respond, the chief auditor evaluates the response along with the Legal Division and decides
whether to withdraw or modify the Finding.

e The regional chief auditor will send a copy of the approved finding to the Chief Auditor,
Quality Assurance or his designee for inclusion with the Acceptance Letter and send the
Notice of Finding to the applicable parties upon releasing the report.

1% This is to comply with RC Section 117.12 which states, “IPA’s have no authority to make formal findings of
illegality, malfeasance, or gross neglect under this division or section 117.23 of the Revised Code.”

Y NOTE: ORC 4701.19 provides that an IPA’s audit documentation remains the property of the IPA, even in the
possession of the Auditor of State’s office, and states that these materials are not public records available for public
disclosure. However, we will request a limited waiver of this statutory provision after the AOS Legal Department
has approved the proposed finding for recovery. This limited waiver will request the IPA to make audit
documentation supporting the proposed finding for recovery available for inspection by the person named in the
finding and legal counsel. This waiver will include only documentation directly related to the finding for recovery.
Documents subject to the waiver will also become subject to public records disclosure.
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IPAs should refer any matters involving possible criminal activities to the regional chief auditor
and to the Chief of the Auditor of State’s Special Investigations Unit, who is a law enforcement
officer.

In addition, independent public accountants are to make an immediate, written report of all
illegal acts or indication of illegal acts which may result in findings for recovery of which they
become aware to the regional chief auditor.

Example Findings for Recovery

An example finding for recovery is included below:

Receipts issued for impounding fees by the County Dog Pound and Dog Warden totaled $1,234 more
than deposits made to the County Auditor. Ohio Rev Code Section 9.39 states all “public officials are
liable for all public money received or collected by them or by their subordinates under color of office.”

In accordance with the forgoing facts, and pursuant to Ohio Rev. Code Section 117.28, a Finding for
Recovery for public money collected but not accounted for is hereby issued against John Doe, County
Dog Warden, and the Ace Insurance Company, his bonding company, jointly and severally, for $1,234
and in favor of the County Dog and Kennel Fund.

(Note: Per the preceding discussion, IPAs would modify this finding by deleting the second paragraph
and instead stating, for example, “We have referred this matter to the Auditor of State for resolution.”)

Responsibility for Paying Findings for Recovery: Strict Liability Laws

Public officials are strictly liable to account for public funds entrusted to their care. “Strict
liability” means a person may be found liable for the loss even though he or she may not have
been personally at fault. Also, any public official who either authorizes an illegal expenditure of
public funds or supervises the accounts of a public office from which such illegal expenditure is
made is strictly liable for the amount of such expenditure. Mere unidentified shortages of public
moneys, or such an illegal expenditure, are sufficient reasons for a Finding for Recovery against
such a public official.

Thus, public officials (including fiscal officers) must be aware of their role in approvin

copy of this Bulletin is appended to this Introduction.

When a public official (including fiscal officers) is named in a finding for recovery based on the
strict liability laws, auditors should modify the wording of the Finding accordingly. An example
follows:
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Joe’s Service Business, Inc. improperly submitted invoices for, and had expenditures paid on its behalf, of
$125,000 in excess of the amounts City’s Council authorized.

In accordance with the forgoing facts, and pursuant to Ohio Rev. Code Section 117.28, a Finding for
Recovery for public money illegally expended is hereby issued against Joe’s Service Business, Inc., Joe
Smith, and Frank Jones, jointly and severally, and in favor of the City of Anyplace, in the amount of
$125,000.

Fifteen thousand dollars of the net expenditures of $125,000 illegally paid to, or on behalf of, Joe’s
Service Business occurred when Jim Smith was the City Finance Director, and $110,000 of these net
illegal expenditures occurred when Bill Wilson was the City Finance Director.

Under Ohio law, any public official who either authorizes an illegal expenditure of public funds or
supervises the accounts of a public office from which such illegal expenditure is made is strictly liable for
the amount of the expenditure. Seward v. National Surety Corp., 120 Ohio St. 47 (1929); 1980 Op. Atty
Gen. No. 80-074: Ohio Rev. Code Section 9.39; State, ex.rel. Village of Linndale v. Masten, 18 Ohio St.
3d 228 (1985). Public officials controlling public funds or property are secondarily liable for the loss
incurred should such funds or property be fraudulently obtained by another, converted, misappropriated,
lost or stolen. Public officials will be liable if and to the extent that recovery or restitution is not obtained
from the persons who unlawfully obtained such funds or property, 1980 Op. Atty Gen. No. 80-074.

Accordingly, a Finding for Recovery is hereby issued against Jim Smith, former City Finance Director,
and Ace Insurance Corp., jointly and severally, for $15,000 and in favor of the City of Anyplace, and a
Finding for Recovery is hereby issued against Bill Wilson, City Finance Director, and Ace Insurance
Corp., jointly and severally, for $110,000 and in favor of the City of Anyplace. Jim Smith and Bill Wilson
shall be secondarily liable for these illegal expenditures to the extent that Joe’s Service Business, Inc.
does not recover or make restitution.
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Referring Audit Reports

When an audit report includes a noncompliance citation which falls under the jurisdiction of a
particular state agency, it often is desirable to refer a copy of the released audit report to the
agency. Reports may also be referred to the Attorney General under the authority of Ohio Rev.
Code Section 117.42, which empowers the Attorney General, at the request of the Auditor of
State, to undertake appropriate action to secure compliance with the laws by a public office.

Referring Findings for Recovery to the Attorney General

Ohio Rev. Code Section 117.28 requires the Auditor of State to notify the Attorney General of
Findings for Recovery, whether or not repaid before the audit report’s release. Field auditors and
IPAs who prepare reports containing Findings for Recovery should prepare a letter, substantially
in the following form, for the Auditor of State to sign upon release of the reports:

[Date]

The Honorable [Name of Attorney General]
Attorney General of the State of Ohio

30 E. Broad St.

Columbus, OH, 43266-0410

Re: Findings for Recovery in an Audit Report

Dear Attorney General [last name]:

Attached is a copy of the audit report of [entity] for the year ended [date]. The Auditor of State filed
certified copies of this audit report with the public officials listed in Ohio Revised Code Section 117.26.
Pursuant to Ohio Revised Code Section 117.28, we are you a copy of this audit report because it includes
a Finding for Recovery. In addition, we sent a certified copy of the report to [entity]’s legal counsel as
required by Ohio Revised Code sections 117.27 and 117.28.

If you have any questions, or if you need further information, please contact the Auditor of State’s Legal
Division at 466-4515.

Very truly yours,

Mary Taylor, CPA
Auditor of State

Referrals to the Attorney General, involving matters other than Findings for Recovery, will be
limited to situations involving gross malfeasance, repeated serious material budgetary violations,
or any unusual noncompliance items that warrant legal action, and may only be done by the
Legal Division.
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Referrals to the Ethics Commission, Other State Agencies, and the IRS

Ethics Commission Referrals

All potential “consequential” ethics law violations are to be submitted to the Auditor of State
Legal Division. After review, the Auditor of State Legal Division will make appropriate
referrals. The Audit Division should consult with the Legal Division in determining how or if to
report this matter.

Referrals to Other Agencies

When referring an audit report to any other State or Federal agency, the regional audit office will
prepare a letter to send with the report when it is submitted to the Clerk of the Bureau for release.
The Regional office will also notify the Auditor of State’s Legal Division. The regional office
should retain a copy of the cover letter.

IRS and OPERS Comments

The Internal Revenue Service and the Ohio Public Employees Retirement System have both
requested that we notify them when AOS issues reports (in the case of the IRS, also management
letters) containing comments or findings pertaining to their respective agencies. The Auditor of
State has agreed to these requests. The Accounting & Auditing Support division will notify these
agencies based upon being informed by either Auditor of State regional auditors or the Quality
Assurance division that such reports (or management letters) exist.

Questions and Comments

The Auditor of State welcomes comments and suggestions on the Ohio Compliance Supplement.
Please submit them through:

http://www.auditor.state.oh.us/Contactlnformation/Default.ntm
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CHAPTER 1

BUDGETARY AND CERTAIN RELATED REQUIREMENTS

The Ohio Constitution provides certain local governments the power to tax. The budgetary
process is a plan to coordinate expenditures and resources. The State Legislature has adopted
laws to control expenditures using tax budgets and appropriations.

The Auditor of State believes budgeting, properly used, provides the most important monitoring
control a government has. It is impossible to incur a cash deficit if a government complies with
the budgetary law! Additionally, the budget is an instrument of public policy: A governing
board expresses its desires for using a government’s limited resources through its appropriations.

Appendix C to the Ohio Compliance Supplement includes Ohio Rev. Code 5705 (i.e., the budget
law) definitions of “subdivision,” “taxing authority,” and “taxing unit.” You should refer to these
definitions from Ohio Rev. Code Section 5705.01, to determine the applicability of Chapter 1
requirements to the entity you are auditing. Appendix F includes matrices showing the
applicability of this chapter’s requirements to various governmental types.

If you find no_budgetary noncompliance for OCS 1-7 (appropriations limited by estimated
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Leqgal Level of Budgetary Control

Government Accounting, Auditing, and Financial Reporting defines the “legal level of budgetary
control” as “the level at which spending in excess of budgeted amounts would be a violation of
law.” In Ohio, the legal level of control is the level at which the local government’s legislative
authority passes the appropriation measure.

Ohio Rev. Code 5705.38(C) requires the following minimum level of budgetary control for
“subdivisions” other than schools: “Appropriation measures shall be classified so as to set forth
separately the amounts appropriated for each office, department, and division, and, within each,
the amount appropriated for personal services.”

Ohio Administrative Code 117-6-02 requires schools to appropriate at least at the fund level.
Governments may adopt more stringent legal levels of budgetary control if they wish.

Because Ohio Admin. Code 117-2-02(C)(1) permits governments to adopt more stringent legal
levels of control than the aforementioned laws require, it is possible for the level to vary from
entity to entity, or even from fund to fund within an entity. However, once established by the
local government, the legal level of control should be the same throughout the fiscal year. As
such, this is the level auditors should use to test compliance.

Governments following generally accepted accounting principles or an Other Comprehensive
Basis of Accounting (OCBOA) must comply with the following budgetary presentation
requirements from GASB Codification 2400.103 -- .105:

.103  Governments may present the budgetary comparison schedule using the same format,
terminology, and classifications as the budget document, or using the format, terminology, and
classifications in a statement of revenues, expenditures, and changes in fund balances. Regardless
of the format used, the schedule should be accompanied by information (either in a separate
schedule or in notes to RSI) that reconciles budgetary information to GAAP information, as
discussed in this section and in Section 1700. Notes to RSI should disclose the budgetary basis of
accounting and excesses of expenditures over appropriations in individual funds presented in the
budgetary comparison, as discussed in Section 2300, "Notes to Financial Statements," paragraph
.106.5 [NCGAI 6, 15; GASBS 34, 1131; GASBS 37, 119]

104 Where financial statements prepared in conformity with GAAP do not demonstrate
finance-related legal and contractual compliance, the governmental unit should present such
additional schedules and narrative explanations in the comprehensive annual financial report as
may be necessary to report its legal compliance responsibilities and accountabilities. In extreme
cases, preparation of a separate legal-basis special report may be necessary. [NCGAS 1, 112]
Comprehensive Annual Financial Reports

105  The comprehensive annual financial report (CAFR) should include budgetary comparison
schedules for individual nonmajor special revenue funds and other governmental funds of the
primary government (including its blended component units). [NCGAS 1, {139 and 155, as
amended by GASBS 14 and GASBS 34, 1130]
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There is no prescribed minimum for reporting budget-versus-actual information for governments
using the Auditor of State’s cash-basis financial reports. These reports routinely present this
information at an aggregated level (i.e. combined fund type) as footnote disclosures. However,
auditors should still test legal compliance at the legal level of budgetary control.

Other sources of Guidance: In addition to this OCS Chapter, Section D.IV of the AOS’
Ohio Township Handbook and Chapter 3 of the AOS’ Village Officer’s Handbook include
many questions and answers related to RC 5705 requirements. You can access these
publications at www.auditor.state.oh.us then click on Publications.

Also note: Virtually all Chapter 5705 requirements applicable to subdivisions apply to
municipalities that have adopted a charter under Article XVIII, § 7 of the Ohio
Constitution. (See 5705.01(A) & (B).)
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Section A: General Budgetary Requirement
1-1 Compliance Requirement: Ohio Rev. Code Section 5705.28 Adoption of tax budget.

Summary of Requirement: On or before July 15 (January 15 for school districts), in each year,
the taxing authority of each subdivision or other taxing unit must adopt a tax budget for the
succeeding fiscal year.

Before June 1 in each year, the board of trustees of a school district library entitled to participate
in appropriations or revenue of a school district, or having a tax proposed by the board of
education of a school district, is to adopt a tax budget for the ensuing fiscal year and file such
budget with the board of education. On or before July 15, a board of education receiving such a
tax budget is to adopt such a tax budget on behalf of the library district.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes and determine if a tax budget was adopted on or before the required date.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-2 Compliance Requirement: Ohio Rev. Code Sections 5705.281 - The county budget
commission may waive the requirement requiring subdivisions to submit tax budgets.’

Summary of Requirements: The county budget commission, by an affirmative vote of a
majority of the commission including an affirmative vote by the county auditor, may waive the
requirement that the taxing authority of a subdivision adopt and submit a tax budget. The budget
commission shall require such a taxing authority to provide such information as may be required
by the commission to perform its duties under chapter 5705, including dividing the rates of each
of the subdivision's or taxing unit's tax levies as provided under section 5705.04 of the Ohio Rev.
Code.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

e Tickler Files/Checklists

o Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inspect documentation from the County Budget Commission that waives the subdivisions
requirement to file a tax budget.

If the tax budget was waived:

= Obtain a copy of the budget commission’s correspondence notifying the subdivision of
the waiver. Document the submission requirements specified in the communication.

= Through inspection of documents, reviews of minutes, or other such procedures,
determine whether any significant substitute requirements were met.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

2 public_libraries _should refer to the OCS step for Additional Public Library Requirements (ORC
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1-3 Compliance Requirement: Ohio Rev. Code Section 5705.34 Certifying tax levies.

Summary of Requirement: Each taxing authority is to pass an ordinance or resolution to
authorize the necessary tax levies. Each such authority is to certify the levies to the county
auditor before October 1st (April 1 for school districts), unless a later date is approved by the tax
commissioner.

If the government is a Township Board of Park Commissioners that is appointed by the Board of
Township Trustees and oversees a Township Park District that contains only unincorporated
territory, see Division (C) of Ohio Rev. Code Section 511.27.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

e Tickler Files/Checklists

o Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes to determine if the taxing authority has authorized the necessary rates and
certified them to the county auditor on or before the required date.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Rev. per HB 385,
126th GA

effective 9/21/06

1-4 Compliance Requirement: Ohio Rev. Code Section 5705.36  Certification of available
revenue.

Summary of Requirement: On or about the first day of each fiscal year, the fiscal officers of
subdivisions and other taxing units are to certify to the county auditor the total amount from all
sources available for expenditures from each fund in the tax budget along with any unencumbered
balances existing at the end of the preceding year.

Except, a taxing authority shall exclude the following from unencumbered fund balances:

» Budget stabilization reserves [§ 5705.13, 5705.29(G)]

» Nonexpendable trust principal balances and any additions to principal not from the fund’s
reinvested earnings [8 5705.131]

» The balance in a township reserve balance account established under section 5705.132 of the
Ohio Rev. Code.

The certification for a school district must separately show the amount of any notes and unpaid
outstanding expenses that were due prior to June 30 which are to be paid from advancements of
property tax settlement money.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Accounting system capable of recording
estimates and comparing them to actual
results

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

e Tickler Files

e Legislative and Management Monitoring

e Comparisons or Reconciliations of
Certified Amounts with Government's
Books/Records

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees
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Suggested Audit Procedures - Compliance (Substantive) Tests:

Inspect the copy of the certificate retained by the subdivision showing the total amount from all
sources which is available for expenditures and the balances existing at the end of the preceding
year.

Through inquiry, knowledge of the client, and review of documents (such as the record of
minutes and accounting ledgers), determine whether the client has established any of the reserve
balance accounts, or nonexpendable trust funds described.

If reserve balance accounts or nonexpendable trust funds have been established, calculate or
inspect the client’s or budget commission’s calculations that the certification excludes balances in

For school districts, calculate or inspect the client’s or budget commission’s calculations that the
certification includes any spending reserve available for appropriation during the current fiscal
year.

For school district receiving an advance on the August property tax settlement, determine
through inquiry, inspection of ledgers, vouching, or other such means, whether significant
payments were made on notes or outstanding expenses which were due prior to June 30 (since
some school districts routinely request advances to take advantage of short-term investment
opportunities, you should consider whether these payments could have been made in the absence
of the advance, without placing undue distress on the school district).

If such notes or outstanding expenses have been identified, compare the amounts to the amounts
separately identified on the school district’s copy of the certificate.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-5 Compliance Requirement: Ohio Rev. Code Section 5705.36 - Amended Certificates

Summary of Requirements: 5705.36(A)(2) allows all subdivisions to request increased
amended certificates of estimated resources and reduced amended certificates upon determination
by the fiscal officer that revenue to be collected will be greater or less than the amount in the
official certificate of estimated resources.

5705.36(A)(3) requires obtaining an increased amended certificate from the budget commission if
the legislative authority intends to appropriate and expend excess revenue.

5705.36(A)(4) requires obtaining a reduced amended certificate if the amount of the deficiency
will reduce available resources below the current level of appropriation.

The total appropriations made during a fiscal year from any fund must not exceed the amount
contained in the certificate of estimated resources or the amended certificate of estimated
resources which was certified prior to making the appropriation or supplemental appropriation.

assed. Therefore, auditors may use the numbers on the report prepared by the government
unless the final amended certificate was used to eliminate material violations.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Accounting system capable of recording
estimates and comparing them to actual
results

e Reconciliations of amended certified
amounts with amounts recorded in the
accounting system

e Policies and Procedures Manuals

o Knowledge and Training of personnel

e Tickler Files

o Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

¢ Management’s communication of
changes in laws and regulations to
employees
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Suggested Audit Procedures - Compliance (Substantive) Tests:

For selected funds, compare actual resources (i.e. beginning unencumbered fund balance + actual
receipts) to appropriations. _If actual receipts are less than appropriations, cite 5705.36_for not

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-6 Compliance Requirement: Ohio Rev. Code Section 5705.38 Annual appropriation measure.

Summary of Requirements:

5705.38(A) requires that on or about the first day of each fiscal year, an appropriation measure is
to be passed. If the taxing authority wants to postpone the passage of the annual appropriation
measure until an amended certificate is received from the county budget commission based upon
the actual year end balances, it may pass a temporary appropriation measure for meeting the
ordinary expenses until no later than April 1. This does not apply to school district appropriations.

5705.38(B) provides that a board of education shall pass its annual appropriation measure by the
first day of October. If a school district’s annual appropriation measure is delayed as permitted by
law (see below), the board may pass a temporary measure for meeting the ordinary expense of the
school district until it passes an annual appropriation measure.

As discussed in Auditor of State Bulletin 98-012 there are two circumstances when school district
certificates/certifications would be issued after October 1:

» A certificate/certification would be issued after October 1 when a school district has
borrowed against its spending reserve. This certificate/certification would not be issued
until second half personal property taxes are settled.

» A certificate/certification would be issued after October 1 when the delivery of a tax
duplicate is delayed under Ohio Rev. Code 8323.17 because a subdivision in the county
has placed a levy on the November ballot which, if approved, will go on the current tax
list and duplicate.

If a 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.

Legal Level of Control: Minimum Requirements®

1. Ohio Admin. Code 117-2-02(C)(1) states in part: “The legal level of control is the level
(e.g. fund, program or function, department, object) at which spending in excess of
budgeted amounts would be a violation of law. This is established by the level at which
the legislative body appropriates. For all local public offices subject to the provisions of
Chapter 5705 of the Ohio Rev. Code, except school districts and public libraries, the
minimum legal level of control is described in Section 5705.38 of the Ohio Rev. Code
(see 2 below). For school districts, the minimum legal level of control is prescribed in
Rule 117-6-02 of the Administrative Code (See 3 below). For public libraries, the
minimum legal level of control is prescribed in Rule 117-8-02 of the Administrative

% We should not recommend that governments adopt the highest level of control the statutes allows.
Appropriating at lower levels than the minimums the ORC or OAC require provides the legislative
authority with more control over disbursements. However, appropriating at very low levels can
significantly increases the volume of appropriation amendments requiring legislative approval as well as
possibly requiring additional disbursement codes (more function, object codes, etc.). Conversely,
appropriating at higher levels may simplify appropriation measures, but in doing so, the legislative
authority effectively delegates more spending decisions to the fiscal officer.  The legislative authority
should choose the level of control it believes meets its needs to control expenditures. Also, the legislative
authority may choose differing levels of control for different funds, as long as they meet at least the
minimum statutory requirements.
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Code (See 4 below). The legal level of control is a discretionary decision to be made by
the legislative authority, unless otherwise prescribed by statute.”

2. Ohio Rev. Code 5705.38(C) requires the following minimum level of budgetary control
for “subdivisions” other than schools: “Appropriation measures shall be classified so as
to set forth separately the amounts appropriated for each office, department, and division,
and, within each, the amount appropriated for personal services.”™

3. Ohio Admin. Code 117-6-02 prescribes the following for school districts’ legal level of
control: At a minimum, appropriation measures shall be classified to set forth separately
the amounts appropriated by fund. The appropriation measure as passed by the school
board shall be the legal level of control. This is the level at which compliance with
statutory budgetary requirements will be determined. The AOS recommends that
boards of education pass appropriations at a more detailed level. This is, however, a
discretionary decision for the board of education based on the degree of control the

*IMPORTANT: The 2006 OCS included the paragraph below:

“Governments may have appropriated at higher levels than 5705.38 prescribes, based on
guidance this office previously issued, such as in Bulletin 97-10. Therefore, we should not issue
noncompliance findings to governments that relied on this advice. Instead, we should inform them
they should correct this matter prior to preparing their next original appropriation.”

representative.
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board of education wishes to maintain over the financial activity of the school
district.

4. Ohio Admin. Code 117-8-02 The library's legislative body shall adopt appropriation
measures. These measures establish the legal level of control.

5. Ohio Admin. Code 117-2-02(C)(1) also states in part: all local public offices should
integrate the budgetary accounts, at the legal level of control or lower, into the financial
accounting system. This means designing an accounting system to provide ongoing and
timely information on unrealized budgetary receipts and remaining uncommitted
appropriation balances.

Amounts / Funds Not Subject to Budgeting:
> The nonexpendable principal of nonexpendable trust funds.’ Appropriating
nonexpendable principal would authorize the fiscal officer to spend the principal in
violation of the trust agreement. [5705.36(A)]

» The balance in a township reserve balance account established under section 5705.132 of
the Ohio Rev. Code

» For some time, AOS policy has been that agency funds do not require budgeting.
Agency funds account for money a government holds in an agency capacity on behalf of
another person or entity. Therefore, a government has minimal discretion in spending
this money. Accordingly the legislative body need not authorize a purpose for spending
the money.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Accounting system capable of recording
appropriations and comparing them to
actual results

e Reconciling appropriation totals to totals
recorded in the accounting system.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files

e Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees
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Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes and determine if an annual appropriation measure has been passed by the
required date.

If a school district has delayed adoption of an annual appropriation measure, discuss the reasons
for the delay and trace to supporting documentation.

Scan appropriation measures to determine whether they meet at least the minimum legal level of
control 5705.38(C) prescribes.

Determine if the accounting system “integrates” budgetary data at the legal level of control. This
means the accounting system should report appropriations, encumbrances, unencumbered cash
balances, and estimated receipts, and should compare budgetary data to actual results.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-7 Compliance Requirement: Ohio Rev. Code Section 5705.39 Appropriations limited by
estimated resources.

Summary of Requirements: This section provides in part that total appropriations from each
fund shall not exceed the total estimated resources. No appropriation measure is effective until
the county auditor files a certificate that the total appropriations from each fund do not exceed the
total official estimate or amended official estimate.

As discussed in Auditor of State Bulletin 97- 012, if a local government is participating in a grant
or loan program whereby proceeds will be received after the expenditures are incurred, it is
possible that if properly budgeted, appropriations for one fiscal year will exceed the available
amount on the certificate of estimated resources. However, an advance should be used to prevent

a negative fund balance. (School districts are permitted to incur deficit fund balances in their

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Accounting system reports deficit
budgetary balances if appropriations
exceed estimated resources

e Policies and Procedures Manuals
o Knowledge and Training of personnel
e Tickler Files

e Comparisons of Proposed Appropriations
with Certified Estimated Revenues

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Compare the appropriation measures with the appropriation from each fund and determine that

the appropriations do not exceed the official or amended estimate of resources (estimated
revenues plus unencumbered fund balances).
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appropriations do not exceed the official or amended estimate of resources (estimated revenues
plus unencumbered fund balances) as of the fiscal year end. You should base the extent of this

Determine whether the county auditor sent a “does not exceed” certificate to the government.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-8 Compliance Requirement: Ohio Rev. Code Section 5705.40 Amending or supplementing
appropriations, contingencies.

Summary of Requirements: Any appropriation measure may be amended or supplemented if
the entity complies with the same laws used in making the original appropriation. However, no
appropriation may be reduced below an amount sufficient to cover all unliquidated and
outstanding contracts or obligations against them. “Transfers” * may be made by resolution or
ordinance from one appropriation item to another. Subject to certain limitations, the annual
appropriation measure may contain an appropriation for contingencies.

Rulings filed in the case of C. B. Transportation, Inc. v. Butler County Board of Mental
Retardations, 60 Ohio Misc. 71, 397 N.E.2d 781 (C.P. 1979), as well as Burkholder v. Lauber, 6
Ohio Misc. 152 (1965), held that a board or officer whose judgment and discretion is required,
was chosen because they were deemed fit and competent to exercise that judgment and discretion
and unless power to substitute another in their place has been given, such board or officer cannot
delegate these duties to another. Following such reasoning, a local government’s governing
board would be prohibited from delegating duties statutorily assigned to it, such as the ability to
amend appropriations as provided for in Ohio Rev. Code section 5705.40.

helps management and legislators reasonably control spending.

* “Transfers” in this context mean reallocations of appropriations within a fund. These do not
refer to transfers of cash between funds.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Accounting system capable of recording
appropriations and comparing them to
actual results.

e Reconciling appropriation totals to totals
recorded in the accounting system.

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Comparison of Outstanding
Encumbrances and Balances to Proposed
Amendments

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
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employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inquire (or determine from reading the minutes) if amended or supplemental appropriation
measures have been passed. If so, inspect the amended certificate executed by the county budget
commission.

Inspect the government’s records throughout the period to determine if selected appropriation

especially the CFO’s competence and dedication to complying with ORC requirements, past
errors noted, etc., similar to the interim testing described on page 1.

Match appropriations amendments, supplements and transfers with resolutions or ordinances.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-9 Compliance Requirements: Ohio Rev. Code Section 5705.38; 5705.41 (A), (B), (C), and
(D); and 5705.42 Restrictions on appropriating and expending money.

Summary of Requirements: The authorization of a bond issue is deemed an appropriation® of
the proceeds of the bond issue for the purpose for which such bonds were issued. No expenditure
shall be made from any bond fund until first authorized by the taxing authority. [Section
5705.41(A)].

Similarly, Federal grants or loans are “deemed appropriated for such purpose by the taxing
authority” as provided by law and shall be recorded as such by the fiscal officer of the
subdivision, and is deemed in process of collection [5705.42].

No subdivision or taxing unit is to expend money unless it has been appropriated. [Section
5705.41(B)].

No subdivision is to expend money except by a proper warrant drawn against an appropriate fund.
[Section 5705.41(C)].

No orders or contracts involving the expenditure of money are to be made unless there is a
certificate of the fiscal officer that the amount required for the order or contract has been lawfully
appropriated and is in the treasury or in the process of collection’ to the credit of an appropriate
fund free from any previous encumbrances. [Section 5705.41(D)].2 °

Federal or State grants and loans. The taxing authority cannot deviate from this purpose; the taxing
authority can only resolve to spend the money for a purpose already prescribed in a contract, grant

ersus actual activity, “ i

" It is permissible to certify a purchase without sufficient cash “in the bank” if a government is reasonably
certain cash will be on hand in time to pay the invoice when due (i.e. is “in the process of collection”).
For example, the Ohio EMA disburses Homeland Security grants only when the local government certifies
to OEMA they have an invoice on hand requiring payment. Since the government will receive OEMA’s
cash in time to pay the vendor, the CFO can certify the acquisition even if there is no cash in the fund at the
time of the certification. (This assumes there is sufficient appropriation for the payment).

8 Under ORC Sections 9.10, 9.11 and 1306.06-ard OAG Opinion 90-082, the fiscal officer need not
manually sign each certification. Electronic or mechanical signatures are permissible. However, ORC

Section 9.10 expressly prohibits using rubber stamp signatures. (We likely would not deem using a rubber
stamp to be material noncompliance.)

° ORC 3315.20 permits schools to incur a fund cash deficit in certain circumstances. See OCS step 1-23.
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Per 5705.41(D)(3), “Contract” as _used in_this_section_excludes current payrolls of regular

The statute provides the following exceptions to this basic requirement:

Then and Now Certificate: This exception provides that, if the fiscal officer can certify that both
at the time that the contract'® or order was made and at the time that he is completing his
certification, sufficient funds were available or in the process of collection, to the credit of a
proper fund, properly appropriated and free from any previous encumbrance, the taxing authority
can authorize the drawing of a warrant. The taxing authority has 30 days from the receipt of such
certificate to approve payment by resolution or ordinance. If approval is not made within 30
days, there is no legal liability on the part of the subdivision or taxing district.

Amounts of less than $100 for counties, or less than $3,000 for other political subdivisions, may
be paid by the fiscal officer without such affirmation of the taxing authority upon completion of
the "then and now" certificate, provided that the expenditure is otherwise lawful. This does not
eliminate any otherwise applicable requirement for approval of expenditures by the taxing
authority. [Section 5705.41(D)].

Continuing Contracts to be Performed in Whole or in Part in an Ensuing Fiscal Year: Where a
continuing contract is to be performed in whole or in part in an ensuing fiscal year, only the
amount required to meet those amounts in the fiscal year in which the contract is made need be
certified. (1987 Op. Atty. Gen. 87-069).

Per Unit Contracts: Where contracts are entered into on a per unit basis, only the amount
estimated to become due in the current fiscal year need be certified. (1987 Op. Atty. Gen. 87-
069).

Contract or Lease Running Beyond the Termination of the Fiscal Year Made: Pursuant to
Section 5705.44, Ohio Rev. Code, where a contract or lease runs beyond the termination of the
fiscal year in which it is made, only the amount of the obligation maturing in the current fiscal
year need be certified. The remaining amount is a fixed charge required to be provided for in the
subsequent fiscal year's appropriations.

The Attorney General, in 1987 Op. Atty. Gen. No. 87 069, has clarified the application of the
exceptions set forth above. In summary, he has indicated that:

certificates, they should charge the cost to the appropriation in_effect at the time they incurred the
obligation. For example, if a calendar-year government orders an_item in December 2007, the government
should charge the cost to 2007 appropriations, even if the fiscal officer signs a Then and Now Certificate in
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If a government subject to Ohio Rev. Code Section 5705.41 (D) enters into a continuing contract
under which no goods or services will be delivered during the current fiscal year and payment
will not be due until delivery, no amount need be certified as available during the current fiscal
year. Pursuant to Ohio Rev. Code Section 5705.44, the amount remaining unpaid at the end of a
fiscal year to become due in the next fiscal year must be included in the annual appropriation
measure for the next fiscal year as a fixed charge.

If under a continuing contract it cannot be determined whether delivery of goods or services and
the obligation to make payment will take place in the current or an ensuing fiscal year, the total
amount due under the contract must be certified as available during the current year.

If under a continuing contract delivery of goods or services is to occur in the current fiscal year
with the obligation to make payment deferred until an ensuing fiscal year, the amount required to
meet the obligation for goods or services delivered during the current fiscal year must be certified
as available in that fiscal year.

If a government subject to Ohio Rev. Code Section 5705.41 (D), enters into a contract that is not
a continuing contract, the total amount due under the contract must be certified as available in the
fiscal year in which the contract is made, regardless of when delivery of goods or services will be
made or when payment will become due.

County Commissioner Authorization: A board of county commissioners, by resolution, may
exempt purchases of $1,000 or less from the prior certification requirement. The resolution must
specify the dollar limit applicable to such purchases and whether it applies to all purchases, is
limited to certain classes of purchases, or is limited to specific purchases. The board must notify
the county auditor in writing of its intention to adopt such a resolution and the scope of the
resolution. The county auditor has 15 days to comment on the resolution before it may be
adopted by the board. Where such a resolution has been adopted, any person authorized to make
purchases, within 3 business days (or other time limit the commissioners resolve) of making a
purchase exempted under the resolution, must file with the county auditor a written or electronic
document stating the purpose, amount, appropriation line item and date of the purchase, and the
name of the vendor.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Tickler Files/Checklists

e Review/Comparison/Recomputations of
Purchase Documents

e Budgetary/Purchasing
Accounting/Monitoring System

o Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
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changes in laws and regulations to
employees — Policies and Procedures
Manuals

Suggested Audit Procedures - Compliance (Substantive) Tests:

For selected each funds compare total expenditures plus contract commitments (including
outstanding encumbrances) from each fund versus appropriations and determine if the
expenditures and commitments are within the appropriations for the tested funds.

For selected “line items,” compare total expenditures and contract commitments (including
outstanding encumbrances) at the legal level of control within selected funds with appropriations.
Determine if the expenditures and commitments are within selected appropriated funds at the
legal level of control.

Search for material unrecorded liabilities and/or encumbrances at year end. Refer to minutes and
records immediately following the fiscal year cutoff date.

Compare the date of the fiscal certificates with invoice dates, noting whether or not the certificate
date precedes the invoice/obligation date.
Note:
= The obligation date may precede the invoice date. If separately identified, use the
obligation date when determining compliance.
= As interpreted by AOS Bulletin 97-012, if the government does not expect to
complete the project in the current year, the remainder of the project must be
appropriated immediately in the subsequent year(s).

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-10 Compliance Requirement: Ohio Rev. Code Section 5705.41 (D) "Blanket" fiscal officer
certificates.

Summary of Requirements: Fiscal officers may prepare so-called "blanket" certificates for a
sum not exceeding an amount established by resolution or ordinance adopted by the members of
the legislative authority against any specific line item account over a period not running beyond
the end of the current fiscal year. The blanket certificates may, but need not, be limited to a
specific vendor. Only one blanket certificate may be outstanding at one particular time for any
one particular line item appropriation.

In addition to regular blanket certificates, a subdivision’s fiscal officer may also issue so-called
“super blanket” certificates for any amount for expenditures and contracts from a specific line-
item appropriation account in a specified fund for most professional services, fuel, oil, food items
and any other specific recurring and reasonably predictable operating expense. This certification
is not to extend beyond the fiscal year or, in the case of counties, beyond the quarterly spending
plan established by the county commissioners. More than one super blanket certificate may be
outstanding at one particular time for a particular line-item appropriation account.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
¢ Knowledge and Training of personnel
e Tickler Files/Checklists

e Periodic Inspection/Monitoring  of
Blanket Purchase Orders

o Use of a log to record blanket certificates
issued, track the period outstanding, and
monitor the number of regular blanket
certificates outstanding per account

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Inspect a representative number of “regular blanket” certificates and determine that:
= The amount is established by an ordinance or resolution passed by a majority of the
legislative body. (If the legislative authority passed this in the prior years, agree to

permanent file documentation.)

» They do not run beyond the fiscal year end.
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= They do not exceed the amount the legislative body established.
=  Only one certificate is outstanding per line item appropriation.

For subdivisions using “super blanket” certificates, inspect the certification of the fiscal officer
and determine whether:

= The certificates were for professional services, fuel, oil, food items or any other specific
recurring and reasonably predictable operating expense and,

= They do not run beyond the fiscal year (or quarterly spending plan, if a county adopted a
plan).

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

Page 26




2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

1-11 Compliance Requirement: Ohio Rev. Code Section 9. 34 Establishing different fiscal

districts.

Summary of Requirements: Ohio Rev. Code 9.34 prescribes fiscal years for certain
government units. It states that the fiscal year of the state and every school district shall begin on
July 1 and end on June 30. It also states that the fiscal year of every school library district and all
political subdivisions or taxing districts™* except for school districts shall begin on January 1 and
end on December 31.

All laws that relate to levying of taxes, the collection, appropriation and expenditure of revenues
or the making of financial reports refer and apply to the appropriate fiscal year as defined in this
section.

However, ORC 9.34 also allows a political subdivision, other than a school district or a county
school financing district, to use a different fiscal year or other fiscal period for one or more of its
funds, including a fiscal year based upon the fiscal year of an entity providing money for the fund
(i.e., a grantor agency) or the fiscal period of a capital project.'?

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Tickler Files/Checklists

e Presence of an Effective Accounting
System

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

1 As used in this section, school library district, subdivision and taxing district have the same meaning
assigned in Section 5705.01 of the Ohio Rev. Code. See the OCS 5705.01 Appendix. Therefore, this
requirement does not apply to some entities, such as agricultural societies, community improvement
corporations, etc.

2 GASB requires CAFR’s contain individual nonmajor snecial revenue and other qovernmental fund
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Suggested Audit Procedures - Compliance (Substantive) Tests:

You should consider all laws affected by fiscal year considerations in designing controls tests and
legal compliance tests for affected material funds. For example, many budgetary laws require
certifications from the county auditor before a government can appropriate and spent money;
these laws should be applied to the fiscal year or other period the fund uses.

If an entity uses a different fiscal year end for anything except a grant fund or a capital projects
fund, inspect the approval letter from the Auditor of State permitting this practice.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-12 Compliance Requirement: Ohio Rev. Code Sections 118.021 - 118.023, 118.03, 118.05 -
.06, 118.10, 118.12 - .13, and 118.15 fiscal watch and fiscal emergency for a municipal
corporation, county or township.

Summary of Requirements:

In accordance with Ohio Rev. Code Section 118.021, a municipal corporation, county or
township may undergo a fiscal watch review to determine whether it is approaching a state of
fiscal emergency. The review will be initiated by a written request to the Auditor of State.

Pursuant to 118.022, any one or more of the following conditions are grounds for a fiscal watch:

(1)(@) All accounts that were due and payable from the general fund of a municipal corporation,
county, or township at the end of the preceding fiscal year that had been due and payable
for at least thirty days at the end of the fiscal year or to which a penalty was added for
failure to pay by the end of the fiscal year, less the year-end balance in the general fund,
exceeded one-twelfth of the general fund budget for that year, or

(b) All accounts that were due and payable at the end of the preceding fiscal year from all
funds of the municipal corporation, county, or township and that had been due and
payable for at for at least thirty days at the end of the fiscal year or to which a penalty
was added for failure to pay by the end of the fiscal year, less the year-end balance in the
general fund and in the respective special funds available to pay those accounts, exceeded
one-twelfth of the available revenues during the preceding fiscal year, excluding
nonrecurring receipts, of the general fund and of all special funds from which those
accounts are payable.

OR

2 The aggregate of deficit amounts of all deficit funds at the end of the preceding fiscal
year, less the total of any year-end balance in the general fund and in any special fund
that may be transferred as provided in Ohio Rev. Code § 5705.14 to meet that deficit,
exceeded one-twelfth of the total of the general fund budget for that year and the receipts
to those deficit funds during that year other than transfers from the general fund.

OR

3 At the end of the preceding fiscal year, moneys and marketable investments in or held for
the unsegregated treasury of the municipal corporation, county, or township, minus
outstanding checks and warrants, were less in amount than the aggregate of the positive
balances of the general fund and those special funds, the purposes of which the
unsegregated treasury is held to meet, and that deficiency exceeded one-twelfth of the
total amount received into the unsegregated treasury during the preceding fiscal year.

OR
(@) Based on the AOS’ examination of the financial projection approved by the legislative
authority of a municipal corporation, county, or township, the AOS certifies that the

general fund deficit at the end of the current fiscal year will exceed one-twelfth of the
general fund revenue from the preceding fiscal year.
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Pursuant to 118.023, upon a determination that any of the above listed conditions are present, the
Auditor of State shall issue a written declaration of a fiscal watch.

Pursuant to 118.03, any one or more of the following are conditions of a fiscal emergency:

@ The existence, at the time of the determination by the AOS under Ohio Rev. Code 8
118.04 of a default on any debt obligation for more than thirty days.

OR

2 The existence, at the time of the determination by the AOS under Ohio Rev. Code §
118.04 of a failure for lack of cash in the funds to make payment of all payroll to the
employees of a municipal corporation, county, or township in the amounts and at the
times required by law, ordinances, resolutions, or agreements, which failure of payment
has continued:

(&) For more than thirty days after such time for payment, or

(b) Beyond a period of extension, or beyond the expiration of ninety days from the original
time for payment, whichever occurs first, if the time for payment has been extended for
more than thirty days by the written consent of at least two-thirds of the employees
affected by such failure to pay, acting individually or by their duly authorized
representatives. The failure of one county office, board, or commission to meet payroll
does not in itself constitute a fiscal emergency.

OR

3 An increase, by action of the county budget commission pursuant to Ohio Rev. Code
85705.31(D) in the minimum levy of the municipal corporation, county, or township for
the current or next fiscal year which results in a reduction in the minimum levies for one
or more other subdivisions or taxing districts.

OR

4) The existence of a condition in which all accounts that, at the end of its preceding fiscal
year, were due and payable from the general fund and that either had been due and
payable for at least thirty days at the end of the fiscal year or to which a penalty has been
added for failure to pay by the end of the fiscal year, including, but not limited to, final
judgments, fringe benefit payments due and payable, and amounts due and payable to
persons and other governmental entities and including any interest and penalties thereon,
less the year-end balance in the general fund, exceeded one-sixth of the general fund
budget for that year, or in which all accounts that, at the end of its preceding fiscal year,
were due and payable from all funds of the municipal corporation, county, or township
and that either had been due and payable for at least thirty days at the end of that fiscal
year or to which a penalty has been added for failure to pay by the end of the fiscal year,
less the year-end balance in the general fund and in the respective special funds lawfully
available to pay such accounts, exceeded one-sixth of the available revenues during the
preceding fiscal year, excluding nonrecurring receipts, of the general fund and of all
special funds from which such accounts lawfully are payable. Accounts due and payable
shall not include any account, or portion thereof, that is being contested in good faith.
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OR

(5) The existence of a condition in which the aggregate of deficit amounts of all deficit funds
at the end of its preceding fiscal year, less the total of any year-end balance in the general
fund and in any special fund that may be transferred as provided in Ohio Rev. Code §
5705.14 to meet such deficit, exceeded one-sixth of the total of the general fund budget
for that year and the receipts to those deficit funds during that year other than from
transfers from the general fund.

OR

(6) The existence of a condition in which, at the end of the preceding fiscal year, moneys and
marketable investments in or held for the unsegregated treasury of the municipal
corporation, county or township, minus outstanding checks and warrants, were less in
amount than the aggregate of the positive balances of the general fund and those special
funds the purposes of which the unsegregated treasury is held to meet, and such
deficiency exceeded one-sixth of the total amount received into the unsegregated treasury
during the preceding fiscal year.

Pursuant to 118.04, the Auditor of State shall determine the existence of fiscal emergency
conditions. The existence of any such condition constitutes a fiscal emergency.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

If the municipal corporation, county or township is currently in fiscal watch, review the entity’s
progress and determine whether any of the fiscal watch conditions currently exist. If during audit
work and based on the evaluation of the fiscal watch conditions, the auditor notes an
improvement (i.e., fiscal watch conditions no longer exist) or a deterioration (i.e., fiscal
emergency conditions now exist), the auditor should contact the engagement chief auditor. If
after evaluation the chief auditor concludes the entity should be removed from fiscal watch or
should be placed in fiscal emergency, the chief auditor should contact the Chief Deputy Auditor
or his designee.
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If the municipal corporation, county or township is currently in fiscal emergency review the
entity’s detailed financial plan and recovery plan. An effective recovery plan should identify the
steps necessary for the entity to fully recover from fiscal watch or fiscal emergency and identify
target dates to achieve each component of the recovery plan. The recovery plan should be
periodically updated for any changes in circumstances affecting the entity. Determine whether
the entity has violated any statutory requirements to follow the plan.

Determine whether the entity has established a financial planning and supervision commission.
[Ohio Rev. Code § 118.05]

Determine whether the mayor, county commissioners or township trustees have submitted (within
120 days) a detailed financial plan outlining the actions to be taken to eliminate all fiscal
emergency conditions; satisfy any judgments, past due accounts payable and all past due and
payable payroll and fringe benefits; eliminate deficits in all deficit funds; balance the budgets and
avoid future deficits in any funds; maintain current payments for payroll, fringe benefits and
accounts; restore the ability of the entity to market long-term general obligation bonds under
provisions of law applicable to the entity; and other requirements of Ohio Rev. Code & 118.06.

Determine whether the entity has developed an effective financial accounting and reporting
system to comply with Ohio Rev. Code Chapter 117. [Ohio Rev. Code § 118.10]

Determine whether expenditures made are in accordance with the approved financial plan subject
to the requirements of Ohio Rev. Code § 118.12.

Determine whether the appropriations measures and tax budget are consistent with the financial
plan. [Ohio Rev. Code § 118.13]

Determine whether the debt obligations have been approved by the commission and the
ordinances authorizing the issuance contain all required elements. [Ohio Rev. Code § 118.15 -
118.99. [Ohio Rev. Code § 118.15]

If after evaluation the chief auditor concludes the entity should be removed from fiscal
emergency, the chief auditor should contact the Chief Deputy Auditor or his designee.

If such information comes to the attention of an IPA while conducting an audit, the IPA should
contact the regional chief auditor.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-13 Compliance Requirements: Ohio Rev. Code Sections 5705.28(B)(2), 5705.36, 5705.40

however, auditors should still refer to the Legal Matrices in Appendix F of the Ohio Compliance

Supplement for guidance in determining the applicability of these requirements to various types
of entities:

Applicable Applicable
5705.28(B)(2)Requirements ORC Section QCS Section
Estimate receipts and adopt an operating budget 5705.28(B)(2)(a) | Comparable to 1-1
Prepare certificate of estimated resources (but does 5705.36 1-4
not require budget commission approval).

Must amend estimated resources under the 5705.36 1-5
circumstances described in the OCS (also see

ADAM 97-05).

Appropriate at the minimum level of control 5705.38 1-6

prescribed by 5705.38(C) (or a lower level). No
budget commission approval required.
Cannot appropriate more than estimated resources 5705.28(B)(2)(c) | Comparable to 1-7

Must amend appropriations if they intend to spend 5705.40 1-8
more than the original appropriation.

Cannot disburse more than appropriated. 5705.41(B) 1-9
Must certify the availability of funds. 5705.41(D) 1-9
May issue blanket or super blanket purchase orders. 5705.41(D) 1-10

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
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Design and perform tests to include the applicable OCS sections referenced above.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section B: Additional School Requirements

Revisions per HB 66, 126"
GA, (effective 9/29/05)

1-14 Compliance Requirement: Oh|0 Rev Code Sectlon 5705.391 and Ohio Admin. Code
Section 3301-92-04: School

p%@RG%%%O%—éA%l—l—)(d)}m%Ladept—speMmg—pl&n—seheel dlstrlcts (and communltv schools
er ORC Section 3314.03(A)(11)(d)) must_prepare 5 year projections.

Summary of requirements for public school districts (i.e. school districts that are not
community schools):

Ohio Rev. Code section 5705.391(A) (B}

School dlsmets boards must prepare 5 year projections of revenues and expenditures. as-part-of
- Most of the guidance on how to prepare these projections is found in Ohio

Admin. Code § 3301-92-04. The plan must be approved by resolution and submitted to the

Department of Education upon the adoption of an annual appropriation measure, but no later than

October 31 of any fiscal year.

A board of education must update its 5 year projection between April 1 and May 31 of each fiscal
year and submit it to the department of education. (Ohio Admin. Code Section 3301-92-04(F)).
In addition, a board of education notified under division (A) of section 5705.391 of the Ohio Rev.
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Code shall submit a school district approved written plan in a timely manner as required to the
department of education to eliminate any current deficits and avoid the projected future deficits.
[Admin. Code 3301-92-04(E)]

The board of education of a school district that is in fiscal watch status, or the financial planning
and supervision commission for a school district in fiscal emergency status, must revise the
school district's five -year projection of revenues and expenditures so that the projection is

consistent with the financial plan or financial recovery plan upon the approval of the respective
lan by the Superintendent of Public Instruction . (R.C. 3316.043

The rules allow the Auditor of State and the Ohio Department of Education to prescribe the
format and content of the 5 year projection. These guidelines are fairly complex (see Auditor of
State Bulletin 98-015 for more information). The Auditor of State and the Ohio Department of
Education generally are responsible for reviewing these projections (and related assumptions) for
conformity with the requirements. The independent auditor is expected to evaluate whether the
data in the projections for the current period are reasonably supported by the client’s
documentation.

Summary of requirements for community schools:
To meet this requirement, community schools must submit the document available at:

http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODEPrimary.aspx?Page=2&TopiclD=179
7&TopicRelationlD=1797

NOTE: Community school five-year projections are only available for FY08. Auditors should

You can view the projection a school submitted at:

http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODEPrimary.aspx?Page=2&TopiclD=11
&TopicRelation|D=1437

The School’s board should approve this plan.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

o Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
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employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

N{GFHGHVG—BFGGGGH-FE— Determme that the 5 year prOJectlon under Oh|o Rev Code Sectlon
5705.391(A) (B} was filed with the superintendent-of public-instruction Department of Education
by viewing the web link described on the preceding page. {(Fitirg-the-5-yearprojection-satisfies
this-compliancerequirement)

Compare actual revenues and expenditures to projections. Inspect documentation that the district
board updated its projections between April 1 and May 31.

If contracts, etc., subject to 85705.412 were entered into during the period, inspect documentation
indicating the related 5 year projections were updated.

Inspect documentation supporting the 5 year projections. Evaluate for reasonableness.

If in fiscal watch or fiscal emergency status, determine whether the school district updated its 5
year projection consistent with the terms outlined in the financial plan or financial recovery plan.

Read the client’s assumptions. Perform analytical procedures and evaluate whether the
assumptions are reasonable and the resulting projections are in accordance with those
assumptions.

Consider if the projections indicate any possible “going concern” conditions [AU § 341] or fiscal
distress conditions [OCS Section 1-17].

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Rev. by HB 66,
126" GA, effective
6/30/05

1-15 Compliance Requirement: Ohio Rev. Code Section 5705.412 Restriction upon school
district expenditures and certifying adequate revenues. Application: City, local, exempted
village and joint vocational school districts.

Summary of Requirements: Ohio Rev. Code 85705.412 requires the treasurer,
superintendent and president of the board of education to certify that adequate revenues will
be available to maintain all personnel and programs for the current fiscal year and for a number of
days in the succeeding fiscal years equal to the number of days instruction was held or is
scheduled for the current fiscal year. For a school district in fiscal emergency under Ohio Rev.

Code chapter 3316, the certificate shall be signed by a member of the school district’s financial
planning and supervision commission (Ohio Rev. Code Section 5705.412 (B) (3)). the-district

Term of certificate:

» The certificate attached to an appropriation measure covers only the fiscal year in which
the appropriation measure is effective.

» The certification must be attached to all appropriation measures except for temporary
measures when the temporary measure (1) does not appropriate more than twenty five
percent of the total resources available last year for any fund, (2) the measure will not be
in effect for more than thirty days after the earliest date the school district could pass an
annual appropriation measure, (3) and an amended certificate of available revenues has
not been certified to the school district under Ohio Rev. Code §5705.36.

» The certificate attached to a qualifying contract covers the term of the contract.
» The certificate attached to a wage or salary schedule covers the term of the schedule.

» A *qualifying contract™ is “. . . any agreement for the expenditure of money under which
aggregate payments from the funds included in the school district’s five-year projection
under section 5705.391 of the revised code [see OCS Section 1-13] will exceed the lesser
of the following amounts . . . ”:

o $500,000;

0 1% of the general fund’s total estimated revenues as certified in the school
district’s most recent certificate of estimated resources under Ohio Rev. Code §
5705.36 [see OCS Sections 1-4 and 1-5]

Tax levies: The certification of an appropriation measure may not anticipate the renewal or
replacement of an existing property tax levy nor the approval to extend an existing income tax
levy beyond its current expiration. All other certifications may anticipate the renewal or
replacement of existing property tax levies and the approval to extend an existing income tax levy
beyond its current expiration (OAC 3301-92-05 (B)).
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A school district must include the additional certification under Section 5705.412 along with the
certification required under Section 5705.41 except under the following circumstances:

» for current payrolls of, or contracts of employment with, any employees or officers of the
school district.**

» when increasing the wages or salaries enabling the school board to comply with division
(B) of Ohio Rev. Code Section 3317.13, which addresses the minimum salary schedule
for teachers.

Section 5705.412 certificates should be executed for:

> appropriation measures (except certain temporary measures; see above)™:;

> increased salary or wage schedules® and

» any other “qualifying contracts”, including 1)negotiated agreements (e.g. professional
association [“union”] contracts) and, 2) contracts for benefits (e.g., major health

insurance contracts)

Obligations that have not been certified as required are considered void. No payments may be
made on void obligations.

Penalties: Anyone who knowingly does any of the following, is liable for the full amount paid on
the obligation, up to $10,000:

» executing an obligation contrary to §5705.412,
» expending or authorizing the expenditure of public funds contrary to §5705.412, or
» authorizing or making payment of public funds on a void obligation

The Auditor of State is required to refer contractual or wage schedule noncompliance to the
school district’s statutory legal counsel.

% For example, contracts with individual teachers do not require a “412" certificate, though the negotiated
agreement and/or teaching staff salary schedule generally would. Similarly, an employment contract with
an individual administrator, who is not covered by a board adopted salary schedule would not require “412"
certification.

“any appropriation measure ... unless there is attached thereto a certificate, signed as required by this
section, that the school district _has in_effect the authorization to levy taxes including the renewal or

replacement _of existing levies which, when combined with the estimated revenue from all other sources

'8 Increased salary schedules that are part of a contract previously lawfully certified under section 5705.412
need not be re-certified before they take effect. However, the school district may have to adjust revenues
and expenditures, in the section 5705.391 (A) {(B) five-year projection, in the year the increased salary or
wage schedule takes effect in order to properly certify its annual appropriation measure.
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School districts should maintain a continuing record of contracts which have been certified and
adequate documentation to substantiate the certifications (OAC 3301-92-05(E)).

The rules for 5705.412 (Ohio Admin Code section 3301-92-05 (B) - (D)) provide guidance on
projecting revenues to future periods for purposes of the certifications.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Tickler Files/Checklists

e Preparation and review of 5 year
projections under § 5705.391 (A) {B)

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Scan minutes, contracts files, etc., to identify appropriation measures (except certain temporary
measures), increased salary or wage schedules, and qualifying contracts.

Prepare a schedule of appropriation measures, increased salary or wage schedules, and qualifying
contracts for which “412" certificates were not executed during the fiscal year.

If a qualifying contract, etc., should have been certified and the auditor cannot obtain
documentation that it was, send the Board President a letter during the audit in substantially the
form indicated in the sample immediately following this OCS Section.'” Send copies to the
parties indicated in the sample letter attached.

Select a representative number of qualifying contracts, etc., entered into during the fiscal year(s)
under audit. Inspect the “412" certificates and the supporting documentation, including the 5 year
projections that were available to school district officials at the time of the execution of the
qualifying contracts, etc. Evaluate for reasonableness and conformity with the rules.

Compare qualifying contract, etc., dates with related certification dates and note any differences.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable

7 If the school district substantially complied with § 5705.412 certification provisions for appropriation
measures, increased salary and wage schedules, and “qualifying contracts”, the auditor may waive sending
this letter and report the matter in the appropriate auditor’s compliance report.
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conditions/material weaknesses, and management letter comments):
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[DATE]

[Board President]

[Name & Type] School District
[Street Address]

[City], Ohio [Zip]

Re: Notice of Potential Ohio Rev. Code §
5705.412 Violation

Dear [Board President]:

While auditing your School District for the year ended June 30, 20Y'Y, we noted a [pick one:
“qualifying contract”/annual appropriation measure/increased salary or wage schedule]
that did not have attached a contemporaneously executed certificate of adequate revenue as
required by Ohio Rev. Code § 5705.412. [Describe the contract, appropriation, or schedule at
issue so that they know exactly which one we are questioning.].

Ohio Rev. Code § 5705.412, as amended, in effect from June 30, 2000, provides:

[N]o school district shall adopt any appropriation measure, make any qualifying contract,
or increase during any school year any wage or salary schedule unless there is attached
thereto a certificate, signed as required by this section, that the school district has in
effect the authorization to levy taxes including the renewal or replacement of existing
levies which, when combined with the estimated revenue from all other sources available
to the school district at the time of certification, are sufficient to provide the operating
revenues necessary to enable the school district to maintain all personnel and programs
for all the days set forth in its adopted school calendars for the current fiscal year and for
a number of days in succeeding fiscal years equal to the number of days instruction was
held or is scheduled for the current fiscal year...

The certificate shall be signed by the treasurer and president of the board of education
and the superintendent of the school district, unless the school district is in a state of
fiscal emergency declared under Chapter 3316 of the Ohio Rev. Code, in which case the
certificate shall be signed by a member of the school district’s financial planning and
supervision commission who is designated by the commission for this purpose.

The law also provides, “[e]very qualifying contract made or wage or salary schedule adopted or
put into effect without such a certificate shall be void, and no payment of any amount due thereon
shall be made.”

Section 5705.412 specifically directs the Auditor of State’s Office to determine each school
district’s compliance with the statute’s requirements.
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If there is a certificate that was signed by [you, the superintendent and the treasurer / the
designated member of the financial planning commission] at or about the time the [qualifying
contract/schedule/appropriation] was made, please provide me with a copy of such certificate
immediately. If no such certificate was executed at or about the time the [qualifying
contract/schedule/appropriation] was made, the School District has thirty (30) days to provide
our Office with a properly executed certificate and appropriate supporting documentation.
Appropriate supporting documentation is:

e the 5 year projection the board was required to prepare and submit to the Department of
Education pursuant to Ohio Rev. Code § 5705.391(A) and Ohio Admin. Code § 3301-92-
04, or,

e any other documentation reflecting the School District’s analysis of the financial impact
of the [qualifying contract/schedule/appropriation].

Section 5705.412 clearly provides that any [contract/schedule/appropriation] that is not
certified is void as a matter of law. Therefore, you should also be aware that if you do not supply
us with a properly executed certificate within the next thirty (30) days, § 5705.412 provides that
any payments made on the [contract/schedule/appropriation] could be subject to repayment
and recovery.

If you have any questions, please do not hesitate to call me.
Very truly yours,

MARY TAYLOR
AUDITOR OF STATE

[Your Name]
Chief Auditor, [Name] Region

cc: [Board Member]*®
[Board Member]
[Board Member]
[Board Member]
[Superintendent]
[Treasurer]
[Statutory Legal Counsel]
bcc:  Robert Hinkle
Mary Beth Foley

'8 Send a copy to each board member.
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Revisions per HB 66, 126™
GA, (effective 9/29/05)

1-16 Compliance Requirements: Ohio Rev. Code 8§ 3315.17 and .171 (textbooks); 3315.18 and
181 (capital); 3317.012 (adjusts base cost); 3317.02 (defines formula amount); Ohie-Admin
Code-§-3301-92-01 (textbooks), -02 (capital)

Summary of Requirements: These laws and regulations require every city, local, exempted
village and joint vocational school district, to establish two reserves:

1) Textbooks and instructional materials reserve and
2) Capital (acquisition) and maintenance reserve

The reserves are to be accounted for in the school district’s general fund using any reasonable
accounting method.

The capital acquisition and textbooks reserves have several of the same characteristics:

» The reserves must be calculated and set-aside annually.
If the set-aside amount is not spent in one year it is carried forward to the next year.
The reserve must be represented by (restricted) cash at year-end.

The reserve is calculated by multiplying the base amount by a percentage.

YV V V V

The amount of the required reserve may be reduced (offset') by resources received
during the fiscal year whose use is restricted to the purpose of one of the reserves.

> Each school district’s annual report must include a schedule showing the balance of the
set-aside carried forward from the previous year, a calculation of the current year set-

19 «Offsets” are certain revenues recorded to other funds as defined in Rev. Code Sections 3315.171 and
3315.181. The revenue in excess of the set aside and qualified expenditures does not accumulate or carry

any excess contributions in external financial reports as “designations” of governmental fund balance
[GASB Cod. §1800.141].
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any reductions (offsets) to the required amount from receipts similarly restricted, and the

! .

Annual Set-Aside Calculation:

> Caleulate The annual set asides are calculated reserve by multiplying a percentage of the
“formula amount”® by the school district’s “student population”®. The preceding
year’s “formula amount” and “student population” are used for the calculation. The
percentage is set at 3% by statute, though the Auditor of State has been given some
discretion to establish alternative percentages®. The formula is:

[(% x Formula Amount) x Student Population]

textbook and capital set-aside. In lieu of following the amended requirements, the board
of education annually may elect (by resolution) to follow the textbook and/or capital set-
aside requirements (from the ORC and-OAC provisions) as they existed prior to July 1,
2001. (Audit programs D and E follow this OCS Section, and describe both options.)
This election must be made within 90 days after the beginning of the fiscal year for which
the election is to apply.

» Fiscal year expenditures exceeding the current year set aside requirement plus the
carryover balance may be carried forward to offset a future year’s annual textbook and
instructional materials set aside requirement. __ (AQS_Bulletin_2001-006). _Excess

expenditures in_the capital and maintenance set aside do not carry forward. In
accordance with Rev. Code Section 3315.17(B)(1), any amount deposited into the
textbook and instructional materials set aside that exceeds the annual set requirement®
may be used to reduce future contributions or can be withdrawn by the school district

board by a resolution.

Other Uses of the Textbook and Instructional Material Set Aside reguirements:

22 «Formula amount” is the base cost per pupil as determined by Ohio Rev. Code Sections 3317.02 and

2 «student population” is a defined term. The Ohio Department of Education is responsible for calculating
the student population based on information the school district submits (3315.17(F)).

4 No alternative percentages have been established the date of this document.
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Ohio Rev. Code Section 3315.18(D) allows a school district to spend the textbook reserve for
things other than textbooks if eertain-conditions—in-the-statute-are-satisfied both of the following

occur during that fiscal year:

1. All of the following certify to the school district board in writing that the school district
has sufficient textbooks, instructional software, and instructional materials, supplies, and
equipment to ensure a thorough and efficient education within the school district:

a. The school district superintendent;

b. In school districts required to have a business advisory council, a person
designated by vote of the business advisory council;

c. If the school district teachers are represented by an exclusive bargaining
representative for purposes of Rev. Code Chapter 4117, the president of that
organization or the president’s designee.

2. The school district board adopts, by unanimous vote of all members of the board, a
resolution stating that the school district has sufficient textbooks, instructional software,

and instructional materials, supplies, and equipment to ensure a thorough and efficient
within the school district.

Waivers of the Annual Set Aside Requirements:

School districts in fiscal emergency may deposit an amount less than the required annual set
aside, or make no deposit into the school district textbook and instructional materials and the
capital and maintenance funds. The school district board of education must document this
decision annually in a separate, specific resolution. A board of education’s approval of a five-
year projection including the waiver of the set aside(s) is not considered approval of the set aside

waiver.

School districts in fiscal watch or caution may apply to the superintendent of public instruction
for a waiver®® from the annual set aside requirement. The waiver may permit the school district
to deposit an amount less than the annual set aside requirement or make no deposit into the school
district textbook and instructional materials fund and/or the capital and maintenance funds for
that year. The superintendent may grant a waiver under division (B)(3) of Section 3315.17, Rev.
Code, if the school district demonstrates to the satisfaction of the superintendent of public
instruction that compliance with the annual set aside requirement for that year will create an
undue financial hardship on the school district.

School districts, not more often than one fiscal year in every three consecutive fiscal years, may
apply to the superintendent of public instruction for a waiver from the annual set aside
reguirements of Sections 3315.17 and 3315.18, Rev. Code. The waiver would permit a school
district to deposit an amount less than the annual set aside requirement or make no deposit into

the school district textbook and instructional materials fund or the capital and maintenance fund
for that year. The superintendent or public instruction ma rant a waiver (Section

% In any year a waiver is granted, it is assumed the resources that would have been otherwise set aside will

be used to support existing education programs. Therefore, resources expended in excess of a carryover set
aside balance are considered discretionary and are not to accumulate or be used to reduce future annual set
aside requirements. It is the Department of Education’s intent to not approve a waiver in excess of the

annual set aside less any offsets. A waiver in excess of the current year set aside less offsets does not carry
forward.
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3315.17(B)(4)) if the school district demonstrates to the satisfaction of the superintendent that

compliance with the annual set aside requirement for that fiscal year will necessitate the reduction
or elimination of a program currently offered by the school district that is critical to the academic
success of students of the school district and that no reasonable alternatives exist for spending
reductions in other areas of operation within the school district that negate the necessity of the
reduction or elimination of that program.

A waiver is granted for only the requirement to set aside current year revenue for textbooks and
instructional materials and/or for capital and maintenance. A waiver does not eliminate the set
aside reserve or any accumulated/existing balance carried over from prior years. The annual set
asides waived need not be made up in future years.

Other capital and maintenance provisions established by-S-B-—Ne-—345 July 1, 2001:

» Within the capital and maintenance set-aside, the board of education may establish a
separate account solely for depositing funds®’ transferred from the budget stabilization
reserve (discussed in Ohio Compliance Supplement Section 1-16(A)) which was required

» Funds deposited into the separate account and interest on those funds may only be used
for the school district’s share of basic project costs for any project undertaken in
accordance with Ohio Rev. Code Chapter 3318 (School Facilities Commission projects).
(See OCS Chapter 2 for a discussion of certain ORC Chapter 3318 programs.)

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Tickler Files/Checklists

e Presence of an effective accounting
system

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
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Special programs for auditing these reserves immediately follow. If the school district has not
elected to follow the pre-July 1, 2001 base calculation use Audit Programs A and B. If the
school district has elected to follow the pre-July 1, 2001 base calculation, use Audit Programs D
and E.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-16 (A) Compliance Requirements: Ohio Rev. Code § 5705.29 (F) (budget stabilization); Qhio
BeywA(;Qde&&ioil@l&t@tA(QapttatA&Wmarntenangetdnd) 9h+e—Adm+n—Geete—§%39&-92—03ﬂaneL

Code § 3315.18(C) provides requirements for the disposition of any budget reserve balance that
may have existed at April 10, 2001.

Any balance (this includes the amount representing required Bureau of Workers’ Compensation
(BWC) deposits and the amount representing other required deposits) remaining in the previously

> to offset a budget deficit;

> for school facility construction, renovation, or repair®® (may transfer to a separate account
in the capital and maintenance set-aside as discussed above®);

» for textbooks or instructional materials, including science equipment for laboratories;

» for purchase of school buses; or

» for professional development of teachers

%8 The school district must maintain documentation to support the use of any BWC balance for permitted
purposes (see Use of BWC Portion).

29 79 exercise this option, the Board must adopt a resolution and comply with the budget reserve provisions
in Ohio Rev. Code § 5705.13(A) (OCS Section 1-27)

% A0S Bulletin 2001-006 allows for the transfer in of the BWC portion in total or in part to a special cost

account_counts toward meetlng the regurred caprtal and marntenance set asrde deposrt To-count-as-a

e*pendrture& Deposns in excess of the required deposn should be reported as desrgnatlons for external
financial reporting purposes.
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Per AQOS Bulletin 2001-006, the balance of the budget reserve not representing BWC rebates

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Tickler Files/Checklists

e Presence of an effective accounting
system

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

The disposition of the budget reserve should have been audited in 2001. Refer to the permanent
file if the school district still maintains a reserve, and test for adherence to the school district’s
chosen plan of disposition. Compare what the school district has done with the reserve assets
during the period of the current audit with the school district’s disposition plan.

accordance with the board’s resolution and solely:
= to offset a budget deficit (must establish an ORC 5705.13 (A) budget reserve with the
balance subject to the 5% limitation);
= for school facility construction, renovation, or repair;
= for textbook or instructional materials, including science lab equipment;
= for purchase of school buses; or
= for professional development of teachers
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For BWC balances not retained in an ORC 5705.13(A) budget reserve and not deposited into the
capital or textbook set-asides, determine whether the school district has established procedures to
demonstrate that BWC balances are used for permitted purposes (e.g. use of a special cost center
within the general fund)

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

Page 51




2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

Audit Program - A
AUDITING THE TEXTBOOKS AND INSTRUCTIONAL MATERIAL RESERVE

If a school district elected to apply the pre-July 1, 2001 base calculation,
use Audit Program D.

Done
Step By or Date X-
No. Procedure for Consideration N/A | Comp | Ref.

1. Testing note accuracy.

b. | Foot and crossfoot the note.

c. | Foot and crossfoot the client’s underlying calculations (if any).

2. Trace beginning of the year balance to prior audited financial
statements or working papers.
3. Test the annual reserve calculation by multiplying the percentage®

by the “formula amount”® and multiplying the result by the school

district’s “student population”®. The preceding year’s “formula
amount” and *“student population” should be used for this
calculation:

[(% x Formula Amount) x Student Population]

a. | This information is available for each school district and joint

vocational school district on the Ohio Department of Education’s

website:
http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODE
Detail.aspx?Page=3&TopicRelationD=990&Content=2494
6

4. Vouch Wgﬂemm charged to the Reserve during the
year for compliance with Ohio Admin Code § 3301-92-01 (G):

a. | Allowable: textbooks, instructional materials, instructional supplies,
instructional software, equipment directly associated with student
instruction.

b. | Unallowable: uses not directly associated with student instruction,
such as, employee labor cost, purchased services (except computer
maintenance), facilities maintenance, and administrative items.

5. Trace “offsets”’® to appropriate documentation supporting the
client’s calculations and assertions and to and from the current year
working papers:

% The percentage is set at 3% by statute, though the Auditor of Sate has been given some discretion to
establish alternate percentages. As of the date of this document no alternative percentage has been
established.

%2 Formula amount is the base cost per pupil as determined by Ohio Rev. Code Sections 3317.02 and .012.

% Student population is a defined term. The Ohio Department of Education is responsible for calculating
the student population based on information submitted by the school district (3315.17(F)).
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Audit Program - A

AUDITING THE TEXTBOOKS AND INSTRUCTIONAL MATERIAL RESERVE

Step
No.

Procedure for Consideration

Done
By or
N/A

Date
Comp

x_
Ref.

a.

Permanent improvement levy authorized by Ohio Rev. Code §
5705.21 to the extent the proceeds are restricted by the school
district Board to expenditure for textbooks, instructional software,
and instructional materials, supplies and equipment

Proceeds of securities whose use is restricted to expenditures for
textbooks, instructional software, and instructional materials,
supplies and equipment.

Proceeds of school district income tax levied under Ohio Rev. Code
Chapter 5748 for permanent improvements, to the extent the
proceeds are restricted to expenditures for textbooks, instructional
materials, supplies and equipment.

: I - onal o
subsidy)-

Other revenue sources identified by the Auditor of State, in
consultation with the Department of Education, in rules adopted by
the Auditor of State.**

Expenditures in excess of the current year eraccumulated set-aside

required set-asides may also be carried forward to offset future
year(s) textbook and instructional materials set-aside requirements.

Read any other information included in the report (e.g., the
introductory and statistical sections of a CAFR), and determine
whether it is consistent with the note. If the information is
materially inconsistent or misstated, consult with Accounting &
Auditing Support if the client refuses to make necessary changes.

Prepare a brief narrative for the working papers that describes the
nature, timing, and extent of our tests of the reserve.

3 As of the date of this audit program, the AOS has identified no such revenues.
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2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

Audit Program — B
AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

If the school district elected to apply the pre-July 1, 2001 base calculation,
use Audit Program E.

Done
Step By or Date X-
No. Procedure for Consideration N/A Com Ref

1. Testing note accuracy.

a. | Obtain _the school district’s draft set aside note and supportin
documentation.

Foot and crossfoot the note

c. | Foot and crossfoot the client’s underlying calculations (if any).

2. Trace beginning of the year balance to prior audited financial
statements or working papers.

vocational school district on the Ohio Department of Education’s

website:
http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODE
Detail.aspx?Page=3&TopicRelationD=990&Content=2494
6

a. | This information is available for each school district and joint

year for compliance with Ohio Admin Code § 3301-92-02 (G):

a. | Allowable: acquisition price; direct materials; labor and overhead for
a qualifying project; project professional fees; site prep;
demolition\removal of existing assets; freight and handling; capital
lease principal.

b. | Unallowable: expenditures not for acquisition, replacement,
enhancement, maintenance and repair of permanent improvements
(property, asset, or improvements with a useful life of 5 years or
more).

5. Trace “offsets”® to appropriate documentation supporting the

client’s calculations and assertions and to and from the current

3. Test the annual reserve calculation by multiplying the percentage™
by the “formula amount?®" and multiplying the result by the school
district’s “student population®”. The preceding year’s “formula
amount” and “student population” should be wused for this
calculation:

[(% x Formula Amount) x Student Population]

% The percentage is set at 3% by statute, though the Auditor of State has been given some discretion to
establish alternate percentages. As of the date of this document, no alternative percentage has been
established.
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2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

Audit Program — B
AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

a. | Permanent improvement levy authorized by Ohio Rev. Code
§5705.21 to the extent the proceeds are restricted by the school
district Board to expenditure for the acquisition, replacement,
enhancement, maintenance, or repair of permanent improvements™®.

b. | Proceeds of securities whose use is restricted to expenditures for the
acquisition, replacement, enhancement, maintenance, or repair of
permanent improvements.*’

c. | Insurance proceeds received as a result of the damage to or theft or
destruction of a permanent improvement to the extent a Board of
Education places the proceeds in a separate fund for the acquisition,
replacement, enhancement, maintenance, or repair of permanent
improvements.

d. | Proceeds received from the sale of a permanent improvement to the
extent the proceeds are paid into a separate fund for the construction
or acquisition of permanent improvements.

e. | Proceeds received from a tax levy authorized by Ohio Rev. Code

§3318 06 to the extent the proceeds are available to be used for the
)38

f. | Proceeds of certificates of part|C|pat|on issued as a part of a lease-
purchase agreement entered into under Ohio Rev. Code Section
3313.375.

g. | Proceeds received from the sale of a permanent improvement to the
extent the proceeds are paid into a separate fund for the construction
or acquisition of permanent improvements.

h. | Proceeds of any school district income tax levied under Ohio Rev.
Code Chapter 5748 to the extent the proceeds are available for the
acquisition, replacement, enhancement, maintenance, or repair of
permanent improvements.

improvement levy are an offset in the vear of sale. The excess proceeds may be used in future years as an
offset up to the amount of the levy proceeds received in that year for repayment (see AOS Bulletin 98-014,

Question 15).

7 Actual capital expenditures in-excess-of-current-year-or-accumulated-set-asiderequirements from bond or
note proceeds in-the-capital-improvements-and-maintenance-reserve - OR - the proceeds from the related

permanent improvement levy or other levy to pay the debt - may be carried forward to offset future years’
capltal |mprovements and mamtenance reserve set- aS|de requwements Aetual—eash—b&lanees—m—exees&ef
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Audit Program — B
AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

i. | Money transferred from the general fund (USAS 001) to the

permanent improvement fund (USAS 003) fnete—expenditures-from
the-PHund related-to-these transfers-do-not-then-count-as-an-offset-or

as-aHowable-reserve-expenditures] is an offset for the current year.

transfers returned to the general fund. The amounts transferred
required a court order. This should be reported as a change in the

j. | Other revenue sources identified by the Auditor of State, in
consultation with the Department of Education, in rules adopted by
the Auditor of State®.

6. Read any other information included in the report (e.g., the
introductory and statistical sections of a CAFR), and determine
whether it is consistent with the note. If the information is
materially inconsistent or misstated, consult with Accounting &
Auditing Support if the client refuses to make necessary changes.

7. Prepare a brief narrative for the working papers that describes the
nature, timing, and extent of our tests of the note.

39 As of the date of this audit program, the AOS has identified no such revenues.
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2008 Ohio Compliance Supplement

Budgetary and Certain Related Requirements

Audit Program - D*

AUDITING THE TEXTBOOKS AND INSTRUCTIONAL MATERIAL RESERVE

Use this audit program if the school district has elected to apply the pre-July 1, 2001 base

calculation as discussed in Ohio Compliance Supplement section 1-16

Done
Step Byor | Date X-
No. Procedure for Consideration N/A | Comp | Ref
1. | Testing note accuracy. e
a. | Obtain the school district’s draft of the set aside note and supporting
documentation.
b. | Foot and crossfoot the note.
c. | Foot and crossfoot the client’s underlying calculations, including the
current year required set-aside percentage (3%) times the base.
2. Trace beginning of the year balance to prior audited financial
statements or working papers.
3. Trace cash-basis property tax revenue (Ohio Rev. Code Chapter
5705 amounts) to the client’s calculations and to and from the prior-
year working papers (determine that all audit adjustments and
reclassification entries which the auditee agreed to post are properly
reflected in the papers) or to other acceptable documentation, such as
County Auditor Tax Settlement Sheets:
a. | General fund property tax amounts
b. | Emergency levy fund property tax amounts
c. | Operating revenue from a multi-purpose property tax levy
d. | Inside millage allocated to a capital projects fund
e. | Property tax receipts allocated to a debt service fund for general fund
tax and revenue anticipation debt
f. | Payments received in lieu of property taxes
g. | Proceeds from the sale of delinquent tax liens
4, Trace cash-basis income tax revenue (Ohio Rev. Code Chapter 5748
amounts) to the client’s calculations and to and from the prior-year
working papers or other acceptable documentation, such as
remittance advices from the State:
a. | General fund income tax amounts
b. | Income tax receipts allocated to a debt service fund for general fund
tax and revenue anticipation debt
c. | School district’s share of city income tax based upon a development
agreement
5. | Trace cash-basis formula aid (school foundation) revenue (Ohio -

Rev. Code 8§3317.022(A) [non-vocational schools] or 83317.06
[vocational schools]) to the client’s calculations and to and from the
prior-year working papers or other acceptable documentation:

9 Audit Program C was Auditing the Budget Reserve. Most of this no longer applies. The steps that still
apply were moved to other programs.
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2008 Ohio Compliance Supplement

Budgetary and Certain Related Requirements

Audit Program — D*

AUDITING THE TEXTBOOKS AND INSTRUCTIONAL MATERIAL RESERVE

Step
No.

Procedure for Consideration

Done
By or
N/A

Date
Comp

X-
Ref

a.

This information is available for each school district and joint
vocational school district on the Ohio Department of Education’s
website:
http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODEPrimary.
aspx?page=2&TopicRelation]D=990%20

For “guarantee” school districts, use the amount from line 19 on the
fiscal year 6/30/05 Form SF3 (formerly SF-12)*

Vouch expenditures charged to the Reserve during the year for
compliance with Ohio Admin Code § 3301-92-01 (G):

Allowable: textbooks, instructional materials, instructional supplies,
instructional software, equipment directly associated with student
instruction.

Unallowable: uses not directly associated with student instruction,
such as, employee labor cost, purchased services (except computer
maintenance), facilities maintenance, administrative items.

Trace “offsets”® to appropriate documentation supporting the
client’s calculations and assertions and to and from the current year
working papers:

Permanent improvement levy authorized by Ohio Rev. Code §
5705.21 to the extent the proceeds are restricted by the school
district Board to expenditure for textbooks, instructional software,
and instructional materials, supplies and equipment

Proceeds of securities whose use is restricted to expenditures for
textbooks, instructional software, and instructional materials,
supplies and equipment.

Proceeds of school district income tax levied under Ohio Rev. Code
Chapter 5748 for permanent improvements, to the extent the
proceeds are restricted to expenditures for textbooks, instructional
materials, supplies and equipment.

w I w oral ol I
subsidy)-

Other revenue sources identified by the Auditor of State, in
consultation with the Department of Education, in rules adopted by
the Auditor of State®.

*1 This amount is included in a separate column on ODE’s web site.

*2 As of the date of this audit program, no such revenues have been identified.
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2008 Ohio Compliance Supplement

Budgetary and Certain Related Requirements

Audit Program - D*°

AUDITING THE TEXTBOOKS AND INSTRUCTIONAL MATERIAL RESERVE

Step
No.

Procedure for Consideration

Done
By or
N/A

Date
Comp

X-
Ref

e.

Expenditures in excess of the current year set aside requirements and
the carryover balance in the textbook and instructional materials set
aside may be carried forward to reduce future years’ textbook and

instructional materials _set aside requirements. _Contributions in

requirements.

e ith the Ficcal ; , , ; .

: ot 1 . :

Read any other information included in the report (e.g., the
introductory and statistical sections of a CAFR), and determine
whether it is consistent with the note. If the information is
materially inconsistent or misstated, consult with Accounting &
Auditing support if the client refuses to make necessary changes.

Prepare a brief narrative for the working papers that describes the
nature, timing, and extent of our tests of the reserve.
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2008 Ohio Compliance Supplement

Budgetary and Certain Related Requirements

Audit Program — E

AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

Use this audit program if the school district has elected to apply the pre-July 1, 2001 base
calculation as discussed in Ohio Compliance Supplement section 1-16

Done
Step By or Date
No. Procedure for Consideration N/A Com X-Ref
1. | Testing note accuracy. *
a. | Obtain_set school district’s draft aside note and supporting
documentation.
b. | Foot and crossfoot the note.
c. | Foot and crossfoot the client’s underlying calculations, including the
current year required set-aside percentage (3%) times the base.
2. Trace beginning of the year balance to prior audited financial
statements or working papers.
3. Trace cash-basis property tax revenue (Ohio Rev. Code Chapter
5705 amounts) to the client’s calculations and to and from the prior
year’s working papers (determine that all audit adjustments and
reclassification entries which the auditee agreed to post are properly
reflected in the papers) or other acceptable documentation, such as
County Auditor Tax Settlement sheets:
a. | General fund property tax amounts
b. | Emergency levy fund property tax amounts
c. | Operating revenue from a multi-purpose property tax levy
d. | Inside millage allocated to a capital projects fund
e. | Property tax receipts allocated to a debt service fund for general fund
tax and revenue anticipation debt
f. | Payments received in lieu of property taxes
g. | Proceeds from the sale of delinquent property tax liens
4. Trace cash-basis income tax revenue (Ohio Rev. Code Chapter 5748
amounts) to the client’s calculations and to and from the prior year’s
working papers or other acceptable documentation, such as State
remittance advices:
a. | General fund income tax amounts
b. | Income tax receipts allocated to a debt service fund for general fund
tax and revenue anticipation debt
c. | School district’s share of city income tax based upon a development
agreement
5. Trace cash-basis formula aid (school foundation) revenue (Ohio

Rev. Code § 3317.022(A) [non-vocational schools] or 83317.06
[vocational schools]) to the client’s calculations and to and from the
prior year’s working papers or other acceptable documentation:
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2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

Audit Program — E
AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

a. | This information is available for each school district and joint
vocational school district on the Ohio Department of Education’s
website:
http://www.ode.state.oh.us/GD/Templates/Pages/ODE/ODEPrimary.
aspx?page=2&TopicRelationlD=990%20

b. | For “guarantee” school districts, use the amount from line 19 on the
fiscal year 6/30/05 Form SF3 (formerly SF-12)*,

6. Vouch expenditures charged to the Reserve during the year for
compliance with Ohio Admin Code § 3301-92-02 (G):

a. | Allowable: acquisition price; direct materials; labor and overhead for
a qualifying project; project professional fees; site prep;
demolition\removal of existing assets; freight and handling; capital
lease principal.

b. | Unallowable: expenditures not for acquisition, replacement,
enhancement, maintenance and repair of permanent improvements
(property, asset, or improvements with a useful life of 5 years or
more).

7. Trace “offsets”*® to appropriate documentation supporting the

client’s calculations and assertions and to and from the current
year’s working papers:

a. | Permanent improvement levy authorized by Ohio Rev. Code
85705.21 to the extent the proceeds are restricted by the school
district Board to expenditure for the acquisition, replacement,
enhancement, maintenance, or repair of permanent improvements.*’

b. | Proceeds of securities whose use is restricted to expenditures for the
acquisition, replacement, enhancement, maintenance, or repair of
permanent improvements. *’

c. | Insurance proceeds received as a result of the damage to or theft or
destruction of a permanent improvement to the extent a Board of
Education places the proceeds in a separate fund for the acquisition,
replacement, enhancement, maintenance, or repair of permanent
improvements

d. | Proceeds received from the sale of a permanent improvement to the
extent the proceeds are paid into a separate fund for the construction
or acquisition of permanent improvements

e. | Proceeds received from a tax levy authorized by Ohio Rev. Code
83318.06 to the extent the proceeds are available to be used for the
maintenance of capital facilities. (Classroom facilities)

f. | Proceeds of certificates of participation issued as a part of a lease-
purchase agreement entered into under Ohio Rev. Code Section
3313.375.

*3 This amount is included in a separate column on ODE’s web site.
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Audit Program — E
AUDITING THE CAPITAL IMPROVEMENTS AND MAINTENANCE RESERVE

g. | Proceeds received from the sale of a permanent improvement to the
extent the proceeds are paid into a separate fund for the construction
or acquisition of permanent improvements.

h. | Proceeds of any school district income tax levied under Ohio Rev.
Code Chapter 5748 to the extent the proceeds are available for the
acquisition, replacement, enhancement, maintenance, or repair of
permanent improvements.

i. | Money transferred from the general fund (USAS 001) to the

permanent improvement fund (USAS 003) frete:-expendituresfrom
the-PHund-related-to-these-transfers-do-not-then-count-as-an-offset-or

as-alowable-reserve-expenditures] is an offset for the current year.

required a court order. This should be reported as a change in the
set aside for the current year and not a restatement.

j. | Other revenue source identified by the Auditor of State, in
consultation with the Department of Education, in rules adopted by
the Auditor of State*.

8. Read any other information included in the report (e.g., the
introductory and statistical sections of a CAFR), and determine
whether it is consistent with the note. If the information is
materially inconsistent or misstated, consult with Accounting &
Auditing Support if the client refuses to make necessary changes.

9. Prepare a brief narrative for the working papers that describes the
nature, timing, and extent of our tests of the note.

* As of the date of this issuance, the AOS has identified no such revenues.
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2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

Revision per HB 66, 126"
GA, (effective 9/29/05)

1-17 Compliance Requirements: Ohio Rev. Code Sections 3316.03, and 3316.031 - School
fiscal caution, fiscal watch and fiscal emergency.

Summary of Requirements:

A fiscal watch shall be declared if any of the following conditions are met:

(1)(a) An operating deficit has been certified for the current fiscal year by the Auditor of State

(b)

(2)

©)

and the deficit exceeds 8% of the school district’s general fund revenue for the preceding
fiscal year (such a certification would be prompted by a resolution of the board of
education or by a request from the state superintendent of public instruction [Ohio Rev.
Code 3313.483]; and

The voters have not approved a levy that would raise sufficient revenue in the next
succeeding fiscal year such that (a) above to would no longer apply.

OR

The school district has outstanding debt securities [issued under Ohio Rev. Code §
3316.06(A)(4)]and the financial planning and supervision commission has been canceled
[under Ohio Rev. Code 3316.16] (this situation deals with a down grade to fiscal watch
from fiscal emergency).

OR

The superintendent of public instruction has declared the school district to be under fiscal
caution [under Ohio Rev. Code § 3316.031], has found that the school district has not
acted reasonably to eliminate or correct practices or conditions that prompted the
declaration, and determined the declaration of a state of fiscal watch necessary to prevent
further fiscal decline; and

The Auditor of State determines that the decision of the superintendent is reasonable.

A fiscal watch may be declared if all of the following conditions are met:

@)

(2)

©)

An operating deficit has been certified for the current fiscal year by the Auditor of State
and the deficit exceeds 2%, but does not exceed 8%, of the school district’s general fund
revenue for the preceding fiscal year; and

The voters have not approved a levy that would raise sufficient revenue in the next
succeeding fiscal year such that (1) above to would no longer apply, and;

The Auditor of State determines there is no reasonable cause for the deficit or that the
declaration of fiscal watch is necessary to prevent further fiscal decline.

A fiscal emergency shall be declared if any of the following conditions are met:
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(1)(a) A certified operating deficit exceeds 15% of the general fund revenue for the preceding

(b)

(2)

©)

(4)

fiscal year (such a certification would be prompted by a resolution of the board of
education or by a request from the state superintendent of public instruction [Ohio Rev.
Code § 3313.483]; and

The voters have not approved a levy that would raise sufficient revenue in the next
succeeding fiscal year such that (a) above to would no longer apply.

OR

The school district board fails to submit a plan acceptable to the state superintendent of
public instruction within 120 days of being declared in a state of fiscal watch.

OR

The superintendent of public instruction has reported that the school district is not
materially complying with the provisions of an original or updated financial plan (related
to a fiscal watch declaration) and the state superintendent has determined the declaration
of a state of fiscal emergency necessary to prevent further fiscal decline.; and

The Auditor of State determines that the decision of the superintendent is reasonable.
OR
A declaration of fiscal emergency is required by division (D) of section 3316.04 of the

Ohio Rev. Code (that is, if the school district is currently in a declared Fiscal Watch and
refinances or restructures certain debt).

A fiscal emergency may be declared if all of the following conditions are met:

)

()

®3)

An operating deficit has been certified for the current fiscal year by the Auditor of State
and the deficit exceeds 10%, but does not exceed 15%, of the school district’s general
fund revenue for the preceding fiscal year; and,

The voters have not approved a levy that would raise sufficient revenue in the next
succeeding fiscal year such that (1) above to would no longer apply.

The auditor of state determines that a declaration of fiscal emergency is necessary to
correct the school district’s financial problems and to prevent further fiscal decline.

In addition to fiscal watch and fiscal emergency, Ohio Rev. Code § 3316.031 establishes a third
category of fiscal distress called “fiscal caution”. In accordance with rules established under this
category, the Auditor of State is responsible for referring certain deficiencies to the Ohio
Department of Education. The following is ODE’s fiscal caution criteria:

Failure to correct any of the following situations could eventually lead to the Auditor of State
declaring a school district to be in a state of Fiscal Watch or Fiscal Emergency.

1.

When a school district fails to submit or update a five-year projection as required by
section 5705.391 of the Ohio Rev. Code or by Administrative Rule 3301-92-04.
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When there is a potential current year deficit with no acceptable plan in place to avoid the
projected deficit.

When a school district notified under division (A) (B} of section 5705.391 of the Ohio
Rev. Code fails to submit an acceptable plan to address a potential future year deficit
within the timeframe allowed.

Whenever the Department discovers any other “fiscal practices or conditions” that could
lead to a declaration of Fiscal Watch or Emergency through the examination of a school
district’s five-year projection required under division (B) of section 5705.301 of the Ohio
Rev. Code.

When the Auditor of State certifies a deficit between 2% and 8% of prior year general
fund revenue and elects not to place the school district in Fiscal Watch, the school district
must be placed in Fiscal Caution as required by section 3316.031(B)(3) of the Ohio Rev.
Code.

When the Auditor of State declares that a school district’s financial records are
unauditable.

When the Auditor of State reports that a school district has not complied with section
5705.412 of the Ohio Rev. Code by attaching a signed certificate to an appropriation
measure, qualifying contract or salary schedule.

When the Auditor of State identifies repertable—ceonditions; material weaknesses,
significant deficiencies, direct and material legal noncompliance or management letter
comments which, in the opinion of the Auditor, the aggregate effect of all such reported
issues has an significant effect on the financial condition of the school district.

Financial Recovery Plan

School districts in fiscal watch and fiscal emergency are required to prepare a financial recovery
plan and submit it to the Superintendent of Public Instruction at the Ohio Department of

Education. These plans must be updated annually.

Ohio Rev. Code Sections 3316.04(C) and

3316.06(A
In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
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If the school district is currently in fiscal watch or fiscal emergency, review the school district’s
recovery plan. An effective recovery plan should identify the steps necessary for the school
district to take to fully recover from fiscal watch or fiscal emergency and identify target dates to
achieve each component of the recovery plan.

Verify that statutory requirements to follow the plan are not being violated by the school district.

Determine whether the school district’s plan was updated annually.

While performing audit work, be alert to information relative to the current fiscal year which may
suggest the school district will be unable to open, or remain open, for instruction on all days set
forth in its adopted school calendar, pay all obligated expenses (current year operating deficit is
reasonably possible), or otherwise suggests one of the fiscal distress conditions may exist. Such
information might come to the auditor’s attention while:

Reviewing minutes

Making audit inquiries

Reviewing audit period and current year interim financial reports
Reviewing correspondence with legal counsel

Reviewing the matters for attention form and draft audit report
Performing other such audit procedures

YVVVYVYYVY

If during audit work and based on knowledge of the school district, such information does come
to the auditor’s attention, the engagement chief auditor should be contacted. If after evaluation the
Chief Auditor concludes there are or may be significant financial problems, the chief auditor
should contact the Chief Deputy Auditor or his designee.

Auditor of State Audit Memo 2001-09 provides additional guidance regarding fiscal caution.
(Note that ODE has changed some of the criteria ADAM 2001-09 listed for determining a fiscal

applies.)

If such information comes to the attention of an IPA during an audit, contact the regional chief
auditor.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section C: Additional Public Library Requirements

1-18 Compliance Requirements: Ohio Rev. Code Section 5705.23 - Special levy for library
purposes; submission to electors.

Summary of Requirements: The board of library trustees of any county, municipal corporation,
school district, or township public library by a vote of two-thirds of all its members may pass a
resolution indicating a desire to raise taxes outside the ten-mill limitation. The resolution declares
it necessary to levy a tax for either current expenses of the library or for the construction of any
specific permanent improvement or class of improvement which the board of library trustees is
authorized to make or acquire and which could be included in a single bond issue.

The question of this additional tax levy is to be submitted by the taxing authority of the political
subdivision to whose jurisdiction the board is subject, to the electors of the subdivision or, if the
resolution so states, to the electors residing within the boundaries of the library district.

The tax levy may be in effect for any specified number of years or for a continuing period of
time, as set forth in the resolution.

The library may borrow up to 50% of the total estimated proceeds of a current expense levy to be
collected during the first year of the levy.

The Library may issue Anticipation Notes in an amount not to exceed 50% of the total estimated
proceeds of the levy for permanent improvements to be collected in each year over the period of
ten years after the issuance of such notes.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

o Effectiveness of Oversight Government’s
Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Trace resolutions to the minutes, noting that they were passed by at least two-thirds of all board
members.
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Obtain a copy of the taxing authority's resolution(s) and agree it to the resolution(s) certified to it
by the library trustees.

Vouch a representative selection of expenditures made with tax levy proceeds and determine that
the proceeds were being used for the purpose(s) stated in the resolution(s).

If the library issued anticipation notes, compare the proceeds from the notes to the total
anticipated proceeds of the levy. The note proceeds should not exceed 50% of the levy.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-19 Compliance Requirement: Ohio Rev. Code Section 5705.28(B)(1) - Adoption of tax
budget; school library district tax budget; estimated revenues and expenditures of departments,
boards, commissions and authorities; public libraries receiving library and local government

support funds (also_known as: “public library funds” pursuant to SB 185, 127" General
Assembly, effective 6/20/2008).

Summary of Requirements: Before the first day of June in each year, the board of trustees of a
school library district entitled to participate in any appropriation or revenue of a school district or
to have a tax proposed by the board of education of a school district shall file with the board of
education of the school district a tax budget for the ensuing fiscal year. On or before the fifteenth
day of July in each year, the board of education of a school district to which a school library
district tax budget was submitted under this division shall adopt such tax budget on behalf of the
library district, but such budget shall not be part of the school district's tax budget.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

o Legislative and Management Monitoring

o Effectiveness of Oversight Government’s
Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

For a school library district entitled to participate in any appropriation or revenue, or tax proposed
by a board of education: Inspect documentation indicating a tax budget was submitted before
June 1.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

Page 69




2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

1-20 Compliance Requirement: Ohio Rev. Code Section 5705.281(B) - By affirmative vote
(including the affirmative vote of the county auditor), a county budget commission may waive
any or all of the following requirements for a library receiving all of that county’s county library
and local government support fund (also known as: *county public library funds” pursuant to SB

185, 127" General Assembly, effective 6/20/2008), or that receives all of that portion of funding

that is distributed to libraries.

Summary of Requirements: Unless waived, school libraries must file a tax budget per 5705.28
if (1) they participate in any appropriation or revenue of a school district, or (2) if a school library
proposes to have a school district’s board of education propose a tax on the library’s behalf.

Unless waived, a library’s trustees desiring to receive county library fund (county public librar
funds) money must certify to the taxing authority its estimate of revenues and expenditures.
Unless waived, that taxing authority must include the full amounts the library trustees request in
the taxing authority’s 5705.28 tax budget of receipts and disbursements.

When the budget commission waives these requirements, the commission shall still require the
library to provide information it requires related to the commission’s duties.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inspect documentation from the County Budget Commission that waives the requirement to file
this information.

If the tax budget was waived:

1. Obtain a copy of the budget commission’s correspondence notifying the subdivision of
the waiver. Document the submission requirements specified in the communication.

2. Through inspection of documents, review of minutes, or similar procedures, determine
whether any significant substitute requirements were met.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
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conditions/material weaknesses, and management letter comments):
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Section D: Generic Requirements for Revenues, Funds, and Transfers

Summary of Requirements: Generally, the aggregate amount of taxes that may be levied on
any taxable property in any one year is not to exceed ten mills on each dollar of tax valuation.
(Charter_governments may use a different limit authorized in their charter.) This limitation is
known as the ten mill limitation, or inside millage. The ten mill limitation may only be exceeded
(a) by a vote of the people, or (b) by a charter that provides for a higher limitation which may be
levied without a vote of the people.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Effectiveness of County Budget
Commission's/County Auditor's
Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Inspect the tax budget for the year and determine if the ten mill limitation was exceeded.

If the ten mill limitation was exceeded, inspect the document entitled Resolution Accepting
Amounts and Rates as Determined by the Budget Commission and Authorizing the Necessary Tax
Levies and Certifying Them to the County Auditor, indicating it was authorized by a vote of the
people or was authorized by appropriate charter provisions. Secure copies for the permanent files,
if appropriate.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-22 Compliance Requirement: Ohio Rev. Code Section 5705.09 Establishing funds.

Summary of Requirements: Each subdivision must establish the following funds:

>

>

>

>

General fund;

Sinking fund whenever the subdivision has outstanding bonds other than serial bonds;

Bond retirement fund, for the retirement of serial bonds, notes, or certificates of

indebtedness;

A special fund for each special levy;

A special bond fund for each bond issue;

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;

A special fund for each public utility operated by a subdivision;

A trust fund for any amount received by a subdivision in trust.

In determining how the government ensures
compliance, consider the following:

What control procedures address the
compliance requirement?

W/P
Ref.

Policies and Procedures Manuals
Knowledge and Training of personnel
Presence of Effective Accounting System
Tickler Files/Checklists

Legislative and Management Monitoring
Periodic Reviews of Fund Ledgers

Management’s identification of changes
in laws and regulations

Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Page 73




2008 Ohio Compliance Supplement Budgetary and Certain Related Requirements

e Inspect authority (e.g., board resolution) to establish the fund.

management_purposes, how_they want specific_resources spent. Absent an
statutory restrictions on such resources, an internal purpose restriction does not
justify the creation of a separate fund. New funds must be created based on the

uidelines in AOS Bulletin 1999-006.

e If a fund is not authorized under Ohio Rev. Code Section 5705.09 or another Ohio Rev.

Code section and the entity did not receive Auditor of State approval to establish the
fund, propose the necessary findings for adjustment to remove the unauthorized fund(s

Note: Establishing funds this ORC Section requires does not require AOS approval.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Rev. per:
0 HB 530, 126" GA, effective 3/30/06:
0 HB 385, 126" GA, effective 9/21/06:

o HB 276, 126" GA, effective 3/30/07

1-23 Compliance Requirement: Ohio Rev. Code Sections 5705.10, 5731.48, and 3315.20(A).
Distributing revenue derived from tax levies, proceeds from sale of bond issue, and proceeds

Summary of Requirements:

» All revenue derived from the following must be paid into the general fund [R.C. § 5705.10,
unless otherwise indicated below]:

the general levy for current expense within the ten mill limitation,
e any general levy for current expense authorized by vote in excess of the ten mill
limitation, and from

e sources other than the general property tax, unless its use for a particular purpose is

bonds, one half of the [estate] taxes distributed under this section shall be
credited to the sinking or bond retirement fund of the municipal

» All revenue derived from general or special levies for debt charges which is levied for the
debt charges on serial bonds, notes, or certificates of indebtedness having a life less than five
years, must be paid into the bond retirement fund. All such revenue which is levied for the
debt charges on all other bonds, notes, or certificates of indebtedness is to be paid into the
sinking fund [R.C. § 5705.10(B)].

» All revenue derived from a special levy is to be credited to a special fund for the purpose for
which the levy was made [R.C. § 5705.10(C)].*

%5 HB 530 permits townships receiving distributions from the Gasoline Excise Tax Fund in the state

treasury to use that money to pay debt service on SIB obligations. (R.C. 5531.10 and 5735.27)
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» All revenue derived from a source other than the general property tax and which the law

» All proceeds from the sale of public obligations or fractionalized interests in public
obligations as defined in Ohio Rev. Code section 133.01, except premium and accrued
interest, are to be paid into a special fund for the purpose of such issue. Any interest earned
on money in the special fund may be used for the purposes for which the indebtedness was
authorized, or may be credited and used for an authorized fund or account. [R.C. § 5705.10]

» The premium and accrued interest received from the sale of public obligations or
fractionalized interests in public obligations as defined in Ohio Rev. Code section 133.01 is
to be paid into the subdivision's sinking fund or the bond retirement fund [R.C. §
5705.10(E)].

» If a permanent improvement of the subdivision is sold, the amount received from it may be
paid into the sinking fund, the bond retirement fund, or into a special fund for the
construction or acquisition of permanent improvements [R.C. § 5705.10(F)]. “®

» Proceeds from the sale of a public utility are to be paid into the sinking fund or bond
retirement fund to the extent necessary to provide for the retirement of the outstanding
indebtedness incurred in the construction or acquisition of such utility [R.C. § 5705.10(F)].

» Proceeds from the sale of property other than a permanent improvement are to be paid into
the fund from which such property was acquired or is maintained, or if there is no such fund,
into the general fund [R.C. § 5705.10(F)].

Money paid into a fund must be used only for the purposes for which such fund has been
established. As a result, a negative fund balance indicates that money from one fund was used to
cover the expenses of another fund [R.C. § 5705.10(H)]. However, Ohio Rev. Code section
3315.20 provides an allowable exception for school districts. Effective 3/30/07, a school district
may have a deficit in any special fund (see step 1-22 for a listing of possible “special” funds) of
the school district, but only if all of the following conditions are satisfied:

0 The school district has a reguest for payment pending with the state sufficient to
cover the amount of the deficit [R.C. § 3315.20(A)]

0 There is a reasonable likelihood that the payment will be made [R.C. §
3315.20(A)]

4 HB385, in Ohio Rev. Code Section 5705.10(F) & (G), created an exception for certain townships, with a
population greater than 15,000, having used township tax increment financing (TIF) for real property in the
township according to the most recent federal decennial census. These townships may pay proceeds from
the sale of a permanent improvement of the township into its general fund if both of the following
conditions are satisfied:
e The Township fiscal officer determines that all foreseeable “public infrastructure improvements”
to be made in the township in the 10 years immediately following the date the permanent
improvement is sold will have been financed through township TIF on or before the date of the

sale. Written certification of this determination must be made part of the township’s records.
e The permanent improvement being sold was financed entirely from moneys in the township’s

general fund.
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0 The unspent and unencumbered balance in the school district’s general fund is
greater than the aggregate of deficit amounts in all of the school district’s special
funds. [R.C. § 3315.20(B)]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
¢ Knowledge and Training of personnel
e Presence of Effective Accounting System

e Periodic Reviews/Comparisons of
Budgeted and Actual Revenues

¢ Independent Inspection/Comparison of
Revenues to Source Documents

e Tickler Files/Checklists
e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Trace a representative number of receipts from tax levies, bond issues, and sales of permanent
improvements, to the funds.

Inspect accounting ledgers or month end reports as of fiscal year end and for selected periods
during the year. Determine whether significant negative fund balances existed.
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overnment should select the fund to report the receivable.

If a negative fund balances are identified for a school district, determine whether the school
district met the allowable exception conditions above by:

= |nspecting the school district’s Project Cash Request (PCR) forms. In most cases, these

forms will be available for viewing online in ODE’s Comprehensive Continuous
Improvement Plan (CCIP) application at http://ccip.ode.state.oh.us/ccip/default.asp.

= Computing the unspent and unencumbered balance in the school district’s general fund
and vouching whether it is greater than the aggregate of deficit amounts in all of the
school district’s special funds.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-24 Compliance Requirement: Ohio Rev. Code Section 5705.12  Permission to establish
funds.

Summary of Requirement: Taxing authorities should establish the funds described in Ohio
Rev. Code Sections 5705.09, 5705.121, 5705.13, and 5705.131 when applicable. Establishing
these funds does not require Auditor of State authorization.

However, should a taxing authority desire to establish other funds not authorized in the above
ORC sections, they must obtain approval of the Auditor of State. The subdivision may provide
by ordinance or resolution that money derived from special sources other than the general
property tax shall be paid directly into such funds.

It is necessary to request the Auditor of State’s permission to establish any fund not specifically
authorized by statute or when the purpose of the fund is not identified in Ohio Rev. Code
85705.09 (A) - (H). Situations requiring Auditor of State approval include:
o \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;
o When the fund will account for restricted gifts or bequests that will not be held in trust;
and
o When management wants to impose internal restrictions on the use of otherwise
unrestricted resources.

In some circumstances, the AOS deems the use of additional funds unnecessary and will not
approve the request. See AOS Bulletin 99-006 for additional information.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Presence of Effective Accounting System
e Periodic Reviews of Fund Ledgers

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

If there is evidence new funds were established during the audit period, trace funds'
establishments to the minutes. Determine code section under which established.
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If not established under State statute, inspect Auditor of State approval letters for funds created
during the current audit period.

Read ordinances and resolutions regarding how monies derived from special sources are to be
used. Trace a representative number of receipts into the funds or accounts required by the
ordinances or resolutions.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Rev. by HB 66, 126"
GA, effective 6/30/05

1-25 Compliance Requirements: Ohio Rev. Code Sections 5705.14, 5705.15, and 5705.16
Transfer of funds (Refer to Appendix A to Chapter 1 for a more detailed discussion on what

Summary of Requirements: No transfer can be made from one fund of a subdivision to any
other fund, except as follows:*’

>

The unexpended balance in a bond fund [i.e. a capital project fund financed with bond
proceeds] that is no longer needed for the purpose for which such fund was created shall be
transferred to the sinking fund or bond retirement fund from which such bonds are payable.
[R.C. 8§ 5705.14(A)]

The unexpended balance in any specific permanent improvement fund, other than a bond
fund, after the payment of all obligations incurred in the acquisition of such improvement,
shall be transferred to the sinking fund or bond retirement fund of the subdivision. However,
if such money is not required to meet the obligations payable from such funds, it may be
transferred to a special fund for the acquisition of permanent improvements, or, with the
approval of the court of common pleas of the county in which such subdivision is located, to
the general fund of the subdivision. [R.C. 8§ 5705.14(B)]

The unexpended balance in the sinking fund or bond retirement fund of a subdivision, after
all indebtedness, interest, and other obligations for the payment of which such fund exists
have been paid and retired, shall be transferred, in the case of the sinking fund, to the bond
retirement fund, and in the case of the bond retirement fund, to the sinking fund. However, if
the transfer is impossible by reason of the nonexistence of the fund to receive the transfer, the
unexpended balance may be transferred to any other fund of the subdivision with the
approval of the court of common pleas of the county in which such division is located. [R.C.
§ 5705.14(C)]

The unexpended balance in any special fund, other than an improvement fund, may be
transferred to the general fund or to the sinking fund or bond retirement fund after the
termination of the activity, service, or other undertaking for which such special fund existed,
but only after the payment of all obligations incurred and payable from such special fund.
[R.C. § 5705.14(D)]

Money may be transferred from the general fund to any other fund of the subdivision [R.C. §
5705.14(E)]. Note: OAG Opinion 89-075 requires a governing board resolution passed by a

*" GASB 2300.120 (and therefore OCBOA presentations) requires certain disclosures regarding the
amounts and purposes of transfers in the notes to the financial statements.
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that such transfers were made without the use of revenue derived from inside

» Moneys retained by a county in accordance with Ohio Rev. Code Section 4501.04 (auto
registration distribution fund), or in accordance with Ohio Rev. Code Sections 5735.27
(gasoline excise tax fund), may be transferred from the fund into which they were deposited
to the sinking fund or bond retirement fund from which any principal, interest, or charges for
which such moneys may be used is payable. [R.C. § 5705.14(F)]

» Moneys retained or received by a municipal corporation under Ohio Rev. Code Section
4501.04 (motor vehicle license tax), or division (A) (1) or (2) of Ohio Rev. Code Section
5735.27 (motor vehicle fuel excise taxes), may be transferred from the fund into which they
were deposited to the sinking fund or bond retirement fund from which any principal,
interest, or charges for which such moneys may be used is payable. [R.C. 8 5705.14(G)]

» Money may be transferred from the County Mental Retardation and Developmental
Disabilities general fund to the County Mental Retardation and Developmental Disabilities
capital fund established under Ohio Rev. Code Section 5705.091, or to any other fund created
for purposes of the County Board of Mental Retardation and Developmental Disabilities so
long as it is spent for the particular purpose of the transfer. An unexpended balance in an
account may be transferred back to the County Mental Retardation and Developmental
Disabilities general fund. Transfers shall be done by resolution of the Board of County
Commissioners. [R.C. §5705.14(H)]

» Money may be transferred among various funds and accounts from which a loss was directly
attributable to allocate insurance and self insurance program costs, including deductibles,
under Ohio Rev. Code sections 2744.08 and 2744.082. If a subdivision makes such an
allocation or requires the payment of deductibles from specific funds or accounts, the
subdivision's fiscal officer, pursuant to an ordinance or resolution of the subdivision's
legislative authority, must transfer amounts equal to those costs or deductibles from the funds
or accounts to the subdivision's general fund if both of the following apply:

* (1) the subdivision requests payment from the employee responsible for the funds
or accounts for those costs or deductibles [R.C. § 2744.082(A)(1), and

* (2) the employee receiving the request fails to remit payment within 45 days after
the date the request is received [R.C. § 2744.082(A)(2)].

» Except in the case of transfers from the general fund, transfers can be made only by
resolution of the taxing authority passed with the affirmative vote of two thirds of the
members. Transfers from the general fund require a resolution passed by a simple majority
of the board members (i.e., a two thirds vote is not required for general fund transfers though

Per 5705.15 & .16: In addition to the transfers listed above, which Ohio Rev. Code Section
5705.14 authorizes, the taxing authority of any political subdivision, with the approval of the Tax
Commissioner and of the Court of Common Pleas, may transfer from one fund to another any
public funds under its supervision, except the proceeds or balances of:

e |oans,

e bond issues,
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o special levies for the payment of loans or bond issues,
the proceeds or balances of funds derived from any excise tax levied by law for a
specified purpose, and

o the proceeds or balances of any license fees imposed by law for a specified purpose.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Periodic Reviews/Comparisons of
Budgeted and Actual Transfers

e Independent Inspection/Comparison of
Transfers to Source Documents

¢ Knowledge and Training of personnel

e Presence of Effective Accounting System
e Tickler Files/Checklists

o Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inspect documents authorizing transfers during the audit period and determine that transfers
involving balances described below met the requirements above:

= Unexpended bond balance;

= Permanent improvement balance;
=  Bond retirement;

= Special fund,;

= Auto registration;

= Resolution;

= Municipal corporation;

» Mental Retardation.

Determine if transfers were made that meet one or more of the exceptions listed above.
Determine if any significant transfers were made from the proceeds or balances of:

= Joans,

»  bond issues,

= special levies for the payment of loans or bond issues,

= the proceeds or balances of funds derived from any excise tax levied by law for a
specified purpose, or
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= the proceeds or balances of any license fees imposed by law for a specified purpose.

Determine if selected transfers were authorized by vote of the governing board as described
above. (As noted above, this resolution should be separate from appropriation measures.)

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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1-26 Compliance Requirements: Though no statutory provisions directly address inter-fund
advances, the following requirements are in part derived from Ohio Rev. Code Sections: 5705.10
(restriction on the purpose for which funds may be used); 5705.14, 5705.15, and 5705.16
(transfer of funds); 5705.39 (appropriations limited to estimated resources); 5705.41 (restriction
on appropriation/ expenditure of money); and 5705.36 (certification of available revenue).
Auditor of State Bulletin 97-003 sets forth the requirements for inter-fund advances and provides
additional guidance for recording such transactions.

Summary of Requirements: Inter-fund cash advances 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 a reimbursement basis.
The intent for cash advances is to require repayment within the current or succeeding year. Inter-
fund cash advances are subject to the following requirements:

» Any advance must be clearly labeled as such, and must be distinguished from a transfer.
Transfers are intended to reallocate money permanently from one fund to another and
may be made only as authorized in Sections 5705.14 to 5705.16 of the Ohio Rev. Code.
Advances, on the other hand, 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 formal resolution of the taxing authority of the
subdivision which must include:
0 A specific statement that the transaction is an advance of cash, and
0 An indication of the money (fund) from which it is expected that repayment will
be made.

should select the fund to report the receivable.,

Other Budgetary Considerations

The advances-out (initial loan and repayment) in the creditor (loaning) and debtor (borrowing)
funds do not require appropriation as advances represent temporary allocations of resources.
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However, an amended official certificate of estimated resources should be obtained to reflect the
reduced fund balance in the creditor fund and the increased fund balance in the debtor fund.
Creditor fund appropriations must be evaluated based on the reduced estimated resources, and
appropriation reductions may be required. Prior to obligation of advanced funds, the debtor fund
must have sufficient appropriations to cover the anticipated expenditures.

Additionally, when a cash advance is outstanding at the beginning of a fiscal year in which
repayment is expected, an adjustment is required to the total resources available for expenditure
in the creditor and debtor funds. The unencumbered cash balance of the creditor fund must be
increased by the amount of repayment expected during the 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 fiscal year to produce
“carryover balance available for appropriation.” This adjustment is made 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 Ohio Rev. Code.

Conversion to a Transfer

If, after an advance is made, the taxing authority determines that the transaction should, in fact, be
treated as a transfer (repayment is no longer expected) the following procedures should be
followed:

» 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 pleas (see ORC 5705.14, 5705.15 and 5705.16);

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

» The entries recording the cash advance should be reversed.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Presence of Effective Accounting System

o Independent Inspection/Comparisons of
Advances and Source Documentation

e Tickler Files/Checklists
e Legislative and Management Monitoring

¢ Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees
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Suggested Audit Procedures - Compliance (Substantive) Tests:

If advance transactions occurred, review authorizing legislation and accounting records.
Determine whether the advance transactions were in amounts and between accounting funds
approved in the authorizing legislation.

Based on knowledge of the entity’s operations and review of levy legislation or other appropriate
documents, determine whether the creditor fund’s purpose was reasonably consistent with the
debtor fund’s purpose.

Determine whether prior period advances are outstanding. If advances have not been repaid
within a reasonable period or within the period specified (if any) in the authorizing legislation,
determine through inquiry of appropriate client officials when the advance will be repaid.

If the client no longer intends for the advance to be repaid or repayment is unlikely, recommend
that the client take appropriate steps to convert the advance to a transfer following the above
procedures.

If advances have been converted to transfers, determine whether the transfer requirements
summarized in Ohio Compliance Supplement Section 1-25 have been complied with.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Rev. per HB 385,
126th GA,
effective 9/21/06

1-27 Compliance Requirement:

e Ohio Rev. Code Section 5705.13(A) - Reserve balance accounts and funds;

e Ohio Rev. Code Section 5705.13(B) — A special revenue fund may be established to
accumulate cash for severance payments or salaries when the number of pay periods
exceeds the usual and customary number for a year;

e Ohio Rev. Code Section 5705.13(C) — capital projects fund(s) may be established to
accumulate resources to acquire, construct, or improve fixed assets.

» Ohio Rev. Code § 5705.13(A) allows a taxing authority of a subdivision to establish, by
resolution, a reserve balance account® for each of the three following purposes:

1. Budget stabilization: may be created in the general fund or in any special fund used for
operating purposes and the aggregate amount reserved in the account must not exceed 5%
of the fund’s revenue for the preceding fiscal year. The reserve balance is excluded from
the unencumbered balance when certifying available balances at year-end. The reserve
for budget stabilization may be reduced or eliminated at any time by the taxing authority.

2. Self-insurance program: may be created in the general fund or in the internal service fund
established to account for the operation of the program. The amount to be reserved must
be based on actuarial principles and the taxing authority may rescind the reserve balance
account at any time.

3. Retrospective Ratings Plan for Workers’ Compensation: may be created in the general
fund or in the internal service fund established to account for the program. The amount
to be reserved must be based on actuarial principles and the taxing authority may rescind
the reserve balance account at any time.

» Ohio Rev. Code § 5705.13(B) allows a taxing authority to establish a special revenue fund to
accumulate cash to pay accumulated leave, or for paying salaries when the number of pay
periods exceeds the usual and customary number for a year. This leave includes payments
for accumulated sick leave and vacation leave, or for payments in lieu of taking
compensatory time off, upon the termination of employment or retirement. Money may be
transferred to this fund from any fund from which the termination or salary payments could
lawfully be made. The reserve must be established by resolution or ordinance and the taxing
authority may rescind the fund at any time with the accumulated resources being returned to
the fund from which they came. Amounts accumulated in this fund should be reasonable
based on the taxing authority’s estimated liability for benefits.

» Ohio Rev. Code § 5705.13(C) provides that a taxing authority may create, by resolution, one
or more capital projects funds® to accumulate resources for the acquisition, construction, or

8 ORC Section 5705.13 refers to these accounts as “reserve” accounts. However, for financial reporting,
accounts established under ORC Section 5705.13(A) should be reported as designated fund balance rather
than reserved, because these accounts are established at the governing body’s discretion (NCGASL par.
117-122). Entity wide statements should report these as part of unrestricted net assets.
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improvement of fixed assets, including motor vehicles. Each fund must be created by
ordinance or resolution. The resolution or ordinance must identify the asset(s) to be acquired,
the amount needed to be accumulated, the period over which the amount will be accumulated
(with a limit of ten years from the date of the resolution or ordinance), and the source of the
resources. Despite ORC 5705.14 through .16, money may be transferred to the capital
projects fund from any other fund that could acquire, construct or improve the fixed assets. If
a contract for the fixed asset(s) has not been entered into before the ten-year period expires,
the money is returned to the fund from which it was transferred or that was originally
intended to receive it. The taxing authority may rescind a capital projects fund at any time
with the accumulated resources being returned to the fund from which they came.

> Ohio Rev. Code § 5705.132 permits townships to establish by resolution reserve balance

accounts in addition to those described above to accumulate currently available resources for

any purpose for which the board of township trustees may lawfully expend township

money.” The resolution must state the:

»  Specific purpose for which a reserve balance account is established,

»  Fund within which it is established

»  Fund or account from which money will be transferred to it,

* Number of years it will exist [there is a 5-year cap on how long the account may be in
existence]

» Maximum total amount of money that may be credited to it during its existence; and

* Maximum amount of money to be credited to it each fiscal year it exists

Reserve balance accounts established under this authority may exist for not more than five
years beginning with the year in which money is first set aside. In addition, money in such an
account can be expended only for the purpose for which the account is established.

Money may be transferred to these new reserve balance accounts from another township fund
or account only if money in that fund or account may lawfully be expended for the purpose
for which the new reserve balance account is created. Townships may create more than one
reserve balance account under this section. However, the total amount of money credited to
all of the reserve balance accounts established under this section cannot exceed, at any time
in_any fiscal year, 5% of the total of the township’s revenue from all sources for the
preceding fiscal year, plus any unencumbered balances carried over to the current fiscal year
from the preceding fiscal year. There are three important aspects of this restriction. First, be
aware that it is based on revenues only. Other financing sources such as debt proceeds or
transfers will not count toward the calculation of the limitation.® Second, recognize that this
language has the effect of allowing the same dollars to be counted twice in calculating the
limitations, first when they were received in the prior year and second to the extent they are

“9 Similar to the preceding note, governments should report these amounts as designated fund balances in

*0 Similar to reserve balance accounts created under existing law, reserves created under this section are not
considered as an unencumbered balance or revenue of the township for purposes of annual budget reviews
by the county budget commission. They are also not considered as an unencumbered balance or revenue
for_purposes of apportioning the county’s undivided local government fund and the undivided local

government revenue assistance fund.

51

Page V-5 of the December 2007 Ohio Township Manual lists all Other Financing Sources.
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carried over as unencumbered into the current year. Finally, notice that the amount of the
limitation changes each year because it is based on the preceding year’s revenues.

If a township does not expect to spend the money set-aside in a reserve balance account in the
upcoming year, the money in the reserve balance account need not be included in the
certificate of year-end balances filed with the budget commission at the beginning of the year.
If the township plans to spend the money that has been set aside, the township should include
the money in the certificate of year-end balances. The money will then be included in the
amended certificate of estimated resources and may be appropriated and spent during the
year. Appropriations should be made to an account that reflects the purpose of the reserve.
Appropriations should not be made to, nor expenditures made from, a reserve balance
account. For example, assume in 2006 a township created a reserve balance account not to
exceed $40,000 in the motor vehicle license tax fund to purchase a new mower. $10,000 is set
aside each year from 2006 through 2009. In 2010, the $40,000 is included in the certificate of
year-end balances and appears as part of the amended certificate. The money is appropriated
in the capital outlay account in the motor vehicle license tax fund and the new mower is
purchased.

Upon the expiration or rescission of a reserve balance account created under this section, any
unexpended balance in the reserve account must be transferred to the fund or account from
which money in the account was originally transferred. If money was transferred from
multiple funds or accounts, a pro rata share of the unexpended balance must be transferred to
each of them proportionate to the amount originally transferred from that fund or account.

Refer to AOS Bulletin 2007-002 for additional information regarding the new authority for
townships to create reserve balance accounts.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

2 For the purpose of setting aside money for the purchase of a capital asset, it may be easier and more

convenient to create a separate capital projects fund under the provisions of Ohio Rev. Code Section
5705.13.
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Suggested Audit Procedures - Compliance (Substantive) Tests:

If reserve balance accounts have been established:

Determine through vouching, review of minutes, and inspection of accounting ledgers
and authorizing legislation, whether reserve accounts were only established in the general
fund, special fund used for operating purposes or appropriate internal service fund and for
permitted purposes (budget stabilization, self-insurance program, or retrospective ratings
program for worker’s compensation).

Recalculate reserve percentages and inspect worksheets and accounting ledgers to
determine whether the aggregate amount reserved exceeded the 5 % cap (budget
stabilization account). (Testing should not be limited to year end.)

For self-insurance and worker’s compensation reserve accounts, compare amounts
reserved to estimates received from the entity’s actuary.

If a “severance payout reserve” or “capital improvement reserve” fund has been established:

Review minutes, ordinances and resolutions to determine whether the fund has been
established by resolution or ordinance.

If a capital improvement reserve fund has been established, review the authorizing
legislation to determine whether the assets; amount required; accumulation period (not to
exceed ten years); and source of funding have been identified.

Select a representative number of disbursement transactions from the fund. Through
vouching, determine whether the transactions were only for related activities as indicated
above, and in accordance with the purpose stated in the authorizing legislation.

Trace a representative number of transfers to the reserve fund and determine whether the
transfers were from funds permitted to make the disbursements for which the reserve
fund was established.

Determine through inspection of worksheets, ledgers and other such documents, whether
records reasonably provide for the return of accumulated resources, to the fund from
which they were originally transferred or the fund intended to receive them (If records do
not reasonably provide for the proper return of resources, this situation would generally
result in a recommendation; a noncompliance citation should not be made).

If the reserve fund was rescinded or if the ten-year period has elapsed prior to entering into a
contract (capital improvement reserve fund), determine through inspection of worksheets and
accounting ledgers whether the accumulated resources were returned to the fund from which they
were originally transferred or the fund intended to receive them.

If a township has established an additional reserve balance account(s), determine whether the

necessary resolution, stating the purpose of the reserve account, has been adopted by the board of
trustees.
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= Review monies transferred to the new township reserve balance accounts from other
township funds or accounts and determine whether those monies may lawfully be
expended for the purpose for which the new reserve balance account was created.

= Determine whether the total amount of money credited to all of the reserve balance
accounts established under Ohio Rev. Code § 5705.132 exceeded, at any time in any
fiscal year, 5% of the total of the township’s revenue from all sources for the preceding
fiscal year and any unencumbered balances carried over to the current fiscal year from
the preceding fiscal year.

= Scan expenditures in the additional reserve accounts and determine whether amounts
were expended only for the purpose for which the account(s) was established.

= Determine that none of the additional reserve balance accounts have existed for more
than five years.

= Upon the expiration or rescission of a reserve balance account created under Ohio Rev.
Code § 5705.132, determine whether any remaining unexpended balance in the reserve
account was transferred to the fund or account from which money in the account was
originally transferred. If not, consider a finding for adjustment.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section E: Additional County Requirements

1-28 Compliance Requirement: Ohio Rev. Code Section 5101.144 requires that each county
deposit all funds its public children services agency receives, regardless of source, into a special
fund in the county treasury known as the children services fund.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

During revenue tests, trace a representative number of children services agency receipts to the
fund.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section F: Additional County Hospital Requirement
The following section applies only to county hospitals:

1-29 Compliance Requirement: Ohio Rev. Code Section 339.06 - Organization of board of
trustees; funds; administrator. (County Hospitals)

Summary of Requirements: The board of county hospital trustees must submit its proposed
budget for the next fiscal year to the board of county commissioners for approval, by November
1.

If hospital tax levies, or the amount appropriated to the county hospital by the county
commissioners in the annual appropriation measure for the county for the fiscal year, differ from
the amount shown in the approved budget, the board of county commissioners may require the
board of county hospital trustees to revise the hospital budget accordingly. If so, the board of
trustees is not allowed to spend those funds until its budget for that calendar year is submitted to
and approved by the board of county commissioners [R.C. § 339.06(D)(4)].

After that, the monies may be disbursed by the board of county hospital trustees, consistent with
the approved budget, on a voucher signed by signatories designated and approved by the board of
county hospital trustees. [R.C. § 339.06(D)(5)].

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inspect documentation indicating a proposed budget was submitted by November 1 to the board
of county commissioners.

Scan ledgers or other documents for expenditures in excess of the approved budget. Inspect
vouchers for signatures of those persons designated and approved by the board of trustees.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
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conditions/material weaknesses, and management letter comments):
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Section G: Additional College Requirements

The following section applies only to certain colleges (community colleges, state community
colleges, and technical colleges; this does not include universities):

1-30 Compliance Requirement: Ohio Rev. Code Sections 3354.10(A), 3357.10, 3358.06, and
5705.41(D) - Treasurer's fiscal certificates.

Summary of Requirement: No orders or contracts of the boards of trustees of community
college districts [R.C. 8§ 3354.10(A)], technical colleges [R.C. § 3357.10(A)], and state
community colleges [R.C. 8 3358.06] involving the expenditure of money shall become effective
until the treasurer certifies that funds are available.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Search for material unrecorded liabilities and/or encumbrances. Refer to minutes and records
immediately following the fiscal year cutoff date.

Compare the date of the fiscal certificates with invoice dates, noting whether or not the certificate
date precedes the invoice date.

(NOTE: This audit procedure can be part of expenditure tests.)

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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APPENDIX A

TRANSFERS AND ADVANCES

Transfers Defined

uestions_sometimes arise _about what constitutes a transfer as defined under Ohio Rev. Code

This guidance is non authoritative. It is the AOS’s interpretation of Ohio Rev. Code Sections
5705.14, 5705.15, and 5705.16 requirements. Where conflicts arise, AOS will defer to well-
reasoned opinions of legal counsel.
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because, _presumably, a fund is paying for a service that does not violate its restricted purpose.

internal service fund charges for services (or interfund premiums or other reasonably-descriptive

revenue caption) upon an actuarial measurement or other method C50 permits. These charges

may _include an additional amount for a reasonable / prudent cushion. Subdivisions should
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illegal transfers (subject to possible Finding for Adjustment) if the fund initially paying violated

restrictions on its resource use.

however, such advances may not always be possible. FEMA grants often require
reimbursements, so_they provide a useful reimbursement example subdivisions sometimes

specific _to FEMA grants, subdivisions can _generally apply the guidance therein to an
reimbursement transaction.

Findings for Adjustment as applicable) for all unapproved transfers, even if said transfers were

otherwise allowable under the transfer statutes.

for adjustment issued for the period under audit.

Transfers to Debt Service Funds

type that will be generating the revenues legally obligated to make the debt service payments.
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For example, assume sewer fund debt covenant mandates a sewer debt service fund. Assume the

face of financial statements and make the appropriate disclosures described below.

Transfer Disclosure Requirements

— Do _not occur on_a routine basis—for example, a transfer to a wastewater
enterprise fund for the local match of a federal pollution control grant.
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CHAPTER 2

CONTRACTS AND EXPENDITURES

In addition to using tax budgets and appropriations to control expenditures, there are several specific laws
concerning contracts and the expenditure of public money. Some of these laws are in the Ohio Rev.
Code, while others are in local governments’ charters, ordinances, and resolutions. Therefore, prior to
auditing these requirements, the auditor should determine what the legislative authority’s powers and
restrictions are in relation to contracts and expending public money.

Compliance Requirements Page
Chapter 2 - Contracts and Expenditures

Section A: Statutory Municipalities
2-1 ORC 715.18, 731.02, 731.12, 731.14, 731.141, 735.05, 735.051,

735.052, 735.053, 737.03 and 2921.42: Municipal CONracts ........c.cccereverrveerieerieereennennns 3
2-2 ORC 731.16, 735.07: Altering or modifying municipal contracts ...........cccceeveereerneennnnnne. 5

2-3 ORC 117.16(A), 723.52 — Force Accounts Municipal Corporations [Cities/Villages] ..... 6

Section B: Counties

2-4 ORC 305.30: Responsibilities of the county administrator ............cccccceeveeeeiieercreeecenens 10
2-5 ORC 305.27, 319.16, 307.86, 9.37, 307.87, 307.88, and 307.91 County payments

to be by auditor’s warrant; competitive bidding ..........ccceeveeviiirieiienienieeeeeeen 12
2-6 ORC 117.16(A), 5543.19 Force Accounts — COUNLIES ......ceceerueerueenueenieenieenieesieeseeeneens 15

Section C: Townships
2-7 ORC 505.08, 505.101, 505.267,.505.37, 505.42, 505.46, 507.11(B),

511.12,511.13, 515.01, 5549.21, 5575.01 - Township expenditures and

COMPELLIVE DIAAING ...ovviiiiiiiiiiieiieiteesieete ettt eteettesteestaesaeeeseesseeseesseesssesnsesnseenseensens 19
2-8 ORC 117.16(A), 5575.01 — Force Accounts — TOWNSHIPS ....cceeveeevveeeeiiieeeeiiieeeeeiineeeenns 23

Section D: Board of Education (Schools)

2-9 ORC 3313.33: Conveyances and CONLTACES ..........ccceerrerreriueriueerreesseesseesseesressesssessseenses 27
2-10  ORC 3313.46, 125.04(C), 3313.533: Procedures for bidding

ANd 1etting Of CONTIACES ...vviiviiiieiieieerieste sttt v e b e e beebeeseeseeessnesraeesseens 28
2-11  ORC 3313.33(B), 3313.37 3313.375, 3313.40, and 3313.41: Acquisition of

school real estate, building, €qUIPMENT .........cccceeviiieiiiiiieiieiee e 31

2-12 ORC Chapter 3318: Permissible expenditures for school districts participating
in the Classroom Facilities Loan Program (and related classroom facility programs) .... 34

2-13  ORC 3318: Femperary-baw:Seetton7-of Senate Bil Ne—102-of the 122n4d
General-Assembly: School Building Assistance Limited Fund for the Big 8

SCROOL AISTIICES .ttt ettt ettt ettt ettt et eee e e b e e st e s e ene e e e sneeneeneas 42
2-14  ORC 3327.08: School bUS PUIChASES ......ccceercvierieiieiieiie et seae e s 44
Section E: Community Schools
2-15  Community School Bidding ReqUir€ments ..........c.ccccvecverierienieneenieeieeieeieeseeeseeenenens 45
2-16  ORC 3314.24(A) E-school leases for instructional Space ...........cceceeveeveenieeseeneeniennnens 47

Section F: Hospitals
2-17  ORC 339.05: County hospital bidding procedures and
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purchasing policies for SUpplieS/@QUIPMENT ........c.cccveevveevrierierierieeieereereereereeseeseeseees 48
2-18  ORC 749.26, 749.27, 749.28, 749.29, 749.30, and
749.31: Municipal hospital contract procedures ............coeceeeeeereieesieesieeneerienee e 50

Section G: Colleges and Universities
2-19 ORC9.312, 3354.16, 3355.12, 3357.16, and 3358.10: Bidding
ON IMPTOVEMENT CONTIACES ...eevviiiiiieeiireiiieiitieesteeereeesveesreeessseessseeessreessseessseeesssesssseeenes 52

Section H: Libraries

2-20 ORC 3375.41: Bidding and letting of contracts over $25,000 ..........ccceevvevveerrerrereennen. 54
Section I: General

2-21  ORC 9.48: Joint contracting and purchasing programs for counties and townships ....... 56
2-22  ORC 153.50, 153.51, 153.52: Bids and contracts for buildings/structures ...........c...c...... 58
2-23  ORC 4115.04, 4115.05: Prevailing Wage Tates ..........cceeeveerreerieerieereesieesvescreeseesseesseenees 60

2-24  ORC 9.314: Reverse Internet auction in lieu of sealed bids (all political subdivisions) .. 62

Note: Step 2-25 above is now _incorporated in steps 2-3, 2-6 and 2-8.)

2-25  ORC 9.24 Unresolved Findings for RECOVETY ......ccccovvvviiiiiiiiiiiiieiecieeeecese e 64
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Section A: Statutory Municipalities

2-1 Compliance Requirements: Ohio Rev. Code Sections 715.18, 731.02, 731.12, 731.14, 731.141,
735.05, 735.051, 735.052, and 735.053, 737.03, 2921.42 - Municipal contracts.

Summary of Requirements: Generally, all contracts made by the legislative authority of a municipal
government for material and labor which exceed $25,000 are subject to competitive bidding procedures.
(NOTE: This limit may not apply to some charter municipalities.) [731.14 — Villages; 735.05 Cities]

Competitive bidding procedures require that a contract be entered into in writing with the lowest and best
bidder after advertisement of the proposal for bids for not less than two nor more than four consecutive
weeks in a newspaper of general circulation within the municipality. (Article XVIII, Sec. 3 of the Ohio
Constitution allows municipalities to deviate from these requirements by charter.)

Contracts for used equipment or supplies at a public auction or emergencies can be entered into without
following competitive bidding procedures.

Contracts with qualified non-profit agencies and contracts with state departments, political subdivisions,
or a regional planning commission may be authorized without bidding and advertising.

Municipalities also need not follow the bidding process where the contract involves specialized services,
requiring particular skills and aptitudes, such as engineering or legal services. [State ex rel Davis v.
Ferguson, 145 Ohio St. 12.]

A municipality may purchase supplies or services from another political subdivision or by contract that
the Ohio Department of Administrative Services has entered into on behalf of the municipality, if the
municipality can prove that it can purchase those same supplies or services from the other party upon
equivalent conditions and specifications but at a lower price. If so, the municipality need not
competitively bid those supplies or services. [Section 125.04.]

Ohio Rev. Code Sections 731.02 (cities), 731.12 (villages), - Interest in contracts by elected officials.
These sections prohibit elected officials from having any pecuniary interest in a contract or to be
otherwise employed by the entity. They also provide that contracts are void unless authorized at a regular
or special meeting.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
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changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Identify contract expenditures while reading the minutes, by inquiry of government personnel, and/or by
scanning the disbursement records. Select contracts and related contract expenditures and determine
through inspection, vouching, or other such means that:

* Contracts over $25,000 or any other local limitations were awarded using competitive bidding
procedures. Be alert for indications of bid splitting or deliberate attempts to evade bid limitations,
such as successive contracts just under the bid amount.

= Advertisements of the proposals for bids were made as indicated.
=  Documentation indicates that the lowest and best bid was accepted.

=  Contracts and expenditures were approved by the legislative authority in accordance with local
requirements.

=  Document whether there is any apparent interest in the contract by a public official. Due to
heightened public interest in these situations, we would often deem violations to be material
noncompliance and could affect our assessment of the control environment and affect our fraud
assessment in the FRAQ.

To enhance efficiency, include testing for unresolved findings for recovery (step 2-25)
with these tests. However, violations of RC 9.24 would not normally constitute material
noncompliance. They would normally be management letter comments.

= Select a representative number of purchases made through another subdivision or by “piggy
backing” onto a DAS contract. Determine through inspection, vouching, comparison, or other
such means whether (the client is required to maintain records to demonstrate the following):

» The purchase conditions and specifications were substantially equivalent to those through the
DAS Cooperative Purchasing Program.

» The purchase price was less than that available through the DAS Cooperative Purchasing
Program.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-2 Compliance Requirements: Ohio Rev. Code Sections 731.16 (villages) and 735.07 (cities) Altering
or modifying municipal contracts.

Summary of Requirements: When in the opinion of: (a) the legislative officers of a village, (b) the
village administrator, or (c) the director of public service, it becomes necessary, in the prosecution of any
work or improvement under contract, to alter or modify a contract, such alterations or modifications can
only be made upon the order of these individuals.

A change order is not effective until the price to be paid for the work and material or both, under the
altered or modified contract, has been agreed upon in writing and signed by these individuals and by the
contractor.

Where a board of control exists, the board must approve contract modifications. [RC 735.07]

No contractor may recover anything for work or material because of any such alteration or modification
unless the contract is modified as required.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

o Tickler Files/Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Compare cumulative contract expenditures with the original bid price. If these expenditures exceed the
bid price, inspect the modified contract documents for signatures of the contractor and the appropriate
officials (i.e., the legislative officers of a village, the village administrator, or the director of public
service).

If a board of control exists, determine that the board documented their approval of any modifications.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-3 Compliance Requirement: Ohio Rev. Code Sectionl17.16 (A); 723.52 — Force accounts —
[Certain] Municipal Corporations [Cities\Villages]. This statute does not apply to a charter city or
village pursuant to Ohio Rev. Code § 723.53.

Summary of Requirements:

AQS Force Account Project Assessment Form

A director of public service in a city, or the legislative authority of a village, is required to estimate the
costs of any “contract” for the construction, reconstruction, widening, resurfacing, or repair of a street or
other public way using the Auditor of State’s force account project assessment form. Note: the use of this
form is required for contracted work pursuant to Ohio Rev Code 8§ 723.52 and for force account projects
pursuant to Ohio Rev. Code 8§ 117.16 (A).

The Auditor of State’s prescribed form [required by ORC 117.16(A)] for this purpose can be found on our
website at the following link:

http://www.auditor.state.oh.us/lgs/Publications/AuditorsForms/AuditForms/Force AccountProjectAssessm
entForm.pdf

Auditor of State Bulletin 2003-003 states an entity may use certain “safe harbor” percentages in
computing its estimated costs; if the entity used these safe harbors, auditor of state auditors may accept
them without further analysis. The entity may develop its own percentages for the add-ons for labor
fringes and overhead costs, and materials overhead costs; the entity should present documentation to the
auditor to justify these self-computed percentage add-ons.

Joint Projects
Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits

of the participating parties be applied [117.161]. Participating entities shall not aggregate their respective
limits, and the share of each entity shall not exceed its respective force account limit. Calculating the
proper project force account limits and the share thereof to each participating party should be
memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits
under RC 117.16(C) or (D).

Bid Specifications
If the city or village has an engineer or someone performing the duties and functions of an engineer, then
that person may develop the estimates.

must invite and receive competitive bids from private contractors for completing the work. However,
force accounts may be used if the city or village rejects all bids. The force account work must be
performed in compliance with the plans and specifications upon which the private contractor bids were
based.'
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The terms “construction, reconstruction, widening, resurfacing, or repair of a street or other public way”
are not defined in this Ohio Rev. Code section. The city or village’s legal counsel or engineer should
define these terms for the city or village. The Auditor of State will accept those definitions unless they are
palpably and manifestly arbitrary or incorrect. If the entity’s legal counsel, and\or engineer, as
appropriate, did not define the indicated terms for the entity, indicate the same in your draft report.
Consult with A&A Support and the AOS’s Legal department concerning any issues involving a potential
finding or citation.

Note: The following clarifies how all entity types subject to force account limits should measure these
limits for fractions of miles, excerpted from Auditor of State Audit Bulletin 2007-01:

first mile, $15,000 for the partial second mile), or $60,000 ($30.000 for each mile — full or partial — of the
project). We determined that it was appropriate to consider the legislative intent separately for projects

Ohio Attorney General Opinion 2008-007> briefly states:

» Completing the Auditor of State’s force account project assessment form estimating the cost of
the work constitutes commencement of the project for purposes of determining which force
account limit is in effect and applicable to the project;

» The Auditor of State is authorized to require the use of a “safe harbor rate” for the cost of

overhead or the justification of a different rate in estimating the cost of road, bridge and culvert
work;

» A public office may acquire material and equipment pursuant to contract, and may subcontract
part of the work undertaken by force account, so long as the contracts for material and equipment
and the subcontracts are let in compliance with the appropriate competitive bidding requirements;

2 Although the opinion was issued in response to a County’s inquiry, the Auditor of State will apply this guidance to
each public office undertaking force account projects pursuant to AOS Bulletin 2008-004.
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» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Refer to AOS Bulletin 2008-004 for further information regarding Ohio Attorney General Opinion 2008-
007 and the matters mentioned above.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-Ievel] citations and any
notifications sent to affected entities starting with the audits of fiscal year 2003 and thereafter eentinting
atleast-through2006. Auditor of State staff should document on the Audit Executive Summaries, force
account citations in the GAGAS report or if you have recommended that the Auditor of State send the

entity [or the State Tax Commissioner] the communication required by these changes notifying the

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes, inquire of management, and scan expenditures to reasonably determine if any capital
construction or maintenance activity took place during the audit period. Determine if such projects were
undertaken using force accounts.

If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment forms. Trace wage rates, etc. to entity supporting
documentation on a test basis.
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Inspect the Auditor of State’s project assessment forms prepared by the entity and determine that work
undertaken by force account for construction, reconstruction, widening, resurfacing, or repair of a street
or other public way was documented to have an estimated cost of $30,000 or less.

Determine if the entity used the “safe harbor” percentages described in Bulletin 2003 — 003. Recompute
items on the form or scan the form for reasonableness. If the entity used its own labor fringes or overhead
rates, or materials overhead rates, obtain supporting documentation and review for reasonableness.

Compare the actual projects’ costs with the project assessment form estimates. Inquire of management for
for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate attempts to
evade bid limitations, such as successive estimations just under the bid amount.

Whether such projects have been undertaken or not, consider adding language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of the
Auditor of State form; with the bidding limits; or with both.

If the “force account” limits have been violated — that is, the municipal corporation did the work by force
account even though it should have been bid — then the Auditor of State is required to notify the entity
[and possibly the State tax commissioner | of the penalty provisions. Auditors should indicate in this
block of the OCS if the Auditor of State is to notify the entity\State tax commissioner of any of the
penalty provisions.

Audit implications (adequacy of the system and controls, and the direct and material effects of
non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section B: Counties

2-4 Compliance Requirement: Ohio Rev. Code Section 305.30 - Responsibilities of the county
administrator.

Summary of Requirements: County administrator responsibilities:
administer policies and resolutions of the board

supervise and direct the affairs of the county government
attend meetings

make recommendations to the board

report to the board

advise the board of the county’s financial condition
perform additional duties determined by board resolution

VVVYVVYVYYVYVY

Also, the county administrator shall, under the direction of the board of county commissioners, contract
on behalf of the board and allow and pay claims for goods received and services rendered within limits
provided by a resolution of the board. The board shall limit the ability of the county administrator to
contract by specifying the type of contracts upon which the administrator may act without further
resolution of the board. The county department receiving goods and services shall certify their receipt
before the county administrator allows the payment of the claim.

Additionally, a county administrator can perform any or all functions conferred or incumbent upon the
board of county commissioners in the case of a disaster or emergency, provided that the board, by
resolution, has delegated the specific functions or all of the functions to the administrator. Ohio Rev.
Code Sections 5502.21 (E) and (F) define “disaster” and “emergency.”

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes and obtain a copy of the resolution authorizing the county administrator to contract or
perform other functions on behalf of the county commissioners. When testing contract compliance,
inspect contracts entered into by the county administrator to determine if the administrator had authority
to enter into the contract.

10
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When testing expenditures related to contracts entered into by the county administrator, inspect the
voucher package to determine that receipt of goods was documented prior to payment.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

11
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2-5 Compliance Requirements: Ohio Rev. Code Sections 305.27, 319.16, 307.86, and 9.37 - County
payments to be by auditor’s warrant; competitive bidding. Ohio Rev. Code Sections 307.87, 307.88,
307.91 - County notice and other bid procedures.

Summary of Requirements: Generally, expenditures of county funds must be paid with warrants issued
by the county auditor, with the approval of the county commissioners [Section 319.16]. The warrant and
all information related to the presentment of the warrant may be provided electronically [Section 9.37].

Ohio Rev. Code Section 319.16 expressly includes county boards of mental health and county boards of
mental retardation and developmental disabilities as agencies authorized to approve the issuance of
warrants.

Competitive bidding is required for procurements exceeding $25,000, except where otherwise provided
by law [Section 307.86].

The commissioners, by unanimous vote (defined as all three commissioners when all three are present, or
two commissioners if only two are present and they constitute a quorum), can declare an emergency and
waive the competitive bidding when:

1. the estimated cost is less than $50,000 [Section 307.86(A)(1)], or
2. there is physical disaster to structures, radio communications equipment, or computers [Section
307.86(A)(2)].

A county may purchase supplies or services from another party, including another political subdivision,
instead of through a contract that the Ohio Department of Administrative Services has entered into on
behalf of the county, if the county can prove that it can purchase those same supplies or services from the
other party upon equivalent conditions or specifications but at a lower price. If so, the county need not
competitively bid those supplies or services. [Section 125.04(C)]

Ohio Rev. Code Section 305.27, - Interest in contracts by elected officials.
These sections prohibit commissioners from having any pecuniary interest in a contract or to be
otherwise employed by the entity. They also provide that contracts are void unless authorized at
a regular or special meeting.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.

Other exceptions to the competitive bidding requirement are made for:
» purchase of supplies or replacement parts for which there is a single supplier [Section 307.86(B)];

» purchases from other government agencies [Section 307.86(C)];

» purchases of public social services by the county department of jobs and family services or of
program services for provision by a county board of mental retardation and developmental
disabilities [Section 307.86(D)];

» purchases of criminal justice services, social services programs, family services, or workforce
development activities from nonprofit corporations or associations under programs funded by the

federal government or by state grants [Section 307.86(E)];

» purchases of insurance or contracts negotiated under Section 307.86(F);

12
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purchases of computer hardware, software or consulting services that are necessary to implement
a computerized case management automation project administered by the Ohio prosecuting
attorneys association and funded by a grant from the federal government. [Section 307.86(G)];

purchases of child day care for county employees [Section 307.86(H)];

acquisition of property, including land, buildings, and other real property leased for offices,
storage, or parking pursuant to 307.86 (I);

purchase of programs or services under Section 307.86(J) for a felony delinquent , unruly youth,
or status offender under the supervision of the juvenile court; and

purchase of social services, programs, or certain ancillary services by a public children services
agency for children at risk or alleged to be abused, neglected, or dependent children [Section
307.86(K)].

Excluded from competitive bidding are expenditures for the services of an accountant, architect,
attorney, physician, professional engineer, construction project manager, consultant, surveyor, or
appraiser. [Section 307.86].

Certain acquisitions made through another entity’s purchasing program See OCS 2-21 regarding
ORC 9.48.

A county may contract for energy conservation savings pursuant to Ohio Rev. Code Section
307.041. This section provides two procurement options:
1. To follow Ohio Rev. Code Sections 307.86 to 307.92 (i.e. competitively bid contracts >
$25,000). [307.041(C)(1)]
2. Request proposals from at least 3 vendors, after advertising the project. [307.041(C)(2)]

Section 307.87 requires a county to advertise for once per week for at least two weeks of its intent
to seek competitive bids for purchases or leases with an estimated cost exceeding $25,000. The
county should also maintain a copy of the bid. Section 307.88 requires that sealed bids be opened
and tabulated (i.e., summarized).

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

Policies and Procedures Manuals
Knowledge and Training of personnel
Tickler Files/Checklists

Legislative and Management Monitoring

Management’s identification of changes
in laws and regulations

Management’s communication of
changes in laws and regulations to
employees

13
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Suggested Audit Procedures - Compliance (Substantive) Tests:

When testing expenditures, determine that disbursements were made only by county warrant (or
electronic transaction via the county auditor).

Identify contract expenditures while reading the minutes, by inquiry of government personnel, and/or by
scanning the disbursement records. Select contracts and related contract expenditures and determine
through inspection, vouching, or other such means that contracts over $25,000 were awarded using
competitive bidding procedures. Be alert for indications of “bid-splitting” or deliberate attempts to evade
bid limitations, such as successive contracts just under the bid amount.

For contracts selected above, determine whether advertisements of the proposals for bids were made at
least once per week for two consecutive weeks, and whether bids were tabulated.

For contracts exceeding $25,000 meeting one or more of the exceptions indicated above, determine
documentation exists to support expenditures as meeting those exceptions.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

To enhance efficiency, include testing for unresolved findings for recovery (Step 2-25) with
these tests. However, violations of ORC 9.24 would not normally constitute material
noncompliance. They would normally be management letter comments.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

14
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2-6 Compliance Requirement: Ohio Rev. Code Section 117.16(A); 5543.19 — Force accounts -
Counties.

Summary of Requirements:

AQOS Force Account Project Assessment Form

A county engineer, when authorized by the county commissioners, may utilize county labor and materials
when undertaking the construction, reconstruction, improvement, maintenance, or repair of roads.
Before undertaking force account activity for construction or reconstruction, including widening and
resurfacing, of roads, an estimate of the cost of the road work must be compiled using the Auditor of
State’s force account project assessment form. When the estimated cost of the werk total project,

competitive bids from private contractors for completing the road work.

Note: § 5543.19 (A) does not explicitly require using the Auditor of State’s force account project
assessment form for the maintenance or repair of roads. However, § 117.16(A) requires using this form
for each public office that undertakes force account projects, presumably including, for counties,
maintenance and repair of roads.

The Auditor of State’s prescribed form [required by ORC 117.16(A)] for this purpose can be found on our
website at the following link:

http://www.auditor.state.oh.us/lgs/Publications/AuditorsForms/AuditForms/Force AccountProjectAssessm
entForm.pdf

Auditor of State Bulletin 2003-003 states an entity may use certain “safe harbor” percentages in
computing its estimated costs; if the entity used these safe harbors, auditor of state auditors may accept
them without further analysis. The entity may develop its own percentages for the add-ons for labor
fringes and overhead costs, and materials overhead costs; the entity should present documentation to the
auditor to justify these self-computed percentage add-ons.

Joint Projects

Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits
of the participating parties be applied [117.161]. Participating entities shall not aggregate their respective
limits, and the share of each entity shall not exceed its respective force account limit. Calculating the
proper project force account limits and the share thereof to each participating party should be
memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits
under RC 117.16(C) or (D).

Bid Specifications

Various terms, such as road maintenance and repair, construction, and reconstruction, are not
defined in the Ohio Rev. Code sections discussed in the individual subsections below. We indicate in
each such section that the Auditor of State will accept definitions from the entity’s legal counsel, and\or
county engineer, as appropriate, unless the definitions are palpably and manifestly arbitrary or incorrect.
If the entity’s legal counsel, and\or county engineer, as appropriate, did not define the indicated terms for

® Pursuant to Ohio Attorney General Opinion No. 2008-007 discussed in section 2-3, any work subcontracted to
private contractors may-be-deduetedfrom should be included in the total cost of the project to determine if the

rematning-work project should be bid ernet.
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the entity, indicate the same in your draft report. Consult with the AOS’s Legal department concerning
any issues involving a potential finding or citation.

A county engineer, when authorized by the county commissioners, may utilize county labor and materials
when undertaking the construction, reconstruction, improvement, maintenance, or repair of bridges and
culverts. Before undertaking force account activity, an estimate of the cost of the bridge/culvert work
must be compiled using the Auditor of State’s force account project assessment form.” When the
estimated cost of the work exceeds $100,000, the county commissioners must invite and receive
competitive bids from private contractors for completing the bridge/culvert work.

Note: The following clarifies how all entity types subject to force account limits should measure these

mile. However, it is unclear whether the limit for a 1.5 mile project would be $45,000 ($30,000 for the
first mile, $15,000 for the partial second mile), or $60,000 ($30,000 for each mile — full or partial — of the

mile limit (in the case of the county in our example, $30.000) will apply. In other words, any project that

Ohio Attorney General Opinion 2008-007> briefly states:

» Completing the Auditor of State’s force account project assessment form estimating the cost of
the work constitutes commencement of the project for purposes of determining which force
account limit is in effect and applicable to the project;

» The Auditor of State is authorized to require the use of a “safe harbor rate” for the cost of

overhead or the justification of a different rate in estimating the cost of road, bridge and culvert
work;

» A public office may acquire material and equipment pursuant to contract, and may subcontract
part of the work undertaken by force account, so long as the contracts for material and equipment
and the subcontracts are let in compliance with the appropriate competitive bidding requirements;

» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

16
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» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Refer to AOS Bulletin 2008-004 for further information regarding Ohio Attorney General Opinion 2008-
007 and the matters mentioned above.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-level] citations and any
notifications sent to affected entities starting with the audits of fiscal year 2003 and thereafter eontinuing
atJeast-through2006. Auditor of State staff should document on the Audit Executive Summaries, force
account citations in the GAGAS report or if you have recommended that the Auditor of State send the
entity [or the State Tax Commissioner] the communication required by these changes notifying the
entities of the increased force account limits. mmmtmmw

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

o Tickler Files/Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes, inquire of management, and scan expenditures to reasonably determine if any capital
construction or maintenance activity took place during the audit period. Determine if such projects were
undertaken using force accounts.

If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment forms. Trace wage rates, etc. to entity supporting
documentation on a test basis.

Inspect the Auditor of State’s project assessment forms prepared by the county engineer and determine
that work undertaken by force account for construction, reconstruction, widening, or resurfacing of roads
was documented to have an estimated cost of $30,000 or less per mile.

Inspect the county engineer’s project assessment forms, and determine whether they document that work

undertaken by force account to construct, reconstruct, improve, maintain, or repair bridges and culverts
cost an estimated $100,000 or less.

17
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Determine if the entity used the “safe harbor” percentages described in Bulletin 2003 — 003. Recompute
items on the form or scan the form for reasonableness. If the entity used its own labor fringes or overhead
rates, or materials overhead rates, obtain supporting documentation and review for reasonableness.

Compare the actual projects’ costs with the project assessment form estimates. Inquire of management for
reasons for any change orders or apparent excessive costs compared with the project estimates. Evaluate
for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate attempts to
evade bid limitations, such as successive estimations just under the bid amount.

Whether such projects have been undertaken or not, consider adding language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of the
Auditor of State form; with the bidding limits; or with both.

If the “force account” limits have been violated — that is, the county did the work by force account even
though it should have been bid — then the Auditor of State is required to notify the entity [and possibly the
State tax commissioner | of the penalty provisions. Auditors should indicate in this block of the OCS if
the Auditor of State is to notify the entity\State tax commissioner of any of the penalty provisions.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section C: Townships

Rev.

HB 119, 127" GA,
Effective: 9/29/07

2-7 Compliance Requirements: Ohio Rev. Code Sections 505.08, 505.101, 505.267, 505.37, 505.42,
505.46, 507.11(B), 511.12, 511.13, 515.01, 5549.21, and 5575.01 - Township’s expenditures.

Summary of Requirements: No money belonging to a township may be paid out except upon an order
signed personally by at least two trustees and countersigned by the elerk fiscal officer. [Section
507.11(B)].

Footbridge repair: Construction, rebuilding and repair of footbridges across rivers and streams needed to
access public schools may not exceed $15,000. [Section 505.46]

Although road construction and maintenance are often the principal township services provided, general
operating levy monies may not be expended for these purposes, or to purchase machinery and equipment
used for road construction and maintenance. All payments must be made from the township road fund.
[Section 5549.21].

Ohio Rev. Code Section 511.13, - Interest in contracts by elected officials.
These sections prohibit elected officials from having any pecuniary interest in a contract or to be
otherwise employed by the entity. They also provide that contracts are void unless authorized at
a regular or special meeting.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.
Competitive bidding is required in seven circumstances:

» Purchase of materials, machinery and tools to be used in constructing, maintaining and repairing
roads and culverts, where the amount involved exceeds $25,000. [Section 5549.21].

» Contracts for the maintenance or repair of roads, where the amount involved exceeds $45,000. In
each case, the board must advertise once, not later than two weeks prior to the letting of the
contract, in a newspaper published in the county and of general circulation in the township.
Award must be to the lowest responsible bidder. [Section 5575.01].

» Contracts for the construction and erection of a memorial building or monument. Award must be
to the lowest and best bidder after advertisement in two newspapers, published or in general
circulation in the township, for a period of 30 days. [Section 511.12(B)]. Such contracts require
competitive bidding only if the amount involved exceeds $25,000. [Section 511.12].

» Contracts for equipment for fire protection and communication purposes estimated to exceed
$50,000 pursuant to Ohio Rev. Code Sections 505.37 to 505.42, must be awarded in accordance
with the provisions of Ohio Rev. Code Sections 731.14 to 731.16. [Section 505.42]. See step 2-1
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» Contracts for street lighting systems or street lighting improvements where the cost exceeds
$25,000. [Section 515.01]. The bidding procedures must be in accordance with Section 515.07.

» Contracts for building modifications for energy savings pursuant to Ohio Rev. Code Section
505.264, where the estimated cost exceeds $25,000, with certain exceptions. Award must be to
the lowest and best bidder in accordance with the provisions of Sections 307.86 to 307.92.

By unanimous resolution that a real and present emergency exists, trustees may enter into a contract,
without bidding or advertising, for the purchase of equipment, supplies, materials or services needed to
meet the emergency if the estimated cost of the contract is less than $50,000. [Section 505.08].

Purchases from a department, agency, or political subdivision of the state, or from a regional planning
commission, are exempt from competitive bidding. [Section 505.101].

A township may purchase supplies or services from another party, including another political subdivision,
instead of through a contract that the Ohio Department of Administrative Services has entered into on
behalf of the township, if the township can prove that it can purchase those same supplies or services
from the other party upon equivalent conditions and specifications but at a lower price. If so, the
township does not have to competitively bid those supplies or services. [Section 125.04].

Townships need not competitively bid acquisitions made through another entity’s purchasing program
See OCS 2-21, regarding ORC 9.48.

Leasing Equipment:

Ohio Rev. Code Section 5505.267 and 5549.021 expand townships’ powers, allowing them to lease or
lease with an option to purchase for any purpose for which it may acquire real or personal property,
including machinery, tools, trucks and other equipment used in constructing, maintaining or repairing
roads:

A lease with option to purchase shall do the following:

» Transfer title to the asset to the township on or before the end of the lease.
» If the leased asset relates to road repair, construction or maintenance, the township must comply
with all the following:

0 Make a cash down payment of at least three-twentieths (15%) of the total cost;

0 Require the cash down payment to be reduced by the amount of the selling price of the
used equipment if the board sells used equipment as part of the lease with option to
purchase;

0 Be entered into only with the lowest responsive and responsible bidder of the equipment
after advertising for bids.

Ohio Rev. Code Sections 505.37 and 505.50 permit a board of township trustees to lease or lease with an
option to purchase fire and police protection and emergency police protection, respectively. Additionally,

Ohio Rev. Code Section 505.37(A) requires that contracts for the purchase of fire apparatus, mechanical
resuscitators, other equipment, appliances, materials, fire hydrants, buildings, or fire-alarm
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communications equipment or services estimated to exceed $50,000 be let by competitive biddin

(whether leased or purchased).

Note: Township officials possess only those powers granted by statute, and thus may disburse money
only for purposes authorized by statute. Throughout the audit, the auditor should be alert to activities and
expenditures for which no statutory authority exists.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Inspect vouchers for signatures of at least two trustees and the elerk fiscal officer.

Identify contract expenditures while reading the minutes, by inquiry of government personnel, and/or by
scanning the disbursement records. Select contracts and related contract expenditures and determine
through inspection, vouching, or other such means that contracts over the corresponding bid limits were
awarded using competitive bidding procedures. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations, such as successive contracts just under the bid amount.

For contracts exceeding $25,000, with certain exceptions that purport to meet one or more of the
exceptions indicated above, (fire and communications equipment pursuant to Section 505.37(A) or
emergency purchases and purchases from a department, agency, or political subdivision of the state, or
from a regional planning commission, or pursuant to Section 125.04), determine documentation exists to
support expenditures meeting those exceptions.

For footbridge construction, rebuilding and repair, determine documentation exists to support the
necessity of the expenditures and that the total expenditures did not exceed $15,000 for any footbridge
accessing a school.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and

could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

Inspect lease agreements to determine whether the agreements were for permitted equipment. Determine
whether the agreement is a lease with option to purchase or an installment purchase agreement. Ifitis a
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lease with an option to purchase, determine that the township made a down payment > 15%. Determine
that the township selected the lowest and best bidder.

To enhance efficiency, include testing for unresolved findings for recovery (Step 2-25) with
these tests. However, violations of ORC 9.24 would not normally constitute material
noncompliance. They would normally be management letter comments.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-8 Compliance Requirement: Ohio Rev. Code Section 117.16(A); 5575.01 — Force accounts -
Townships.

Summary of Requirements:

AQS Force Account Project Assessment Form

In the maintenance and repair of roads the board of township trustees may use force account labor
provided the board has first caused the county engineer to complete the Auditor of State’s prescribed
force account project assessment form.

The Auditor of State’s prescribed form [required by ORC 117.16(A)] for this purpose can be found on our
website at the following link:

http://www.auditor.state.oh.us/lgs/Publications/AuditorsForms/AuditForms/Force AccountProjectAssessm
entForm.pdf

Auditor of State Bulletin 2003-003 states an entity may use certain “safe harbor” percentages in
computing its estimated costs; if the entity used these safe harbors, auditor of state auditors may accept
them without further analysis. The entity may develop its own percentages for the add-ons for labor
fringes and overhead costs, and materials overhead costs; the entity should present documentation to the
auditor to justify these self-computed percentage add-ons.

Before undertaking the construction or reconstruction of a township road, the board shall cause to be
made by the county engineer an estimate of the cost of such work, which estimate shall include labor,
material, freight, fuel, hauling, use of machinery and equipment, and all other items of cost. The Auditor
of State’s interpretation of SB 82, which added § 5575.01(C), is that the county engineer should use the
Auditor of State’s force account project assessment form in estimating these costs. Note: when there is no
AOS project assessment form completed, cite 5575.01(C). If neither the form nor any other type of
estimate is completed, cite to both 5575.01(B) and (C).

The Auditor of State’s force account project assessment form is not required if the road maintenance or
repair project’s total estimated cost is less than $15,000 or if the road construction or reconstruction’s
total estimated cost is less than $5,000 per mile. The terms road maintenance and repair, construction,
and reconstruction, are not defined in this Ohio Rev. Code section. The township’s legal counsel, and\or
county engineer, along with the board, should define these terms for the township. The Auditor of State
will accept those definitions unless they are palpably and manifestly arbitrary or incorrect.

Joint Projects
Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits

of the participating parties be applied [117.161]. Participating entities shall not aggregate their respective
limits, and the share of each entity shall not exceed its respective force account limit. Calculating the
proper project force account limits and the share thereof to each participating party should be
memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits
under RC 117.16(C) or (D).

Bid Specifications

Various terms, such as road maintenance and repair, construction, and reconstruction, are not
defined in the Ohio Rev. Code sections discussed in the individual subsections below. We indicate in
each such section that the Auditor of State will accept definitions from the entity’s legal counsel, and\or
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county engineer, as appropriate, unless the definitions are palpably and manifestly arbitrary or incorrect.
If the entity’s legal counsel, and/or county engineer, as appropriate, did not define the indicated terms for
the entity, indicate the same in your draft report. Consult with the AOS’s Legal department concerning
any issues involving a potential finding or citation. Independent Public Accountants auditing force

labor, for construction or reconstruction of roads exceeds $15,000 per mile. However, force accounts
may be used if the board finds it in the best interest of the public. In this case, private contractor bids
must have been received, considered, and rejected, and the force account work must be performed in
compliance with the plans and specifications upon which the bids were based.'

For projects exceeding one mile, we determined that the intent of these statutes was to apply the limits
proportionally for partial miles. In other words, for the example of the county cited above, the applicable

corresponding monetary limit.”

Ohio Attorney General Opinion 2008-007> briefly states:

» Completing the Auditor of State’s force account project assessment form estimating the cost of
the work constitutes commencement of the project for purposes of determining which force
account limit is in effect and applicable to the project;

» The Auditor of State is authorized to require the use of a “safe harbor rate” for the cost of

overhead or the justification of a different rate in estimating the cost of road, bridge and culvert
work;

» A public office may acquire material and equipment pursuant to contract, and may subcontract

part of the work undertaken by force account, so long as the contracts for material and equipment
and the subcontracts are let in compliance with the appropriate competitive bidding requirements;
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» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Refer to AOS Bulletin 2008-004 for further information regarding Ohio Attorney General Opinion 2008-
007 and the matters mentioned above.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-Ievel] citations and any
notifications sent to affected entities starting with the audits of fiscal year 2003 and thereafter eentinting
at-least-through2006. Auditor of State staff should document on the Audit Executive Summaries, force
account citations in the GAGAS report or if you have recommended that the Auditor of State send the
entity [or the State Tax Commissioner] the communication required by these changes notifying the

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the minutes, inquire of management, and scan expenditures to reasonably determine if any capital
construction or maintenance activity took place during the audit period. Determine if such projects were
undertaken using force accounts.

Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as less than $15,000 for a road maintenance or repair project or less than
$5,000 per mile for a road construction or reconstruction project. If so, no Auditor of State force
account project assessment form would have been required to have been completed.
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Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as $45,000 or less for maintenance and repair of roads.

Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as less than $15,000 per mile for construction or reconstruction of roads.

If the bids from private contractors were taken for construction or reconstruction of roads but the board
used the force account anyway, determine that the board documented that the private contractor bids were
received, considered, and rejected, and the board’s rationale for why using the force account approach
was in the best interest of the public. Compare the force account’s documented project specifications with
the plans and specifications upon which the private contractor bids were based.

If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment forms. Trace wage rates, etc. to entity supporting
documentation on a test basis.

Determine if the entity used the “safe harbor” percentages described in Bulletin 2003 — 003. Recompute
items on the form or scan the form for reasonableness. If the entity used its own labor fringes or overhead
rates, or materials overhead rates, obtain supporting documentation and review for reasonableness.

Compare the actual projects’ costs with the project assessment form estimates. Inquire of management for
reasons for any change orders or apparent excessive costs compared with the project estimates. Evaluate
for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate attempts to
evade bid limitations, such as successive estimations just under the bid amount.

Whether such projects have been undertaken or not, consider adding language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of the
Auditor of State form; with the bidding limits; or with both.

If the “force account” limits have been violated — that is, the township did the work by force account even
though it should have been bid — then the Auditor of State is required to notify the entity [and possibly the
State tax commissioner | of the penalty provisions. Auditors should indicate in this block of the OCS if
the Auditor of State is to notify the entity\State tax commissioner of any of the penalty provisions.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section D: Board of Education (Schools)

2-9 Compliance Requirement: Ohio Rev. Code Section 3313.33 - Board of Education (schools)
conveyances and contracts.

Summary of Requirement: The board president and treasurer shall execute any “Conveyances.” No
contract is binding unless authorized at a regular or special board meeting. A ‘“‘conveyance” is not a

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Trace board approval from the minutes to the contracts or from the contracts to the minutes.

Inspect “conveyances” for board president and treasurer signatures.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-10 Compliance Requirement: Ohio Rev. Code Section 3313.46, 125.04(C), and 3313.533 - Board of
Education procedures for bidding and letting contracts.

Summary of Requirements:
» When a Board of Education determines to build, repair, enlarge, improve or demolish any school
building with a cost in excess of $ 25,000, the Board is required to:

(0]

(0]

Prepare plans and specifications. [Section 3313.46(A)(1)].

Advertise for bids once a week for at least two consecutive weeks in a newspaper of general
circulation in the district prior to the date specified by the Board for receiving bids. [Section
3313.46(A)(2)].

Open the bids at the time and place specified by the Board in the advertisement for bids.
[Section 3313.46(A)(3)].

When the work bid for includes both labor and materials, the Board may require that each be
separately bid or may require that they be bid as one. [Section 3313.46(A)(5)].

The award of the contract is to the lowest responsible bidder. [Section 3313.46(A)(6)].

The contract is between the board and the bidders. The board is required to approve and retain
estimates and make them available to the Auditor of State upon request. [Section 3313.46(A)(7)].

If two or more bids are equal and are lower than any others, either may be accepted. However, the
work is not to be divided among the bidders. [Section 3313.46(A)(8)].

When there is reason to suspect collusion among the bidders, those suspects are to be rejected.
[Section 3313.46(A)(9)].

The above requirements (i.e. RC 3313.46(A)) above do not apply to:

(0]

(0]

acquisition of educational materials used for teaching; [Section 3313.46(B)(1)]

any item which the Board, by a two-thirds vote, determines is available and can be obtained
only through a single source; [Section 3313.46(B)(2)]

energy conservation measures, with the approval of two-thirds of the Board [Section
3313.46(B)(3)] or

acquiring computer software or hardware for instructional purposes pursuant to Section
3313.37 (B) (4). [Section 3313.46(B)(4)].

» A school district may purchase supplies or services from another party, including another political
subdivision, instead of through a contract that the Department of Administrative Services has entered
into on behalf of the school district, if the school district can prove that it can purchase those same
supplies or services from the other party upon equivalent conditions and specifications but at a lower
price. If so, the school district does not have to competitively bid those supplies or services. [Section
125.04(0)]
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» Districts operating alternative schools which meet certain criteria are permitted to contract with a
nonprofit or for profit entity to operate the alternative school, including the provision of personnel,

supplies, equipment, or facilities. [3313.533(C)]

statute if this occurs.)

When a board of education determines to contract with a nonprofit or for-profit entity to operate an

alternative school the board shall:

(0]

The contract shall be awarded to the respondent the board considers to have the most merit, taking
into consideration the scope, complexity, and nature of the services to be performed by the respondent

Publish a notice of request for proposal in a newspaper of general circulation once a week for at
least two consecutive weeks prior to the date specified by the board for receiving proposals.

[3313.533(H)(1)]

After the date specified for receiving proposals, evaluate the submitted proposals (which may
include discussions with respondents) to understand the proposal and the qualifications of
The evaluation shall concern the entity’s qualifications using factors the statute

respondents.
specifies. [3313.533(H)(2)]

under the contract. [3313.533(C), (G) and (H)(4)]

When a school board contracts with a nonprofit or for-profit entity to run the school, the alternative
school plan under 3313.533(B) must include the additional information 3313.533(G) describes. (See

In determining how the government ensures
compliance, consider the following:

What control procedures address the
compliance requirement?

WI/P
Ref.

Policies and Procedures Manuals
Knowledge and Training of personnel
Tickler Files/Checklists

Legislative and Management Monitoring

Management’s identification of changes
in laws and regulations

Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Identify contract expenditures while reading the minutes, by inquiry of government personnel, and/or by
scanning the disbursement records. Select contracts and related contract expenditures and determine
through inspection, vouching, or other means that contracts over $25,000 and contracts for the operation
of alternative schools, were awarded using competitive bidding procedures. Be alert for indications of
“bid-splitting” or deliberate attempts to evade bid limitations, such as successive contracts just under the

bid amount.
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Inspect bid files for documentation of:

= plans and specifications/RFP,
»  bid/RFP advertising, and
= bid/proposal openings.

For contracts concerning the operation of alternative schools, review ORC 3313.533 (H) and determine
whether the district documented its evaluation of the respondent’s qualifications.

For contracts exceeding $25,000 purporting to meet one or more of the exceptions indicated above (i.e.,
acquisition of educational materials used for teaching; any item which the Board determined was
available and could be obtained only through a single source; certain energy conservation measures;
acquisition of computer software or hardware for instructional purposes; and acquisitions pursuant to
Section 125.04), determine documentation exists to support expenditures meeting those exceptions.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

To enhance efficiency, include testing for unresolved findings for recovery (Step 2-25) with
these tests. However, violations of ORC 9.24 would not normally constitute material
noncompliance. They would normally be management letter comments.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-11 Compliance Requirement: Ohio Rev. Code Sections 3313.33(B), 3313.37, 3313.375, 3313.40, and
3313.41 - Acquisition of school real estate and building or other facilities, and office equipment; methods
available.

Summary of Requirements: The board of education of any city, local, or exempted village school
district may build, enlarge, repair and furnish school houses, purchase or lease real estate for the buildings
and playgrounds or rent school rooms inside or out of the district and provide the necessary apparatus and
provisions for such facilities. [Section 3313.37(A)(1)].

A governing board of an educational service center may acquire, lease or lease-purchase, or enter into a
contract to purchase, lease or lease-purchase, or sell real and personal property and may construct,
enlarge, repair, renovate, furnish, or equip facilities, buildings, or structures for the educational service
center’s purposes. The board may enter into loan agreements, including mortgages, for the acquisition of
such property. [3313.37(A)(2)]

Boards of education of city, local, and exempted village school districts may acquire land by gift, devise,
appropriation or purchase. Purchases can be with cash, by installment payment, with or without
mortgage, lease-purchase, or lease with the option to purchase (provided that the price is to be paid over a
time not exceeding 5 years and a special levy may be authorized to provide a special fund to meet future
time payments). [Section 3313.37(B)(1)]

Boards may acquire “office equipment” (which includes computer hardware and software for
instructional purposes) for schools, and by purchase, lease, installment payments, lease-purchase or lease
with the option to purchase. If the purchase price is to be paid over a period of time, that period is limited
to 5 years. [Section 3313.37(B)(4)]

Boards may also acquire the necessary equipment for maintaining facilities and land under its control by
entering into lease-purchase agreements not exceeding 5 years. [3313.37(B)(5)]

Ohio Rev. Code Section 3313.33(B)- Interest in contracts by elected officials.
These sections prohibit elected officials from having any pecuniary interest in a contract or to be
otherwise employed by the entity. They also provide that contracts are void unless authorized at
a regular or special meeting.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.

Additional Lease-Purchase Options:

The board of education of a city, local exempted village, or joint vocational school district or the
governing board of an educational service center or community school may enter into a lease-purchase
agreement providing for the construction, enlarging, furnishing and equipping; lease; and eventual
acquisition of a building or improvements to a building for any school district or educational service
center purpose. [ORC Section 3313.375]

If a school district, educational service center or community school chooses to enter into a lease-purchase
agreement, the agreement must provide for a lease with a series of 1 year renewable lease terms totaling
not more than thirty years. Furthermore, the agreement must state that at the end of the series of lease
terms; the title to the leased property shall be vested in the school district or educational service center,
provided that all obligations stated in the agreement have been satisfied. [ORC Section 3313.375]
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Additionally, any obligations under a lease-purchase agreement entered into pursuant to ORC 3313.375
shall not be considered to be net indebtedness pursuant to ORC 133.06. [ORC Section 3313.375]

Acquisition by Exchange

With a majority vote, a school district board may exchange district real property for property owned by a
municipal corporation upon the mutual agreement of the school district’s board and the municipal
corporation’s legislative authority. The exchange may be made by a conveyance executed by the
president and treasurer of the school district board and the mayor and clerk of the municipal corporation,
respectively [Section 3313.40].

With a majority vote, a district board may acquire new real property that it determines is needed for
school purposes by either (1) exchanging other district real property that it owns in its corporate capacity
or (2) by using the district property as part of or as the entire consideration for the purchase price of the
new property. The acquisition or exchange must be made by a conveyance executed by the president and
treasurer of the school district board. [Section 3313.41(F)]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

o Tickler Files/Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read the board’s minutes and determine if the board acquired the use of property, buildings, or office
equipment, by purchase, exchange, rent/lease, or lease-purchase agreements during the audit period.
Consider inquiry of management as to whether such property was acquired or such agreements were
entered into. Scan expenditures for evidence that such property was acquired.

If the district or educational service center is making installment payments for office or maintenance
equipment acquired pursuant to Ohio Rev. Code Section 3313.37, determine whether these payments
exceed the 5-year limitation.

If the district, educational service center or community school has entered into an agreement pursuant to
Ohio Rev. Code Section 3313.375, determine whether the agreement, 1) consists of a series of one year
renewable lease terms, 2) has a maximum total term of thirty years, and 3) provides that title vests with
the district or educational service center at the end of the series of lease terms and fulfillment of the
agreement’s obligations.
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Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

To enhance efficiency, include testing for unresolved findings for recovery (Step 2-25) with these tests.
However, violations of ORC 9.24 would not normally constitute material noncompliance. They would
normally be management letter comments. Also, note that 9.24 does not apply to community schools.

“Conventional” School Districts Only

If the district is making installment payments for land acquired pursuant to Ohio Rev. Code Section
3313.37, determine whether these payments exceed the 5-year limitation.

If real property was acquired by exchanging real property already owned by the district (including using
an exchange as partial consideration for the new real property), determine whether 1) the agreement was
approved by a majority vote of the district’s board, and 2) the exchange was by a conveyance signed by
the board president and the treasurer.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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HB 119, 127" GA,
Effective: 6/30/07

2-12 Compliance Requirement: Ohio Rev. Code Chapter 3318 - School Districts participating in
classroom facilities assistance programs.

Summary of the Program

Background:

Several programs provide financial assistance to construct or repair classroom facilities. The School
Facilities Commission (Commission) administers these programs. The most common programs are the
Classroorn Facﬂltles Assistance Program (CFAP) Exoedlted Loan Program and Urban _Initiative

basic guldehnes of the CFAP.

Locally Funded Initiatives:

The Commission informed us that a school district board may elect to add to the scope of any project and
separately fund a scope of work (“local initiative), which involves improving all or part of a project the
Commission funds. The school district board may request the Commission to approve the incorporation
of design and construction of the local initiative into the overall project. Whenever a local initiative is
interconnected with a project the commission funds, the district and the commission will execute a
memorandum of understanding to specify the additional cost of the local initiative and the terms and
conditions for accounting for the cost. The district must account for the local initiative in a separate
fund, other than the project construction fund (USAS fund 010).

The CFAP and related programs are discussed below.

CFAP Basics:

CFAP participation is based in part on the district’s relative wealth, the Commission’s determination of
the district’s facility needs, and the time elapsed since prior CFAP participation.

Project commencement is contingent upon the district obtaining:

» The district’s share of project costs, funded by an additional bond levy, and /or certain local
resources available for such purpose [3318.084], or

» The proceeds of a property tax/income tax levy, or a combination of both [3318.052, ORC], and
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> The Board must levy an additional maintenance tax* of at least one-half mill [Sections 3318.05
(B), 3318.06 (A)(2)(a) and (A)(3), and 3318.17 ORC], or

» the Board may elect, to satisfy its local maintenance requirement by earmarking from the
proceeds of an existing permanent improvement tax levied under Section 5705.21, ORC an
amount equivalent to the amount of the additional tax described above or the District may elect to
satisfy its local maintenance requirement by a combination of the half mill levy and the
alternative funding source, or the district may elect to use a locally donated contribution under
section 3318.084 of the Rev. Code. [RC 3318.05 (B), and 3318.06 (A)(2)(b)]

= SB 321, effective 9/5/06, authorizes a new alternative mechanism for school districts to

meet their maintenance obligation. Under the act, a district commencing its project on
or after the act's effective date may deposit into its maintenance fund, annually for 23
years, an amount from other district resources equal to 1/2 mill of the district's tax
Valuationsi instead of levying the maintenance tax’. The district’s board must pass a
resolution petitioning the Ohio School Facilities Commission to approve the
arrangement. (R.C. 3318.05, 3318.051, and 3318.084)

= The district treasurer must annually certify to the Commission and the Auditor of State
that the amount required for the year has been transferred’ into the maintenance fund.
The Auditor of State must “verify” the transfer as part of any audit of the district. If the
Auditor of State finds that less than the required amount has been deposited, the
Auditor must notify the district board in writing and require the board to deposit the
necessary money within 90 days after the notice. If the district board fails to
demonstrate to the Auditor's satisfaction that it has made the required deposit, the
Auditor must notify the Ohio Department of Education. Upon that notice, the Ohio
Department of Education must withhold 10% of the district's state operating funds for

* The original regulations required a %2 mill levy, all of which was remitted to the State to repay project funding
received. Later regulations still required the levy (of other funding), but provided that all or a portion would be
retained by the district, to be used for maintenance of project facilities. All such funding is referred to as
“maintenance funding” in this OCS Section. Some districts have entered into supplemental agreements which
subject the district to the amended regulations.

® Joint vocational school districts participating in a state facilities program, annually for 23 years, must deposit into
a maintenance account an amount equal to 1.5% of the current insurance value of the acquired facilities (R.C.
3318.43).

® If a district board determines that it can no longer continue making the annual transfers, the act allows a district
board to rescind its decision, but only if the district's voters approve the levy of a maintenance tax. The levy must be
in effect for the remainder of the 23-year maintenance period (23 years minus the number of years that the district
made transfers) and must be for not less than %% mill for each dollar of district valuation. The act prescribes the ballot
language to be used. A district electing to make the transfers authorized by the act is not relieved from its obligation
to make annual deposits into its general "capital and maintenance fund," which applies to all districts under
continuing law.

" SB 321 provides that districts electing to make the transfers, instead of levying the maintenance tax, may not
receive the new state maintenance equalization payments. (Beginning in fiscal year 2007, the Ohio Department of
Education is required to pay an equalized subsidy to city, exempted village, and local school districts participating
in state-assisted facilities programs and have tax valuations per pupil below the statewide average. The subsidy

equalizes to the statewide average the per pupil amount each eligible district raises from its 1/2-mill maintenance
levy.) (R.C.3318.18)
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the current fiscal year, until the Auditor notifies the Ohio Department of Education that
the Auditor is satisfied that the board has made the required transfer (ORC

3318.051(B)).

Districts are to establish a project construction fund [RC 3318.08] to account for project funding and
expenditures (USAS fund 010),® and a project maintenance fund [RC 3318.05] to account for

maintenance funding and expenditures (USAS fund 034). Districts should not account for local funding

initiatives. in these funds. Rather, a separate fund should be established,

The maintenance fund can only be used to maintain and repair completed facilities as identified in the
approved maintenance plan, including preventative maintenance, periodic repairs, and the replacement of
facility components. Routine janitorial and utility costs, equipment supplies and personnel costs
associated with the day-to-day housekeeping and site upkeep are not allowable expenditures. No moneys
other than costs associated with the development of the preventive maintenance plan may be expended
out of fund 034 prior to the approval of the maintenance plan by the Commission. The construction
manager is required to initiate the process of developing the plan at least six months prior to the
completion of any facility for occupancy. [Legal criteria: The maintenance plan approved by the
Commission, as evidenced by a signed Commission resolution]

CFAP Written Agreement [3318.08]:

Prior to project commencement the Commission and school district enter into a written agreement
(“Project Agreement”). The Project Agreement is the contract between the district and the Commission.
There can be many attachments to the Project Agreement and amendments to the Project Agreement.
Some of the common attachments include schedules of the alternative funding sources for both the local
portion for construction and/or the maintenance levy, and a Memorandum of Understanding (MOU)
which sets forth the specific terms and conditions of the Local Initiative. The agreement and the
applicable attachments, in part, will provide for the following:

» Sale and issuance of bonds or bond anticipation notes for all or a portion of the district’s share of
project costs (to be deposited into the district’s project construction fund (USAS 010), and the
transfer of approved local resources (if any) to the project construction fund. (Note: the district’s

initiatives should be accounted for in separate funds, not Fund 010.)

» The funding source for project maintenance and the conditions, if any, under which a portion of
maintenance funding will be paid to the State. Repaying the State is no longer required. As
noted above, the money a one-half mill maintenance levy or an alternative funding source
generates must be deposited into fund 034 and can only be used to maintain and repair facilities,
including preventive maintenance, periodic repairs, and replacing facility components.

» Authorization to advertise for, receive, and award construction bids for the project, subject to
Commission approval.

» Disbursement of moneys from the district’s project construction fund after receiving Commission
approval. Payments from the construction fund are restricted to: 1) professional design and
administration services, 2) payments to contractors who have performed work, 3) purchases

® Auditor of State Bulletins 99-004 and 2001-007 include USAS accounting and legal guidance for the CFAP
program. The accounting guidance still applies, but auditors should not rely on the legal guidance of those bulletins
because some of it is outdated.
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related to the Project, and 4) any transactions authorized necessary or appropriate for establishing
and administering investment accounts. Occasionally, districts will receive approval from the
Commission for reimbursement of items that should have been project costs. If this is the case,
the District should have an approval letter on file from the Commission that should be presented
to the auditor to substantiate the expenditure. All payments from fund 010 should evidence
approval by the district and by the Commission, as delegated to the construction manager.
Locally Funded Initiatives should not be paid from fund 010, but from another fund identified
by the district.

» The Commission will pay the construction manager from the State’s share of the project. (These
payments should be recorded in fund 010 as receipts of the State’s share and as construction
expenditures. When establishing budgets for the project, these amounts should be included in
estimated receipts and appropriations.)

» Disposition of any balance left in the project construction fund after completion of the project:

0 Regarding investment earnings attributable to the school’s own contributions to the project,
the school should either: retain them in its project construction fund for future projects,
transfer them to its project maintenance fund,’ or transfer them to its permanent improvement
fund. [3318.12(C)(1)]

0 The school should transfer investment earnings attributable to the state’s contribution to the
School Facilities Commission [3318.12(C)(2)]

O Any other surplus remaining in the school district’s project construction fund after the
project’s completion shall be transferred to the commission and the school district board in
proportion to their respective contributions to the fund. [3318.12(C)(3)]

Note:  There are exceptions to some of these general requirements. Auditors should review the terms
of the district’s project agreement, and any attachments or amendments to the agreement, to determine
requirements specific to the project.

Related Programs:

Other ORC Chapter 3318 programs include the School Building Assistance Expedited Local
Partnership Program [3318.36 and 3318.362] and the Exceptional Needs School Facilities Assistance
Program [3318.37]. The Expedited program allows school districts to choose to fund a distinct portion
of their Facilities Master Plan through local monies prior to the time their state funding becomes
available. Once a district enters CFAP they receive credit against their required local contribution for the
work completed under the Expedited program. None of the CFAP specific requirements related to the
tracking and disposing of interest earnings apply to school districts participating in the Expedited Local
Partnership Program. Since it is not a co-funded program, moneys related to that program should be
accounted for in a fund other than fund 010. The Exceptional Needs program provides assistance to lower
wealth districts with an exceptional need for immediate classroom facilities assistance, as determined by
the Commission. The program is specifically designed for replacement as opposed to expansion or
renovation.

With the exception of the Expedited program identified above, these programs follow the basic CFAP
requirements discussed above, though there are differences. Districts will enter into agreements with the
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Commission. If the district participates in these or other Chapter 3318 facility projects, auditors should
review the terms of the agreement and identify those requirements which may be material. When making
that determination, auditors should consider the requirements and procedures addressed in this Ohio
Compliance Supplement Section for the CFAP program.

Note: Community schools may not participate in these programs, except: per RC 3318.50, a community
school may obtain a classroom facilities loan guarantee from the State, for up to 15 years.

Interfund Activity:

During the project

HB 119 (Ohio Rev. Code Section 3318.12) permits a school district board, by resolution, to use all or part
of the interest attributable to the district's share of moneys in the project construction fund to the pay the
cost of local initiatives that are not included in the state-assisted project, but that are related to it. If a
district board chooses to use some or all of the interest attributable to its share of the fund for local
initiatives and, later, the cost of its state-assisted project exceeds the amount in the fund, the district must
re-pay all of the interest used for those initiatives before further state funds will be released for the
project.

After the project is completed
HB 119 (Ohio Rev. Code Section 3318.12(B)(2)) permits a school district board at its option, by

resolution, to transfer the interest attributable to its local share in the project construction fund to its

ermanent improvement fund (where presumably it could be spent on any permanent improvement) or to
leave that interest in the project construction fund to pay the cost of future projects. A district board also
may choose to transfer the interest to the district's maintenance fund. In either case, interest attributable
to the state’s share of the project construction fund must be returned to the state.

QSFC Agreed-Upon Procedures (AUP) Engagements:
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In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

o Tickler Files/Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Agreed-Upon Procedures:

Per GAGAS 4.09, Inquire whether OSFC conducted an AUP engagement over the district’s construction

rely on the AUP engagement to reduce the scope and extent of the audit steps enumerated below.
However, auditors should review the reported procedures to determine whether they apply: (1

type (1) requirements (i.e., applicable one-time only) does not need to be repeated each year.

Auditors may refer to prior year testing or an existing AUP engagement, regardless of the period
covered, to satisfy these requirements. However, an AUP_engagement may only be used to
each year) if the period covered by the AUP engagement included at least six months of the

current period under audit. Auditors should carefully read the AUP procedures to ensure they
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Review the project agreement between the district and Commission. Considering the requirements
specific to the project, perform the following procedures (document specific requirements relevant to the
following tests):

Project Funding:

Scan the accounting records to determine if the proper activities are being recorded in the project
activities fund (USAS 010). Determine if the District is accounting for the following four revenue
streams separately: (1) Local Revenue, (2) Interest on Local Funds, (3) State Revenue — aka
“drawdowns”, and (4) Interest on State Revenue.

for both the original contribution and any amendments.

Select contracts and related contract expenditures and determine through inspection, vouching, or other

Vouch selected transactions from fund 010 for allowable cost as defined in the agreements. We are not
opining on this program, so we do not require a high level of assurance. Testing high dollar transactions
and scanning other selected transactions should suffice. Review the supporting documentation to
determine if the expenditure was:

a. allowed under the terms of the Project Agreement;
if it was approved by the district treasurer and the construction manager prior to payment;
if it excludes any costs for a locally funded initiative;
if the amount paid agrees with the invoice and
if it is recorded in the correct amount in the correct fund.
If the District did not use properly segregate transactions into a project construction fund
(i.e., did not establish fund 010), report noncompliance accordingly. Auditors should
also consider reporting a finding for adjustment. See the OCS Introduction for guidelines
pertaining to Findings for Adjustments.

me e o

Scan interfund activity in fund 010. Determine whether material transfers or advances were properly
approved and/or allowable under Ohio Rev. Code. If an advance is repaid out of fund 010 request the
District provide the approval letter from the Commission which authorized the reimbursement.

Maintenance Funding:

Review accounting records and related-deeuments the Project Agreement and determine if the proper
amount of maintenance funding was posted to the project maintenance fund (USAS fund 034).

Vouch selected disbursement transactions from fund 034. We are not opining on this program, so we do
not require a high level of assurance. Testing high dollar transactions and scanning other selected
transactions should suffice. Determine whether expenditures were only for maintenance of the funded
project facilities in accordance with the district’s approved maintenance plan. (If the District did not
segregate transactions related to project maintenance (i.e. did not establish fund 034), report
noncompliance accordingly. As noted above, the only allowable expenditures out of fund 034 prior to the
completion of the project are for the costs associated with the development of the maintenance plan.
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Locally Funded Initiative;

Altern Maintenan ligation:

Determine whether the school district has elected to use the new alternative mechanism for meeting its
maintenance obligation. If so, obtain the district’s annual certification to the Commission and Auditor of
State that the amount required for the year has been transferred into the maintenance fund. IPA’s perform
agreed-upon procedures reports to serve as certification. Obtain a copy of this AUP report from the
district and review for noncompliance. If the school district has deposited less than the required amount,
determine whether AOS sent the required written notification to the district board mandating the
necessary deposit within 90 days of the notice.

Interfund Activity:
Determine whether the district transferred interest out of the Project Construction Fund (Fund 010) during
the audit period. If so, determine whether:
= the district board adopted a resolution approving the transfer
= the monies transferred represented only interest attributable to the district’s local share of the
project
= the monies were transferred to the appropriate funds and accounts. (Note: the OSFC

recommends using the Transfer-Out appropriation and Transfer-In receipt accounts to record
this activity).

Surplus Balance:
If a surplus remained after project completion, inspect the district’s records supporting the distribution of

the surplus. Determine whether the proper amounts were returned to the Commission and transferred to
the district’s respective funds.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-13 Compliance Requirement: Ohio Rev. Code Section 3318; FempeoraryLaw-Section5-01;,-General
Assembhy- Permissible expenditures for the Big 8 School Districts participating in the School Building

Program Assistance Limited Fund, the required funds to account for the related activity, and the
required match. The big eight school districts are as follows: Cleveland CSD, Columbus CSD,
Cincinnati CSD, Toledo CSD, Youngstown CSD, Dayton CSD, Canton CSD, and Akron CSD.

Summary of Requirements:
Background:

Big 8 districts can only use these funds for major renovations and repairs of school facilities. Funds are
allocated to the school districts on a per-pupil basis, based on the total average daily membership of a
base fiscal year. To be eligible to receive these funds, each school district must provide a 100 per cent
match (i.e., the school district provides 50% of the total project cost) * from funds the Ohio School
Facilities Commission approves and develop and submit a capital renovations plan for the use of state and
local funds subject to approval by the Ohio School Facilities Commission. To account for grant and
matching money received under this provision, recipient school districts should establish a School
Building Assistance Limited Fund. This fund should be classified as a governmental fund type, capital
projects fund. The fund code within the Uniform School Accounting System is 496. A special cost
center should be used for each separate grant or award of money.

* Except, for any funds OSFC paid after June 28, 2002 to the following four city school districts, the
state/local split should be as follows:

Cleveland: 68%state/32% local

Akron 59% state/41% local

Dayton 61% state/39% local

Toledo 77% state/23% local.

VVVY

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Vouch a representative number of expenditures from fund 496 for allowable cost as defined above. (If

the District did not account for the related activity in fund 496 select the transactions from the applicable
fund.)
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Read the minutes of the Board of Education and trace the required match into fund 496.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-14 Compliance Requirement: Ohio Rev. Code Section 3327.08 - School bus purchases; terms.

Summary of Requirements: School boards may purchase, on an individual contract, buses and other
equipment for transporting children to and from school and other board approved functions. Boards may
also purchase such items through the State Department of Education’s central purchasing system. All bids
are required to state that the buses, prior to delivery, will comply with Ohio Department of Education
safety regulations. (According to the Legislative Service Commission, community schools are exempt
from this requirement.)

Note: Bus purchases must also comply with the competitive bidding procedures in Ohio Rev. Code

Section 3313.46(A)(1)-=(9). (see Ohio Compliance Supplement Section 2-10).

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Inspect bids for the safety certification.

If buses were acquired, test per Ohio Compliance Supplement Section 2-10.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

44



2008 Ohio Compliance Supplement Contracts and Expenditures

Section E: Community Schools

2-15 Compliance Requirement: Although the competitive bidding procedures applicable to boards of
education in ORC §3313.46 (and related sections in Chapter 153) do not apply to community schools, the
sponsor (through its contract) may mandate a community school comply with these or other competitive
bidding procedures. Auditors must read the contract to identify applicable competitive bidding
procedures, and applicable grant requirements, if any.

Ohio Rev. Code Section 3313.33(B)- Interest in contracts by elected officials.
These sections prohibit elected officials from having any pecuniary interest in a contract or to be
otherwise employed by the entity. They also provide that contracts are void unless authorized at
a regular or special meeting. This statute applies alse does not apply to community schools
unless the sponsor mandates it through the sponsor contract.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.
This statute applies to community schools.

to community schools.)

[Insert applicable competitive bidding procedures.]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

[Insert substantive audit procedures. See other Ohio Compliance Supplement Sections for example
procedures related to bidding.]

Document whether there is any apparent interest in the contract by a public official. Due to heightened

public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.
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Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-16 Compliance Requirement: 3314.03424(A) Internet- or computer-based community school
cannot contract with a nonpublic school for instructional facility space.

Notes:

(1) Violations require ODE to withhold foundation payments for any students using nonpublic school
facilities.

(2) ORC 3314.02(A)(7) defines Internet- or computer-based community schools as those in which the
enrolled students work primarily from their residences on assignments in nonclassroom-based learning
opportunities provided via an internet- or other computer-based instructional method that does not rely on
regular classroom instruction or via comprehensive instructional methods including internet-based, other
computer-based, and noncomputer-based learning opportunities.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read internet schools’ contracts for instructional space. Determine if contracts for instructional space
were with nonpublic schools.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section F: Hospitals

2-17 Compliance Requirement: Ohio Rev. Code Section 339.05 - Bidding procedures and purchasing
policies for supplies and equipment (County Hospitals).

Summary of Requirement: A board of county hospital trustees may adopt, annually, bidding
procedures and purchasing policies for supplies and equipment that are routinely used in operating the
hospital and that cost in excess of the amount specified in Ohio Rev. Code Section 307.86, which is
$25,000 as the threshold above which purchases must be competitively bid.

If a board of county hospital trustees adopts such policies and procedures, and the board of county
commissioners approves them, the board of county hospital trustees may follow these policies and
procedures in lieu of following the competitive bidding procedures of Ohio Rev. Code Sections 307.86 to
307.92.

Ohio Rev. Code Section 2921.42 - This section prohibits having an unlawful interest in a public contract.

(Note that RC 9.24 regarding unresolved findings for recovery and contracts does not apply to hospitals.)

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By inquiry or reading the minutes, determine if the board of hospital trustees has adopted its own policies
and procedures for competitive bidding. If so, trace approval of those policies by the board of county
commissioners to an approval letter or to a notation in the minutes.

For expenditures over the policy limit, inspect bid files to determine if the policies and procedures were
being followed as required.

If the board of hospital trustees has not adopted its own policies and procedures, see Ohio Compliance

Supplement Section 2-5 for suggested audit procedures regarding competitive bidding procedures for
county hospitals.
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Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-18 Compliance Requirement: Ohio Rev. Code Sections 749.26, 749.27, 749.28, 749.29, 749.30 and
749.31- Contract procedures; bids; bonds; bid openings (Municipal Hospitals).

Summary of Requirements: The board of hospital trustees, before contracting to erect a hospital
building, or to rebuild or repair a hospital building, the cost of which exceeds $10,000, must have plans,
specifications, detailed drawings, and forms of bids prepared. These must be printed for distribution
among the bidders. [Section 749.26].

All contracts must be made in the name of the board of hospital trustees. Contractors may not execute any
extra work or make any modifications or alterations in the specifications and plans, unless ordered in
writing by the board. Contractors may not claim any additional compensation unless such written order is
given, and the additional compensation fixed and agreed upon. Copies of the plans and drawings, attested
by the contractor, and the original bids, specifications, and contracts are required to be deposited in the
office of the clerk of the municipal corporation. [Section 749.27].

The board of hospital trustees can not enter into a contract for work or supplies where the estimated cost
exceeds $10,000, without first giving 30 days notice in one newspaper of general circulation in the
municipal corporation that sealed proposals will be received for doing the work or furnishing the
materials and supplies. [Section 749.28].

Each bid submitted under Ohio Rev. Code Section 749.28 for a contract for the construction, demolition,
alteration, repair, or reconstruction of an improvement is required to meet the requirements of Ohio Rev.
Code Section 153.54 regarding bid guaranty. Each bid submitted under Ohio Rev. Code Section 749.28
for any other contract must be accompanied with a bond, signed by sufficient sureties, for acceptance of
the contract if awarded by the board of hospital trustees, to fully secure any difference between the
amount of such bid and the next higher bid. That amount is to be collected by the board and paid into the
hospital fund in case of the refusal by the bidder to enter into a contract according to its bid within such
reasonable time as the board determines. [Section 749.29].

Each bid submitted under Ohio Rev. Code Section 749.28 is required to be enclosed in a sealed envelope
and deposited with the clerk of the board of hospital trustees. The envelope should indicate the nature of
the bid. All bids are required to be opened at the time, date, and place specified in the notice to bidders or
specifications. The time, date, and place of the bid openings may be extended to a later date by the board
of hospital trustees, provided that written or oral notice of the change is given to all persons who have
received or requested specifications no later than 96 hours prior to the original time and date fixed for the
opening. [Section 749.30].

Ohio Rev. Code Section 2921.42 - Having an unlawful interest in a public contract. This section
generally prohibits unlawful interests.

(Note that RC 9.24 regarding unresolved findings for recovery and contracts does not apply to hospitals.)

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Tickler Files/Checklists
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e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inquire or determine from reading the minutes or other means whether any contracts were entered into
during the period exceeding $10,000. Inspect bid files and other related documentation to determine that:

= Plans, specifications, and detailed drawings are printed and distributed to bidders for the erection,
rebuilding or repair of a hospital building.

= The contracts are made in the name of the board of hospital trustees and stipulate in the contract
that the contractor will not execute any extra work or make any modifications or alterations in the

work specifications and plans unless ordered in writing by the board.

= Copies of plans and drawings and the original bids, specifications and contracts are on file in the
office of the clerk.

» Thirty days’ notice was given in one newspaper of general circulation in the municipal
corporation that sealed proposals will be received.

» Bid guaranties and/or bonds were received with the proposals from contractors.

= Bids were enclosed in sealed envelopes and opened by the municipal clerk at the time, date, and
place specified in the notice to bidders.

= The lowest and best bid was accepted (unless bond is considered inadequate by the board).
Document whether there is any apparent interest in the contract by a public official. Due to heightened

public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section G: Colleges and Universities

2-19 Compliance Requirement: Ohio Rev. Code Sections 9.312, 3354.16, 3355.12, 3357.16, and
3358.10 - Bidding required on improvement contracts.

Summary of Requirements: When the board of trustees of a community college [Section 3354.16(A),
university branch [Section 3355.12(A)], technical college [Section 3357.16(A)], or state community
college district [Section 3358.10] resolves to contract for improvements exceeding $50,000'°, the college
must advertise for bids once a week for 3 consecutive weeks, in at least one newspaper of general
circulation within the college district where the work is to be done.

The board of trustees of the college district may contract with the lowest responsive and responsible
bidder.

On January 1, of every even-numbered year, the chancellor of the Board of Regents must adjust the
contract limit as provided for in Sections 3354.16(B) for community college districts, 3355.12(B) for
university branch districts, 3357.16(B) for technical colleges and 3358.10 for state community colleges.
The new limits are stated above.

These types of colleges may solicit separate or combined bids and to award separate or combined
contracts for each distinct branch or class of work. These contracts do not require bidding if the estimated
cost is less than $5,000.

A bidder on the contract is considered responsive if his proposal responds to bid specifications in all
material respects and contains no irregularities or deviations from the specifications which would affect
the amount of the bid or otherwise give the bidder a competitive advantage. The factors that the college
must consider in determining whether a bidder on the contract is responsible include the experience of the
bidder, and its financial condition, conduct and performance on previous contracts, facilities, management
skills, and ability to execute the contract properly.

An apparent low bidder found not to be responsive and responsible is to be notified by the college of the
finding and the reasons for it. The notification is given in writing and by certified mail. [Section
9.312(A)].

When the contract is awarded to a bidder other than the apparent low bidder or bidders, the institution is
required to meet with the apparent low bidder or bidders upon filing of a timely written protest. The
protest must be received within five days of the notification required above. No final award can be made
until the institution either affirms or reverses its earlier determination. [Section 9.312(B)].

Ohio Rev. Code Section 2921.42 - Having an unlawful interest in a public contract. This section
generally prohibits unlawful interests.

(Note that RC 9.24 regarding unresolved findings for recovery and contracts applies to state colleges and
universities, but does not apply to technical colleges.)

1% Each of these statutes requires the Board of Regents to increase this amount every other January 1 based on
increases in the U.S. Bureau of Census price deflator for construction. The Board of Regents informed us that
because the Bureau of Census no longer issues this information, the Board of Regents has not increased this
threshold. The Board is proposing a legislative revision to this statute.
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In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

o Tickler Files/Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:
Inquire or determine through other means such as reading the minutes or performing analytical
procedures whether contracts for improvements were awarded during the fiscal period. Inspect contracts,
bid files, and related documentation that:

= Contracts over the amounts indicated above were awarded using competitive bidding procedures.

*  Advertisements of the proposals for bids were made.

= Documentation indicates the lowest and best bid was accepted, or documents why the low bidder
was not selected.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section H: Libraries

2-20 Compliance Requirements: Ohio Rev. Code Section 3375.41 - Procedure for bidding and letting
of contracts over $25,000.

Summary of Requirements: When a board of library trustees appointed pursuant to Ohio Rev. Code
Sections 3375.06 (county free library), 3375.10 (township library), 3375.12 (municipal free library),
3375.15 (school library), 3375.22 (county library district), or 3375.30 (regional library district)
determines to construct, demolish, alter, repair, or reconstruct a library or make any improvements or
repairs which will exceed $25,000 except in cases of urgent necessity or for the security and protection of
library property, it must advertise for four weeks for sealed bids in some newspaper of general circulation
in the district. If there are two such papers, the board advertises in both of them. If no newspaper has a
general circulation in the district, the board advertises by posting the advertisement in three public places
in the district.

Sealed bids are filed with the elerk fiscal officer (renamed pursuant to SB 185, 127" General Assembly,
effective 6/20/2008) by 12:00 noon of the last day stated in the advertisement.

The sealed bids are:

» opened at the next meeting of the board,
» publicly read by the elerk fiscal officer, and
» entered into the board’s records.

By resolution, the board may provide for the public opening and reading of the bids by the elerk fiscal
officer, immediately after the time for filing such bids has expired, at the usual place of meeting of the
board, and for tabulating the bids. A report of the tabulation of the bids is presented to the board at its
next meeting.

When both labor and materials are embraced in the work that is being bid for, the board may require that
each be separately stated in the sealed bid, with each being priced, or it may require that bids be submitted
without being separated.

None but the lowest responsible bid shall be accepted. The board may reject all the bids or accept any bid
for both labor and material which is the lowest in total.

The contract is between the board and the bidders. The board is required to pay the contract price for the
work by the times and in the amounts indicated.

When two or more bids are equal, in whole or in part, and are lower than any others, either may be
accepted. However, the work is not required to be divided between these bidders.

When there is reason to believe there is collusion or combination among the bidders, the bids of those
concerned in collusion or combination are required to be rejected.

Ohio Rev. Code Section 2921.42 - Having an unlawful interest in a public contract. This section
generally prohibits unlawful interests.

(Note that ORC 9.24 regarding unresolved findings for recovery and contracts, does not apply to
libraries.)
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In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inquire or determine through other means, such as analytical procedures or reading the minutes, if
contract expenditures were made during the period. If so, inspect bid files and associated documentation
that:

» Expenditures over $25,000 ($15;000—prier—to—January—8,—2004) were supported by contracts

awarded in compliance with competitive bidding requirements (except in emergencies).
= Advertisements of the proposals for bids were made.

= Procedures used for opening bids were in agreement with those required (i.e., opened at the next
meeting of the board, publicly read by the elerk fiscal officer, and entered into the board’s
records).

= Adequate documentation is on file to support the board’s decisions to select the lowest
responsible bid as well as reject any bids.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment in the FRAQ.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section I: General

2-21 Compliance Requirement: Ohio Rev. Code Section 9.48 - Joint contracting and purchasing
programs for counties and townships.

Summary of Requirements: A county or township may permit one or more other counties or townships
to participate in contracts into which it has entered to acquire equipment, materials, supplies, or services,
and may charge such participant(s) a reasonable fee to cover any additional costs incurred as a result of
their participation. [RC 9.48(A)(1)]

A county or township may participate in a joint purchasing program operated by or through a national or
state association of political subdivisions for which they are eligible for membership. [RC 9.48(A)(2)]

A county or township may also participate in a contract the Federal government offers, including those
the Federal General Services Administration offers.'" [9.48(A)(3)]

Purchases under another entity’s contract are exempt from a county or township’s competitive bidding
procedures if the other entity awarded the contract pursuant to a publicly-solicited request for proposals or
competitive selection procedure. No county or township shall participate in a joint purchasing contract if
it has already received bids for such acquisition unless participation enables it to make the acquisition at a
lower price. [RC 9.48(B)]

A county or township eligible to participate in a national or state association’s joint purchasing program
may acquire supplies and services from another entity or subdivision without competitive bidding, if (1)
the county or township can purchase those supplies and services from the other party upon equivalent
terms and specifications and (2) if acquired at a lower price than the association’s contracts. The county
or township must maintain documentation it satisfied conditions (1) and (2). [9.48C]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

11 . . . .. .
For information about the General Services Administration, see www.gsa.gov.
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Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, scanning disbursements, and inquiry, determine if the county or township has
entered into joint contracting or purchasing programs.

For joint contracts, based on your reading of the minutes, determine if the entity did not competitively bid
the project, or documented that the joint acquisition price was lower than the bids received.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-22 Compliance Requirements: Ohio Rev. Code Sections 153.50, 153.51, and 153.52 - Separate bids
and contracts required for each class of work on buildings and other structures.

Summary of Requirements: When a project is to be contracted out, the entity required to bid such
project shall group the work to be done into the specifically listed classes below before drawing up the bid

the estimated cost is less than five thousand dollars. Allowing them to group certain types of work into
one bid streamlines the bidding procedure and-is-a-changefrom-the requirement that each separate kind-of

The separate classes are: plumbing and gas fitting; steam and hot water heating; ventilating apparatus;
steam power plant; and electrical equipment; if the estimated cost of such branch or class of work exceeds
$5,000 [153.50].

In the situation, however, where an entity is able to bid the entire project in one bid and that bid is lower
than the bids are if separately bid by branches or classes, the entity may then bid the project as one single
bid. The entity may also bid groups or branches together, but not encompassing the whole project, if the
aggregate of the bids is lower than the total sum of the individual bids for the classes or branches included
in the single bid. Finally, if bidding the project by classes or groups does not allow the entity to include
all the work required into the bids, and grouping classes or groups together would allow the entity to do
so, the entity may then aggregate the classes or branches together into a single bid that would allow them
to bid out the work required by the project but not otherwise included in the bidding process.

The contract must be awarded to the lowest and best separate bidder.

The contract must be made directly with the bidder(s) upon the terms, conditions, and limitations of the
bid.

The above requirements do not apply to the erection of buildings and other structures which cost less than
$50,000. When an entity is to bid a project, the cost of which is greater than $50,000, it shall require
separate and distinct bids to be made for each of the following branches or classes of work to be
performed if the estimated cost for that branch or class is $5,000 or more: (1) plumbing and gas fitting;
(2) steam and hot-water heating, ventilating apparatus and steam-power plant; (3) electrical equipment.

Multiple branches or classes may not be combined unless the separate bids do not cover all the work and
materials required or the bids are lower than the separate bids in the aggregate. Also, the public authority
to whom a contract is awarded may assign any or all of its interest in the contract as long as it is agreed to
in the award of the contract.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations
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e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read bids and contracts for erection, repair, alteration, improvement, and rebuilding of public buildings,
bridges, and culverts and determine that:

* The government documented the classification structure for the bid requests in a manner that
supports that the government was likely to receive the lowest possible combined or separate bids
for the work;

= The contract was awarded to the lowest and best separate bidder;

= The contract was made directly with the contractor(s) upon the terms, conditions, and limitations
of the bid.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-23 Compliance Requirements: Ohio Rev. Code Sections 4115.04 and 4115.05 - Prevailing wage rates
in public works contracts.'?

Summary of Requirements: The prevailing wage laws essentially require an entity to obtain the
prevailing wages in their area for the types of labor required to complete the project, prior to bidding and
again when the contract is awarded, if the award is made more than 90 days after the original prevailing
wage is determined. They then need to make sure that the contractors who are awarded the contracts
agree, in the contract, to pay the prevailing wage.

Every public authority authorized to contract for or construct with its own forces a public improvement,
before advertising for bids or undertaking such construction with its own forces, shall have the State
director of Commerce determine the prevailing rates of wages of mechanics and laborers in accordance
with section 4115.05 of the Rev. Code for the class of work called for by the public improvement, in the
locality where the work is to be performed. Such schedule of wages shall be attached to and made part of
the specifications for the work, and shall be printed on the bidding blanks where the work is done by
contract. [4115.04(A)]

“Construction” means either of the following:

1. Any new construction of any public improvement, the total overall project cost of which is
fairly estimated to be more than fifty thousand dollars adjusted biennially by the director of
commerce pursuant to section 4115.034 of the Rev. Code and performed by other than full-
time employees who have completed their probationary periods in the classified service of a
public authority; [4115.03(B)(1)]"

2. Any reconstruction, enlargement, alteration, repair, remodeling, renovation, or painting of
any public improvement, the total overall project cost of which is fairly estimated to be more
than fifteen thousand dollars adjusted biennially by the administrator pursuant to section
4115.034 of the Rev. Code and performed by other than full-time employees who have
completed their probationary period in the classified civil service of a public authority.
[4115.03(B)(2)]

The State prevailing wage requirements (Ohio Rev. Code Sections 4115.03 —4115.16) do not apply to:

» Public improvements partially or wholly funded by the Federal government or any of its agencies
(whether by grant or loan), if Federal minimum wage requirements (i.e. Davis Bacon) apply to
mechanics or laborers.

» A participant in a work activity, developmental activity or an alternative work activity under
ORC 5107.40 to 5107.69, when a public authority directly uses the labor of the participant to
construct a public improvement if the participant is not engaged in paid employment or
subsidized employment pursuant to the activity.

» For public improvements undertaken by boards of education or educational service centers.

12 Bidding and prevailing wage requirements are independent of each other. A threshold dollar amount must first be
met before prevailing wage requirements apply. It is possible to meet the bidding threshold without meeting the
prevailing wage threshold.
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» The State prevailing wage law does not apply to county hospitals if none of the construction
funds, including funds to repay any amounts borrowed, have been secured by obligations
pledging the full faith and credit of the State, the county, a township, or a municipal corporation,
or are funds that have been generated by the levy of a tax by the State, the county, a township, or
a municipal corporation [4115.04(B)].

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Inquire if the contract is funded in whole or part by federal grant or contract. If so, determine whether
Federal prevailing wage laws (the Davis Bacon Act) apply.

Inspect contracts exceeding the threshold amounts for the required “prevailing wage” language.

Inquire if any projects were sublet. If so, inspect the contractor’s contract for language authorizing the
subletting.

Compare the date of prevailing wage establishment with the contract date. If more than 90 days elapsed
between the two dates, determine that a prevailing wage redetermination was obtained by inspecting that
document.

If a county hospital has claimed the exception provided by Section 4115.04 (B), review project
documents and legislation authorizing the project, make inquiries, and perform such other procedures to
determine whether financing sources meet the criteria of Section 4115.04(B).

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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2-24 Compliance Requirements: Ohio Rev. Code Section 9.314, Reverse Internet auction.
Summary of Requirements:

Any political subdivision purchasing services or supplies subject to competitive bidding requirements
may purchase the services or supplies by reverse auction in lieu of written proposals. [Section 9.314(B)]

A political subdivision shall solicit proposals through a request for proposals. The request for proposals
shall state the relative importance of price and other evaluation factors. The political subdivision shall
give notice of the request for proposals in accordance with the rules it adopts. [Section 9.314( C )]

A political subdivision may award a contract to the offeror whose proposal the political subdivision
determines to be the most advantageous to the political subdivision, taking into consideration factors such
as price and the evaluation criteria set forth in the request for proposals. The contract file shall contain the
basis on which the award is made. [Section 9.314(E)]

The rules that a political subdivision adopts under this section may require the provision of a performance
bond, or another similar form of financial security, in the amount and in the form specified in the rules.
[Section 9.314(F)]

As used in this Ohio Rev. Code Section 9.314:
» “Contracting authority” has the same meaning as in section 307.92 of the Rev. Code.

» “Political subdivision” means a municipal corporation, township, county, school district, or other
body corporate and politic responsible for governmental activities only in geographic areas
smaller than that of the state and also includes a contracting authority.

» “Reverse auction” means a purchasing process in which offerors submit proposals in competing
to sell services or supplies in an open environment via the internet.

» “Services” means the furnishing of labor, time, or effort by a person, not involving the delivery
of a specific end product other than a report which, if provided, is merely incidental to the
required performance. “Services” does not include services furnished pursuant to employment
agreements or collective bargaining agreements.

» “Supplies” means all property, including, but not limited to, equipment, materials, other tangible
assets, and insurance, but excluding real property or interests in real property.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations
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e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

If the local government has elected to use reverse internet auction in lieu of sealed competitive bidding as
may be otherwise required, review the minutes and obtain related contract files and review the
documentation to determine whether:

= The entity adopted rules governing the use of reverse internet auction and whether the entity
followed significant provisions in those rules, including giving notice of the Request For Proposal
(RFP) and required submission of financial security (if any). (Retain a copy of the rules (or
relevant excerpts) in the working papers).

* Proposals were made using RFPs and the RFPs included an indication of the relative importance
of price and other proposal evaluation factors.

= The contract file documents the basis on which the selected proposal was awarded. Be alert for
obvious departures form the evaluation factors and related importance as stated in the RFP.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Note: To enhance efficiency, consider including the tests described at the end of this step with the
OCS Chapter 2 steps referenced at the end of this step. Noncompliance findings resulting from
testing this would not normally be deemed material noncompliance.

2-25 Compliance Requirements: Ohio Rev. Code Section 9.24(A), (B), (D), (E), and (G); and AG
Opinion 2004-014 — Unresolved findings for recovery

Summary of Requirements: No state agency and no political subdivision'* receiving more than $50,000
in state funds in a fiscal year (per OAG 2004-014) shall award a contract for goods, services, or
construction, paid for in whole or in part with state funds, to a person [this section defines “person” as an
individual, corporation,"’ business trust, partnership, and association; see Ohio Rev. Code Section 1.59]
against whom a finding for recovery has been issued by the auditor of state, if the finding for recovery is
unresolved. (Ohio Rev. Code Section 9.24(A))

AG Opinion 2004-014 and Ohio Rev. Code Section 9.24 provided the following definitions which are
further discussed in AOS Bulletin 2004-006:

Per OAG 2004-014, the term “contract” only applies to contracts requiring a competitive contracting
process. This does not include employment contracts, ODAS state term purchases, or transactions made
via other means such as purchase orders, credit cards, debit cards, etc. Senate Bill 189 also indicated that
a contract is considered to be awarded when it is entered into or executed, irrespective of whether the
parties to the contract have exchanged money.

Ohio Rev. Code Section 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.

Per OAG 2004-014, 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 Constitution Article 11,
§ 22 for expenditure by a state agency or political subdivision. 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 Ohio Rev. Code 9.24.

For the purposes of Ohio Rev. Code Section 9.24(B), a finding for recovery is unresolved unless one of
the following criteria applies:

1. 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,;

2. The debtor has entered into a repayment plan that is approved by the attorney general and the
state agency or political subdivision to which the money identified in the finding for recovery is

4 The term “political subdivision” refers to any county, city, village, township, park district, or school district as
defined in Ohio Rev. Code Section 9.82.

!> 1t was unclear in the initial version of Ohio Rev. Code Section 9.24 whether a finding for recovery issued against
a corporation also applied to individuals within the corporations, and vice versa. Ohio Rev. Code Section 9.24
(H)(5) now clarifies that the term “person” applies only to the person actually named in the finding for recovery.
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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.

3. The attorney general waives a repayment plan described in division 9.24(B)(2) of this section for
good cause;

4. 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.

5. 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
9.24(B)(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.

6. The debtor has commenced an action to contest the finding for recovery and a final determination
on the action has not yet been reached.

The Auditor of State shall maintain a database, accessible to the public, listing persons against whom an
unresolved finding for recovery has been issued, and the amount of the money identified in the
unresolved finding for recovery. The Auditor of State currently has this database operational and the
database will be updated periodically in accordance with Ohio Rev. Code Section 9.24(D). The database
is available at the Auditor of State’s website: www.auditor.state.oh.us

Before awarding a contract for goods, services, or construction, paid for in whole or in part with state
funds, a state agency or political subdivision shall verify that the person to whom the state agency or
political subdivision plans to award the contract does not appear in this Auditor of State database.

Under Ohio Rev. Code Section 9.24, bonding companies, insurance companies, self-insurance pools, joint
self-insurance pools, risk management programs, or joint risk management programs are exempt from the
provisions of this statute unless a court has entered a final judgment against the company and the
judgment has not yet been satisfied. Medicaid provider agreements (see Ohio Rev. Code Chapter 5111)
or payments or provider agreements under disability assistance medical assistance (Ohio Rev. Code
Chapter 5115) are also exempted. Lastly, 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.

Also, 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
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competitive contracting process and which either exceed $25,000 or meet the aggregating criteria
described above.

Sample Questions and Procedures

You should test this in conjunction with tests of procurements subject to competitive bidding. See the
related RC 9.24 step in OCS steps:

2-1 Municipalities

2-5 Counties

2-7 Townships

2-10 School districts

2-11 School districts

Note: R.C. 9.24 applies to eemmunity-sehoeols; state colleges and universities, and the two state medical
colleges. R.C. 9.24 does not apply to community schools.

R.C. 9.24 does not apply to community colleges, libraries (except for the State Library of Ohio), or
hospitals.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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CHAPTER 3

DEBT

The power of a taxing authority to incur debt for public purposes is a power of local self-
government provided by the Ohio Rev. Code through Chapter 133, the Uniform Public Securities
Law. In addition, the taxing authority's charter, ordinances and resolutions may place further
restrictions (or, in the case of a charter, fewer restrictions) on the taxing authority’s power to
incur debt.

In issuing debt, many governments either engage bond counsel or use a local financial institution
to advise them regarding compliance with debt-related laws. Using legal counsel experienced
with debt compliance can help a government meet Ohio Rev. Code Chapter 133 (and other
requirements.) Auditors should consider this when determining the nature and extent of testing in
this area.

Note: There are many Rev. Code Sections authorizing governmental debt, in addition to Chapter
133. Many requirements from other chapters refer to, and require compliance with certain Ohio
Rev. Code 8133 sections. It is impractical to describe every Rev. Code debt requirement in this
chapter. This chapter focuses on some of the most common requirements applicable to local
government securities. However, auditors may need to refer to other Ohio Rev. Code
sections, and amend the steps this Ohio Compliance Supplement Chapter lists for debt
issued under other Ohio Rev. Code sections.

Compliance Requirements Page
Chapter 3 — Debt

Section A: Entities Other Than Community Schools
3-1 Ohio Const. Art. X11 Section 11; Ohio Const. Art. XVIII
Section 12, ORC 133.10, 133.22 133.24, 321.34

5705.03, 5705.05, 5705.09 and 5705.10; 1981 Op.
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3-8 ORC 3318.50(B); School Classroom Facilities Loan Guarantee Program ...................... 23
3-9 ORC 3314.30 Community School Revolving Loan Program..........ccccceeeeveivecesesnennn, 25
APPENAIX TO STEP 3-2 ..ottt ettt ettt e se e te e s e ste st e besae e e e nreeneeneenes 27




2008 Ohio Compliance Supplement Debt

Section A: Entities Other Than Community Schools
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3-1 Compliance Requirement: Ohio Const. Art. XII, Section 11; Ohio Const. Art. XVIII,
Section 12 Ohio Rev. Code Sections 133.10, 133.22 133.24, 321.34, 5705.03, 5705.05, 5705.09
and 5705.10; 1981 Op. Atty Gen. No. 81-035 — Issuing or Retiring Bonds and Notes.

Summary of Requirements:

Common Types of Debt

BACKGROUND INFORMATION: Per Ohio Rev. Code 133.01(Q), general obligation
securities are those collateralized by a pledge of taxing authority, up to the subdivision’s available
tax limit (sometimes described as a taxing authority’s “full faith, credit and taxing authority.”)

The following are examples of securities that are not general obligations:

RC 133.01(LL) defines self-supporting securities as securities, or portions of securities where the
fiscal officer estimates that revenue sources, excluding taxes, are sufficient to pay for operating
costs plus debt service. These are securities collateralized by pledged revenue,* without a pledge
of taxes. Enterprise utility operations often issue self-supporting securities. Ohio Rev. Code
133.01(MM) authorizes various subdivisions to issue self-supporting securities; such as
municipalities, townships, counties, school districts, and certain other districts. (See the statute
for a complete list.) Ohio Rev. Code 133.01(MM) does not list community schools.

RC 133.08 defines revenue securities as those a county issues, collateralized only by pledged
revenue and which are not secured by a county’s full faith, credit and taxing authority.

Ohio Const. Art. XVIII, Section 12, authorizes a municipality to issue bonds collateralized by
pledged revenues or mortgages to acquire, construct, or extend public utilities. These bonds do
not impose any liability on the municipality, except the creditor’s right to the pledged revenue
and / or mortgage. That is, this debt is not a general obligation.

Issuance of Securities

»Ohio Const. Art. XII, Section 11 states “"No bonded indebtedness of the state, or any political
subdivision thereof, shall be incurred or renewed unless, in the legislation under which such
indebtedness is incurred or renewed, provision is made for levying and collecting annually by
taxation an amount sufficient to pay the interest on said bonds, and to provide a sinking fund for
their final redemption at maturity."

! Pledged revenue is revenue debt legislation or covenant provisions pledged as collateral to the debt
owWners.
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»Ohio Rev. Code § 5705.03 provides that the taxing authority of each subdivision must levy
sufficient taxes annually as are necessary to pay the interest and sinking fund on and retire at
maturity the bonds, notes and certificates of indebtedness of such subdivision subject to the
limitations of applicable statutes.

»Ohio Rev. Code § 133.23 describes the legislation required to authorize new securities. Per Ohio
Rev. Code § 133.23(C), Legislation must identify the source(s) of repaying the bonds, which may
be any moneys required by law to be used, or lawfully available, for the purpose. If the bonds are
general obligations, or a property tax otherwise must be levied for the debt service, the legislation
shall provide for levying a property tax sufficient to pay the bonds’ debt charges; but the tax
amount levied or collected in any year may be reduced by the amount to be available from special
assessments, 2 revenues and surplus funds of public utilities, any surplus in the funds from which
such bonds are to be retired, or other moneys specifically assigned by law or by legislation of the
taxing authority for payment of such debt charges.

We interpret Ohio Rev. Code § 133.23(C) as follows:

0 Revenue (tax or otherwise) pledged to repay debt must be used for debt service unless the
debt is repaid from other sources.

0 A government can use unrestricted money or money restricted to purposes consistent
with paying a debt issue to pay debt service. For example, a government might use
restricted grant revenue® to pay revenue anticipation note debt service, if the debt
proceeds were spent for allowable grant purposes, even if the debt legislation pledges
taxes.

0 Therefore, if these bonds are a general obligation, a government must authorize a levy,
but need not levy the tax if it can use other resources to pay the debt service.

Retirement of Securities

»  Ohio Rev. Code § 5705.09(C) requires each subdivision to establish a bond retirement fund
into which it must pay sufficient revenues to retire serial bonds, notes and certificates of
indebtedness at maturity.

»  Ohio Rev. Code § 5705.10 provides that all revenue derived from levies for debt charges on
bonds, notes, or certificates of indebtedness must be paid into a [debt service] fund for that
purpose.

»  Ohio Rev. Code 8§ 133.10(E) further provides that revenue anticipated (i.e. property taxes
pledged to pay tax anticipation notes) may be appropriated for purposes other than paying
debt charges only after deducting an amount sufficient to pay the debt. The amount (of
anticipated revenues) to be applied to debt charges must be set aside in an account in the bond
retirement fund. Ohio Rev. Code 8 133.10(E) applies to certain other types of securities, for
example in Ohio Rev. Code sections:

0 Ohio Rev. Code §133.13:  Certain special assessments

2 FYI: Special assessment anticipation notes issued per Ohio Rev. Code 133.17 are collateralized by a
pledge of special assessments, and as general obligations. However, notes issued per Ohio Rev. Code
133.13, anticipating special assessments collected in one installment are collateralized only by the
assessments and are not general obligations.

per Attachment B, item 23b.
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0 Ohio Rev. Code §133.17:  Securities anticipating special assessments
0 Ohio Rev. Code §133.32:  All Ohio Rev. Code Chapter 133 securities
o0 Conservancy district special assessments RAN

Issuance of Notes

Ohio Rev. Code §133.22 requires that when a subdivision issues notes, its financial officer
must notify the county auditor that such notes have been sold. Per Ohio Rev. Code
321.34(B), when a county auditor advances tax revenue to a subdivision, the county auditor
must allocate the advance between the subdivision’s general and debt service fund, to provide
sufficient tax revenue to pay the subdivision's outstanding G.O. indebtedness.

Notification of the County Auditor and Division of Taxes by County Budget Commission

Per Ohio Rev. Code 133.23(D), if a government issues bonds or bond anticipation notes, the
fiscal officer of the subdivision shall file a copy of the legislation with the county auditor of
each county in which any part of the subdivision is located.

Ohio Rev. Code §5705.31 requires the budget commission to ascertain that certain levies

notes issued for emergency purposes” and, in part, division (D) “a minimum levy within the

Special Features

FY1. Ohio Rev. Code 133 securities may include the following features:
0 Floating interest rates [133.26(A)]
o0 Early redemption or call provisions [RC 133.26(B)]

Legislation authorizing a debt issuance may contain restrictions on the source of payment for
debt charges.

Retiring Debt from Funds Other than a Debt Retirement Fund

Absent a specific requirement, debt may be paid from any unrestricted monies held,
segregated from restricted monies, in a fund which was established for a purpose not
inconsistent with paying such debt. When evaluating compliance with the requirements in
this section, place emphasis on the source of monies used to repay debt. When a subdivision
pays debt from a fund other than a debt retirement fund, consider the following:

e Ohio Rev. Code 85705.10 provides that money paid into a fund shall be used only for the
purpose for which such fund was established. Therefore, money in a fund may be used to
pay debt charges provided the payment of such debt charges is consistent with the
purpose for which the fund was established,;
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With regard to tax anticipation notes, Ohio Rev. Code §133.24(D) provides that, except
for capitalized interest 4 debt charges on tax anticipation notes are payable only from the
revenue collected by the tax levy anticipated.

Ohio Rev. Code 85705.05 prohibits using taxes levied for current expenses to pay debt
charges.

Ohio Rev. Code 85531.10(C) (issuing obligations for state infrastructure projects

provides that the holders or owners of such obligations shall have no right to have
moneys raised by taxation by the state of Ohio obligated or pledged, and moneys so
raised shall not be obligated or pledged, for the payment of bond service charges.

0 Per HB 68, municipal corporations and counties may pledge and obligate license
and fuel tax monies, collected pursuant to Ohio Rev. Code §4501.04 (motor
vehicle license tax), or division (A) (1) or (2) of the Ohio Rev. Code §5735.27, to

retire loans, loan guarantees, letters of credit, leases, lease-purchase agreements,
interest rate subsidies, debt service reserves, and other forms of aid from the

Ohio Department of Transportation State Infrastructure Bank (SIB). The
municipal corporations and counties are also permitted by the act to pledge and
obligate any tax increment financing (TIF) service payments they receive in lieu
of taxes for the same purposes. However, the act provides that such tax and TIF
money can be so obligated, pledged, and paid only with respect to obligations
issued exclusively for public transportation projects. (R.C. 4501.04, 4503.02

5531.09, 5531.10, 5735.05, 5735.25, 5735.27, 5735.28, and 5735.29)

0 HB 530 repeals the above exception permitting pledging and obligating license
and fuel tax money and TIF service payments for public transportation project
obligations. Instead, the act amends R.C. 5531.10(C) to include a provision
stating that moneys received as repayment of loans made by the SIB are not to be
considered moneys raised by taxation by the State of Ohio regardless of the
source of the moneys. Additionally, the act specifically permits townships
receiving distributions from the Gasoline Excise Tax Fund in the state treasury to
use that money to pay debt service on SIB obligations. (R.C. 5531.10 and

5735.27

1981 Op. Atty Gen. No. 81-035 states:

Certain moneys paid into the general fund which are not derived from a general levy for
current expenses are placed in the general fund precisely because their use is not
restricted. (See Ohio Rev. Code 85705.10). Such monies may be used to pay debt
charges provided that they have not been commingled with general fund monies which
may not be used for debt payment. Where otherwise unrestricted monies have been paid
into the general fund and have been commingled with restricted monies to the extent that
the particular source from which the monies originated cannot be distinguished, such

* Ohio Rev. Code 133.01(E) defines capitalized interest as interest received with the proceeds of a security.
For example, this would include interest payable accruing between the security’s issuance date and the date
the security was sold. Since the government must pay this interest to the security owners, the government
generally must set aside this interest for the first debt service payment and should not use it for the purpose
for which the principal was issued. [EX133.16] Do not confuse this with capitalized interest discussed in
FASB 34 & 62 or GASB 34, 37, etc.
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monies may be used to pay debt charges only after they have been transferred to an
appropriate fund pursuant to Ohio Rev. Code 85705.14.

» The Expedited Local Partnership Program provides a way for school districts to start approved
school building projects using local funds while they wait for state funding under the “main”
CFAP program. Once a district is eligible for CFAP, it may apply this advance expenditure of
local resources toward its portion of the cost of its total CFAP project. If a district has spent more
than its share of its CFAP project while proceeding under the Expedited Program, the School
Facilities Commission must reimburse the district the amount of the over expenditure. Under SB
321, effective 9/5/06, school districts may first deposit reimbursed money into either the district's
general fund or a permanent improvement fund to replace local resources the district withdrew
from those funds for constructing classroom facilities included in the district's CFAP project. The
remaining reimbursement monies must be used to pay debt service on classroom facilities
constructed under the Expedited Program. (R.C. 3318.36(E)(2))

In determining how the government ensures
compliance, consider the following:

What control procedures address the
compliance requirement?

W/P
Ref.

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

o Tickler Files/Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

e Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures — Compliance (Substantive) Tests

For securities issued during the audit period, inspect the debt legislation and determine under
which Rev. Code statute the debt was issued. If that section is not listed in this Ohio Compliance
Supplement Chapter, read the specific statute and amend the testing steps to include tests to

determine:

= The legality of the source of repayment and collateral. (We can normally rely on the
work of bond counsel or the underwriter, if they were involved with a debt issue. We
should inspect their conclusions for reasonableness and summarize in the permanent file.)

=  Whether the government properly segregated any revenue pledged for debt service or

capitalized interest and used that revenue for debt service.

establishing a debt service fund.

= Whether the government used the proceeds for the purposes authorized.

This will often require
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= |If the debt is still outstanding at the end of the audit period, include copies or summaries
of the information related to the three bullet points above in the permanent file.

= If the debt includes features such as floating interest rates or early redemption or call
provisions, determine if enabling legislation and the Ohio Rev. Code authorize those
features. (For example, Ohio Rev. Code 133.22(D) describes features BAN can include.)

If a deficit exists in a bond retirement fund, inquire with management about the reasons.
Determine whether the government complied with the debt contracts regarding segregating

If revenue-supported debt requires the government to set rates sufficient to cover debt service,
inspect the government’s computations supporting the sufficiency of revenue. Scan the trial
balance of the fund receiving the revenue subject to the rate covenant. Determine if the receipts
Ohio Rev. Code requirement. Therefore, auditors would cite the covenant reqmrementwhen
reporting any violations.

Inspect the county tax settlements and trace revenues to the funds indicated. If amounts from tax
levies for bond retirement are being placed into funds other than bond retirement funds, inspect
documentation that the government deducted an amount sufficient to pay the debt charges. (RC
5705.10B)

By reading the government’s financial statements or inspecting its ledgers, determine where debt
is paid from. If other than bond retirement funds, determine that:

= Debt paid from a restricted fund was paid from revenue which could be used for the same

133.24(D)];

= restrictions, if any, in the debt-authorizing legislation were followed:;

= revenue derived from a general levy for current expenses is not used to pay debt charges

Note: Where bond counsel was involved with debt issues we are testing, we can usually rely
on documents they have prepared or opined on, as evidence that legislation authorizing the
securities complies with statute. However, bond counsel would not “audit” the government’s
subsequent compliance with requirements. For example, we would not expect bond counsel
to determine how the government accounted for debt proceeds or whether the proceeds were
spent for authorized purposes.

Determine if the fiscal officer filed a copy of the legislation authorizing securities with the
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appropriate. [Ohio Rev. Code 5705.31]. If noncompliance with this requirement was due to the

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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3-2 Compliance Requirement: Ohio Rev. Code Sections 133.10, 133.22 and 133.24 — Bond,
Tax and Revenue Anticipation Notes (BAN, TAN and RAN).

Summary of Requirements: Per the Appendix at the end of this chapter, several Ohio Rev.
Code sections authorize TAN, RAN or BAN. Short-term TAN or RAN are generally subject to
(1) below.> Long-term TAN are generally subject to (2) below.® Significant requirements related
to BAN are described at the end of step 3-2.

1) Short-term notes anticipating current revenues, most often current tax levies: A
government cannot issue these notes for more than a defined percentage of the current-
year’s estimated revenue (for example, ¥ the current annual estimated revenue from
utility charges or grants [RC 133.10(B)], or approximately % of the next tax settlement,
[RC 133.10(A)]). These notes normally mature within six months, or the end of the fiscal
year, whichever occurs first. Most Ohio Rev. Code sections authorizing these notes
require them to comply with Ohio Rev. Code 133.10. The remainder of this step refers to
these notes as Ohio Rev. Code 133.10 short-term notes.

2) Long-term notes anticipating future tax revenues, from voted tax levies, usually of a
limited life: A government cannot issue these notes for more than the amount the levy
will generate over its life, or a portion of its life. These notes mature over the life of the
levy or a shorter period Ohio Rev. Code specifies, such as 5 or 10 years. Most Ohio Rev.
Code sections authorizing these notes require them to comply with Ohio Rev. Code
133.24. The remainder of this step refers to these notes as Ohio Rev. Code 133.24 long-
term notes.

RC 133.10 short-term TAN or RAN

TAN:

» TAN must mature no later than the last day of the sixth month after the issue date, and in no
case may they mature after the end of the fiscal year. The aggregate amount outstanding
cannot exceed Y% of the amount anticipated for the next six months (typically the next
settlement minus advances). [RC 133.10(A)]

» C 133.10(C) amends 133.10(A) above for counties, municipalities, townships and school
districts. If one of these entities issues TANs under Ohio Rev. Code 133.10(C), these TANs
need not mature until the end of the year. (That is, they are not restricted to a six-month
maturity.)

» Notes a school district issues anticipating a delayed property tax settlement may be for up to
90% of the amount estimated to be received by that settlement (other than taxes to be
received for paying debt charges) minus advances, and may mature as late as the August 31
after the June 30 fiscal year end. [RC 133.10(D)]

RAN:

» The notes issued cannot exceed % of the amount of the projected revenues remaining to be
received during the fiscal year, minus advances and prior collections, as estimated by the
fiscal officer. [RC 133.10(B)]
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Notes issued anticipating current revenues in and for any fiscal year from any source or
combination of sources, including distributions of any federal or state moneys, other than the
proceeds of property taxes shall mature not later than the last day of the fiscal year for which
the revenues are anticipated. [§133.10(E)(2)]

All ORC 133.10 short-term TAN or RAN

>

Pledged revenue (tax or otherwise) collected to retire these notes is considered appropriated
for debt charges and financing costs. The government can appropriate this revenue for other
purposes only after deducting sufficient amounts to pay debt service. The government must
deposit pledged revenue sufficient to pay the debt in an account in a debt service fund. [RC
133.10(E)(1)]

These notes cannot be issued prior to the first day of the fiscal year. [RC 133.10(E)(2)] (The
only exception is that a board of education of a school district may issue notes as early as 10
days before the first day of the fiscal year (i.e., by June 21), provided that the proceeds of the
notes can neither be spent nor considered available for appropriation prior to the first day of
the fiscal year [i.e., July 1]). [RC 133.10(H)]

The government can spend note proceeds only for the purposes for which the related revenue
can be spent. [RC 133.10(E)(3)] For example, if a government issues RAN, anticipating
Federal grant proceeds, the government can spend the note proceeds only for purposes the
Federal grant permits.

RC 133.24 long- term TAN

>

The aggregate amount of principal outstanding may not exceed the anticipated levy proceeds
provided in the applicable law by a statement of percentage or by a limitation on the amount
of annual maturities. These TAN must mature by December 31 of the year authorized by
statute, or by December 31 of the last year of the levy, whichever is earlier. [RC 133.24(B)]
Therefore, the duration of these notes should match the levy’s life. (Unless another Ohio Rev.
Code section specifies a shorter period. See the appendix at the end of this chapter for
examples.) The estimated annual debt service should approximate the annual levy proceeds.

Debt service is payable only from the levy proceeds. (Except the government should use
capitalized interest collected with the debt proceeds to pay capitalized interest due with the
first debt service payment.) The levy proceeds are deemed appropriated for debt service, and
must be deposited into an account in the debt service fund. (The interest payable from
capitalized interest should be paid with capitalized interest.) [RC 133.24(D)]

--Any amount so deposited and not needed for the purpose in the particular fiscal year
may, without compliance with any other law or approval by any other agency, be
transferred to the special fund established for the proceeds of the tax levy [RC 133.24(D)]
(such as a capital projects fund, if the tax was levied for both debt service and for a
specific capital project.)

Requirements applicable to BAN

» Per Ohio Rev. Code 133.22, the legislative body must pass legislation authorizing:

0 The purpose for (eventually) issuing the bonds (which is limited to one purpose)

[(A)D)(@)]
0 The maximum amount of BAN, which cannot exceed the bond amount [(A)(2)(a)]
0 The maximum maturity, which cannot exceed (C). (See (C) below).

10
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If the bonds are eventually payable from a property tax, provides for the levy of
property taxes while the BAN are outstanding;

» (Note: We can normally rely on bond counsel for assuring compliance with the following
provisions. This requirement is listed as background information for you.) Per 133.22(C),
BAN issued with a latest maturity of less than two hundred forty months may be renewed for
up to two-hundred-forty months.

0]

Per (C)(2), five years after issuing the original BAN, a portion of the principal shall be
paid annually, in amounts at least equal to, and payable not later than the payment dates
of, the principal that would have been paid if the government issued bonds at the
expiration of the initial five-year period.

Per (C)(3), the latest maturity of BAN may not exceed the maximum maturity of the
bonds anticipated plus five years. (Bond maturities can range from 5 to 50 years, per
Ohio Rev. Code 133.20.)

Note: There are exceptions to these general rules, but they are too complex to
summarize here. (Refer to Ohio Rev. Code 117.22(C) for exceptions.)

» (These features are listed for your information.) Per 133.22(D), BAN may include the
following features:

0]

O OO

Put options (D)(6)

Issue commercial paper in lieu of BAN (D)(7)
Floating interest rates (D)(8)

Interest rate swaps (D)(9)(b)

Notification to the County Auditor

» The subdivision’s financial officer shall file a copy of the legislation authorizing the BAN
with the county auditor. [RC 133.22(B)]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

o Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

For notes issued during the audit period, inspect the debt legislation and determine under which
Rev. Code statute the debt was issued. If that section is not listed in this Ohio Compliance
Supplement Chapter (including the appendix), read the specific statute and amend the testing
steps to include tests for the 5 debt requirements below. If a note is outstanding at the end of the

11
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audit period, include copies or a summary of documentation addressing the 5 compliance tests
below in the permanent file.

Determine whether:

1. Note proceeds did not exceed Ohio Rev. Code limits, typically limited by the related
revenue estimate (RAN or TAN) or bond proceed (BAN) estimates. (We can
normally rely on the work of bond counsel or the underwriter, if they were involved
with a debt issue. We should inspect their conclusions for reasonableness and
summarize for the permanent file.)

2. Notes did not exceed limitations on the time to maturity. (Usually, notes issued for
operating expenses must mature in one year. Notes used for capital improvements
have longer maturities. BAN can mature up to the life of the eventual bonds.) (We
can normally rely on the work of bond counsel or the underwriter, if they were
involved with a debt issue. We should inspect their conclusions for reasonableness
and summarize for the permanent file.)

3. The government repaid the debt with the pledged or other legal revenue (RAN and
TAN), or refinanced BAN according to the BAN legislation.

4. The government properly segregated any revenue pledged for debt service and used
that revenue for debt service.

5. The government used the note proceeds for the purposes authorized.

For BAN issued during the audit period, determine if the fiscal officer filed a copy of the
legislation with the county auditor(s) per Ohio Rev. Code 133.22(A) & (B). The legislation
should specify:

= The purpose for which bonds will be used;
= The election results, if from a voted levy;
= The sources of repayment;
= For anticipatory securities:
0 The maximum amount to be outstanding;
The method of determining interest due;
The dates debt service is due;
The debt service due each payment date;
Provisions for early redemption or prepayment;
The provision of any levy needed to redeem the securities.

O O0OO0OO0Oo

Audit implications (adequacy of the system and controls, and the direct and material effects of
Non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

12
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3-3 Compliance Requirement: Ohio Rev. Code § 3375.404 - Additional borrowing authority for
boards of library trustees.

Summary of Requirements: Ohio Rev. Code § 3375.404 allows a board of library trustees of a
public library that receives an allocation of the library fund to anticipate its portion of the
proceeds of the library fund distribution and issue library fund facilities notes to pay the costs of
financing the facilities (or certain other property), or to refund any refunding obligations.

A library board may issue such notes only if it projects that the annual note service charges
(including interest, repayment of principal, and redemption premiums) are capable of being paid
from the library’s annual Library and Local Government Support Fund (LLGSF) (also known as:
“public library funds” pursuant to SB 185, 127" General Assembly, effective 6/20/2008) receipts.

The maximum annual debt service for these notes cannot exceed 30% of the average LLGSF
funding (public library funds) the library received for the two years preceding the year the notes
were issued.

The notes are payable from the LLGSF monies (public library funds) received by the library
board issuing the notes, or from the proceeds of notes, refunding notes, or renewal anticipation
notes which may be pledged for such payment in the authorizing resolution. The notes are
payable solely from the funds pledged for their payment as authorized by Ohio Rev. Code §
3375.404 and all notes must contain on their face a statement to that effect.

The maximum maturity, in the case of any anticipation notes, cannot exceed 10 years from the
date of issue of the original anticipation notes.

For refunding notes or any notes that are not anticipation notes, the maximum maturity cannot
exceed 25 years from the date of the original issue of notes.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

o Tickler Files/Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if
the library used this type of borrowing.

13
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Calculate, or inspect the library’s calculations, that the maximum annual note debt service
charges does not exceed 30% of the average LLGSF funding (public library funds) for the two
years preceding the year in which the notes are issued. (This step should only apply in the year
notes were issued.)

Inspect the notes for the statement that the notes are payable solely from the funds pledged for
their payment as authorized by Ohio Rev. Code §3375.404.

Inspect the notes for the maximum maturities of 10/25 years.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):

14
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3-4 Compliance Requirement: 17 C.F.R. 240.15c2-12

Summary of Requirement: Underwriters contracting subsequent to July 3, 1995 to issue
municipal securities (bonds, notes, or other secured debt instruments issued by any state or local
government regardless of whether the government is a municipality) will be subject to the
amended disclosure requirements of the Rule. The SEC has imposed certain requirements on
underwriters (such as brokers and dealers) selling securities. The Rule prohibits underwriters
from selling municipal securities unless they have performed due diligence procedures. Other
requirements:

1. The underwriter must review and agree to provide a copy of the official statement to any
requesting party when issuing / marketing securities. (That is, this step only applies when
securities are issued.) The official statement must include:

e The terms of the proposed issue.

e Financial and/or operating data from each person material to potential investors,
including information from all obligated persons.

e A description of the secondary market disclosure undertaking.

o Disclosure of any past failures to make required disclosures within the past five years.

2. The issuer and/or obligated persons (i.e., entities directly or contingently responsible for
repaying the securities) must agree in writing, to provide to all approved Nationally
Recognized Municipal Security Information Repositories (NRMSIRs) and to the State
Information Depository (SID): See the appendix immediately following this section for the
name and addresses of the Repositories.

¢ Annual financial information and operating data.

e Timely material event notices.* Underwriters must also establish procedures to assure
they receive these notices.

e Audited financial statements, when and if available.

e Timely notice of failure to provide required financial information.

* Material Events defined:

Principal and interest payment delinquencies;

Non-payment related defaults;

Unscheduled draws on debt service reserves reflecting financial difficulties;
Unscheduled draws on credit enhancements reflecting financial difficulties;
Substitution of credit or liquidity providers, or their failure to perform;
Adverse tax opinions or events affecting the tax-exempt status of the security;
Modifications to rights of security holders;

Bond calls;

9. Defeasances;

10. Release, substitution, or sale of property securing repayment of the securities;
11. Debt ratings changes®; and

12. Failure to provide required annual financial information on or before the date specified.

NN E

Exemptions: Certain municipal security issues are exempted from the Rule such as:

15
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e Security issues of less than $1 million.

e  Securities with maturities of 18 months or less.

e Securities sold in denominations of at least $100,000, with maturities of no more than
nine months.

e Securities sold to no more than 35 “sophisticated investors” with maturities of no more
than nine months.

e Securities for which no obligated person is obligated for more than $10 million in
aggregate Municipal securities.

Note: See AOS Bulletin 95-018 for additional information regarding this requirement.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

¢ Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

o Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

Scan copies of annual information submitted to the NRMSIRs and the State Information
Depository (SID). Document that such information was:

(2) filed with the NRMSIR's/SID and

(2) whether the auditor noted any material errors or omissions to the information.(We do not
expect auditors to make time-consuming examinations of data. Instead, scan for obvious
errors, such as omission of financial statements or footnotes, whether the contractually agreed
basis of accounting was followed, whether information requiring audit includes an opinion,
etc.)

In conjunction with other procedures related to debt issued subsequent to July 3, 1995, document
whether any material events (as defined in amended SEC Rule 15c¢2-12) came to the auditor’s
attention. Document whether such material events were promptly disclosed to NRMSIRs/SID.

Auditors should obtain written representations that management has transmitted all required
information to NRMSIR's/SID and underwriters required by SEC Rule 15¢2-12.

Audit implications (adequacy of the system and controls, and the direct and material
effects of non-compliance, effects on the audit opinions and/or footnote disclosures,

16
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reportable conditions/material weaknesses, and management letter comments):

17
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NRMSIRs

Note: DisclosureUSA.org now provides a single, no -cost filing location, in lieu of filing with
all the NRMSIRs and the State Information Depository. That website includes a link to a
letter from the SEC authorizing this website to receive 15¢2-12 filing information. Issuers
should discuss this with their bond counsel.”

1. Bloomberg Municipal Repository
100 Business Park Drive
Skillman, NJ 08558
Ph. (609) 279-3225
Fax (609) 279-5962
Website: http://www.bloomberg.com/markets/rates.html
E-mail: munis@bloomberg.com

2. Standard & Poor’s Securities Evaluations, Inc.
55 Water Street - 45th Floor
New York, NY 10041
Ph. (212) 438-4595
Fax (212) 438-3975
Website: www.disclosuredirectory.standardandpoors.com/kalert/KAsupport.html
Email: nrmsir_repository@standardandpoors.com

3. FT Interactive Data
Attn: NRMSIR
100 William Street, 15th Floor
New York, NY 10038
Ph. (212) 771-6999 or 800-689-8466
Fax (212) 771-7390 (Secondary Market Information)

Website: http://www.ftinteractivedata.com
E-mail: NRMSIR@interactivedata.com

4. DPC Data, Inc.
One Executive Drive
Fort Lee, NJ 07024
Ph. (201) 346-0701
Fax (201) 947-0107
Website: http://www.munifilings.com/munifilings/page_nrmsir.jsp

E-mail: nrmsir@dpcdata.com

State Information Depository

1. Ohio Municipal Advisory Council
9321 Ravenna Road, Unit K
Twinsburg, Ohio 44087-2445
Ph. (800) 969-6622 or (330) 963-7444
Fax (330) 963-7553
Website: http://www.ohiomac.com or http://www.ohiosid.com
E-mail: sid_filings@ohiomac.com

" Although NRMSIRs and SIDS convert files to an Adobe®Acrobat® Portable Document Format (PDF)
before releasing them to requesting parties, governments should submit their filings to DisclosureUSA in
PDF to reduce the possibility of subsequent data corruption.

8

On July 30, 2008, the Securities and Exchange Commission voted to propose changes to Rule 15¢2-12,
designating the Municipal Securities Rulemaking Board (MSRB) as the sole repository for ongoin

disclosure information through MSRB’s Electronic Municipal Market Access System (EMMA). If the

proposal passes, NRMSIR and SID filing requirements will be eliminated. Continuing disclosures will be
submitted electronically through EMMA, through password-protected accounts, in a word-searchable PDF
format. Electronic submission would be either through a web-based interface or an electronic computer-to-
computer connection. The issuer, obligated person, or designated agent could make the submission.
Individuals wishing to follow the status of this proposal may refer to the Current Events on the SEC’s
webpage at: http:/ftp.sec.gov/info/municipal.shtml for the latest available information.
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3-5 Compliance Requirement: Ohio Rev. Code 8505.401 — Bonds Fire District Trustees
authorize.

Summary of Requirements: Pursuant to Ohio Rev. Code Chapter 133, Ohio Rev. Code
8505.401 provides additional borrowing authority for the board of trustees for fire districts
organized under Ohio Rev. Code 8505.37(C). This section allows the fire district’s board of
trustees to issue bonds to acquire fire-fighting equipment, buildings and sites for the district or to
construct or improve a building to house fire equipment.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

o Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if
the fire district used this type of borrowing.

If so,
= trace the bond issuance to the budget;

= inspect the resolution authorizing the bond issuance;

= determine whether the issuance is in accordance with Ohio Rev. Code Chapter 133
requirements; and

= determine whether the proceeds were used to acquire fire-fighting equipment, buildings
or sites for the district or for the purpose of constructing or improving a building to house
fire equipment.

Audit implications (adequacy of the system and controls, and the direct and material
effects of non-compliance, effects on the audit opinions and/or footnote disclosures,
reportable conditions/material weaknesses, and management letter comments):
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3-6 Compliance Requirement: Ohio Rev. Code 8133.29 Governments investing in their own
securities.

Important Note: Entities must have the legal authority to both buy and sell the debt. Ohio Rev.
Code 8133.29 authorizes entities to invest in their own securities; however, there must be a

separate, specific authority to issue the debt before the Bond Retirement or other authorized Fund
may purchase it.

Summary of Requirement:
Before a taxing authority sells any securities of the subdivision to others, the taxing authority ma

outstanding note. Debt service payments, plus interest, should be recorded in_the Bond
Retirement or other authorized fund.

overnments should disclose the fund liabilities, including interest rates and repayment schedules
in their notes.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
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e Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

o Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

For all entities other than municipal corparations, determine whether the amount of manuscript
debt issued was limited to the available resources in the bond retirement fund.

For municipal corporations, determine whether the amount of manuscript _debt issued was
limited to the available resources in the general treasury or other authorized fund.

Audit implications (adequacy of the system and controls, and the direct and material effects
of non-compliance, effects on the audit opinions and/or footnote disclosures, reportable
conditions/material weaknesses, and management letter comments):
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Section B: Community Schools
3-7 Compliance Requirement: Ohio Rev. Code 83314.08(J) Foundation anticipation notes.

Summary of Requirement: A community school may borrow money to pay any necessary and
actual expenses in anticipation of State Foundation receipts. The school may issue notes to
evidence such borrowing. The proceeds of the notes shall be used only for the purposes for
which the school may lawfully expend the anticipated foundation receipts. [Ohio Rev. Code Ohio
Rev. Code § 3314.08(J)(1)(a)]

A community school cannot issue debt secured by taxes. [3314.08(H)]

A school may also borrow money for a term not to exceed fifteen years to acquire facilities.
[Ohio Rev. Code Ohio Rev. Code §3314.08(J)(1)(b)]

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

¢ Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, inspecting receipts journals, or by inquiry determine whether or not the
School issued any type of debt.

Examine disbursements made of the proceeds to determine that they were used only for the
purposes described in the debt agreement.

Determine that moneys borrowed to acquire facilities are for a term of fifteen years or less, and
were not collateralized by taxes.

Audit Implications (adequacy of the system and controls, and the direct and material
effects of non-compliance, effects on the audit opinions and/or footnote disclosures,
reportable conditions/material weaknesses, and management letter comments):
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3-8 Compliance Requirement: Ohio Rev. Code 83318.50(B) School classroom facilities loan
guarantee program; Ohio Rev. Code 83318.52 Establishment of community school loan
guarantee fund.

Summary of Requirement: All community schools may participate in the community school
classroom facilities loan guarantee program.

The Ohio school facilities commission may guarantee for up to fifteen years, up to eighty-five
percent of the sum of the principal and interest on a loan made to the governing authority of a
community school established under Ohio Rev. Code Chapter 3314 for the sole purpose of
assisting the governing authority in acquiring, improving or replacing classroom facilities® for the
community school by lease, purchase, remodeling of existing facilities, or by any other means
including new construction.

Per Ohio Rev. Code Ohio Rev. Code §3318.50, the commission shall not guarantee any loan
under this section unless the loan is obtained from a financial institution regulated by the United

States or this state.

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Tickler Files/Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, inspecting records, or by inquiry determine whether or not the school
participates in the community school classroom facilities loan guarantee program.

Determine that loan proceeds were used only to acquire, improve or replacing classroom facilities
for the community school by lease, purchase, remodeling of existing facilities, or by any other
means including new construction.

Note: While not a compliance test, assure the debt footnotes describe the guarantee properly.

Audit Implications (adequacy of the system and controls, and the direct and material
effects of non-compliance, effects on the audit opinions and/or footnote disclosures,

® Per 3318.50(A), classroom facilities means buildings, land, grounds, equipment, and furnishings a
community school uses to fulfill its mission.
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reportable conditions/material weaknesses, and management letter comments):
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3-9 Compliance Requirement: Ohio Rev. Code §3314.30 ODE loans to community schools.

Summary of Requirements:

1.0ODE must use Federal money to fund these loans [3314.30(B)].

2.The school must use the proceeds for any purpose described in the school’s contract *° with
its sponsor (i.e., for any purpose consistent with the school’s mission) [3314.30(C)].

3. A school can obtain more than one loan, but cannot have more than $250,000 of loans from
ODE outstanding at any time [3314.30(C)].

4.The loans must bear interest at the rate STAR Ohio is paying [3314.30(F)].

5.Each loan cannot be outstanding longer than 5 years [3314.30(G)].

6.ODE deducts debt service principal and interest from subsequent foundation
payments[3314.30(G)].

In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals

o Knowledge and Training of personnel
e Tickler Files/Checklists

e ODE Involvement

e Sponsor, Legislative and Management
Monitoring

e Management’s identification of changes in
laws and regulations

e Management’s communication of changes
in laws and regulations to employees

Suggested Audit Procedures - Compliance (Substantive) Tests:

By reading the minutes, inspecting records, inquiry, reading the prior audited statements and by
scanning the accounting records, determine whether the school received this loan(s) from ODE.

Since ODE lends Federal money, assure the School includes this loan in its Federal Awards
Schedule or in notes to the schedule. See the AICPA’s Audit Guide, Government Auditing
Standards and Circular A-133 Audits. 7.11 --- 7.12.

The school can use the proceeds for any purpose related to its mission. Therefore, any
expenditure for a “proper public purpose” should be allowable.

Note: While not a compliance requirement, if material, assure the financial statements include
the proceeds and repayment of the debt, and discloses the debt amortization, etc., and that the
school will repay ODE via direct deductions from foundation receipts.

19 Ohio Rev. Code 3413.03 lists lengthy requirements the contract must address. Auditors can presume
ODE reviewed the contract for compliance with 3413.03 requirements as part of their loan approval
process.
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Audit Implications (adequacy of the system and controls, and the direct and material
effects of non-compliance, effects on the audit opinions and/or footnote disclosures,
reportable conditions/material weaknesses, and management letter comments):
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Step 3-2 Appendix
Tax and Revenue Anticipation Notes

Ohio Rev. Code §

and Entities to Reference to Reference to
which it applies Purpose ORC 8133.10 ORC 8133.24
8118.17. Issuance of Current 8118.17(C)(3) states in part No
local government fund operating “Current revenue notes" means
notes expenses the debt obligations described in
commission 133.10 or Chapter 5705. of the
Municipal corporation, approves Ohio Rev. Code or any other debt

county, or township

obligations issued to obtain funds
for current operating expenses.”

§118.23. Current
revenue notes issued
during fiscal emergency

Municipal corporation,
county, or township

Current 8118.23(A) states “This section No
operating shall be applicable to current

expenses the revenue notes approved by the
commission financial planning and

approves supervision commission or, when

authorized by the commission, the
financial supervisor pursuant to
§118.15 of the Ohio Rev. Code
and issued by a municipal
corporation, county, or township
pursuant to §133.10 of the Ohio
Rev. Code and this section during
a fiscal emergency period.”

§118.23(G) states “ Current
revenue notes of a municipal
corporation, county, or township
issued during a fiscal emergency
period may mature on or before
the thirty-first day of December
of the calendar year in which
issued, may, when issued in
anticipation of the collection of
current tax revenues, anticipate
one-half of the amount that the
budget commission estimates the
subdivision will receive from all
property taxes that are to be
distributed to the subdivision
from all settlements of taxes that
are to be made in the remainder of
that year, other than taxes to be
received for the payment of debt
charges, and less all advances,
and may, if issued during the last
two months of the calendar year
in which the fiscal emergency
period commenced, anticipate
one-half the estimated amount of
ad valorem property taxes levied
in that year for the tax budget of
the following year which were
authorized to be levied by the
municipal charter or otherwise
authorized by vote of the
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Debt

Step 3-2 Appendix

Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to
which it applies

Purpose

Reference to
ORC 8133.10

Reference to
ORC 8133.24

electorate of the municipal
corporation, county, or township
and may mature not later than the
thirty-first day of December of
the year following the year in
which such notes are issued,
notwithstanding (i.e. in spite of)
section 133.10 of the Ohio Rev.
Code.”

§118.24. Advance tax
payment notes

Municipal corporation,
county, or township

Note: Advance tax
payment notes are not
common, but involve a
taxpayer prepaying taxes.
In return, the government
issues a note to the
taxpayer. The face
amount of the note = the
tax prepayment + interest
the government credits to
the taxpayer over the life
of the note. Therefore,
these are discount notes.
The taxpayer receives
credit for the prepayment
+ accrued interest upon
redemption.

For purposes the
commission
approves per
§118.15

§118.24(H) states, “As used in
this section interest factor means
the amount calculated based on an
interest rate, as determined by the
fiscal officer as of the date of such
note, that would have been paid
by the municipal corporation,
county, or township on current tax
revenue notes, maturing in six
months, issued on that date
pursuant to §133.10 of the Ohio
Rev. Code. The face amount of
the note less the amount of the
advance tax payment made in the
purchase of such note, shall be
and shall be deemed to be interest
paid and received on such note.”

§118.24(1) states “The aggregate
principal amount of advance tax
payment notes, together with the
aggregate principal amount of any
current revenue notes issued
under §133.10 of the Ohio Rev.
Code in anticipation of ad
valorem property taxes for the
same year that are outstanding at
the time of issuance, shall not
exceed one-half of the amount
that the budget commission
estimates the municipal
corporation, county, or township
will receive from all property
taxes that are to be distributed to
the municipality from all
settlements of taxes that are to be
made in the remainder of that
year, after subtracting from such
amount advances thereon and
property taxes to be received for
the payment of debt service on
debt obligations or to be
deposited with a fiscal agent as
provided in §118.20 of the Ohio
Rev. Code.”

No
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Debt

Step 3-2 Appendix
Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to

Reference to

Reference to

which it applies Purpose ORC 8133.10 ORC 8133.24
8306.49. Annual tax Current 8306.49(A) States in part: The §306.49(A) also states in part “. .
levy; purpose expenses regional transit authority may . the regional transit authority

(8133.10) or borrow money in anticipation of may levy upon the property
Regional Transit Permanent the collection of current revenues | within its territorial boundaries a
Authority improvements as provided in §133.10 of the tax, for all purposes other than

(8133.24) Ohio Rev. Code.” bond debt charges, not in excess

of five mills annually on the total
value of all property as listed and
assessed for taxation for any
period not exceeding ten years.
Such election shall be called,
held, canvassed, and certified in
the same manner as is provided
for elections held pursuant to
§5705.191 (refers to ORC
§133.24. See separate
description for §5705.191
below.) of the Ohio Rev. Code.
On approval of such a levy,
notes may be issued in
anticipation of the collection of
the proceeds thereof, in the
amount and manner and at the
times as are provided in
85705.193 (this section refers
to 8§133.24 and is for
permanent improvements) of
the Ohio Rev. Code.

§1545.21. Election of tax
levy for use of district;
anticipation bonds

Park District

Acquiring and
improving land

No

§1545.21(B) states in part
“When a tax levy has been
authorized as provided in this
section or in §1545.041 of the
Ohio Rev. Code, the board of
park commissioners may issue
bonds!! pursuant to §133.24 of
the Ohio Rev. Code in
anticipation of the collection of
such levy, provided that such
bonds shall be issued only for the
purpose of acquiring and
improving lands.”

§3313.483. Closing or
delaying opening for
financial reasons
prohibited; plan for
implementing reductions;
loans agreement

Permits
obtaining
various types of
debt, including
“8133.10 notes,”
up to the amount
of the deficit the

§3313.483(E)(4) states “Pursuant
to the terms of such a loan, a
board of education may issue its
notes in anticipation of the
collection of its voted levies for
current expenses or its receipt of
such state funds or both. Such

No

! Ohio Rev. Code § 1545.21(B) mentions a bond issuance per Ohio Rev. Code § 133.24. However, §
133.24 only refers to notes. We will not object to the legal form of the debt if the government follows the
advice of their legal or bond counsel.
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Debt

Step 3-2 Appendix
Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to
which it applies

Purpose

Reference to
ORC 8133.10

Reference to
ORC 8133.24

School District

AOS certifies.

notes shall be issued in
accordance with division (E) of
§133.10 of the Ohio Rev. Code
and constitute Chapter 133
securities to the extent such
division and the otherwise
applicable provisions of Chapter
133. of the Ohio Rev. Code are
not inconsistent with this section,
provided that in any event
§133.24 and §5705.21 and
divisions (A), (B), (C), and
(E)(2) of §133.10 of the Ohio
Rev. Code do not apply to these
notes.”

§3318.052. Payment of
district’s portion of basic
project cost from
available tax proceeds;
credits; issuance of
securities

School District

Permanent
improvement
levy for a stated
number of years,
per §5705.218

No

§3318.052 (E) states in part
“Issue securities to provide
moneys to pay all or part of the
district's portion of the basic
project cost of its classroom
facilities project in accordance
with an agreement entered into
under division (A) of this
section. Securities issued under
this section shall be Chapter 133.
securities and may be issued as
general obligation securities or
issued in anticipation of a school
district income tax or as property
tax anticipation notes under
§133.24 of the Ohio Rev.
Code.”

§3381.16. Tax levy upon
affirmative vote;
authorized uses of funds;
anticipation notes and
borrowing; resubmission

of levy

Regional Arts and
Cultural District

To grant money
to other arts and
cultural
organizations, or
for the District’s
operating or
capital asset
costs.

§3381.16(A) states in part: The
district may borrow money in
anticipation of current revenues as
provided in §133.10 of the Ohio
Rev. Code.”

§3381.16(A) also states in part
“On approval of such a levy,
notes may be issued in
anticipation of the collection of
the proceeds thereof, in the
amount and manner and at the
times as are provided in
§5705.193 (this section refers
to §133.24 and is for
permanent improvements) of
the Ohio Rev. Code, for the
issuance of notes by a county in
anticipation of the proceeds of a
tax levy.

84582.14. Tax levy;
anticipatory notes

Port Authority

Any allowable
port authority
expense
including debt
charges.

§4582.14 states in part, “The port
authority may borrow money
anticipating current revenues as
provided in §133.10 of the Ohio
Rev. Code.”

§4582.14 also states in part “. . .
the port authority may levy upon
the property within its
jurisdiction a tax, for all
purposes including bond debt
charges, not in excess of one mill
annually on the total value of all
property as listed and assessed
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Debt

Step 3-2 Appendix
Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to
which it applies

Purpose

Reference to
ORC 8133.10

Reference to
ORC 8133.24

for taxation for any period not
exceeding five years, except that
when the tax is for the payment
of bond debt charges, such tax
shall be for the life of the bond
indebtedness. On approval of
such a levy, notes may be issued
in anticipation of the collection
of the proceeds thereof, other
than the proceeds to be received
for the payment of bond debt
charges, in the amount and
manner and at the times as are
provided in §5705.193 of the
Ohio Rev. Code (this section
refers to 133.24 and is for
permanent improvements), for
the issuance of notes by a county
in anticipation of the proceeds of
a tax levy.

§4582.40. Tax levy to
provide necessary funds

Newly created port
authorities

Any allowable
port authority
expense
including debt
charges.

84582.40 states in part “. . . The
port authority may borrow money
in anticipation of the collection of
current revenues as provided in
§133.10 of the Ohio Rev. Code.”

§4582.40 also states in part “. . .
the port authority may levy upon
the property within its
jurisdiction a tax, for all
purposes including bond debt
charges, not in excess of one mill
annually on the total value of all
property as listed and assessed
for taxation for any period not
exceeding five years, except that
when the tax is to pay bond debt
charges, the tax shall be for the
life of the bond indebtedness. On
approval of such a levy, notes
may be issued in anticipation of
the collection of the proceeds of
the tax levy, other than the
proceeds to be received for the
payment of bond debt charges, in
the amount and manner and at
the times as are provided in
§5705.193] (this section refers
to 133.24 and is for permanent
improvements) of the Ohio Rev.
Code, for the issuance of notes
by a county in anticipation of the
proceeds of a tax levy.

§5705.191. Approval of
excess levy; issuing notes

Any subdivision, other
than the board of
education of a school
district or the taxing

If it is necessary
to levy a tax in
excess of the 10
mill limit for
any of the
purposes in
ORC 5705.19,

No

§5705.191 states in part: “The
notes shall be issued as provided
in §133.24 of the Ohio Rev.
Code, shall have principal
payments during each year after
the year of their issuance over a
period not exceeding the life of
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Debt

Step 3-2 Appendix
Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to
which it applies

Purpose

Reference to
ORC 8133.10

Reference to
ORC 8133.24

authority of a county
school financing district

or to supplement
the general fund
for one or more
of the following
purposes: public
assistance,
human or social
services, relief,
welfare,
hospitalization,
health, and
support of
general
hospitals, and
that the question
of such
additional tax
levy shall be
submitted to the
electors of the
subdivision at a
general,
primary, or
special election
to be held at a

the levy anticipated, and may
have a principal payment in the
year of their issuance.”

An entity can also levy for
operating expenses. The lewy
ameunts notes cannot exceed
50% of the proceeds of the levy.
Notes issued for operations can
mature over the life of a fixed-
term levy. For an unlimited life
levy, these notes must mature
within 10 years.

time therein
specified.
85705.193. Permanent No §5705.193 states in part “Such
County Improvement notes shall be issued as provided
in §133.24 of the Ohio Rev.
Code, shall have principal
payments during each remaining
year of the life of the levy after
the year of their issuance, and
may have a principal payment in
the year of their issuance.”
85705.194 Emergency levy | No 85705.194 states in part “After

School District

the approval of the levy and prior
to the time when the first tax
collection from the levy can be
made, the board of education
may anticipate a fraction of the
proceeds of the levy and issue
anticipation notes in an amount
not exceeding the total estimated
proceeds of the levy to be
collected during the first year of
the levy.

The notes shall be issued as
provided in §133.24 of the Ohio
Rev. Code, shall have principal
payments during each year after
the year of their issuance over a
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Step 3-2 Appendix

Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to

Reference to

Reference to

which it applies Purpose ORC 8133.10 ORC 8133.24
period not to exceed five years,
and may have principal payment
in the year of their issuance.”
85705.198. Levy by joint | Parks and No §5705.198 (limited to a fraction

recreation district

recreational
purposes per
5705.19(H)

of the proceeds of that levy)
“such notes shall be issued as
provided in §133.24 of the
Ohio Rev. Code.” These notes
must mature by December 31 of
the 5th year after the levy’s
passage.

85705.21. Special
election on additional
school levy

School District

Permanent No
improvements

§5705.21(C)(2) states” After the
approval of a levy for general
permanent improvements for a
specified number of years, or
for permanent improvements
having the purpose specified in
division (F) of §5705.19 of the
Ohio Rev. Code, the board of
education may anticipate a
fraction of the proceeds of the
levy and issue anticipation notes
in a principal amount not
exceeding fifty per cent of the
total estimated proceeds of the
levy remaining to be collected in
each year over a period of five
years after the issuance of the
notes.

The notes shall be issued as
provided in §133.24 of the Ohio
Rev. Code, shall have principal
payments during each year after
the year of their issuance over a
period not to exceed five years,
and may have a principal
payment in the year of their
issuance.”

85705.21(C)(3) states “After
approval of a levy for general
permanent improvements for a
continuing period of time [i.e.
an unlimited life levy], the
board of education may
anticipate a fraction of the
proceeds of the levy and issue
anticipation notes in a principal
amount not exceeding fifty per
cent of the total estimated
proceeds of the levy to be
collected in each year over a
specified period of years, not
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Tax and Revenue Anticipation Notes

Ohio Rev. Code §
and Entities to
which it applies

Purpose

Reference to
ORC 8133.10

Reference to
ORC 8133.24

exceeding ten, after the iss