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Preface

This is the latest revision to the Ohio Compliance Supplement, superseding the September 2010 version.
This revision incorporates significant new or revised legal and regulatory requirements as well as
comments we have received from auditors and our clients. The following page, titled Implementation
Instructions, explains how you can identify updates.

In accordance with Government Auditing Standards, financial statement audits include reporting on
compliance with provisions of laws, regulations, contracts, and grant agreements that have a material
effect on the financial statements (Government Auditing Standards, 2.07).

Management of the audited entity is responsible for . . . complying with applicable laws and regulations
(including identifying the requirements with which the entity and the official are responsible for
compliance). (Government Auditing Standards Appendix I, A1.08(b)).
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financial statements are fairly presented and whether management has complied with significant laws and
regulations.

The Ohio Compliance Supplement contains certain laws and regulations which are of considerable public
interest, or are of the type auditors generally consider direct and material. Though the Ohio Compliance
Supplement is not a comprehensive listing of applicable laws and regulations, it is designed to help
auditors and public offices identify and familiarize themselves with certain laws and regulations which
generally apply to a variety of local governments and colleges and universities.

In order to reduce costs, the Ohio Compliance Supplement is available only in electronic format via the
Auditor of State’s website at www.auditor.state.oh.us. However, if you are unable to access the website
or have difficulty accessing these files, please contact the Center for Audit Excellence at 1-800-282-0370.

As in the past, we plan to regularly update the Ohio Compliance Supplement. Comments we receive
from our staff and others are an important source of revisions and improvements. \We appreciate your
input as we continue to improve the Ohio Compliance Supplement.

Dave Yost
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June 2012
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Implementation Instructions

This September 2012 Ohio Compliance Supplement (OCS) replaces the September 2010 version. The
OCS is available at www.ohioauditor.gov, under Publications, in both Word and Portable Document
Format. (Auditor of State staff can also use the 2012 OCS procedures built into TeamMate.) 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 2-13 testing was removed and it appears in the table of contents as follows:

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 to enable
you to easily determine if the revision applies to the audit period. Below is an example appearing in the
OCSs:

Revised: HB 153, 129" GA
Effective: 9/29/11

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).

e 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 2012 Supplement need not discard
work performed using the 2010 OCS. However, they must compare the 2012 changes to their work
from the 2010 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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2012 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(A) requires independent auditors of Ohio public to
follow the Comptroller General of the United States’ generally accepted Government Auditing
Standards (GAGAS).

2011 GAGAS 4.06 requires auditors to follow the AICPA'’s standards regarding fraud and
noncompliance with laws and regulations. 4.06 extends the AICPA’s requirements to apply to
contracts and grant agreements.

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.?

2 Some Ohio Administrative Code Sections, such as OAC 117-2-02, include requirements for governments to

establish internal controls and report financial information properly. However, we would not automatically deem a

few accounting errors as reportable noncompliance under these OAC Sections. While these items may represent a

significant deficiency, they may not rise to the level of material noncompliance. Conversely for example, the lack of

a cash journal might be noncompliance with OAC 117-2-02(D)(1) as well as a control deficiency. This is a matter

of professional auditor’s judgment. We should consider the pervasiveness of the noncompliance matter in relation
Introduction - 1
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and regulations applicable to the government, such as charters, ordinances, resolutions, contracts,
grant agreements, debt covenants and leases. If any of these requirements could directly and
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 to
identify and convey these requirements to their auditor. The AICPA’s Audit and Accounting
Guide, State and Local Governments, 4.82 states:

“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, 4.86 of the AICPA’s State and Local Governments Guide suggests:

The auditor may consider performing the following procedures to assess management's
identification of compliance requirements that could have a direct and material effect on the
determination of financial statement amounts:

o Consider knowledge about compliance requirements obtained during prior-period audits.

o Interview the entity's chief financial officer, legal counsel, or grant administrators about
compliance requirements.

« Identify sources of revenue, review any related agreements (for example, loan, grant, and
contribution agreements), and ask about legal provisions that relate to using and
accounting for the revenue.

« Obtain and review federal and state publications pertaining to compliance requirements,
such as Department of the Treasury and Internal Revenue Service regulations
(concerning the calculation and reporting of arbitrage rebates and refunds and
employment taxes) and OMB's cost principles and administrative requirements circulars
and OMB Circular A-133 Compliance Supplement, the Catalog of Federal Domestic
Assistance, * and similar state program publications (concerning grants and
appropriations).

« Obtain and review sections of the state constitution, statutes, and regulations that pertain
to the entity, in particular the sections that concern financial reporting, investment, debt,
taxation, budget, appropriation, and procurement matters.

to the compliance requirement and the effect or potential effect on financial statements and financial reporting
process as a whole.
® 2011 Government Auditing Standards Appendix I, A1.08(b) has a similar requirement.
* Auditors can also use the Federal Award Compliance Control Records (FACCR’s) included on the AOS website
as a reference.
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e Review the minutes of meetings of the entity's governing board for the enactment of
relevant laws and regulations and information about relevant contracts and grant
agreements.

o Ask federal, state, or local auditors or other appropriate audit oversight organizations
about applicable compliance requirements, including statutes and uniform reporting
requirements.

e Ask the audit, finance, or program administrators of other entities from which the entity
receives grants, contributions, and appropriations about the restrictions, limitations,
terms, and conditions under which the amounts were provided.

e Review the discussions of compliance requirements applicable to specific industries, as
found in this guide and other relevant AICPA Audit and Accounting Guides.

e Review accounting and auditing materials available from other professional
organizations, such as state societies of certified public accountants and governmental
associations.

« Obtain written management representation regarding the completeness of management's
identification of compliance requirements.

The procedures listed in the “direct and material” chapters of the Supplement generally: 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 implemented (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.

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:

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

o 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.

o 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.

o 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
funds required 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).

e 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
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.

® The Federal government codified OMB Circular A-87 as 2 CFR Subtitle A, Chapter |1 Part 225.
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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-Ced
major special revenue funds included in RSI budgetary schedules. 2200180
(Disclose in footnotes to RSI if presented as RSI.)
GASB Comprehensive
2. Disclose significant excesses of expenditure over appropriations for | Implementation Guide 7.93.1
other funds.
c. 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. 150.125

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

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:
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... [1]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 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.

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’s reliance 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.

Factors to consider in relying on compliance controls are similar to the judgments we use for
financial statement accounts. For example, a compliance controls approach is often more
efficient and effective if the volume of transactions subject to the compliance requirement is
large or the compliance requirement is complex. Conversely:
e Relying on investment purchasing controls is normally inefficient for small entities with
few investment purchases / sales during the year
0 They might not need / have formal controls anyway — the CFO’s use of an up-to-

e Relying on controls over the legality of interfund transfers may be inappropriate because

the complexity of the transfer requirements is not easily subject to a “routine” set of
controls.
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0 That is, even if the entity has controls to help assure interfund transfers are legal,
the complexity of the statutes likely still requires auditors to “re-perform” the
control, which is really a substantive test / evaluation of the transfer’s legality.

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

In addition to a suitable control environment, an effective internal control structure should also
monitor compliance and determine whether controls related to compliance are operating
effectively. Therefore, the control structure should also include a monitoring system, and the
auditor should consider whether responsibility for compliance is assigned to appropriate
individual(s). For example, auditors should consider (given the size and complexity of the
government’s operations) whether responsibility is assigned for the following compliance issues:

Bond (i.e. debt) compliance

Budgetary compliance

Contract compliance

Grant compliance (including those over federal awards subject to OMB Circular
A-133)

Procurement compliance

Investment purchases

Tax reporting (i.e., state & federal requirements)
Legal authority for transactions

Taxing and debt limitations

Establishing funds

Restriction on disbursements

Lease compliance

As part of this assessment, auditors should also consider and document the existence of the
following risk factors related to internal control over compliance:
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e Policies and procedures that are incomplete, inadequate, or outdated for the activities
subject to a type of compliance requirement.

e A history of material noncompliance with a particular compliance requirement as
evidenced by Schedules of Findings from previous audit reports.

e Changes in the nature or type activity subject to compliance requirements, or changes
in the management personnel responsible for monitoring the compliance requirement,
since the prior audit. For example, a Village that invested only in certificates of
deposit and STAR Ohio in the prior audit that is also investing in government-backed
securities or that had a new Village Fiscal Officer in place during the current audit
period has a greater risk of noncompliance with investing requirements.

e Inadequate segregation of duties over a type of compliance requirement. For
example, a school district with a separate EMIS Coordinator that tracks and enters
average daily membership (ADM) information into the EMIS system is a stronger
control than a school district where the Treasurer is solely responsible for tracking,
entering, and monitoring EMIS data.

e Controls over complex compliance requirements. Depending upon the nature of the
local government’s activity, OCS Chapters 3, 5, and 6 contain some complex types of
compliance requirements related to debt issuance, investments, and other specialized
areas.

e IT controls relating to the activity subject to the type of compliance requirement. For
example, courts with automated software vendors that update fine and fee schedules
due to legislative changes in statutory amounts may be more likely to update
fines/fees in a timely manner and therefore be more likely to charge the appropriate
fines and fees than courts with manual systems.

o Paragraph 4.30 in the AICPA’s Government Auditing Standards and Circular
A-133 Audits requires auditors to report noncompliance findings that also
relate to control deficiencies in both (1) the internal control and (2) the
compliance sections of the GAGAS report. Several Revised Code sections
mandate governments to implement internal controls, such as budgeting
(Chapter 5705), purchasing / contracting controls (see Ohio Compliance
Supplement Chapter 2) and investing policies (Ohio Rev. Code 135.14).
However, unless noncompliance with these mandated controls contributes to
misstatements or potential misstatements, auditors should not report them
under SAS 115. For additional guidance, see Section three in AOS Advisory
Memo 2007-07 and also AOS Advisory Memo 2010-02.

The following are often at least significant deficiencies. However, as
described immediately above, the deficiency must relate to financial
misstatements before an auditor would report it under SAS 115:
o Lack of operating policies and procedures for the activities subject to a type of
compliance requirement
i. However, the auditor should consider that some Ohio Rev. Code
sections often are a policy, and the need for written procedures varies
directly with the complexity of the law, the decentralization of
agencies within the auditee subject to the law, and perhaps other
factors.
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o0 Ineffective oversight of a direct and material compliance requirement by
management or those charged with governance. For example, the lack of
adequate review of budget versus actual reports.

o Identification by the auditor of material noncompliance for the period under
audit that was not initially identified by the entity’s internal control.

o Identification of fraud of any magnitude on the part of senior management or
those charged with governance. For purposes of evaluating and
communicating deficiencies in internal control, the auditor should evaluate
fraud of any magnitude—including fraud resulting in immaterial
noncompliance—on the part of senior management or those charged with
governance, of which he or she is aware.

o Failure by management or those charged with governance to assess the effect
of material noncompliance, a significant deficiency, or material weakness
related to a direct and material compliance requirement previously
communicated to them and either correct it or conclude that it will not be
corrected.

0 An ineffective control environment. Control deficiencies in various other
components of internal control could lead the auditor to conclude that a
significant deficiency or material weakness exists in the control environment
over compliance with direct and material compliance requirements.

If adequate control procedures exist to reduce the risk that direct and material 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 significantly reduce substantive testing of those compliance
items. However, auditing standards require some level of substantive evidence. 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;

Test controls to obtain sufficient evidence of the controls’ operating effectiveness
throughout the audit period;

Document the tests of controls.

The Auditor of State permits relying on evidence from prior audits’ tests of
compliance controls’ operating effectiveness (i.e. “rotating controls™) similar to the
guidance in AY-318.40--45 AU-C 330.14(b) and 330.A40 -- .42. When controls
are effective, this rotation can enhance efficiency. However, when using this
approach, auditors must carefully consider the guidance in AU-318-40—--—-45 AU-C
330.14(b) and 330.A40 -- .42. Since some level of substantive evidence is required,
rotating control tests without any substantive tests is insufficient. However, auditors
can assess risk of noncompliance and test accordingly. For example, if we
recomputed interest allocation the year before and found no misstatement, we might
limit current year testing to comparison of amounts per fund to the prior year amounts
(assuming there were no significant changes such as new funds that required an
interest allocation). Among other requirements, auditors should:
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a. Obtain evidence about changes to controls since the prior tests of operating

effectiveness.
b. Obtain evidence that controls were still implemented during the current audit
period.
c. Test operating effectiveness at least every third year (not every third two-year
audit).
5. While the auditor’s assessment of inherent and control risk may substantially reduce

the required nature and / or extent of substantive compliance testing, some
substantive evidence / testing is necessary for compliance requirements directly and
materially affecting the determination of financial statement amounts (similar to AU
318-51 AU-C 330.18 and 330 A45 --- .50) such as those compliance requirements
included in OCS Chapters 1 through 6.

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 every other audit, as follows:

e Auditors generally 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.

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

Auditors should test new (i.e., “double underlined” requirements) Chapter 7 requirements
in the first audit to which they apply.

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.

Home Rule Powers

Definition
Villages and cities are municipal corporations. They are defined and regulated in Article XVIII
of the Ohio Constitution and in Ohio Rev. Code Title 7.

Classification

Municipal corporations with a population of less than 5,000 are villages. The village may be
incorporated by the procedures set forth in Ohio Rev. Code Chapter 707, requiring a petition to
the county commissioners (Ohio Rev. Code 8703.01 and Chapter 707).

Plans of Government

Article XVIII of the Ohio Constitution provides for the formation of municipal corporations.
Section 3 confers upon the municipal corporations all powers of local self-government and
Section 7 authorizes the municipal corporations to adopt charters setting up their own plans of
government. Those wiHagesmunicipalities which do not have charters may adopt one of the

plans of government set forth by the legislature in Ohio Rev. Code Chapter 705 or may operate
under the general provisions of Ohio Rev. Code Title 7.

Home Rule

“Home Rule” is a term used to describe those powers granted to municipal corporations under
Article XVIII, Section 3 of the Ohio Constitution, which provides, “municipalities shall have
authority to exercise all powers of local self-government and to adopt and enforce within their
limits such local police, sanitary, and other similar regulations as are not in conflict with general
laws”. These powers were granted in an effort to provide more local control over certain
governmental activities, but not to allow complete independence from State government.
Because this grant of power is derived from the Ohio Constitution, it is superior to laws enacted
by the legislature, except where a constitutional limitation is provided allowing the legislature to
regulate municipalities.

Charter vs. Non-Charter

All municipal corporations have Home Rule powers, but the extent of these powers differ
depending upon whether a charter has been adopted. By adopting a charter, the municipal
corporation may set up a system of government which differs from the statutory plans. It may
provide for the officers and procedures for all governmental functions. Non-charter municipal
corporations must comply with all State laws concerning matters of procedural local self-
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government. Matters of substantive local self-government are not controlled by State laws,
regardless of whether or not the municipal corporation has adopted a charter.

Local Self-Government Powers vs. Police Regulations

As previously mentioned, charter governments are basically free from regulation by the
legislature in matters of local self-government, but the exercise of police powers cannot conflict
with general laws enacted by the legislature.

Local Self-Government Powers
Procedural Local Self-Government Powers are powers which concern the organization of
municipal government as well as the procedures under which the municipal corporation must
function. Charter governments may deviate from State laws regulating matters of procedural
local self-government only by adopting a charter. Examples of these powers are as follows:
1. Structure of government - This pertains to the officers and their functions. Without a
charter, municipalities and villages must comply with State laws regulating them;
2. Competitive bidding requirements - State laws determine when competitive bidding is
necessary and what procedures must be followed. Only charter governments may set up
their own bidding requirements;
3. Initiative and referendum;
4. Appointment and duties of police officers;
5. Election procedures; and
6. Annexation proceedings.

Substantive Local Self-Government Powers
Substantive Local Self-Government Powers are powers which concern the decision making
authority of the municipal corporation as well as regulate the conduct of individuals within the
municipal corporation. With a few constitutional exceptions, these powers cannot be superseded
by State laws. Examples of these powers are as follows:
1. Power to contract - The State cannot, by law, restrict the government’s general power
to contract;
2. Taxation - There are explicit constitutional limitations provided in Article XVIII,
Section 13 and Article XIII, Section 6 of the Ohio Constitution, as it is necessary to
provide for coordination of State and local taxation. Otherwise, State laws cannot restrict
the government’s power to tax;
3. Assessments - This power is limited by Article XIII, Section 6 of the Ohio
Constitution;
4. Incurring debt - Laws may be passed by the General Assembly limiting this power;
(Article XVII1, Section 13 of the Ohio Constitution);
5. Power to purchase, appropriate, or dispose of property - The decision to purchase,
appropriate, or dispose of property is a power of substantive local self-government.
However, the procedures used to purchase, appropriate, or dispose of property are matters
of procedural local self-government and are regulated by State laws, unless the municipal
corporation has adopted a charter;
6. Compensation of employees and officers - This area is purely a matter of substantive
local self-government. Statutes regulating many matters of compensation can be
overridden by local ordinance;
7. Power to establish, locate, and vacate streets; and
8. Power to restrict the weight of vehicles using the charter government’s streets.
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Police Regulations

Police regulations are laws enacted to protect the health, safety, and welfare of persons and
property. They are aimed at matters of private conduct rather than matters of government. Unlike
matters of local self-government, police regulations can never conflict with general laws.

Public Utilities

The power to operate public utilities has a separate and distinct source from the general home
rule powers of Article XVIII, Section 3. Article XVIII, Sections 4 and 5 of the Ohio Constitution
state that municipal corporations may provide public utility service for their residents directly or
by contracting with others within specified limits.

Compliance Testing

Auditors must consider whether municipal governments have home rule powers enacted under
the statutes above. If so, auditors will need to tailor compliance testing accordingly to reflect the
applicable home rules and powers afforded those governments. Auditors should review charter
legislation, resolutions, and ordinances for charter municipal corporations and tailor their testing
procedures accordingly.

Introduction - 13



2012 Ohio Compliance Supplement Introduction

Reporting

2007 2011 Government Auditing Standards (GAGAS) describes the auditor’s compliance
reporting obligations:

4.25 When performing a GAGAS financial audit, and auditors conclude, based on
sufficient, appropriate evidence, that any of the following either has occurred or is likely

to have occurred, they should include in their report on internal control and compliance
the relevant information about:

a. fraud and noncompliance with provisions of laws or regulations that have a
material effect on the financial statements or other financial data significant to the
audit objectives and any other instances that warrant the attention of those charged
with governance;

b. noncompliance with provisions of contracts or grant agreements that has a material
effect on the determination of financial statement amounts or other financial data
significant to the audit objectives; or

c. abuse that is material, either quantitatively or qualitatively.
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4.26 When auditors detect instances of noncompliance with provisions of contracts or grant
agreements or abuse that have an effect on the financial statements or other financial data
significant to the audit objectives that are less than material but warrant the attention of those
charged with governance, they should communicate those findings in writing to audited
entity officials. When auditors detect any instances of fraud, noncompliance with provisions
of laws, regulations, contracts or grant agreements, or abuse that do not warrant the attention
of those charged with governance, the auditors' determination of whether and how to
communicate such instances to audited entity officials is a matter of professional judgment.

GAGAS 5.09 4.26 requires auditors to communicate immaterial violations eflessersignificance
warranting management’s attention in writing (such as via a management letter). 2011 GAGAS

allows audltors to judge whether and how to communicate matters of Iesser lmgortanc When

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.)

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
4.115 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
op|n|ons of the Ohio Ethlcs Commission. Auditors may refer to opinions of the Attorney
General, AOS Technical Bulletins, and other advisory materials within the text of a finding as
additional guidance, but AG opinions, AOS Technical Bulletins, and advisory materials are not
legally binding criteria.’

6
Questioned costs normally apply only when opining on compliance under SAS 117, such as A-133 audits of
Federal programs. This discussion does not pertain directly to questioned costs.

7
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
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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:

4.115 Criteria: The laws, regulations, contracts, grant agreements, standards, measures, expected
performance, defined business practices, and benchmarks against which performance is
compared or evaluated. Criteria identify the required or desired state or expectation with respect
to the program or operation. Criteria provide a context for evaluating evidence and understanding
the findings.

4.126 Condition: Condition is a situation that exists. The condition is determined and
documented during the audit.

4.137 Cause: The cause identifies the reason or explanation for the condition or the factor or
factors responsible for the difference between the situation that exists (condition) and the
required or desired state (criteria), which may also serve as a basis for recommendations for
corrective actions. Common factors include poorly designed policies, procedures, or criteria;
inconsistent, incomplete, or incorrect implementation; or factors beyond the control of program
management. Auditors may assess whether the evidence provides a reasonable and convincing
argument for why the stated cause is the key factor or factors contributing to the difference
between the condition and the criteria.

4.148 Effect or potential effect: The effect is a clear, logical link to establish the impact or
potential impact of the difference between the situation that exists (condition) and the required or
desired state (criteria). The effect or potential effect identifies the outcomes or consequences of
the condltlon When the audlt obj ectlves include |dent| ing the actual or otentlal consequences

"effect” is a measure of those consequences. Effect or potential effect may be used to
demonstrate the need for corrective action in response to identified problems or relevant risks.

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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5:21 4.28. . . 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 4.33 — 4.39 establish requirements for obtaining and reporting the auditee’s
responses to findings. GAGAS 5:324.33 states, “. . . auditors should obtain and report the views
of responsible officials of the audited entity concerning the findings, conclusions, and
recommendations, as well as any planned corrective actions.” GAGAS 4.35 states, “When

auditors receive written comments from the responsible officials, they should include in their
report a copy of the officials' written comments, or a summary of the comments received.”

Therefore, if an auditee responds to a finding, we should refer to 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.

GAGAS 5.:374.38 states that when i

disagreeing-with-theclient’sresponse-or-corrective-actionthe audited entity's comments are
inconsistent or in conflict with the findings, conclusions, or recommendations in the draft report,
or when planned corrective actions do not adequately address the auditors' recommendations, the
auditors should evaluate the validity of the audited entity's comments. If the auditors disagree

with the comments, they should explain in the report their reasons for disagreement. 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 5:374.38. Responses indicating significant
disagreement require review by the Center for Audit Excellence 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
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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).
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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

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;

following section.

4 Ineonseguential Trivial

Note: Auditors base materiality on opinion units when forming their opinion.

However, when assessing whether a finding for adjustment is a material noncompliance finding,
we believe auditors should normally consider materiality in relation to both affected funds rather
than the opinion unit. Considerations include:

e Judging whether measuring materiality against receipts, disbursements or fund cash
balance is the most appropriate.

e Auditors may detect a finding for adjustment affecting two funds reported in the same
opinion unit. This adjustment would have no effect on the financial statements (and the
auditor’s opinion thereon), but may still represent reportable noncompliance if it is
material to either of the two funds.

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

either individually or when aggregated with other such misstatements, would not be material to the financial
statements, after the possibility of further undetected misstatements is considered.
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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. . .”).

Adjustments in the third category (quantitatively immaterial but more than

inconseguentialtrivial) should be reported in the management letter if the misallocation of funds

also constitutes a violation of law which warrants a noncompliance citation. However, auditors

should report these adjustments in the GAGAS letter whenever qualitative considerations of
materiality outweigh the quantitative materiality amounts.

o 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.

o If the auditee disagrees with the adjustment or has not posted it, cite the law violated,
label the finding as a finding for adjustment, and include a finding for adjustment
statement.

Inreonsequential Trivial 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,

Material
adjustments with
which the auditee
disagrees and

Quantitatively
Immaterial
adjustments which
are more than

Adjustments which
are

inconsequentialtrivial

noncompliance
citation in the

citation in the
GAGAS report.

citation in the
management letter.

GAGAS AOS staff should | However, if the
report. Do not | include a finding matter is qualitatively
classify as a for adjustment material, report a
finding for statement. (IPAs | noncompliance

which have which are neither | inconseguentialtrivial

been posted to | posted to the

the accounting | accounting

records and records nor

which are reflected in the

reflected in the | financial

audited statements:

financial

statements:
GAGAS If based on a If based on a If based on a Not reported in the
Report violation of violation of legal | violation of legal GAGAS report.

legal authority, | authority, reporta | authority, report a

report a noncompliance noncompliance
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Material Material Quantitatively Adjustments which
adjustments adjustments with Immaterial are
with which the | which the auditee | adjustments which inconsequentialtrivial
auditee agrees, | disagrees and are more than
which have which are neither | inconsequentialtrivial
been posted to | posted to the
the accounting | accounting
records and records nor
which are reflected in the
reflected in the | financial
audited statements:
financial
statements:
adjustment. should not citation in the
include a finding GAGAS report.
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statement.)
Auditor’s No Adjustments Adjustments which No effect.
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(opinion) on the auditor’s on a violation of material and are
the financial opinion. legal authority based on a violation
statements will resultin a of legal authority may
qualified (or result in a qualified
adverse) opinion (or adverse) opinion
on the financial on the financial
statements. statements. This
requires judgment.
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citation, a citation
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if the matter is
quantitatively and
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immaterial. AOS staff
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finding for adjustment
statement if the
auditee does not
agree to or post the
adjustment. (IPAs
should not include a
finding for
adjustment statement.
Reporting the
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Document in the
working papers only.
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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 decrease disbursements of the Bond Retirement Fund by $584,000 and increase the fund
cash balance to $631,675 and to increase disbursements of the General Fund by $584,000 and decrease
the fund cash balance 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 . . .

We would only include this paragraph if the effect was material to one or more opinion units (in
this case, assume the effect was material to the general and bond retirement fund and that both
are major funds). The result will be 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.

Finally, AU 312.52(c) requires auditors to consider the effect of uncorrected prior audit
adjustments on the current audit. Therefore, auditors should consider whether uncorrected prior
findings for adjustment affect the current audit’s financial statements.

Findings for Adjustment Procedures for Independent Public Accountants (IPA)

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

IPASs 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 As soon 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 the Center for Audit Excellence 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.

® This is to comply with RC 117.12 which states, “IPAs 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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The Legal Division will review the proposed Finding and may ask the chief auditor or the IPA
for any needed additional information.

e 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,
Center for Audit Excellence or his designee for inclusion with the Acceptance Letter. The
Chief Auditor, Center for Audit Excellence 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. It is the
policy of the Auditor of State to only issue a finding for recovery in whole dollars. Therefore, all
finding for recovery amounts will be rounded down to the nearest whole dollar.

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.

Governmental units other than charter municipal corporations generally possess only the
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:
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1. Whether the expenditure is for or promotes the public health, safety, morals or general
welfare;

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 and 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.

However, the Auditor of State’s office recognizes that even the most honest employees make
errors in recording cash. Therefore, the Auditor of State will not issue FFRs for insignificant
cash shortages a cashier reports to management as part of their reconciliation process, if the
government’s management monitors overages and shortages and suitably follows up on patterns

19 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.

11 See the discussion of strict liability later in this introduction.
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of shortages. Conversely, we may report shortages as FFRs if a government's controls are not in
place or are inadequate.™

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
and the Center for Audit Excellence prior to pursuing/working on the finding for recovery. 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 may 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
include not only statutes or regulations, but also the document 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 (including 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

12 See Best Practices in Cash Handling in the AOS’ Fall, 2007 Best Practice publication. You can view this article
under the Publications link at www.ohioauditor.gov
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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 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

Audit engagements are for specified time periods as reflected in the auditor’s letter of
engagement. The great majority of findings for recovery are therefore based on transactions that
have occurred within the period that is currently under audit. Extenuating circumstances may
arise which lead auditors to test before and / or after the audit period; however, this is not
standard practice.

Determining whether to review transactions and/or issue findings for recovery for transactions

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

e Suspected or known fraud

e Significant fraud risk factors that are associated with the current finding for recovery
e The magnitude of the finding for recovery

e Judgment as to whether the finding for recovery was an error or deliberate

e Appropriate client requests — careful consideration needs to be given on the type of
request, the timing of the request, the purpose of the request, and the documentation
given to substantiate the request

e If requested by the AOS Special Audit Task Force to review issues that arise outside the
audit period

e The governing authority’s involvement in the circumstances surrounding the issue, and
its ability to correct the issue on its own

e The impact of information that has come to the auditor’s attention involving transactions
subsequent to the audit period on the entity’s financial condition and whether prudence
dictates review of the transactions prior to the next audit.

Since there are numerous variables affecting this determination that will be unique to each

finding for recovery, the regional Chief Auditor should consult with the Chief Deputy Auditor or
his designee prior to testing outside of the audit period to 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 for review. The Legal Division reviews the proposed finding in the Legal
Consultation program folder of the applicable TeamMate project. The Legal Division will
approve the Proposed Finding as is, approve with modifications, disapprove, or request more
information be submitted by the auditor to evaluate the proposed finding. Once approved by the
Deputy Chief Legal Counsel in the Legal Division, the auditor should send draft GAGAS
findings to the Center for Audit Excellence for review. The Center for Audit Excellence will
also approve the finding’s conformance with GAGAS reporting requirements.

If the Legal Division and the Center for Audit Excellence 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 the auditor believes the response has merit, the auditor should submit it to the Legal Division
for consideration. 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 may be held. Under Ohio Rev. Code §
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
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have discretion not to conduct a post-audit conference if one of the public officials present
invited the media to the conference.

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

Note: Do not send a final Notice of Finding if the Finding for Recovery has been repaid;
however, a Notice of Proposed Finding should still be sent to the appropriate individual(s).

When the Clerk of the Bureau certifies an audit report for release, unless the finding has been
repaid, 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). In addition, a copy of the Letter on Findings for

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

of Finding letter.

3
' IPAs 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 +1.

Ohio Rev. Code 117.28 requires the Auditor of State to issue a finding for recovery when “an audit report
sets forth that any public money collected has been illegally expended, or that any public money collected
has not been accounted for, or that any public money due has not been collected, or that any public
property has been converted or misappropriated...”

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. 1t 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 = BXXXX
paid hour
Overpayment $ X XXX

 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

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.

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 strictly liable for the
amount of the expenditure. Seward v. National Surety Corp. (1929), 120 Ohio St. 47; 1980 Op. Att’y
Gen. No. 80-074; Ohio Rev. Code Section 9.39; State, ex. Rel. Village of Linndale v. Masten (1985), 18
Ohio St.3d 228. Public officials controlling public funds or property are liable for the loss incurred
should such funds or property be fraudulently obtained by another, converted, misappropriated, lost or
stolen to the extent that recovery or restitution is not obtained from the persons who unlawfully obtained
such funds or property, 1980 Op. Att’y Gen. No. 80-074.

Township Officers signed the warrants resulting in improper payments. Township Trustees NAME,
NAME, NAME, and Fiscal Officer NAME, and their bonding company, NAME, will be jointly and
severally liable in the amount of $XXX and in favor of the NAME OF FUND to the extent that recovery
is not obtained from NAME.

[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

considered to be a debt owed to a public office and will be certified to the Attorney General of the State
of Ohio for collection.

ayments must be sent to the Ohio Attorney General.

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
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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.

Sincerely,

Dave Yost
Auditor of State

Draft L r on Findings for R I

[Date]

[Name of legal counsel to public office]
[Title]

[Agency/Company Name]

[Street Address, PO Box]

[City, State Zip]

Re: Audit of [Name of Entity]
Released on [Date]

Dear [Name]:

Enclosed please find a certified copy of the audit report in the above captioned matter.
During our audit, we found expenditures of public money that are subject to recovery
under Ohio Rev. Code Section 117.28, which states, in part:

Where an audit report sets forth that any public money has been illegally
expended, or that any public money collected has not been accounted for, or
that any public money due has not been collected, or that any public
property has been converted or misappropriated, the officer receiving the
certified copy of the report...may, within one hundred twenty days after
receiving the report, institute civil action in the proper court in the name of
the public office to which the public money is due or the public property

belongs for the recovery of the money or property and prosecute the action
to final determination.

Although this statute references a 120 day period for your office to notify the Ohio Attorney
General in writing of any legal action taken, if you intend to pursue such action, you must
notify the Auditor of State within 30 days after the date of this letter. Within that period,
please contact Denise Carr, Office Manager, Legal Division, at (614) 728-7116 or by e-mail
at DLCarr@ohioauditor.gov. If we do not receive notice from your office within 30 days,
the Finding For Recovery will be certified to the Attorney General for collection. Upon
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certification, collection costs, statutory interest and fees may be assessed and added to the
total amount of the finding in accordance with Ohio Revised Code section 131.02. Once
certified, the Ohio Attorney General will assign the matter for collection and may hire
special counsel to collect the debt as authorized by Ohio Revised Code section 109.08.

In the event that you are pursuing a payment plan with the debtor, please contact the
Auditor of State. Upon receipt of an acceptable payment plan that includes appropriate
terms and conditions, the Auditor of State will not certify the Finding For Recovery to the
Ohio Attorney General. This will avoid the collection process and associated costs.

The enclosed audit includes the following findings for recovery:

[Details of who, what, amount, any other relevant information and total amount to
be recovered]

Pursuant to Ohio Revised Code Section 9.39, public officials are liable for all public money
received or collected by them or by their subordinates under color of office. (See, e.g., AOS
Bulletin 2008-006). Even if a referral does not include a finding for recovery against the
office holder or other persons employed by the public office acting in a supervisory
capacity, please be advised the Ohio Attorney General or appointed legal counsel is not
precluded from naming those persons in an action for recovery. The policy reasons behind
making public officials accountable for the funds that they receive include the need to
prevent frauds against the public, to protect public funds, and to place final responsibility
for public funds on the shoulders of the officials charged with the collection and care of
such funds. Village of Linndale v. Maston (1985) 18 Ohio St.3d 228.

Thank you for your attention to this matter.

Sincerely,

Dave Yost
Auditor of State

[name]
Chief Auditor

[region] Region

cc: Legal Division, Attention: Denise Carr
County Prosecutor
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Additional Considerations

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

findings for recovery, regardless of the amount, the—matter n-the-management-letterwith the
legal department and the Center for Audit Excellence (prior to pursuing) because in some

cases, findings for recovery will be issued for amounts less than $500. (Example: disbursing

public money for alcohol will always result in a finding for recovery per Bulletin 2003-05).

Ameunts-aggregating-mere-than-$100 All findings for recovery are to be reported in the
GAGAS report due to thelr quahtatpvce SIgnlflcance—QExeepﬂen—d&eb&rsmg—pubhc—meney—fer

Bu#eﬂn—Z@@S—@%—}Addltlonally, aII flndmgs for recovery are subject to the documentatlon
requirements listed in AOS Audit Division Advisory Memo 2012-01 .—Potential findings for
recovery that are not deemed findings for recovery during the consultation process due to
falling below the amount threshold, will be reported in the Management Letter as non-
compliance citations (not findings for recovery).

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.

overpaid by $100, then we would issue a finding for recoverv because the ayroll cycle had an aggregate of $500 in
findings for recovery (5 X $100).
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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. IPAs should report
these matters exceeding $2606500 (and any alcohol purchase and other findings for recovery
determined by the Auditor of State, even-f-less-than-$100 regardless of amount) 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 . . e

The following procedures apply to IPAs 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 As soon as the IPA has an indication there could be any Findings for Recovery, regardless of
the amount, 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.

inding.3 T itor-of-Sta al-Divisi view: Once the regional
chief becomes aware of the potential Finding for Recovery, the regional chief should follow
Advisory Memo 2012-01 which requires all potential Findings for Recovery, regardless of
amount, to be reviewed by Legal and the Center for Audit Excellence. When submitting
potential Findings for Recovery related to an IPA Report to the Center, please submit the
information to your assigned regional Center consultant. When the Center consultant
responds to the Region on a potential Finding that is related to an IPA audit, the assigned
Center consultant will carbon copy the IPAReport mailbox (ipareport@ohioauditor.gov) with
the resulting action. This will allow the matter to be identified for follow up during the
review of the IPA audit report.

e The Legal Division and the Center will review the potential Finding and if it is determined
that a Finding will be issued, the regional chief will submit all needed supporting
documentation and the Notice of Proposed Findings letters to the Legal Division.

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

'8 This is to comply with RC Section 117.12 which states, “IPAs 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 regional chief auditor or his/her
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,
Center for Audit Excellence or his designee for inclusion with the Acceptance Letter and send
the Notice of Finding to the applicable parties upon releasing the report.

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

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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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 approving
expenditures and safeguarding amounts collected, and take steps to prevent mistakes, errors or
omissions resulting in the loss of public funds. In the context of an AOS audit, both the
supervising/approving officer or employee and the fiscal officer may be liable for such losses,
and may therefore be included as a party liable for repaying a finding for recovery, even if they
did not personally account for the transaction. The Auditor of State issued Bulletin 2010-01
clarifying this policy for county officials. However, general concepts included in the Bulletin
apply to all public offices.

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:

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. 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 liable for the loss incurred should
such funds or property be fraudulently obtained by another, converted, misappropriated, lost or stolen 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.

Jim Smith and Bill Wilson and their bonding company Ace Insurance Corp. will be jointly and severally
liable in the amount of $15,000 and $110,000, respectively, and in favor of the City of Anyplace-te-the

Note: The Strikeout above results from AOS Bulletin 2010-01.
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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.

Ohio Rev. Code Section 117.27 also requires the Auditor of State to provide a certified copy of
the audit report to any officer required by state law, municipal or county charter, or municipal
ordinance to act as legal counsel to the officers of the public office. If no officer is required by
state law, municipal or county charter, or municipal ordinance to act as legal counsel, a copy
shall be filed with the prosecuting attorney of the county within which the fiscal office of the
public office is located. Field auditors who prepare reports containing Findings for Recovery
and forward it together with a copy of the certified audit report to the appropriate statutory legal
counsel or the local prosecutor’s 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

automatically sent by the Auditor of State’s office when Findings for Recover are reported
guA[JAngALepg[AtAggAbAmlAsngQnA, F+Hd+ngsieFReeever—rdermﬁed—by—LPAseFe—+F}eluded—m—the—AQS
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Referrals to the Ethics Commission, Other State Agencies, and the IRS

Ethics Commission Referrals

All potential “conseguential” 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.

IRS, Ohio Department of Taxation, and OPERS Comments

The Internal Revenue Service, the Ohio Department of Taxation, and the Ohio Public Employees
Retirement System have requested that we notify them when AQOS issues reports (in the case of
the IRS and Taxation, also management letters) containing comments or findings pertaining to
their respective agencies. The Auditor of State has agreed to these requests. Auditors and the
Center for Audit Excellence should send a copy of the released report or management letter,
including the number of the finding related to the referral to Referrals@auditor.state.oh.us. The
Center for Audit Excellence division will notify these agencies via email based upon being
informed by either Auditor of State regional auditors or the Center for Audit Excellence division
that such reports (or management letters) exist.

Referrals to Other Agencies

When referring an audit report to any other State or Federal agency, the regional audit office will
prepare and send the referral. The Regional office will also notify the Auditor of State’s Legal
Division of the referral prior to sending the referral. The regional office should retain a copy of
the cover letter. Currently, there is no requirement to send referral to School Employees
Retirement System, School Teachers Retirement System and Ohio Police & Fire. We should
also not send a referral letter when (1) the audit report already describes the problem and (2) we
are certain the person we are sending the letter to is on the audit report distribution list. For
example, OMB Circular A-133 already requires sending a copy of the audit report to cognizant
or oversight agencies.
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The Auditor of State welcomes comments and suggestions on the Ohio Compliance Supplement.
Please submit them through:

http://www.ohioauditor.gov/Contact/Default.htm
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2012 Compensation Charts

Per ORC Sections 505.24 and 507.09, township trustee and fiscal officer salaries are based on the annual budget of the township.
The scheme for cost of living increases was altered in 2000 when the General Assembly passed legislation continuing the cost of living
increase through 2008. Cost of living increases are determined by the lesser of two numbers: three percent or the Consumer’s Price
Index for Urban Wage Earners and Clerical Workers (CPI-W) rating for the previous year.

If you have any questions about the compensation charts, please contact Kaitlin Hall, director of public relations, at 614-863-0045,
or hall@ohiotownships.org.

FISCAL OFFICER COMPENSATION
ANNUAL SALARY

Township Budget Pay for 2006 Pay for 2007 Pay for 2008-2012
(3% increase) (1.7% increase) (2.8% increase)
$50,000 or less $4,306 $4,379 $4,502
$50,001 - 100,000 $6,766 $6,881 $7,074
$100,001 - 250,000 $9,472 $9,633 $9,903
$250,001 - 500,000 $12,179 $12,386 $12,733
$500,001 - 750,000 $13,532 $13,762 $14,147
$750,001 - 1,500,000 $16,238 $16,515 $16,977
$1,500,001 - 3,500,000 $18,945 $19,267 $19,806
$3,500,001 - 6,000,000 $20,298 $20,643 $21,221
$6,000,001 - 10,000,000 $23,296 $23,692 $24,355
Greater than $10,000,000 $26,951 $27,409 $28,176

TRUSTEE COMPENSATION
AMOUNT PER DAY, NOT TO EXCEED 200 DAYS PER YEAR
IF PAID SALARY, 200 TIMES DAILY RATE, PAID MONTHLY

Township Budget Pay for 2006 Pay for 2007 Pay for 2008-2012
(3% increase) (1.7% increase) (2.8% increase)
$50,000 or less $24.60 $25.02 $25.72
$50,001 - 100,000 $29.52 $30.03 $30.87
$100,001 - 250,000 $35.06 $35.66 $36.66
$250,001 - 500,000 $40.60 $41.29 $42.45
$500,001 - 750,000 $43.06 $43.79 $45.02
$750,001 - 1,500,000 $49.21 $50.04 $51.44
$1,500,001 - 3,500,000 $54.13 $55.05 $56.59
$3,500,001 - 6,000,000 $59.05 $60.05 $61.73
$6,000,001 - 10,000,000 $76.51 $77.81 $79.99
Greater than $10,000,000 $98.37 $100.04 $102.84
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Appendix F

LEGAL MATRICES

This appendix contains three matrices. Each matrix matches the applicability of OCS steps to various entity
types. The information in the matrices does not necessarily encompass every item requiring testing for these
entities. Additionally, when footnotes in the matrices reference specific sections of the Ohio Rev. Code, you
should read those sections when planning and/or conducting the audit.

Matrix 1 lists the following entities: Matrix 3 includes a discussion of Home Rule Powers
¢ Joint mental health districts and lists the following entities:
¢ Joint juvenile detention facilities e County
e Regional planning commissions e Township
e Solid waste districts e City
e Joint Township cemeteries e Village
e Union cemeteries e Public school districts and STEM schools
e Union cemetery districts e Community schools
e Airport authorities
e Family and children first councils NOTE: Generally, the same laws applicable to city,
e Soil and water districts local, exempted village, and joint vocational school
e Educational service centers districts are also applicable to STEM schools [ORC
e Regional Student Education District §3326.11].
e Conservancy districts

Matrix 2 lists the following entities:

e Libraries
Regional water & sewer districts
General health districts
Joint recreation districts
Park districts
Community and technical colleges
State colleges and universities
Joint ambulance districts
Port Authorities
Community Improvement and Development
Corporations
Joint Fire Districts
Joint Police Districts
Councils of Government
Agricultural Societies®

! Auditors use Appendix H in conjunction with this Appendix when determining the applicability of certain compliance
requirements to Agricultural Societies.
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Matrix 1

Chapter 1: Budgetary & Certain Related Requirements

Joint
Joint Township | Union Soil Regional
Mental Jt. Juv. Regional | Solid | Cemetery | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
General Budgetary 2 3 2,3 4 2 2 2
Requirements
1. 5705.34 Certify tax levies 4 4 v v v v v
2 5705.36 Cert. of revenue 4 4 4 v v v v
3 i 4 i 4 ¥~ 4
resedrees
3. 5705.38 Annual appropriation v v v v v v v
measure =
4. v v v v v v v

appropriations

2 |f these entities levy taxes, the checkmarks noted above apply. However, often they do not levy taxes. When they do not levy taxes, Ohio Rev. Code §5705.28 (B)(2) requires a
comparable, but somewhat streamlined budget process. Refer to OCS step 1-11. Ohio Rev. Code 85705.28(B)(2) requires entities to follow §5705.36, .38, .40, .41, .43, .44, and
.45. However, documents prepared in accordance with these sections need not be filed with the county auditor or county budget commission. Finally, while Ohio Rev. Code
85705.39 does not apply, 85705.28(B)(2)(c) prohibits appropriations from exceeding estimated revenue (i.e. receipts + beginning unencumbered cash). For conservancy districts,
auditors should additionally review the requirements of Ohio Rev. Code §6101.44 and tailor their compliance testing procedures accordingly, if necessary. For conservancy
districts that levy taxes, we should cite to the budgetary requirements contained in Ohio Rev. Code § 6101.44 where they are similar to requirements contained in Ohio Rev. Code
Chapter 5705. The more specific requirements contained in Ohio Rev. Code Chapter 6101 trump those contained in Chapter 5705. Auditors should apply the provisions of Ohio
Rev. Code Chapter 5705 when Chapter 6101 does not address budgetary restrictions applicable to conservancy districts.

# Joint Township Cemeteries and Union Cemeteries are not subject to Ohio Rev. Code Chapter 5705 because they are not taxing authorities as defined in Ohio Rev. Code
85705.01. Unlike Joint Township Cemeteries and Union Cemeteries, Union Cemetery Districts are subject to Ohio Rev. Code Chapter 5705. In a Union Cemetery District, the

legislative authority of each municipal corporation and the board of township trustees of each township, jointly, is the taxing authority. However, this distinction does not affect the
application of Ohio Rev. Code §5705.01 on a union cemetery district, which is specifically noted as a “subdivision.”

* Ohio Rev. Code Chapter 5705 does not apply. However, §121.37(B)(5)(a) requires the council to file an annual budget with its administrative agent.
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Chapter 1: Budgetary & Certain Related Requirements (continued)

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
General Budgetary
Requirements
5705.36; 5705.38; 5705.41(A),

5 (B), (C_:) _and (D); and 5705.42 v v v v v v v
Restrictions on vy
appropriating/expending money
5705.40 Amending or

6. supplementing appropriations; 4 4 v v v L v
contingencies

7 57_05.41(D_) _“Blanket” fiscal v v v v v v v
officer certificates =
9.34 Establish different fiscal

8. year-ends for entities other than v v v v v v v
schools

9 5_705 Requirements for taxing v v v v v v
districts that do not levy a tax
5705.02, .07, .18, and Art. XII

14. | Sec 2 of Const. of Ohio Ten Mill v v v v v v v
limitations

15. | 5705.09 Establish funds v v +3 v +~ v +

16. 5705.10, 5731.48 Distribution of v v v v v v v
levy revenue =

17, 5705.12 Permission to establish v v v v v v v
funds =

18. | 5705.14-.16 Transfer funds® v v v v v v v
Various 5705 Sections & AOS

19- | Bulletin 97-003 — Advances ° v v v v v 4 v

20. 5705.13 Reserve Accounts & v v v v v v v
Funds =

® This only applies to township waste disposal districts.

® Bulletin 97-03 applies to entities subject to RC 5705. This Bulletin describes the AOS’ position regarding using transfers to advance / loan money from one fund to another.
Auditors should also refer to OCS Chapter 1, Appendix A, Transfers and Advances, for additional guidance related to transfers and advances.
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Matrix 1

Chapter 2: Contracts and Expenditures

Jt. Joint .
Ment. | Jt. Juv. Town- Union Soil R_ﬂg@s
Healt | Detenti | Regional Solid ship or Cem- and Educatio! Conser-
Step h on Planning | Waste Union etery Airport Water District | vaney
No. Requirement Dist. | Facility | Comm’'n Dist. Cem. District | Authority | FCFC | District | ESC —_ District
General
10. Y
1L !
0. 153.50, 153.51,. 153.52 Bids and . v v v
contracts for buildings/structures
21. | 4115.04, 4115.05 Prevailing wage v v v v v v v v ; v
29 9.314 Reverse .Internet auction in v v v v v v v v v v v v
lieu of sealed bids =
23, 9.24 Unresolved Findings for v v v v v v v v v v v v
Recovery =
Not
in Other bidding requirements9
oCs
340.03 Jt. Mental Health District *° v
2113.23 Regional Planning Comm. v

® These sections apply if the entity is required to bid in the circumstances listed under footnote 9, Other bidding requirements.

° The OCS does not include descriptions or recommended tests for the Other bidding requirements listed, but auditors should refer to these Ohio Rev. Code sections and test
them if material procurement occurred.

1% For joint mental health districts, bidding is not required, but the board should establish a contract review process. See Ohio Rev. Code §340.03(A)(8)(a).

1 When a regional planning commission enters into a purchase contract on behalf of a political subdivision, it shall follow the competitive bidding procedures in Ohio Rev. Code
§307.86-.92. (OCS step 2-5 includes a summary of Ohio Rev. Code §307.86.)
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Matrix 1

Chapter 2: Contracts and Expenditures (continued)

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
308.13 Airport competitive v
bidding
121.37(B) (5)(a)(i)FCFC v
competitive bidding *?
Not . _—
in 1515.08(H) Soil & Water District v
oCSs competitive bidding
6101.16 Conservancy district v
competitive bidding

12 Agreements and contracts a council’s administrative agent enters into for the purchase of family and child welfare or child protection services or other social or human services
for families and children are exempt from the competitive bidding requirements of 8307.86, if the FCFC council approved them. Please see §121.37(B)(5)(a) for further details.

Appendix F - 5



Matrix 1

Chapter 3: Debt £

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
1 133.2_2_ Leg. auth. anticip. v v v
securities =
1. 133.24 Tax anticipation notes v v v
1. 5705.03 Auth. to levy taxes v V14 v v V'
1 2)7(85.05 Gen. levy for current v v L
1. | 5705.09 Est. of funds v = v v
1 5705.10 Disp. and use of tax v v v
rev. =
1 321.34 Advg_ncelggayments to v
local authorities =
2 133.10, 133.22, and 133.24 v v v
Anticipation securities
4. | LrCFRS240.15c2-12 v v v v v v v v v | v v
Municipal securities
6. 133.29 Governments investing v v

in their own securities

31 the entity has a specific Ohio Rev. Code Section that refers to its ability to issue bonds, notes or anticipatory securities, that section takes precedence if there was a conflict

between it and the general debt provisions in Chapter 133.

" For solid waste districts and conservancy districts, the only parts of Ohio Rev. Code §5705.03 that apply are those sentences referring to a “taxing unit.”

18 |f any entity receives money from that county and the county is holding this money on behalf of the entity, the entity may ask for an advance.

7 The term Municipal Security refers to any local government security, not just those municipalities issue, pursuant to 15 U.S.C. §78c(a)(29).
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Matrix 1

Chapter 4: Accounting and Reporting

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
Accounting & Reporting
Chapter
ORC 117.38 and 1724.05;
1. OAC 117-2-03 (B): Annual v v v v v v v v v v v v
Financial Reporting B
5, | OAC 117-2-02 Required v v v v v v v v v v v v
accounting records =

Note: ESCs are the only entities on this matrix required to follow GAAP. However for all entities listed on this matrix, auditors and financial statement preparers
should read the guidance in AOS Bulletin 2008-01.
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Matrix 1

Chapter 5: Deposits and Investments

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
Step No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
Subdivisions Other Than
Counties
1 135.14 and 135.144 Eligible
through | investments of interim v v v v v v v v v v
3 monies
135.18 & 135.181; 12 CFR
4. 330 Collateral for public v v v v v v v v v v v
deposits
5. 135.21 Crediting invest. v v v v v v v v v v
earnings
5. 5705.10 Disposition of tax v v v
revenues and proceeds
6. (Airports follow county
Through | investing requirements per v
8. RC 308.12.)
9 135.351 Crediting-interest ¥ ¥ ¥ ¥ ¥ e ¥ ¥ e ¥~
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Matrix 1

Chapter 6: Other Potentially Direct and Material Laws and Reqgulations

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
ORC 9.833 and 305.172:
L Health Care Self Insurance®® v v v v v v v v v v 4 v
2. 2744081 LIabI'Ity self- \/ ‘/ ‘/ \/ \/ ‘/ \/ ‘/ \/ ‘/ \/ \/
insurance =
Payroll Taxes
9. Federal, state and local taxes v v v v v v v v v v v v
10. | Employees’ retirement system v v v v v v v v v v v v

18 See bulletin 2001-05 appendix 2 for a detailed table regarding the specific requirements for each type of self-insured subdivision. Only test the OCS steps to the extent they
apply and are mandatory for the subdivision under audit.
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Matrix 1

Chapter7: Checklist for Other Laws and Reqgulations

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
Contracting & Purchasing
Various — use of government
2 credit/ purchasing cards, cell v v v v v v v v v v v v
phones, government-owned =
equipment, etc.)
Various — travel
3 Eeimbursements (|n(ilud|ng v v v v v v v v v v v v
frequent flyer miles” accruals/ =
usage)
Accounting and Reporting
5. 9.38 Deposits of public money v v v v v v v v v v v v
6. | ponzzMeeting of public v v v v v v v v v v v v
records =
Deposits and Investments
30. | 1350332 eic-designating + + + + + + + i i i i i
depositories-ete: =
26, | Yarious - investment v v v v v v v v v | v v v
education =
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Matrix 1

Chapter 7: Checklist for Other Laws and Reqgulations (continued)

Joint .
Jt. Town- Union Soil R_Qg%s
Ment. Jt. Juv. Regional | Solid ship or Cem- and Educatiol Conser-
Step Health | Detention | Planning | Waste Union etery Airport Water District | vancy
No. Requirement Dist. Facility Comm’'n Dist. Cem. District | Authority | FCFC | District | ESC _ District
Fraud, Abuse, and lllegal Acts;
Conflict of Interest; Ethics
27, | 1979 Op. Aty Gen. No. 79-111 v v v v v v v v v | v v v
Prohibitions from holding office =
27 Varl%Js fraud, abuse & illegal v
acts =
Prohibited Political Activity
28. | Vvarious® v
Bonding Requirements
29. 215_1_.70 Jt. Juv. Detention v
Facility
29 3539.36 Union Cemetery District v
29. | 308.12 Airport Authority ** v
29. | 1515.07 Soil & Water District v
29. | 6101.12 Conservancy District % v
Other Special Entity
Requirements
ORC 343.01, 3734.52, 3734.55,
3734.56, 3734.57(B), 3734.573
32. | and 3734.57(G) — Expenditures v
by solid waste management
district)
121.37(B)(1) Establishment and v
36. ; >
membership on Family and

19 Some provisions of these OCS Sections have general applicability while others do not. Also, other requirements may apply. Auditors should be alert for circumstances which
raise questions about whether such activity has occurred and seek legal counsel when questionable activity is noted.

% The clerk-treasurer shall be bonded in an amount equal to or greater than the cemetery fund, but not less than $1,000.
2! The secretary-treasurer shall be bonded in an amount required by the board.

22 For Conservancy Districts, the board may require any officer or employee to give bond and the board may determine the amount.
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‘ Children First Councils

Matrix 1

Chapter 7: Checklist for Other Laws and Requlations (continued)

Joint Joint Union Soil Regional
Mental Jt. Juv. Regional | Solid | Township | Cem- and Student | Conser-
Step Health | Detention | Planning | Waste | or Union etery Airport Water Education | vancy
No. Requirement District Facility Comm’n | District | Cemetery | District | Authority | FCFC | District | ESC District District
37 121.37(B)(5)(a) Administrative v
Agent
1347 Storage, Use and
38. | Distribution of Personal v v v v v v v v v v v v
Information .
39. 117.13(C)(3) Allocating Audit v v v v v v v v v v v v

Costs
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Matrix 2

Chapter 1: Budgetary & Certain Related Requirements

Council | Regional | General Joint Comm. & | State | Joint | Joint | Joint DC
Step Library of Water & Health Rec. Park Technical | Colg./ | Amb. | Fire | Police | Port | Ag. &
No. Requirement z Gov't Sewer District | District | District | College Univ. | Dist. | Dist. | Dist. | Auth. | Soc. | CIC
Gen Budgetary 24 25 26 27
. 24 24
Requirements

2% An association library organized and operating prior to January 1, 1968 may participate in the proceeds of a county library and local government support fund ONLY where
there are rules in place guaranteeing the benefit of the library to all inhabitants [Ohio Rev. Code §5705.28(D)]. ORC 8§5705.28(D) applies to association libraries and provides
that to participate in the local government support fund, they must (1) demonstrate that their laws allow access to all people and (2) submit an estimate of revenue/expenditures to
the taxing authority. (Association libraries receiving monies from the library and local government support fund must also follow the depositing and investing requirements of
Chapter 135. See OCS Chapter 5 for Chapter 135 requirements.)

24 If these entities levy taxes, the checkmarks apply. However, often they do not levy taxes. When they do not levy taxes, Ohio Rev. Code §5705.28 (B)(2) requires a comparable,
but somewhat streamlined budget process. Ohio Rev. Code §5705.28(B)(2) requires entities to follow §5705.36, .38, .40, .41, .43, .44, and .45. However, documents prepared in
accordance with these sections need not be filed with the county auditor or county budget commission. Also, while Ohio Rev. Code §5705.39 does not apply, §5705.28(B)(2)(c)
prohibits appropriations from exceeding estimated revenue (i.e. receipts + beginning unencumbered cash). Ohio Rev. Code §4582.13 requires re-appropriation of surplus funds for
Port Authorities.

% Ohio Rev. Code §3709.28 establishes budgetary requirements for General Health Districts, which are similar to certain Ohio Rev. Code Chapter 5705 budgetary requirements.
On or about the first Monday of April the district must adopt an itemized appropriation measure. The appropriation measure, together with an itemized estimate of revenues to be
collected during the next fiscal year, shall be certified to the county budget commission. Subject to estimated resources, the board of health may, by resolution, transfer funds from
one appropriation item to another, reduce or increase any item, create new items, and make additional appropriations or reduce the total appropriation. Such appropriation
modifications shall be certified to the county budget commission for approval.

You should cite Ohio Rev. Code § 3709.28 if a General Health District: (1) does not adopt an itemized appropriation; (2) does not itemize estimated resources; or (3) appropriates
more than its estimated resources as submitted to the county budget commission. Cite Ohio Rev. Code 85705.41(B) & (D) if a general health district: (1) disburses or encumbers
more than appropriations at the legal level of control, or (2) obligates district moneys without the certification that section requires. Ohio Rev. Code §5705.28(C)(1) requires
general health districts to file an estimate of contemplated revenue and expenses with the municipalities and townships within the district. They must file this by about June 1
(forty-five days prior to July 15). The county auditor cannot allocate property taxes from the municipalities and townships within the district if such filing has not been made
(1984 Op. Atty. Gen. No. 84-013).

% This column indicates which general compliance requirements are applicable to agricultural societies. However, auditors must also test the compliance requirements specific to
agricultural societies that are described within OCS Appendix H.

27 Ohio Rev. Code Chapters 1724 and 1726 apply to community improvement corporations (CICs) and development corporations (DCs), respectively. Other than financial

reporting (see OCS Chapter 4) the OCS does not include requirements generally considered to be direct and material. When auditing these entities, auditors should review the
entity’s articles of incorporation, by-laws, and contract, grant and debt agreements, to determine whether potentially direct and material requirements apply.
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Matrix 2

Chapter 1: Budgetary & Certain Related Reguirements (continued)

Reg . . . .
. General Joint Comm. & | State | Joint | Joint | Joint DC
Step Library gfoggsflt Wzter Health Rec. E?Sr,l[( Technical | Colg./ | Amb. | Fire | Police :l?tr; Ag &
No. Requirement Sewer District | District College Univ. | Dist. | Dist. | Dist. Soc. | CIC
1. 5705.34 Certify tax levies v v v v v v v v
2. 5705.36 Cert. of revenue v v v v v v v v
5705.36-Amended-certest
3 v~ ¥ A ¥ A A A
res:
3 5705.38 Apnual 28 v v v v v v v v
appropriations =
5705.36 & 5705.39
4, Amended Certificates and v v v v v v v v

Limitation of appropriations

5705.36; 5705.38;
5705.41(A), (B), (C) and
5 (D); and 5705.42 29 v 30 v v v v v v v
Restrictions on =
appropriating/expending
money

5705.40 Amending or
6. supplementing v v v v v v

appropriations

(AN
<

5705.41(D) “Blanket” fiscal | 29 V3
officer certificates

\,
<\
<
<
\
<\
\
(AN
<

9.34 Establish different
8. fiscal year-ends for entities v v v v v v
other than schools

I
<\

28 Ohio Admin. Code §117-8-02 requires libraries to appropriate annually, and prohibits expending more than appropriated.

% The majority of ORC Chapter 5705 applies to “subdivision”, “taxing units”, and “taxing authorities”. However, R.C. 5705.41 also applies to “district authorities”. Public library
boards do not fall under any of these definitions, except, under certain circumstances, they can be considered district authorities. OAG 82-056 concluded that a board of public
library trustees deriving funds from two or more subdivisions is therefore a district authority, subject to Ohio Rev. Code §5705.41. The Opinion provides that library funds derived
from property tax proceeds are actually funds derived from the state, rather than funds derived from two or more subdivisions. The Opinion also provides that a special tax levied
pursuant to R.C. 5705.23 would similarly not be considered “funds derived from two or more subdivisions” since the taxing authority’s role would be strictly ministerial. The
Opinion concludes by offering some examples of what could meet this definition, including the following levies: R.C. 5705.06(B), 5705.19(D), 3375.07, 3375.23, 3375.09,
3375.18, 3375.31, 3375.31 and 3375.42.

% The only part of Ohio Rev. Code §5705.41 that does not apply to a general health district is §5705.41(A). Instead, Ohio Rev. Code §3709.28 applies to health districts. See
related footnote on preceding page.

%1 5705.44 contains an exception that payments made from “earnings” are not required to use the 5705.41 (D) certificate. Therefore, payments from the utility operating fund do
not require certification. (However, payments from utility grant funds DO require certification.)
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Matrix 2

Chapter 1: Budgetary & Certain Related Requirements (continued)

Council | Regional | General | Joint Comm. & | State | Joint | Joint M DC
Step of Water & Health Rec. Park Technical | Colg./ | Amb. | Fire M Port Ag. &
No. Requirement Library | Gov't Sewer | District | District | District | College | Univ. | Dist. | Dist. | RISt | auth. | SOC- | cic
ORC 5705 Requirements for
9. taxing districts that do not levy a v v v v v v v v
tax
Additional Public Library
Requirements
13. | 5705.23 Special levy v
Generic Requirements of
Revenue, Funds and
Transfers
5705.02, .07, .18, and Art. XII
14. | Sec 2 of the Const. of Ohio Ten v v v v v v 4 v
mill limitations
15. | 5705.09 Establish funds A v ¥ v v v v v
5705.10, 5731.48, and
16. | 3315.20(A) Distribution of levy v v v v v v 4 v
revenue
17, f5u7nOdSs.12 Approval to establish v v v v v v L v
18. | 5705.14-.16 Transfer funds v 4 v v v v v v
Various 5705 Sections & AOS
191 Bulletin 97-003 — Advances® v v v v v v 4 v
20. 5705.13 Reserve Accounts & v v v v v v v v
Funds Y
Add’l College Requirement
3354.10(A), 3357.10, 3358.06,
23. | 5705.41(D) Treas. fiscal v v

certificate

% Auditors should refer to OCS Chapter 1, Appendix A, Transfers and Advances, for guidance on using transfers and advances.
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Matrix 2

Chapter 2: Contracts and Expenditures

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park Technical | Colg./ | Amb. | Fire | Police | Port | Ag. &
No. Requirement Library Gov't Sewer District | District | District | College Univ. [ Dist. [ Dist. | Dist. | Auth. [ Soc. | CIC
Colleges and Universities
9.312, 3354.16, 3355.12,
17. | 3357.16, 3358.10 Bidding on v
improvement contracts
Libraries
18. | 3375.41 Contracts over $25,000 v
General
153.50, 153.51, 153.52 Bids and
20. | contracts for buildings/structures v v v v v v v
29 _9.3_14 Reverse Int_ernet auction v v v v v v v v v v v v v
in lieu of sealed bids =
23 9.24 Unresolved Findings for v v v v v v v v v v v
Recovery =
Other *
Not | 167.08 Councils of government:
in contracts for services to political v
OCS | subdivisions
6119.10 Regional water and
sewer district: competitive v
bidding
3709.08, 3709.081, 3709.085
General health district v
contracting provisions

%3 These sections are applicable if the entity is required to bid.

% These sections are not included in the OCS, but auditors should test if material activity occurred.
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Matrix 2

Chapter 2: Contracts and Expenditures

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park Technical | Colg./ | Amb. | Fire | Police | Port | Ag. &
No. Requirement Library Gov't Sewer District | District | District [ College Univ. | Dist. | Dist. | Dist Auth. | Soc. | CIC
Not 1545.09 Park district:
in contracting procedures required v
OCS | in bylaws
505.72 Gen. contracting v
procedures, 505.376 Bidding
505.42 Contracts v’ v
4582.12 Competitive Bidding V'3

% Joint fire districts are subject to contracting provisions in Ohio Rev. Code §731.14 ($25,00050,000 bidding threshold) to §731.16.

% In addition to Ohio Rev. Code §4582.12 bidding requirements, note that port authorities need not bid for the lease, sale or lease with an option to purchase certain land and

equipment. See Ohio Rev. Code §4582.06(F)(1).
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Matrix 2

Chapter 3: Debt ¥

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park | Technical | Colg./ | Amb. | Fire | Police | Port Ag. &
No. Requirement Library | Gov't Sewer | District | District | District | College | Univ. | Dist. | Dist. | Dist. | Auth. | S°¢ | cic
1 133.2_2_ Leg. auth. Anticipation v v v v v v v v
securities =
1. 133.24 Tax anticipation notes v v v v 38 v v
1. 5705.03 Auth. to levy taxes V'3 v v'39 v v v v v
1 2)7(85.05 Gen. levy for current v v v v i v
1. 5705.09 Est. of funds v v v v v
1 zrsg\?s.lo Disp. and use of tax v v v v i v
2. | 133.0,133.22, and 133.24 v v v v v v | v | v | v |V
Anticipation securities =
3 3375.404 Additional borrowing v
' authority (Libraries)
securities A
5 505.401 Additional borrowing v
' authority (Fire Districts) A
6. 133_.29 Governr_n_ents investing in v v v v v
their own securities =

%7 If the entity has a specific section that refers to its ability to issue bonds, notes or anticipatory securities, that section would supersede the general debt provisions in Chapter 133.

% For state universities, under Ohio Rev. Code §3345.66, they can issue notes, and this section states that Chapter 133 does not apply. However, if issuing bonds, Chapter 133
apples.

% For regional water and sewer districts and park districts, the only parts of Ohio Rev. Code §5705.03 that apply are those sentences referring to a “taxing unit.”
“0 County Library districts and regional library districts must follow Ohio Rev. Code Chapter 133. For all other libraries, only parts (A) and (B) of Ohio Rev. Code §133.10 apply.

*I The term Municipal Security refers to any local government security, not just those municipalities issue.
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Matrix 2

Chapter 4: Accounting and Reporting

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park | Technical | Colg./ | Amb. | Fire | Police | Port Ag. &
No. Requirement Library | Gov't Sewer | District | District | District | College | Univ. | Dist. | Dist. | Dist. | Auth. | S°¢ | cic
Accounting and Reporting
Chapter
ORC 117.38 and 1724.05; OAC
1. 117-2-03 (B): Annual Financial v v v v v v v v'42 v v v v v
Reporting 7
ORC 1724.05 & 1726.11;
2. - v
Annual Reporting
5 OAC 117-2-02 Requwed ‘/ \/ \/ ‘/ \/ ‘/ ‘/ ‘/ ‘/ ‘/ i \/

accounting records

Note: Community improvement corporations and development corporations are the only entities on this matrix required to follow GAAP. However for all entities
listed on this matrix, auditors and financial statement preparers should read the guidance in AOS Bulletin 2008-01.

%2 Ohio Rev. Code §3345.72(b) requires state universities and colleges to submit annual financial reports to the Auditor of State within 4 months after the end of the fiscal year (see
Auditor of State Bulletin 2001-012).
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Matrix 2

Chapter 5: Deposits and Investments

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park Technical | Colg./ | Amb. | Fire | Police | Port Ag. &
No. Requirement Library Gov't Sewer District | District | District [ College Univ. | Dist. | Dist. | Dist Auth. | S°C- | cic
Subdivisions Other Than 43 44 45
Counties
1 .
through 13514 and 135144 E|Ig|b|e ‘/ \/ ‘/ ‘/ ‘/ \/ \/ ‘/
3 investments of interim monies =
135.18 & 135.181; 12 CFR 330
4. Security for repayment of v v v V46 v v v v v
public deposits
5 13521 and 135351 Credltlng v v V47 v v v v v
invest. Earnings =
5 5705.10 Disposition of tax v v v v v v
revenues and proceeds =
8 135.37 Security for county v
) deposits

“* While not subject to Ohio Rev. Code Chapter 135, Ohio Rev. Code §167.04 requires a council of government’s bylaws to address investing, depositing and disbursing funds.
“ For regional water and sewer districts, Ohio Rev. Code §6119.16 addresses investing funds and crediting interest.
** Ohio Rev. Code §3354.10(A) and §3357.10 prescribe depository and security requirements for community and technical colleges.
“® 1f a park district appoints a treasurer, then Ohio Rev. Code §131.18 and §131.181 may apply. If a treasurer is not appointed, two things could happen:
a. The board can resolve to select a depository per §135.01-135.21, in which case §135.18 or §135.181 apply (OCS step 5-4); or

b. If board resolutions are silent on this matter, the district must follow the procedures for county funds, which is Ohio Rev. Code §135.37 (OCS step 5-8)

" 1f a park district appoints a treasurer, Ohio Rev. Code §135.21 applies. If a park district does not appoint a treasurer, §135.351 applies. Ohio Rev. Code §135.351 requires park
districts to credit interest as provided in §1545.22.
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Matrix 2

Chapter 6: Other Potentially Direct and Material Laws and Regulations

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park | Technical | Colg./ | Amb. | Fire | Police | Port Ag. &
No. Requirement Library Gov't Sewer District | District | District [ College Univ. | Dist. | Dist. | Dist. | Auth. Soc. | ¢cic
Care Self Insurance =
2. 2744.081 Liability self-insurance v v v v v v v v v v v v v
11, | FundingforCounty-Law-Library ¥
Resources-Fund
9. Federal, state and local taxes v v v v v v v v v v v v v v
10. | Employees’ Retirement Sys. v v v v v v v v v v v v

“8 See bulletin 2001-05 appendix 2 for a detailed table regarding the specific requirements for each type of self-insured subdivision. Only test the OCS steps to the extent they
apply and are mandatory for the subdivision under audit.
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Matrix 2

Chapter 7: Checklist for Other Laws and Regulations

Council | Regional | General | Joint Comm. & | State | Joint | Joint | Joint DC
Step of Water & | Health Rec. Park Technical | Colg./ | Amb. | Fire | Police | Port Ag. &
No. Requirement Library | Gov't Sewer | District | District | District | College | Univ. | Dist. | Dist. | Dist. | Auth. | S°C | cic
Contracting and Purchasing
Various — use of government
2 credit/ purchasing cards, cell v v v v v v v v v v v v v v
phones, government-owned =
equipment, etc.)
Various — travel reimbursements
3. (including “frequent flyer miles” v v v v v v v v v v v v v
accruals/ usage)
Accounting and Reporting
9.38 Deposits of public money v v v v v v v v v v v v v
121.22 Meeting of public bodies v v v v v v v v v v v v v
of public records =
brar
Payroll Taxes
24. | Federal-state-andlocaltaxes A ¥ ¥ + ¥ + ¥ + + ¥ ¥ + < | A
25. | Employees Retirement Sys: ¥~ ¥~ ¥~ ¥~ ¥ ¥~ ¥~ ¥ ¥ ¥ ¥ ¥
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Matrix 2

Chapter 7: Checklist for Other Laws and Reqgulations (continued)

Reg
Water | General Comm. & | State | Joint | Joint | Joint Ag. DC
Step Libr | Council & Health Joint Rec. Park | Technical | Colg./ | Amb. Fire | Police | Port | Soc. &
No. Requirement ary of Gov't | Sewer District District Dist College Univ. | Dist. Dist. Dist. | Auth. CIC
Compensation Requirements
25. | Compensation, etc. v v
Deposits and Investments
30. | Various—-Eligible-deposits,-ete. ¥ ¥ ¥ v~ e i v~
26. Variou§ - ipgvestment v v v v v v v v
education =
Fraud, Abuse, and lllegal
Acts; Conflict of Interest;
Ethics
27, | 1979 0P Atly Gen. No. 79411 1)/ v v v v v v v | v | v | v |V
Prohibitions from holding office
27. | Various™
Prohibited Political Activity
28. | Various *°
Bonding Requirements
29. | 1545.05 Park commission V5t
29. | 3375.32 Library clerk v'51
29. | 505.71 Joint ambulance district v'5L
29. | 505.372 Joint fire district clerk v'5l
29. | 505.484 Joint police district vl
3g, | 1347 Storage, Use and v v v v v v v v v v v v | v | v
Distribution of Personal Info. =

“° If the treasurer of an entity invests under Ohio Rev. Code §135.14, the training requirements in §135.22 may apply.

% Some of the provisions of this OCS Section have general applicability while others do not. Also, other requirements may apply. Auditors should be alert for circumstances
which raise questions about whether such activity has occurred and seek legal counsel when questionable activity is noted.

> For park districts, the bond amount is $5,000. For libraries, joint ambulance districts and joint fire districts, the board determines the clerk/treasurer’s bond amount. Each
university’s Ohio Rev. Code section prescribes its bonding requirements.
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Matrix 3

Chapter 1: Budgetary & Certain Related Requirements

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
1. 5705.34: Certification of tax levies v v v 4 v
2. 5705.36: Certification of available revenue v v v v v
3 5705.36: Amended certificates of estimated resources ¥ ¥ ¥ ¥ ¥
3. 5705.38: Annual appropriation measure v v v v v
4 5705.36 & 5705.39: Amended certificates and appropriations limited by estimated v v v v v
resources
5 519@@@ 5_705.38; 5705.41 (A)(B)(C) and (D); 5705.42:Restrictions on the v v v v v
appropriation/expd. of money
6. 5705.40: Amending or supplementing appropriations v v v 4 v
7. 5705.41 (D): “Blanket” fiscal officer certificates v v v v v
9.34: Establishing different fiscal year ends for subdivisions other than school districts or
8. - . o v v v v
a county school financing district
9. ¥ N ¥ ¥
9. 5705.28 Requirements for taxing districts that do not levy a tax: v v v v v
10 5705.391 and OAC 3301-92-04: School districts and community schools prepare 5-year v v
) projections
11. 5705.412: Restriction upon school district expenditures v
12. 3315, 3317; and 117-2: Capital reserve accounts v
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Matrix 3

Chapter 1: Budgetary & Certain Related Requirements (continued)

Public

Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
14. 5705.02: Ten-mill limitation v v v v v

15. 5705.09: Establishing funds v v v v v

16. 5705.10, 5731.48 and 3315.20(A): Distributing revenue derived from tax levies, etc. v v v v v

17. 5705.12: Permission to establish funds v v v v v

18. 5705.14, 5705.15, 5705.16: Transfer of funds v v v v v

19. Auditor of State Bulletin 97-003, and various ORC Sections: Advances v v v v v

20. 5705.13 (A): Reserve balance accounts and funds v v v v v

21. 5101.144: Use of Children Services Fund for all such receipts v

22. 339.06: Organization of board of trustees; funds; administrator (hospitals) v
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Matrix 3

Chapter 2: Contracts and Expenditures

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
1 715.18, 731.02, 731.14, 731.141, 735.05, 735.051, 735.052, 735.053, 737.03 and v v
) 2921.42: Municipal contracts
2. 731.16, 735.07: Altering or modifying municipal contracts v v
3. 117.16(A), 723.52 — Force Accounts [Certain] Municipal Corporations [Cities/Villages] v v
4. 305.30: Responsibilities of the county administrator v
5 305.27, 319.16, 307.86, 307.87, 307.88, 307.91, and 9.37 County payments to be by v
’ auditor's warrant; Competitive bidding
6. 117.16(A), 5543.19 — Force Accounts — Counties
7 505.08, 505.101, 505.42, 505.267, 505.37, 505.42, 505.46, 507.11(B), 511.12, 515.01, v
’ 5549.21, and 5575.01: Township expenditures
8. 117.16(A), 5575.01 — Force Accounts — Townships v
3313.33: Conveyances and contracts v
10. 125.04(C), 3313.46, and 3313.533: Procedures for bidding and letting of contracts v
11 3313.33(B), .37, .375, .40, and .41: Acquisition of school real estate, building, /52

equipment

%2 Ohio Rev. Code §3313.33(B) and 3313.37 do not apply to community schools. Ohio Rev. Code § 3313.375 does apply to community schools.
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Matrix 3

Chapter 2: Contracts and Expenditures

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
Chapter 3318: Permissible expenditures for school districts participating in the
12, iy - v
Classroom Facilities Loan Program (and related classroom facility programs)
13- ¥
13. Community School Bidding Requirements 4
14. 3314.24(A) E-school leases for instructional space v
15 339.05: County hospital bidding procedures and purchasing policies for v
’ supplies/equipment
16 749.26, 749.27, 749.28, 749.29, 749.30, and 749.31: Municipal hospital contract v
’ procedures
19. 9.48: Joint contracting and purchasing programs for counties and townships v v
20. 153.50, 153.51, 153.52: Bids and contracts for buildings/structures v v v v v
21. 4115.04, 4115.05: Prevailing wage rates™ v v v v
22. 9.314: Reverse Internet auction in lieu of sealed bids (all political subdivisions) v v v v v
23. 9.24 Unresolved Findings for Recovery v v v v v

%% This step cannot be superseded by home rule powers.
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Matrix 3

Chapter 3:Debt

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
Ohio Const. Art. Xll, Section 11; Ohio Const. Art. XVIII, Section 12, ORC 133.10, 133.22
1. 133.24, 321.34, 5705.03, 5705.05, 5705.09 and 5705.10; 1981 Op. Atty Gen. No. 81- v v v v v
035: Retiring Debt
2. 133.10, 133.22 & 133.24: Anticipation Notes v v v v v
4. 17 C.F.R. § 240.15¢2-12: Issuing Municipal Securities v v v v v
6. 133.29; 731.56 Governments Investing in Their Own Securities v v v v v
7. 3314.08(J): Foundation Anticipation Notes 4
8. 3318.50(B); School Classroom Facilities Loan Guarantee Program v
9. 3314.30 Community school revolving loan program 4
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Matrix 3

Chapter 4:Accounting and Reporting

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
OAC 117-2-03 (B): GAAP Financial Reporting (counties, cities, school districts, and

L community schools) , ORC 117.38 v v v v v Y

3. 3314.024 Footnote disclosure of management company expenses v

4. 117.111(A) Security controls over counties’ electronic records v

5. OAC 117-2-02 Required accounting records v v v v v v

Note: Counties, Cities, STEM’s, and Community Schools are the only entities on this matrix required to follow GAAP. However for all entities listed on this
matrix, auditors and financial statement preparers should read the guidance in AOS Bulletin 2008-01.
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Matrix 3

Chapter 5: Deposits and Investments

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
1. 135.14, 135.144, 133.03(A)(1): Eligible investments for interim monies v v v v
2. 135.14, 133.03(A)(1): Other requirements v v v v
3. 135.142, 135.14(B)(7): Other allowable investments v v v v
4, 135.18, 135.37, 135.181; 12 CER 330: Security for repayment of public deposits v v v v v
5 Article XII, Section 5a, Ohio Constitution; ORC 135.21, 5705.131, and 5705.10; 1982 Op. v v v v
' Atty. Gen. No. 82-031: Allocating interest among funds
6. 135.34, 135.341: Investment advisory committee v
7a. 135.35: Eligible investments v
7b. 135.35: Other requirements v
8 Article XII, Section 5a, Ohio Constitution; ORC 135.351 and 5705.10; 1982 Op. Atty. v
’ Gen. No. 82-031: Allocation of interest among funds
9. Community School Investments v
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Matrix 3

Chapter 6: Other Direct and Material Laws

Public

Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School

1. ORC 9.833 and 305.172: Health Care Self Insurance™ v v v v v

2. 2744.081: Liability Self Insurance v v v v v v

3. OAC 3745-27-15 through 18: Landfill Certifications v v v v

4 3313.981(F), 3317.01, 3317.02, 3317.03 and 3321.04 :School District Average Daily v

) Membership

5. ORC 3313.64, 3314.03, 3314.08 — Community School Funding v

6- 33H4-03A by -Communib-School-Liabihty-nsurance ¥

6. 3314.08(1): Community School Tuition v

7. 3314.03 Sponsor monitoring of community schools 4

8. 507.09; 505.24(C) and OAG Op. 2004-036 Allocating trustee per diem costs to funds v

10. : - Allocating-motor-vehicle license-and-fuel-taxreceipts-to-support-the-coun <

engineer

9. Various federal and state codes: Income tax collection, liability etc v v v v v v

10. Various ORC sections: Definitions, rates of contributions etc v v v v v v

>* See bulletin 2001-05 appendix 2 for a detailed table regarding the specific requirements for each type of self-insured subdivision. Only test the OCS steps to the extent they
apply and are mandatory for the subdivision under audit.
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Matrix 3

Chapter 7: Checklist

Public
Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
1 307.93(F), 341.25, 753.22, and 2301.57: Establishment and accounting treatment of v v v
' Commissaries
Misc. local legislative body policies; charter requirements (for use of cell phones,
2. government credit cards and purchasing cards, and government-owned vehicles and v v v v v v
equipment)
Misc. local legislative body policies; charter requirements; Ohio Ethics Commission
3 Advisory Opinion No. 91-010; Ohio Rev. Code Sections 102.03(D) and (E), v v v v v v
’ 2921.42(A)(4), and 2921.43(A) (travel reimbursements; “frequent flyer miles”
accrual/usage)
4. 301.27, 301.29 County credit and procurement cards v
5. 9.38: Deposits of public money v v v v v v
6. 121.22: Meeting of public bodies to be open, exceptions, and notice v v v v v v
7. 149.43: Availability of public records v v v v v v
8. 2335.25: Cashbook of costs etc v
9. 2303.12: Books to be kept by clerk of the court of common pleas v
10. 2101.12: Records to be kept by the probate courts v
11. 2335.34 - .35: Unclaimed costs and fees (court of common pleas and probate court) v
12. 2151.18: Records; annual report; distribution (juvenile court) v
13. 1907.20: Records required of county courts v
14. 1901.31-.32: Municipal court records v v
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Matrix 3

Chapter 7: Checklist

Public

Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
15. 1905.21 and 733.40: Records required and disposition of receipts for mayor’s court v v

16. Various ORC Sections: Collection, custody and disbursement of fees, fines v v v

17. 2743.70, 2949.091, 2949.093 and 2949.094: Additional court costs 4 v v

18. Various-ORC Sections307.515: Fines and penalties to be paid to law libraries v v v

19. 2113.64, 2113.65: Unclaimed money (probate court) v

20. 319.04: Training and continuing education requirements for county auditors v

22: 319-11:-County-financial-reports A

21. 517.15: Permanent cemetery endowment fund v

24, Various-federal-and-state-codes:Income-tax-collectionliability-ete ¥ ¥ ¥ ¥ ¥ ¥
25- Various-ORC-sections:-Definitions,rates-of contributions-ete ¥ vﬁ N N ¥ ¥
22 505.6_0, 505.601, an(_j 2005 Op. Atty. Gen. No. 2005-038: Reimbursement of insurance v

premiums — Townships

23. 505.603 - “Cafeteria Plans” — Townships v

24, Various ORC sections: Vacation and sick leave benefits 4 v 4 v 4

25. Various ORC sections: Appointments, compensation, contracts etc v v v v v v
30: Various-ORG-sections:-Designating-depesitories ¥ ¥ ¥+ ¥+ ¥ —
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Matrix 3

Chapter 7: Checklist

Public

Step & STEM | Community
No. Requirement County | Township | City | Village | Schools School
26. 135.22, 321.46: Education requirements v v v v v

27. Various ORC Sections: Fraud, Abuse, and lllegal Acts; Conflict of Interest; Ethics v v v v v v
28. 9.03, 124.57, 124.59, 124.61, 3315.07(C): Political activities prohibited v v v v v

29. Various ORC Sections: Bonding requirements v v v v v v
30. 325.071, 325.12, and 325.13: Furtherance of justice allowance v

31. 325.07: Sheriff's transportation of prisoners allowance v

33. Various ORC Sections: Electric kilowatt-hour tax>® v v v

34. Various ORC and OAC Sections: School licensing requirements v v
40- 3313.291---School-Distriet-Petty Cash-Aceounts ¥ —
41 3314-03(A)Community-School Tax-Status ¥
42. 3313.642 School-Feesfor Low-Income-Students A

35. 3313.666(A), (B), and (C) and 3314.03(A)(11)(d) Anti-Bullying Provisions v v
38. 1347 Storage, Use and Distribution of Personal Information v v v v v v
39. 117.13(C)(3) Allocating Audit Costs v v v v v v
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Appendix G

FOJ, SHERIFF TRANSPORTATION, AND LAW ENFORCEMENT
TRUST FUND -- AUDIT PROGRAMS

Auditors auditing counties should use the audit programs in this appendix to test the Sheriff and
Prosecutor Furtherance of Justice Funds, the Sheriff Transportation Fund, and any moneys county law
enforcement agencies receive from the Law Enforcement Trust Fund. Auditors should develop a
schedule for performing tests of compliance over these accounts on a rotational basis, with the audit
programs being applied at least every third year. You should occasionally test these requirements every
other year so the auditee cannot predict the year we will test this. We should not disclose our schedule to
the auditee. However, if problems were noted with one of the funds in the previous year, apply the audit
programs annually until the problems have been corrected (for example, the audit program procedures
should be applied if significant expenditures were noted in the previous year which were not supported by
appropriate documentation or were not for a proper public purpose). Auditors should also apply the audit
program procedures in any year in which the sample questions and procedures outlined in Chapter 7
identify significant unusual items.

Appendix G - 1



2012 Ohio Compliance Supplement Appendix G

Furtherance of Justice (FOJ) Audit Program

Per Ohio Rev. Code § 325.071 the sheriff’s annual FOJ appropriation equals % of the Sheriff’s salary.
Ohio Rev. Code § 325.06(A) and 325.18(C) prescribe sheriffs’ salaries. Note that the additional 1/8
salary paid to sheriffs per RC 325.06(B) is not includable in the FOJ calculation.

Per Ohio Rev. Code 8325.12, the prosecutor’s annual FOJ appropriation equals % of the prosecutor’s
salary. This appropriation is to cover expenses incurred in performing the prosecutor’s official duties and
in the furtherance of justice.

The statutes require the sheriff and the prosecutor to file with the county auditor by the first Monday in
January a full accounting of the expenditure of all funds from the FOJ account for the previous year. The
statute requires the redeposit of any remaining funds, including cash held by officers, to the county
treasury.

Suggested Audit Procedures — Compliance (Substantive) Tests:

1. Determine whether the sheriff and prosecutor filed a full accounting of expenditures of all funds
from the FOJ account with the County Auditor by the first Monday in January as required by
Ohio Rev. Code Section 325.071 and 325.12(E).

2. Examine the county’s computation of amounts payable from the general fund to the FOJ account
per RC 325.071 & 325.12. Compare the computation to actual payments. Investigate any
differences and determine whether the prosecutor received approval from the court of common
pleas under Ohio Rev. Code Section 325.13 to allocate any additional funds to the FOJ account.

3. Per AOS Bulletin 97-14, any amounts paid to the FOJ fund in excess of the statutory limits
described above will result in a finding for adjustment against the FOJ fund.

4. Determine whether a written internal control policy exists for administering and expending funds
in the FOJ account. Compare the county’s internal control policies to the guidance provided in
AOS MAS Bulletin/Circular 81-07 for consistency (available in the AOS Briefcase). Lack of a
clear, written policy should be communicated to the audit committee and/or management officials

of the County.
5. Does the policy establish clear internal controls regarding the distribution of the funds? If so:
= Do officers receiving cash sign a form or prenumbered, duplicate receipt for all money
received?
= Does the officer providing the cash also sign a form acknowledging the disbursement of
cash?

= Obviously the department should not obtain receipts for payments to informants. However,
do officers submit vendor invoices, cash register slips or other documentation to support
other uses of funds (similar to an imprest petty cash fund)?

= Are officers required to keep an Agent Expense Report or similar paperwork?

= What does the policy state an officer should do when a receipt cannot be obtained? Examine
evidence supporting whether or not officers comply with the policy.

= Does the policy require affidavits when officers pay cash to informants and for other
confidential purposes?

6. Obtain the county’s reconciliation of bank balances to the activity in the FOJ account cash book.
= Foot the reconciliation.
= Agree the bank balance per the reconciliation to the bank account statement balance.
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= Scan reconciling items for reasonableness.
0 Trace any relatively large outstanding checks or deposits in transit to subsequent
bank deposits or the date on which outstanding checks subsequently cleared the bank.
= Agree the book balance per the reconciliation to the FOJ account balance.
= Trace payment of the remaining year end FOJ balance to a receipt / revenue into the county
treasury, as RC 325.071 (sheriff) and RC 325.12(E) (prosecutors) requires.

7. Obtain the check register and review the payees* for reasonableness of the expenditure. If there are
checks written to the Sheriff or other high ranking officials, include these disbursements in the test
that step 7 describes.

*Due to the 21st Century Check Act, there are instances in which the bank is no longer able to
return an original paper check or a photocopy of an original paper check. Instead, the bank is able
to provide you with only a “display history” of a withdrawal from your checking account.
Information on a bank’s “display history” typically includes, but is not limited to, the number of
the account upon which the check is drawn, routing information, the person or entity to whom the
check was made payable, the purpose for which the money was paid, and the amount paid to the
person or entity. Because a bank’s “display history” of a withdrawal from a checking account
sets forth the same information that appears on an original paper check or a photocopy of an
original paper check, such a “display history,” like an original paper check or photocopy of an
original paper check, may provide a reasonable and reliable means by which a county prosecuting
attorney can accurately account for a disbursement from his furtherance of justice allowance. [AG
Opinion 2005-035] Also see AOS Bulletin 2004-10.

8. Select a representative group of disbursements from the year end FOJ report, listing the check
number, date, amount, and payee, and determine that:

= amount per the report agrees with the canceled check or receipt.

= check is properly endorsed and signed by the Sheriff

= expenditure is for furtherance of justice (almost everything counts except personal items—
see the guidance in Bulletin 81-07 and 97-14)

= Determine that the officer completes an affidavit to support confidential payments, describing
the amount of the expenditure and either the check number or the receipt number related to
the expenditure as well as a statement of a general nature of the expenditure. If an affidavit is
executed, the Auditor of State will not require production of the actual check or receipt and
will not make any further inquiry into the detail surrounding the expenditure unless there is
probable cause to believe that the affidavit is false. If no affidavit is executed, the officer
must produce sufficient documentation to support that the expenditure is for a proper public
purpose. Please note that a mere assertion by the officer that an expenditure is confidential is
not sufficient to negate the documentation requirements.

= Determine whether other (i.e. non confidential) disbursements are adequately supported by
original documents (e.g., original invoices, receipts, receiving report, etc.)

= Determine that checks do not appear to have been altered

= Determine whether amounts agree among related documents, and that computations
(footings, extensions, etc.) are correct.

Audit implications and/or management comments:
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Transporting Prisoners, Sheriff Travel and Training Audit Program

ORC 325.07 governs the Transportation of Prisoner account, and requires the county commissioners to
make monthly allowances to the Sheriff for his actual and necessary expenses, incurred and expended in
pursuing within or without the state or transporting persons accused or convicted of crimes or offenses.

Each Sheriff shall file under oath a monthly report containing a full, accurate, and itemized account of his
actual and necessary expenses, including telephone tolls and any other transportation expense mentioned
in this section, before the board allows the expense.

The statement shall show the number of cases, the court in which the service was rendered, and the point
from which a transportation vehicle was used.

The board may authorize a sum not exceeding 50% of the sheriff’s annual salary, as an advance necessary
for the duties within this section.

After approving the monthly report, the board may restore to the fund the amount the sheriff expended.
The sheriff shall pay any unexpended funds remaining at the end of the fiscal year into the county
treasury.

Suggested Audit Procedures — Compliance (Substantive) Tests:

1. Determine whether the advance amount did not exceed the permitted amount. Compare the amount
the statute permits (one half of the Sheriff’s salary), to the advance the commissioners approved.

2. Obtain a copy of the department’s written policies and procedures regarding transporting prisoners.
Use this policy as the criteria for the testing described below. If there are no written policies,
determine which policy, (i.e. the county’s travel policy or the sheriff’s travel policy) applies.

3. Scan selected sheriff’s monthly reports to the commissioners, and determine if they are itemized and
include all of the information required by law (i.e., the number of cases, the court in which the service
was rendered, and the point from which a transportation vehicle was used). In addition, review
several trips for reasonableness. For example, a trip to Florida might include transportation, meals,
and lodging. Every expenditure related to the transportation must be supported by an actual receipt
(hotel bills, itemized restaurant receipts, receipts for airline tickets, and a detailed description
regarding the prisoner transport).

4. Select a few* transportation costs during the audit period and determine if the expenditures related to
the trip are in compliance with the terms and limitations described in the policies obtained in Step 2
above. Obtain the expense reports the transporting officers submitted and compare the total expenses
incurred for the transport(s) to the total recorded on the report to the commissioners. Document any
discrepancies.

*Since we are not opining on this activity, we do not require a high level of assurance and need
not test 60 items.

Audit implications and/or management comments:
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Transporting Prisoners, Sheriff Travel and Training Audit Program
Travel and Training
Suggested Audit Procedures — Compliance (Substantive) Tests:

Select a few* conferences attended by the Sheriff and some of his top officers, comprising the largest
conference disbursements, and review the detailed expenditures reimbursed for each trip to determine if
they comply with the appropriate policy. In addition, review each trip for reasonableness. For example, a
conference such as the National Sheriff Association (NSA) probably would include transportation, meals,
and lodging. All expenses related to the trip should be recorded on one expense report for each individual
attending the conference. All expenses should be supported by receipts.

*Since we are not opining on this activity, we do not require a high level of assurance and need
not test 60 items. If conferences are infrequent, testing one might be sufficient.

Audit implications and/or management comments:
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Law Enforcement Trust Fund Audit Program

Mandatory Drug Fine

Ohio Rev. Section 2925.03 (F)(1) requires the clerk of a court to pay any mandatory fine imposed
pursuant to division (D)(1) of this section and any fine other than a mandatory fine imposed for a
violation of this section pursuant to division (A) or (B)(5) of section 2929.18 of the Revised Code to the
county. . . or state law enforcement agencies in this state that were primarily responsible for or involved
in making the arrest of, and in prosecuting, the offender. However, the Clerk shall not pay a mandatory
fine so imposed to a law enforcement agency unless the agency has adopted a written internal control
policy under division (F)(2) of this section that addresses the use of the fine moneys that it receives. Each
agency shall use the mandatory fines so paid to subsidize the agency’s law enforcement efforts that
pertain to drug offenses, in accordance with the written internal control policy adopted by the recipient
agency under division (F)(2) of this section. (Steps 1-5)

Ohio Rev. Section 2925.03 (F)(2) provides guidance on preparing an internal control policy which
describes the general types of allowable expenditures from the Law Enforcement Trust Fund. (Steps 1-5)

Ohio Rev. Code Section 2925.03 (F)(2)(b) states in part that each law enforcement agency receiving fine
moneys under (F)(1) of this section or division (B) of Ohio Rev. Code 2925.42 shall prepare a report
covering the calendar year that cumulates all of the information contained in all of the public financial
records kept by that agency pursuant to (F)(2)(a) of this section, and shall send a copy of the cumulative
report to the Attorney General by March 1. (Steps 1-12)

Forfeited Moneys

Ohio Rev. Code Section 2981.13(C)(2)(A) requires sheriffs and county prosecutors to adopt an internal
control policy relating to proceeds and forfeited money. The policy should address the use and disposition
of all the proceeds and forfeited moneys, the general type of expenditures to be made out of the proceeds
and forfeited moneys received, and records to be maintained.

Ohio Rev. Code Section 2981.11(B)(2) provides that any law enforcement agency that receives or uses
any proceeds or forfeited monies out of a law enforcement trust fund under section 2981.13 of the
Revised Code shall prepare a report covering the calendar year that cumulates all of the information
contained in all of the public financial records kept pursuant to this section and shall send a copy of the
cumulative report to the Attorney General by March 1. (Steps 1-12)

Suggested Audit Procedures — Compliance (Substantive) Tests:

1. Obtain the written internal control policy RC 2925.03(F)(2)(a) requires. The policy should address
the law enforcement agency’s use and disposition of all drug fine moneys received, and require using
detailed financial records of the receipts of the fine moneys, the general types of expenditures made
of this fine money, and the specific amount of each general type of expenditure.

The policy shall not provide for or permit the identification of any specific expenditure made for an
ongoing investigation. All financial records of receipts and expenditures by the law enforcement
agency are considered public records open for inspection.

2. Review the written internal control policy for the appropriate elements noted in step 1 above. (If we
reviewed the policy in a prior audit, scan for changes and document in the permanent file.)

3. Determine if the law enforcement agency implemented the written internal control policy and has
complied with the provisions pertaining to the use and disposition of drug fine moneys received,
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keeping of detailed financial records, allowability of expenditures made, and any limitations on the
amount of each general type of expenditure.

We should test this via procedures we use to determine if controls have been placed in operation.
These might include a walk-through and scanning a few disbursements and the related documentation
and financial records. See AOSAM 30500.45.

4. Obtain the report RC 2925.03(F)(2)(b) requires, covering the current fiscal year cumulating all of the
information contained in the public financial records kept by the agency and determine whether a

5. An additional fine imposed under RC 2929.18(B)(4) does not require distribution to LET funds under
R.C. 2925.03(F).

Instead, fines imposed under RC 2929.18(B)(4) must be used as provided in R.C. 2925.03(H). This
section requires fines to be used solely for the support of one or more eligible alcohol and drug
addiction programs. Determine if any such fines existed and were spent according to RC 2925.03(H).

6. Obtain the bank accounts and support documentation representing LET fund activity established by
the prosecuting attorney and by the sheriff.

7. Test the bank reconciliation.
= Foot the reconciliation.
= Agree the bank balance per the reconciliation to the bank account statement balance.
= Scan reconciling items for reasonableness. Trace any relatively large outstanding checks or
deposits in transit to subsequent bank deposits or the date on which outstanding checks
subsequently cleared the bank.
= Agree the book balance per the reconciliation to the LET fund accounting record’s balance.

8. Scan disbursements for any unusual items.
9. This step applies to both drug fines (RC 2925.03(F)(1) and forfeited money (RC 2981.13(B)(4)(b)).

Scan selected LET fund disbursements and supporting documentation (e.g. invoices, etc.) to

determine if they were used only for the following purposes (RC 2981.13(C)(2)(a)):

= protracted or complex investigations or prosecutions,

= to provide reasonable technical training or expertise,

= to provide matching funds to obtain federal grants to aid law enforcement,

» in support of DARE programs or other programs designed to educate adults or children with
respect to the dangers associated with the use of drugs of abuse,

= to pay the costs of emergency actions taken under RC 3745.13 relative to operating an illegal
methamphetamine laboratory if the forfeited property or money involved was that of a person
responsible for operating the laboratory,

= or other law enforcement purposes that the superintendent of the state highway patrol, department
of public safety, prosecutor, county sheriff, legislative authority, department of taxation, board of
township trustees, or board of park commissioners* determines appropriate.
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10.

11.

12.

= The funds must not be used to meet the operating costs of the prosecuting attorney or sheriff
(R.C. §2981.13(C)(2)(c)).

The funds’ use is also subject to the written internal control policy described in Step 1 above. If
transactions do not comply with the policy, we should cite noncompliance with the policy.

We require only a low level of assurance from this testing. Select sample sizes accordingly, or use
high dollar testing if it is more efficient and provides greater coverage.

Determine if the prosecuting attorney and sheriff have adopted a written internal control policy
addressing the use of moneys received from contraband as required by RC 2981.13(C)(2)(A). Test
costs selected in Step 9 above and ensure forfeited monies from drug related cases have been
expended only in accordance with the written internal control policy adopted.

Determine if the prosecuting attorney and sheriff have filed the report RC 2981.11(B)(2) requires
with the Attorney General by March 1. Auditors should send RC 2981.11(B)(2)_noncompliance

Determine if moneys from the sale of contraband were disbursed to the appropriate agency or fund as
indicated in the internal control policy.

Audit implications and/or management comments:
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Appendix H

AGRICULTURAL SOCIETY COMPLIANCE SUPPLEMENT

You should use this appendix for all audits of Agricultural Societies in addition to the general
laws and regulations noted as applicable to Agricultural Societies in the Legal Matrix within
Appendix F.

Agricultural societies incorporate as either county (per RC 1711.01) or independent (per RC
1711.02). Certain laws herein apply to one or both types. Each step describes to which type of
society it applies.

The applicable Ohio Compliance Supplement chapter is noted for each step. Those noted as
OCS Chapters 1 through 6 are laws and regulations that AOS normally considers “direct and
material” (i.e., where significant violations require reporting in the compliance and internal
controls report Government Auditing Standards requires). The sub steps in OCS Chapter 7 items
are matters the Auditor of State considers important for fulfilling a society’s stewardship
responsibilities, analogous to Chapter 7 in the Ohio Compliance Supplement. However,
noncompliance with those requirements may not require reporting as material noncompliance.
Auditors should evaluate the materiality of all noncompliance findings to determine the proper
reporting. See the Introduction to the Ohio Compliance Supplement for more on testing and
reporting requirements.
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Agricultural Society Compliance Supplement

IApplicability: County and independent societied|

OCS Chapter 1

Budgetary Compliance Requirement: An Agricultural Society is not required to follow the
budgetary statutes within ORC Chapter 5705. However, the Uniform Agricultural Society
Accounting System User Manual states:

Each agricultural society shall prepare an annual budget of its revenues and expenses. The
budget shall cover the period December 1st through November 30th.

The budget shall be considered and approved by the board of directors prior to the first day
of the ensuing fiscal year. The budget shall be prepared at the level of the accounts from the
chart of accounts which are used by the society.

Budgeted revenues and expenses should be distributed to the month they are likely to be
received and expended. The distributed monthly budget should be integrated into the
society’s accounting system.

Actual revenues and expenses shall be compared to budgeted amounts each month,
and reported to and reviewed by the board of directors. The board of directors shall
determine the reasons why actual expenses exceed or are less than budgeted
expenditures by making inquiries to fair management about the reasons.

The budglet is not legally binding unless the Board adopts a resolution making the budget legally
binding.

[Insert applicable budgetary requirements.]

* An appropriation is authorization to expend money.

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 Periodic Reviews/Comparisons of
Budgeted and Actual Amounts

e Presence of Effective Accounting System

! We believe Agricultural Society Boards should not present budgetary statements as part of their basic statements,
because they lack the legal authority to adopt” legally binding” budget as described in GASB Codification
2400.102. Therefore, if a Society adopts a budget and wishes to present it, the statements should present it as
supplemental information (not RSI). However, while not legally binding under the GASB criteria, over expending
the budget could be noncompliance with a Society’ budget resolution. Determining whether noncompliance exists
requires judgment based on whether the Society intends their budget to limit expenditures vs. being only a planning
tool, etc.
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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:

a.

Read resolutions and determine whether the society intends their budget to be legally
binding. If so, include a copy or abstract of the resolution in the permanent file, and include
step e below.

Inquire (or determine from reading the minutes) if amended or supplemental measures have
been passed.

Inspect the government’s records throughout the period to determine if updates and
adjustments were properly and timely posted.

Apply limited procedures to determine if the Board uses the budget to monitor activities.
Evidence of monitoring would include:

= Including a copy of budget vs. actual results in meeting agendas.

= Evidence in the minutes of discussion of results.

= Memos from board members to other employees investigating variances.

If the budget is legally adopted:
= Scan for negative variances at the legal level of control. Report these findings in the
management letter or GAGAS report depending on their significance.

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, significant
deficiencies/material weaknesses, and management letter comments):
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Note: Auditors should test the applicable prevailing wage requirements documented in
Chapter 2 of the OCS. Refer to Appendix F for guidance on specific applicability.

IApplicability: County societies|

OCS Chapter 3

3a. Debt Compliance Requirement: Ohio Revised Code Sections 1711.18 — Issuance of
county bonds to pay debts of county society; 1711.19 — Bonds; 1711.20 — Levy for
payment of bonds; and 1711.21 — Use of money raised by county taxation.

Summary of Requirement: In a county in which there is a county agricultural society indebted
fifteen thousand dollars or more and such society has purchased a fairground or title to such
fairground is vested in fee in the county, the board of county commissioners shall submit to the
electors of the county whether or not county bonds shall be issued and sold to liquidate such
indebtedness. If a majority of the voters vote in favor thereof, the board of county
commissioners shall issue and sell bonds of the county in the amount necessary. Such bonds
shall bear interest at not more than the rate RC 9.95 provides,? payable semiannually, and shall
be issued for a period of not less than ten nor more than twenty years.

From the proceeds arising from the sale of such bonds, the board shall pay off the indebtedness
for which such bonds were sold. The board of county commissioners shall levy a tax upon all
the taxable property on the tax duplicate of the county for the purpose of paying such bonds as
they mature and the interest thereon.

When money has been raised by taxation by a county for the purpose of leasing lands for county
fairs, erecting buildings for county fair purposes, or making improvements on a county
fairground, or for any purpose connected with the use of a county fairground or with the
management thereof by a county agricultural society, such money shall be used for such purpose
only.

Note: Bonds a county issues under this section are county liabilities, though the society may
agree to repay the county for debt service due on the bonds. (If the society contractually agrees
to pay the county for the debt service, the society’s notes should disclose a debt obligation to the
county. However, do not characterize the obligation as bonds payable.)

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 Bond Counsel/Lender Involvement

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

2 RC 9.95 states, “Interest shall not exceed the maximum or maximum average annual interest rate per annum
determined in or pursuant to the proceedings for the securities by the county commissioners.”
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Management’s communication of
changes in laws and regulations to
employees

Suggested Audit Procedures — Compliance (Substantive) Tests:

a.

b.

Inspect cash receipt records and minutes and determine if indebtedness exists.

For bonds a county issues during the audit period, compare disbursements of the proceeds to
the bond documents to determine if the proceeds were spent for purposes for which the bonds
were issued.

For bonds issued during the audit period, read bond contracts and summarize provisions
applicable to the Society, and save in the permanent file. The summary should describe:

= Purposes for which the debt was issued.
= Collateral
= An amortization schedule for any debt service the society owes to the county.

For years in which the society owes debt service to the county, agree payments to the
amortization schedule.

Determine if a debt footnote describes the purpose, original issue amount, collateral, and an
amortization schedule for this debt.

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, significant
deficiencies/material weaknesses, and management letter comments):
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IApplicability: County society|

OCS Chapter 3

3b. Debt Compliance Requirement: Ohio Revised Code Sections 1711.25 to 1711.30 — Sale,
lease, purchase, and exchange of sites by county society; payment for new site by county
funds or bonds; tax levy; and approval by electors.

Summary of Requirement: A county agricultural society may secure a different site for its
annual fair. If this occurs, auditors should review the Ohio Revised Code sections listed above
and develop appropriate audit 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

Knowledge and Training of personnel
e Bond Counsel/Lender Involvement
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:

a. By reading the minutes, determine if the Society procured a different site for its fair, or
acquired or disposed of land where the annual fair is held. If so, review the code sections
above for specific requirements.

b. In the year these transactions occur, read contracts and summarize requirements imposing
debt or lease payments, collateral, insurance or other obligations on the society. Save the
summary in the permanent file.

c. Determine if the footnotes adequately describe any leases or other society obligations,
amortization schedules, etc.

d. For subsequent years, agree any debt or lease payments owed to the contract summary in the
permanent file.

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, significant
deficiencies /material weaknesses, and management letter comments):
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IApplicability: County societies|

OCS Chapter 3

3c. Debt Compliance Requirement: Ohio Revised Code Sections 1711.13 — County
agricultural society may obtain mortgage debt or may enter into written agreements to
obtain loans and credit for expenses.

Summary of Requirement: County agricultural societies may do either or both of the
following:

(A)  Mortgage their grounds for the purpose of renewing or extending pre-existing debts, and
for the purpose of furnishing money to purchase additional land, but if the board of county
commissioners has caused money to be paid out of the county treasury to aid in the purchase of
the grounds, no mortgage shall be given without the consent of the board. Deeds, conveyances,
and agreements in writing, made to and by such societies, for the purchase of real estate as sites
for their fairs, shall vest a title in fee simple to the real estate described in those documents,
without words of inheritance.

(B)  Enter into agreements to obtain loans and credit for expenses related to the purposes of
the county agricultural society, provided that the agreements are in writing and are first approved
by the board of directors of the society. The total net indebtedness incurred by a county
agricultural society pursuant to this division (B) shall not exceed an amount equal to twenty-five
percent of its annual revenues.

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 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:

a. By reading the permanent file, minutes, cash receipt records, other documents, and by
inquiry, determine if any such indebtedness exits.

b. If there is mortgage debt, use the sources described in a. above to determine if the board of
county commissioners paid county funds to aid in purchasing the grounds. Read a copy of the
county commissioners’ resolution to determine if they gave the proper consent for this
mortgage debt. Retain a copy of the resolution in the permanent file.
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Loans and Credit®

If the Society has procured loans and credit for expenses related to the purposes of the
county agricultural society, verify these agreements are in writing and were first
approved by the board of directors of the society.

Examine the society’s computation supporting that the total net indebtedness from loans
and credit does not exceed twenty-five percent of its annual revenues.

For debt issued during the audit period, compare disbursements of the proceeds to the
bond documents to determine if the proceeds were spent for purposes for which the bonds
were issued.

For debt issued during the audit period, read related contracts and summarize provisions
applicable to the society, and save in the permanent file. The summary should describe:
a. Purposes for which the debt was issued.
b. Collateral / mortgage
c. Anamortization schedule for any debt service the society owes to the county.

For years in which the society owes debt service, agree payments to the amortization
schedule.

Determine if a debt footnote describes the purpose, original issue amount, collateral, and
an amortization schedule for this debt.

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, significant
deficiencies /material weaknesses, and management letter comments):

® The law authorizing this type of debt did not exist prior to the addition of (B) to Ohio Revised Code Section

1711.13, effective September 26, 2003. Therefore, if any of this type of debt was acquired prior to September 26,

2003, the Agricultural Society shall discharge such debt.
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IApplicability: County and independent societieg|

OCS Chapter 4
Accounting Compliance Requirement: Ohio Administrative Code section 117-10-01 —
Financial reporting and accounting for county agricultural societies.

Summary of Requirement: Each county agricultural society and independent agricultural
society shall, for financial reporting and accounting purposes, record and report all financial
transactions on a fiscal year basis beginning on December 1 and ending November 30. Societies
shall record and report all financial transactions in accordance with the Uniform System of
Accounting for Agricultural Societies®. Note: You can view the latest version of this at
www.auditor.state.oh.us, under Publications.

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 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:

a. Compare the Uniform System of Accounting for Agricultural Societies requirements with the
systems and records the society is using.

b. Determine if:
= The required chart of accounts is used.
= A cash journal, a receipts ledger, an expense ledger, and an investment ledger are used.
= The prescribed formats for accounting and reporting information are used (including
receipts, purchase orders, vouchers, checks, and bank reconciliations).

* The Auditor of State also requires by rules, that certain public offices follow a prescribed uniform chart of
accounts and/or establish a fund accounting system to demonstrate legal compliance, financial accountability and to
provide management with information for decision making. These rules are in Chapter 117-2 of the Ohio
Administrative Code. As a matter of accountability and internal control, each public office should account for
financial activities using an accounting system which demonstrates legal compliance; follows a documented chart of
accounts appropriate for its particular activities; and is supported by appropriate subsidiary ledgers/journals. When
a public office fails to maintain such an accounting system, auditors should consider whether the failure constitutes a
reportable internal control deficiency or weakness.
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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, significant
deficiencies /material weaknesses, and management letter comments):

Note:  Auditors should test the applicable deposit and investment requirements
documented in Chapter 5 of the OCS. Refer to Appendix F for guidance on specific
applicability.

Note: Auditors should test the applicable health care self insurance and liability insurance
requirements documented in Chapter 6 of the OCS. Refer to Appendix F for guidance on
specific applicability.

OCS Chapter 6

6a. Other Potentially Direct and Material Laws and Regulations: Ohio Revised Code
Sections 3769.01, 3769.04, and 3769.06 — Horse-racing permit required, application for
permit, and renewal of permit.

Summary of Requirement: No person, association, corporation, or trust shall hold, conduct,
assist, or aid and abet in holding conducting any meetings, at which horse racing is permitted for
any stake, purse, or award, unless such person, association, corporation, or trust secures a permit
to conduct a horse-racing meeting.

Any person, associations, corporation, or trust desiring to hold or conduct a horse-racing
meeting, wherein the pari-mutuel system of wagering is allowed, shall apply to the state racing
commission (commission) for a permit. Each application, accompanied by a permit fee of ten
dollars and a cash bond, certified check, or bank draft, shall be filed with the commission at least
five days prior to the first day of each horse-racing meeting. The permit shall be signed by its
president or vice-president and attested by the secretary or assistant secretary under the seal of
the seal of the association, trust, or corporation, if it has a seal, and shall also be verified under
oath by one of the officers signing the application.

Each permit issued under this section to hold or conduct a horse-racing meeting shall be issued
for one year from the first day of January of the year for which it is issued. The holder of such
permit shall be entitled to renewal of the permit upon application to the commission for a
renewal.

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

o Legislative and Management Monitoring
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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:

Examine the required permit. Determine that it was current at the time of the races.

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, significant
deficiencies /material weaknesses, and management letter comments):
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IApplicability: County and independent societies

OCS Chapter 6

6b. Other Potentially Direct and Material Laws and Regulations: Ohio Revised Code

Section 3769.082 — Ohio Fairs Fund; distribution.

Summary of Requirement: Ohio Fairs Fund moneys shall be distributed by the director of
agriculture annually, on or before the first day of March, as follows:

>

To each county agricultural society and to each independent agricultural society conducting
an annual fair, a prescribed percentage of Ohio Fairs Fund money, to be allocated for general
operations.

To each county agricultural society and each independent agricultural society conducting
horse races (harness races or running races) during their annual fair, the sum of four thousand
dollars, to be used as purse money for horse races in accordance with this section, and the
additional sum of one thousand dollars to each such county agricultural society and
independent agricultural society to be used for race track maintenance and other expenses
necessary for the conduct of such horse races or colt stakes.

A grant of four thousand dollars shall be available to each county or independent agricultural
society for the conduct of four stake races for two-year-old and three-year-old colts and for
four stake races for two-year-old and three-year-old fillies at each gait of trotting and pacing,
provided, that at least five hundred dollars shall be added to each race. Exclusive of entrance
fees and the excess moneys provided below, the grant of four thousand dollars for purse
money provided, a sum not to exceed three thousand dollars may be used by a society to
reach the required purse for each of the eight stake races. Such stake races shall be
distributed as evenly as possible throughout the racing season.

In the event that the moneys available on the first day of March of any year are less than that
required above, the amount distributed from the Ohio Fairs Fund may be different than the
amounts reflected above.

County agricultural societies and independent agricultural societies conducting stake races
shall, on or before the first day of November in the year immediately preceding the year in
which the moneys are to be distributed, make application for participation in such to the
director of agriculture on forms provided by the director.

Distribution of moneys for stake races shall not be paid to county agricultural societies and
independent agricultural societies that conduct on their race courses automobile or
motorcycle races during any year for which such distribution is requested, unless such
automobile or motorcycle races are not conducted during the days and nights that horse
racing is being conducted at such fair.

Any county agricultural society or independent agricultural society which uses the moneys
distributed under this section for any purse other than that provided in this section is not
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eligible to receive distribution from the Ohio Fairs Fund for a period of two years after such

misuse of such moneys occurs.

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

Periodic ~ Reviews/Comparisons  of
Budgeted and Actual Amounts

Presence of Effective Accounting System
Legislative and Management Monitoring

Management’s identification of changes
in laws and regulations

communication of
regulations to

Management’s
changes in laws and
employees

Suggested Audit Procedures — Compliance (Substantive) Tests:

a.

Determine whether the society receipted Ohio Fairs Fund in the State and Local Fund, and
how much was restricted for racing purses and track maintenance according to the above

sections.

Compare amounts distributed for race purses and track maintenance to the amounts restricted
to these purposes, and compute whether the amounts disbursed at least equaled the restricted

amounts.

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, significant

deficiencies /material weaknesses, and management letter comments):
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Note:  Auditors should test cell phone and government-owned vehicles/equipment
requirements as applicable in Chapter 7 of the OCS. Refer to the Introduction and
Appendix F for guidance on specific applicability.

IApplicability: County and independent societied|

Note: Auditors should test credit card requirements as applicable in Chapter 7 of the OCS.
Refer to the Introduction and Appendix F for guidance on specific applicability.

IApplicability: County and independent societie|

OCS Chapter 7

7a. Compliance Requirement: Ohio Revised Code Sections 117.38, 901.06, and 1711.05 —
Filing financial reports and Publication of treasurer’s account.

Summary of Requirement: Prior to the first day of December of each year, the director of
agriculture shall set a date in January of the following year, on which the director shall meet with
the presidents or other authorized delegates of agricultural societies which conduct fairs in
compliance with sections 1711.01 to 1711.35, inclusive, of the Revised Code, and regulations of
the department of agriculture. Each society shall deliver its annual report to the director at or
before the January meeting. [RC 901.06]

Cash-basis entities must file annual reports with the Auditor of State within 60 days of the fiscal
year end. Since the Auditor of State has not prescribed a form for the report, the society shall
file an annual report using the format as suggested in the handbook titled, “Uniform System of
Accounting for Agricultural Societies.” Any public office which does not file the report by the
required date shall pay a penalty of twenty-five dollars for each day the report remains unfilled,
not to exceed seven hundred fifty dollars. [RC 117.38]

Every county agricultural society annually shall publish an abstract of its treasurer’s account in a

newspaper of the county and make a report of its proceedings during the year. [RC 117.38 &

1711.05]

Sample Questions and Procedures

1. Trace selected totals from the annual report to the underlying accounting system. If we use
the annual report as a trial balance, we will satisfy this requirement by completing the
mandatory Trial Balance steps from the financial audit program. If the report is significantly
deficient, we should cite ORC 117.38 for filing an incomplete or misleading report.

2. Search LGS’s annual report file to determine whether the government filed an annual report
with our office.

3. Inquire to determine the date the report was filed with the Director of Agriculture.
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You can limit the following step to every other audit, unless the prior audit found
noncompliance or unless you have other reasons to suspect this may be a compliance issue.
The working papers should document whether we tested this in the prior audit.

4. Please show me a proof of publication for the annual notice.

List the government personnel interviewed, interview dates, documents examined, and
observations made:

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, significant
deficiencies /material weaknesses, and management letter comments):
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Note: Auditors should test depository requirements as applicable in Chapter 7 of the OCS.
Refer to the Introduction and Appendix F for guidance on specific applicability.

Note: Auditors should test public meetings requirements as applicable in Chapter 7 of the
OCS. Refer to the Introduction and Appendix F for guidance on specific applicability.
Note: Auditors should test public records requirements as applicable in Chapter 7 of the
OCS. Refer to the Introduction and Appendix F for guidance on specific applicability.

Note: Auditors should test income tax requirements as applicable in Chapter 7 of the OCS.
Refer to the Introduction and Appendix F for guidance on specific applicability.

IApplicability: County and independent societies

OCS Chapter 7

7h. Compliance Requirement: Ohio Revised Code Section 5709.10 — Exemption of County
Fairground from Real Estate Tax.

Summary of Requirement: Property used as a county fairground that is owned by the board of
county commissioners or by a county agricultural society shall be exempt from taxation.

Sample Questions and Procedures

You can limit the following steps to every other audit, unless the prior audit found
noncompliance or unless you have other reasons to suspect this may be a compliance issue.
The working papers should document whether we tested this in the prior audit.

a. How do you ensure the Society does not pay real estate tax?

b. Verify the Society did not pay real estate tax by scanning the disbursements included in
Account # 7480.

List the government personnel interviewed, interview dates, documents examined, and
observations made:

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, significant
deficiencies /material weaknesses, and management letter comments):
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IApplicability: County societies|

OCS Chapter 7
7i. Compliance Requirement: Ohio Revised Code Section 1711.24 — Insurance on county
society's buildings.

Summary of Requirement: The board of county commissioners of a county in which there is a
county agricultural society shall insure the buildings on the grounds of such society for the
benefit of such society.

Sample Questions and Procedures

You can limit the following steps to every other audit, unless the prior audit found
noncompliance or unless you have other reasons to suspect this may be a compliance issue.
The working papers should document whether we tested this in the prior audit.

a. Scan the policy covering grounds and buildings.
b. Judge whether the amount of the insurance adequate considering the value of the buildings
and contents. If you deem it inadequate, discuss with management and determine whether

we should recommend they consider increasing their coverage.

List the government personnel interviewed, interview dates, documents examined, and
observations made:

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, significant
deficiencies /material weaknesses, and management letter comments):
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