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INDEPENDENT ACCOUNTANTS’ REPORT 
 
Education Alternatives Community School 
Cuyahoga County 
21100 Southgate Park Boulevard 
Maple Heights, Ohio   44137 
 
To the Board of Trustees: 
 
We were engaged to audit the accompanying basic financial statements of the Education Alternatives 
Community School, Cuyahoga County, Ohio, (the School), as of and for the year ended June 30, 2005, 
as listed in the table of contents.  These financial statements are the responsibility of the School’s 
management.   
 
The School did not provide us with sufficient evidence supporting $336,842 of expenses Education 
Alternatives Day Treatment paid on behalf of the School and reported as Loans Payable on the 
accompanying statement of net assets.    Consequently, we were unable to verify the occurrence of these 
expenses or the existence of this liability.   
 
The School’s legal advisor declined to respond to an inquiry concerning litigation filed against the School 
relating to this loan.   
 
Since the School did not provide the evidence described in the preceding two paragraphs, the scope of 
our auditing procedures was not sufficient to enable us to express, and we do not express, an opinion on 
these financial statements. 
  
In accordance with Government Auditing Standards, we have also issued our report dated April 28, 2008, 
on our consideration of the School’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements and other 
matters.  While we did not opine on the internal control over financial reporting or on compliance, that 
report describes the scope of our testing of internal control over financial reporting and compliance and 
the results of that testing.   
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Management’s Discussion and Analysis is not a required part of the basic financial statements but is 
supplementary information accounting principles generally accepted in the United States of America 
require.  Since we were unable to express an opinion on the basic financial statements, we could not 
apply certain limited procedures to the required supplementary information.  We did not audit the 
information and express no opinion on it.   
 
 
 
 
 
Mary Taylor, CPA 
Auditor of State 
 
April 28, 2008 
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INDEPENDENT ACCOUNTANTS’ REPORT ON INTERNAL CONTROL OVER  
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

REQUIRED BY GOVERNMENT AUDITING STANDARDS 
 
 
Education Alternatives Community School 
Cuyahoga County 
21100 Southgate Park Boulevard 
Maple Heights, Ohio   44137 
 
To the Board of Trustees: 
 
We were engaged to audit the financial statements of the Education Alternatives Community School, 
Cuyahoga County, Ohio, (the School) as of and for the year ended June 30, 2005, which comprise the 
School’s basic financial statements and have issued our report thereon dated April 28, 2008.  We 
disclaimed opining on these financial statements because of the School’s inability to provide sufficient 
evidence supporting the occurrence of $336,842 recorded as expenses and the existence of a similar 
amount recorded as loans payable.  Our report indicated that the School’s legal advisor declined to 
respond to an inquiry concerning litigation against the School.   

 
Internal Control Over Financial Reporting 

 
In planning and performing our engagement, we considered the School’s internal control over financial 
reporting to determine our auditing procedures in order to express our opinion on the financial statements 
and not to opine on the internal control over financial reporting.  However, we noted certain matters 
involving internal control over financial reporting and its operation that we considered reportable 
conditions.  Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over financial reporting that, in our judgment, 
could adversely affect the School’s ability to record, process, summarize, and report financial data 
consistent with management’s assertions in the financial statements.  Reportable conditions are 
described in the accompanying schedule of findings as items 2005-004 through 2005-006.   
 
A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements caused 
by error or fraud in amounts material to the financial statements which, we were engaged to audit, may 
occur and not be timely detected by employees when performing their assigned functions. Our 
consideration of the internal control over financial reporting would not necessarily disclose all matters in 
the internal control that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered material weaknesses.  We considered reportable 
conditions 2005-004 and 2005-005 listed above to be material weaknesses.   
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Compliance and Other Matters 
As part of reasonably assuring whether the School’s financial statements are free of material 
misstatement, we tested its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements, noncompliance with which could directly and materially affect the determination of financial 
statement amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express an opinion. The results of our tests disclosed 
instances of noncompliance and other matters we must report under Government Auditing Standards 
which are described in the accompanying schedule of findings as items 2005-001 through 2005-003. 
 
We intend this report solely for the information and use of management and the Board of Trustees.  It is 
not intended for anyone other than these specified parties. 
 
 
 
 
 
Mary Taylor, CPA 
Auditor of State 
 
 
April 28, 2008 
 
 
 
 



EDUCATION ALTERNATIVES COMMUNITY SCHOOL 
CUYAHOGA COUNTY 

FOR THE YEAR ENDED JUNE 30, 2005 
 

FINDINGS RELATED TO THE FINANCIAL STATEMENTS 
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS 

 

 23

Even though the School transferred its community school contract in July 2005, 
recommendations are included should the School obtain a new contract and reopen. 
 
 
FINDING NUMBER 

 
2005-001 

 
Financial Report Filing 
 
Ohio Revised Code Section 117.38 provides that each public office shall file a financial report for 
each fiscal year, within one hundred and fifty days for entities reporting on a GAAP basis.  The 
Auditor of State may prescribe forms by rule or may issue guidelines, or both, for such reports.  If 
the Auditor of State has not prescribed a rule regarding the form for the report, the public office 
shall submit its report on the form utilized by the public office.  In part this report shall contain the 
following: 
 

• Amount of collections and receipts, and accounts due from each source; and 
• Amount of expenditures for each purpose. 

 
Ohio Administrative Code Section 117-2-03 (B) further clarifies the filing requirements of Ohio 
Revised Code Section 117.38.  This section provides that all school districts, including 
educational service centers and community schools, shall file their annual financial reports 
pursuant to generally accepted accounting principles.  Generally accepted accounting principles 
(GAAP) require the following: 
 

• Management's Discussion and Analysis; 
• Balance sheet as prescribed by GAAP standards; 
• Income and expense statement as prescribed by GAAP; 
• Cash flow statement as prescribed by GAAP; and 
• Notes to the financial statements as prescribed by GAAP; 

 
The School did file its financial statements for the year ended June 30, 2005, but the filed report 
was late and did not contain all of the required elements. 
 
We recommend the Academy organize its financial recordkeeping, develop tickler files as a 
reminder of filing dates and take all other steps necessary to file its financial statements within the 
prescribed time period.  If these financial statements are not filed within the prescribed timetable 
the Academy may be assessed a late filing penalty. 
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FINDING NUMBER 

 
2005-002 

 
Five-Year Revenue and Expenditure Projection  
 
Ohio Revised Code Section 3314.03(A)(15) provides the School is required to prepare a financial 
plan detailing an estimated school budget for each year of the period of the contract and specify 
the total estimated per pupil expenditure amount for each such year.  The plan shall specify the 
yearly base formula amount that will be used for purposes of funding calculations under section 
3314.08 of the Ohio Revised Code.  This base formula amount for any year shall not exceed the 
formula amount defined under section 3317.02 of the Revised Code.  The plan may also specify 
for any year a percentage figure to be used for reducing the per pupil amount of the subsidy 
calculated pursuant to section 3317.029 of the Revised Code the school is to receive that year 
under 3314.08 of the Revised Code. 
 
Although we had evidence of the development of a five year forecast, the projected per pupil 
expenditure amount and the yearly base formula amount used for funding calculations were 
missing.  Consequently, a verification of the accuracy of the forecast could not be completed. 
Also, we could locate no evidence of the Academy management’s approval of the five year 
forecast.  This could lead to unplanned future deficits and unsubstantiated projections being 
relied upon for operating purposes. 
 
We recommend the Academy review the requirements of Ohio Revised Code Section 3314.03 
and take the necessary steps to meet this requirement, including obtaining the approval of the 
governing board and reviewing the appropriateness of the amounts included in the estimated 
budget. 
 
 
 
 
FINDING NUMBER 

 
2005-003 

 
Estimated School Budget 
 
Section 2 point EE of the Sponsorship Agreement entered into between the Governing Board of 
the School and the Lucas County Educational Service Center requires the School prepare a 
financial plan detailing an estimated school budget for each fiscal year of the agreement.  On or 
about June 30th , the School is required to submit, to the sponsor, a revised school budget.  All 
projected and actual revenues and expenses must be included in the budget and projected 
expenses must include the total estimated per pupil expenditure amount for each year.   
 
No evidence was provided to support the submission of the revised budget to the Sponsor as 
required.  In addition, we could locate no evidence of the approval of the annual budget by the 
management of the Academy. 
 
We recommend the Board of Trustees of the School take the necessary steps to ensure 
compliance with this requirement of the Sponsorship agreement. 
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FINDING NUMBER 

 
2005-004 

 
Developing and Implementing an Effective Monitoring Control System 
 
Monitoring controls are comprised of regular management and supervisory activities established 
to oversee whether management’s objectives are being achieved.  Effective monitoring controls 
should assist management in assessing the quality of internal control performance over time.  
This process involves assessing the design and operation of controls on a timely basis and taking 
necessary corrective actions.  Monitoring controls should assist management in identifying 
unexpected results and/or possible misstatements. 
 
Some effective monitoring controls include: 
 

• Regular review of monthly financial statements; 
• Review of revenues and expenses with independently accumulated information (budgets, 

past performances, peer group representatives, etc.); 
• Review of large or unusual transactions; 
• Identification of unusual fluctuations; 
• Comparison of financial statement position with financial projections and other internally 

prepared projections of financial position and operating results; 
• Comparison of predefined key performance indicators based on the financial statements; 
• Review of items which have been outstanding for extended periods of time (outstanding 

check listing for payroll and non payroll transactions); 
• Monitoring compliance with grant agreements; 
• Ensuring that an adequate segregation of duties exists;  
• Review of monthly bank reconciliations by someone independent of their preparation; 
• Review payroll reports to the payroll checks prepared; and 
• Board approval of hiring and salary and/or wage amounts prior to the individual being 

added to the payroll records and system. 
 
The lack of effective monitoring controls could lead to the misallocation or misstatement of School 
funds, expenditure of funds contrary to the directives of the governing board, non-compliance with 
federal or state laws or regulations, which could result in a loss of funding from these sources, 
and errors or irregularities occurring in financial transactions affecting the bank reconciliations 
which go undetected. 
 
We recommend that management prepare monthly financial statements and submit them to the 
Board at each regularly scheduled meeting.  The Board should then review these financial 
statements and when satisfied as to their accuracy approve them through the minute records.  In 
addition, management should ensure that any reports required by the grantor agencies, per the 
terms of grant agreements, are completed accurately and filed with the respective grantor 
agencies in a timely manner.  Management should also ensure that proper segregation of duties 
exists, including an independent review of the monthly bank reconciliations. 
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FINDING NUMBER 

 
2005-005 

 
Condition of Accounting Records 
 
Management is responsible for implementing and maintaining a system of controls designed to 
enable management to determine the accuracy of financial transactions of the School.  Also, 
management is responsible for developing and maintaining complete and accurate financial 
records.  In lieu of complete and accurate financial records, we noted that the records consisted 
of the following: monthly bank statements, some canceled checks, some invoices which were 
received from vendors for items purchased, ADP records of most payrolls, and GAAP basis 
financial statements; 

• Also, the files of canceled checks were incomplete; 
• There was no evidence of the Board reviewing or approving any of the financial activity of 

the School; and, 
• Monies deposited were commingled and these funds were not identified on individual 

receipt records. 
 
We recommend the School develop and maintain a system of controls and financial records 
which exhibit the financial position of the School, and at a minimum, consist of the following: 
 

• Revenue ledgers which record all sources of monies received, purpose of the receipt, 
and from whom received; 

• Copies of all deposit transactions to the bank; 
• Reconciliations of bank deposits to duplicate receipts and revenue ledgers; 
• Development of a system to document approvals for expenditures made; 
• Expenditure ledgers which record all expenditures of monies and the purpose of the 

expenditure; 
• Files which consist of the original invoices received for all expenditures made which cross 

reference to the checks prepared for the payment of the invoices (if invoices are not filed 
with the canceled checks); 

• Files of all canceled checks returned from the bank; 
• Preparation of monthly financial statements; 
• Development of Board policies which enumerate and describe the financial records to be 

maintained by the School;  
• Development by management of a complete system of controls to help ensure the 

completeness, accuracy, and validity of the School’s financial transactions; and,  
• Evidence of review of the financial statements and supporting documentation by the 

Board and management. 
• A list of transactions supporting $336,842 which Education Alternatives Day Treatment 

paid on behalf of, and requests reimbursement from, the School. The financial 
statements report this amount as a Loan Payable. 

 
The School management has available numerous sources of information describing the process 
of internal controls, recordkeeping requirements and reporting procedures.  It is the responsibility 
of management to ensure that all responsible parties have access to this literature and training 
sessions. 
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FINDING NUMBER 

 
2005-006 

 
Disaster Recovery Plan 
 
There was no evidence that the School has a written disaster recovery plan addressing the steps 
to be taken in the event of a disaster.  Lack of a comprehensive disaster recovery plan could 
result in the School’s inability to effectively and efficiently respond to a disaster.  Without testing 
of the disaster recovery plan, there is an increased risk that in the event of a disaster, the plan 
may not work as intended, increasing the risk of loss or the untimely recovery of data processing 
services. 
 
We recommend that management develop a written disaster recovery plan (contingency 
procedures) to offset the impact of a loss of critical applications or computer facilities.  Such 
procedures should be established based upon the maximum outage tolerances for critical 
applications.  School personnel should understand their responsibilities as outlined in the plan 
and should have the plan readily accessible. 
 
 
We did not receive a response from the official’s to the findings reported above. 
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CLERK’S CERTIFICATION 
This is a true and correct copy of the report which is required to be filed in the Office of the 
Auditor of State pursuant to Section 117.26, Revised Code, and which is filed in Columbus, Ohio. 
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