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Preface

This is the latest edition of the Ohio Compliance Supplement, superseding the May 2024 version. This
edition 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 OCS Instructions, explains how to
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 or other financial data significant to the audit objectives. (Government Auditing
Standards, 6.41(a) (2018, as revised in April 2021))

It is the responsibility of management, with the oversight of those charged with governance, to ensure that
the entity's operations are conducted in accordance with the provisions of laws and regulations, including
compliance with the provisions of laws and regulations that determine the reported amounts and disclosures
in an entity's financial statements. (Generally Accepted Auditing Standards, AU-C 250.03)

Ohio law requires audits of each public office. These audits help determine whether the government’s
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 should not be a substitute for legal advice from your statutory counsel, nor 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.

To reduce costs, the Ohio Compliance Supplement is available only in electronic format via the Auditor of
State’s website at www.ohioauditor.gov. 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.

KEITH FABER
Auditor of State

November 2024

Efficient . Effective . Transparent
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OCS Instructions

The 2025 Ohio Compliance Supplement (OCS) is now available at www.ohioauditor.gov, under
Resources / Publications, in both Word and Portable Document Format (PDF). (Auditor of State staff can
also use the 2025 OCS procedures built into TeamMate.)

What Formats are Available:

The OCS (Chapters 1-4) and the OCS Optional Procedures Manual (OPM) are available in MS Word format
so auditors can document work or cross reference to other audit documentation in those documents. The
OCS Implementation Guide is only available in PDF, since we do not expect that auditors would document
their work in this section.

Due to the Auditor of State’s annual Fall/Winter release of the Ohio Compliance Supplement (OCS), AOS
created Chapter 4. Schools operate on a June 30 fiscal year basis and legislative changes impacting school
audits are often still occurring in the Fall/Winter months. For this reason, beginning with the fiscal year
2023 Supplement, OCS and OPM steps that are only applicable to Traditional Schools, Community
Schools, ESCs, or STEM/STEAM Schools are self-contained in Chapter 4 to allow AOS to update and
release school compliance changes separately (generally in the Spring/Early Summer) from the remainder
of the Supplement, when appropriate. Sections of the Ohio Compliance Supplement which apply to schools
and other entity types are retained in Chapters 1-3 or the OPM.

The OCS Implementation Guide contains important information regarding compliance testing and should
be used in conjunction with the four OCS Chapters.

The Auditor of State selects a few audits randomly each year, to test certain requirements listed in the OCS
Optional Procedures Manual.

How to Identify Changes:

The OCS consists of four chapters and the OPM, and the Table of Contents is located in the front of each
chapter, which identifies legislative requirements. In years where such exists, the table identifies
superseded legal requirements or sections that were moved to another chapter using strikeout font; it also
identifies new sections with “(NEW)”.

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. 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 OCS:

Revised: HB 101, 135 GA
Effective: April 30. 2024

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

The OCS uses waved underlining to highlight:
e Pre-existing laws we have now determined auditors should test (i.e. requirements not appearing in
former OCS editions).
o New or amended guidance. Most of these changes represent information we believe will enhance
understanding compliance auditing or reporting.

The OCS uses strike-out 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.

How to Apply to Current Engagements:
This November 2024 Ohio Compliance Supplement (OCS) replaces the May 2024 version and applies to
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engagements with fiscal years ending December 31, 2024 through November 30, 2025. Auditors with
engagements in process prior to the November 2024 issuance of the 2025 Supplement need not discard
work performed using the 2024 OCS. However, they must compare the 2025 changes to their work
from the 2024 OCS and ensure 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. Refer to the change document sent to AOS staff & IPA’s.
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CHAPTER 1
DIRECT LAWS

AU-C 250 Consideration of Laws and Regulations in an Audit of Financial Statements clarifies the
auditor’s responsibility regarding OCS tests:

“.02 ... The provisions of some laws or regulations have a direct effect on the financial statements in that
they determine the reported amounts and [required] disclosures in an entity's financial statements. . .”

Conversely:

“.,A13 Many laws and regulations relating principally to the operating aspects of the entity do not directly
affect the financial statements (their financial statement effect is indirect) and are not captured by the
entity's information systems relevant to financial reporting. Their indirect effect may result from the need
to disclose a contingent liability because of the allegation or determination of identified or suspected
noncompliance.”

A. Based on the above (and AU-C 250.A9 — .A11), “direct and material compliance” refers only to laws
a government’s information system (which includes its accounting system) must “capture” to determine
financial statement amounts and required disclosures’. Therefore, we have classified a law as direct
in this OCS if noncompliance has the potential to materially misstate the financial statements. Chapter
1 of this compliance supplement includes “direct” laws.

1. As one example, GAAP requires governments to present budgetary comparisons as basic
statements or as RSI.
2. GAAP also requires these presentations to follow the government’s legal budget basis.

a. In Ohio, a “5705 government’s” information system must capture information using
the accounting basis Ohio Rev. Code Chapter 5705 (via GASB Cod. 2400) prescribes
to compile budget and actual amounts and budget variances GAAP requires.

b. Ohio Rev. Code Chapter 5705 generally prescribes a cash + encumbrance accounting
basis, which a compiler must understand and follow to satisfy GAAP.

B. In addition to the discussion above from AU-C 250, the AICPA Audit and Accounting Guide State and
Local Governments (AAG SLG), sections 4B.11 through 4B.24, discusses legal requirements which
might directly and materially affect determining financial statement amounts for a governmental entity.
Material noncompliance (having a direct or indirect effect) would often:

1. Require adjusting amounts or revising disclosures.
a. Auditors should do the same regarding noncompliance indirectly affecting financial
statement amounts or disclosures, if they become aware of it.

i. For example, AU-C 250.06 b.iii describes material penalties as an indirect
effect, though they may require disclosure or even accrual as a contingent
expense

2. Require reporting as a material GAGAS noncompliance finding.
3. May represent significant / material violations of “finance-related legal and contractual
provisions”

! Few Ohio GAAP governments’ have “formal” systems to compile most balance sheet assets or liabilities. Therefore,

GAAP governments’ “information systems” include trial balances, other spreadsheets or any other material used to
compile GAAP amounts or disclosures.

Cash / AOS basis governments’ information systems include documents used to prepare financial statement amounts
and support notes to the statements.
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a. GASB Cod. 2300.106(h) requires “notes to the financial statements essential to fair
presentation in_the basic financial statements include sheuld—diselose significant
violations of finance-related legal and or contractual provisions and actions taken to
address signifieant such violations”.

b. See the OCS Implementation Guide page-7 Introduction for the Finance Related Legal
or Contractual Provisions.

C. AAG SLG 4B.14 lists categories of compliance requirements that may directly and materially affect
the determination of financial statement amounts and disclosures. When preparing this edition of the
OCS we considered the examples in AAG SLG 4B.14. Each law in OCS Chapter 1 has potential for a
direct effect. Laws with indirect classification per AU-C 250.06 b are included in Chapter 2, Section
A.

NOTE: Red text throughout this Ohio Compliance Supplement is related
to COVID-19 and the Infrastructure Investment and Jobs Act (IIJA).

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

The legal matrix is depicted in a separate Excel file at:
https://ohioauditor.gov/references/compliancemanuals.html . Entities are included alphabetically in
the tab titled “OCS — Exhibit 5”. See tab titled “OCS — Exhibit 6 for entity types not listed in Exhibit
5.
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DIRECT LAWS

1-1 Compliance Requirement: Ohio Rev. Code § 5705.38 Annual appropriation measures - classification.

Summary of Requirements:

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

Ohio Rev. Code § 5705.38(B) provides that a board of education shall pass its annual appropriation measure
by the first day of October. If a school district’s annual appropriation measure is delayed as permitted by
law (see below), the board may pass a temporary measure for meeting the ordinary expense of the school
district until it passes an annual appropriation measure. (Note: Except for those items covered by carryover
encumbrances and federal and state grants/loans that are “deemed appropriated”, money must be
appropriated to be expended pursuant to Ohio Rev. Code § 5705.41. As a practical matter, a school district
will have to pass some type of appropriation between July 1 and October 1 if it intends to expend money;
however, failing to file a temporary appropriation measure by July 1 does not violate Ohio Rev. Code §
5705.38(B).)

The taxing authority of a taxing unit that does not levy a tax must still appropriate at the minimum level of
control prescribed by Ohio Rev. Code § 5705.38(C) (or a lower level). No budget commission approval is
required by 5705.28(B)(2)*.

There are two circumstances when school district certificates/certifications would be issued after October
1%

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

» A certificate/certification would be issued after October 1 when the delivery of a tax duplicate is
delayed under Ohio Rev. Code § 323.17 because a subdivision in the county has placed a levy on
the November ballot which, if approved, will go on the current tax list and duplicate.

2 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.
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If a school district is in either of these two situations, passage of the annual appropriation measure should
be delayed until the necessary certificates/certifications are received.

Legal Level of Control: Minimum Requirements’

1. Ohio Admin. Code 117-2-02(C)(1) states in part: “The legal level of control is the level (e.g., fund,
program or function, department, or object) at which spending in excess of budgeted amounts
would be a violation of law. This is established by the level at which the legislative body
appropriates. For all local public offices subject to the provisions of Chapter 5705 of the Revised
Code, except school districts and public libraries, the minimum legal level of control is described
in section 5705.38 of the Revised Code (see 2 below). For school districts, the minimum legal level
of control is prescribed in rule 117-6-02 of the Administrative Code (see 3 below). For public
libraries, the minimum legal level of control is prescribed in rule 117-8-02 of the Administrative
Code (see 4 below). The legal level of control is a discretionary decision to be made by the
legislative authority, unless otherwise prescribed by statute.” (Emphasis added.)

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

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

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

3> We should not recommend that governments adopt the highest level of control the statutes allow.
Appropriating at lower levels than the minimums the Ohio Rev. Code or Ohio Admin. Code requires provides the
legislative authority with more control over disbursements. Appropriating at very low levels can significantly increase
the volume of appropriation amendments requiring legislative approval as well as possibly requiring additional
disbursement codes (more function, object codes, etc.). Conversely, appropriating at higher levels may simplify
appropriation measures, but in doing so, the legislative authority effectively delegates more spending decisions to the
fiscal officer. The legislative authority should choose the level of control it believes meets its needs to control
expenditures. Also, the legislative authority may choose differing levels of control for different funds, as long as they
meet at least the minimum statutory requirements. See additional guidance on the legal level of budgetary control in
the Ohio Compliance Supplement Implementation Guide, Appendix A.

4 Staff should exercise judgment in determining whether to cite these governments. The following provides some
guidance in determining this:
e Because Ohio Admin. Code 117-6-02 permits school districts to use the fund as their level of budgetary
control, we presume noncompliance will not be an issue for school districts.
e Because other facts and circumstances may arise regarding this matter, or if you are unsure whether citing a
taxing district for this matter is fair, consult with your regional chief auditor. If the regional chief is unsure,
they can present the facts and circumstances to their Center for Audit Excellence Support representative.
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5. Ohio Admin. Code 117-2-02(C)(1) also states in part: “All local public offices should integrate the
budgetary accounts, at the legal level of control or lower, into the financial accounting system. This
means designing an accounting system to provide ongoing and timely information on unrealized
budgetary receipts and remaining uncommitted balances of appropriations.”

Amounts / Funds Not Subject to Budgeting:

> The nonexpendable principal of nonexpendable trust funds.” Appropriating nonexpendable
principal would authorize the fiscal officer to spend the principal in violation of the trust agreement.
[Ohio Rev. Code § 5705.36(A)]
Budget stabilization reserves [Ohio Rev. Code §§ 5705.13, 5705.29(F)]
The balance in a township reserve balance account established under Ohio Rev. Code § 5705.132.
For some time, AOS policy has been that ageney/custodial funds do not require budgeting.
Asgeney/Custodial funds® account for money a government holds in a custodial capacity on behalf
of another person or entity. Therefore, a government has minimal discretion in spending this
money. Accordingly, the legislative body need not authorize a purpose for spending the money.

YV VY

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

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

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e 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:

1. Read the minutes and determine if the governing board adopted an annual appropriation measure by
the required date.

5 Ohio Rev. Code § 5705.131 refers to “nonexpendable trust funds.” There are many additional accounting and
reporting considerations for these funds. See AOS Bulletins 2011-004, 2020-003 & 2020.008.
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2. Ifaschool district has delayed adoption of an annual appropriation measure, inquire about the reasons
for the delay.

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

4. Determine if the accounting system “integrates” budgetary data at the legal level of control. This means
the accounting system should report appropriations, encumbrances, unencumbered cash balances, and
estimated receipts, and should compare budgetary data to actual results. If the client uses a manual
system (i.e. spreadsheets) determine if the manual system used by the client adequately tracks and
compares budgetary data.

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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1-2 Compliance Requirements: Ohio Rev. Code §§ 5705.41 (D) and 5705.42 - Restriction upon
appropriation and expenditure of money — certificate of fiscal officer.

Summary of Requirements:

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

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

NOTE: This The “deemed appropriated” guidance applies to COVID-19 funding and the
Infrastructure Investment and Jobs Act (ILJA) funding. However, the “deemed appropriated”
criterion does not apply applies to the COVID-19 funding butnette-the-fundsfor which therevenue
is reallocated as described in AOS Bulletin 2021-004. The funds receiving the reallocation will need
to estimate receipts and appropriate in the traditional manner.

See AOS COVID-19 FAQ’s and AOS Bulletin 2021-004.

7 “Deemed an appropriation” under this section means the Federal or State government has already appropriated and
established the purpose(s) for which a government can spend monies received from Federal or State grants and loans.
The taxing authority cannot deviate from this purpose; the taxing authority can only resolve to spend the money for a
purpose already prescribed in a contract, grant agreement, loan agreement, etc. Therefore, Federal and State grants
and loans received under Ohio Rev. Code § 5705.42 do not require formal appropriation by the legislative body. In
other words, Ohio Rev. Code § 5705.42 effectively eliminates an unnecessary appropriation action by the taxing
authority. However, Ohio Rev. Code § 5705.42 directs the fiscal officer to record the appropriation amount “as such”
which AOS interprets to be the accounting system* and/or the budgetary statements or footnotes as applicable for
their financial reporting framework. The fiscal officer should also include the appropriated amounts on the (amended)
certificate to properly monitor budget versus actual activity. Note: Amounts “deemed appropriated” are subject to
inclusion in GAAP budgetary presentations (GASB Cod. 2400.102). The government has no legal authority to spend
these resources unless they were either appropriated by the legislative authority or deemed appropriated by the Federal
or State government. (GASB Cod. 2400.702-14)

*NOTE: If the auditee does not record the appropriation amount in the accounting system, but does report in the
financial statements and/or footnotes, auditors should consider issuing a management letter comment for the auditee
to record in their accounting system.
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No orders or contracts involving the expenditure of money are to be made unless there is a certificate of the
fiscal officer that the amount required for the order or contract has been lawfully appropriated and is in the
treasury or in the process of collection® to the credit of an appropriate fund free from any previous
encumbrances. [Ohio Rev. Code § 5705.41(D)(1)]° '

If an entity levies taxes, Ohio Rev. Code § 5705.41 applies. However, some entities with taxing authority
do not levy taxes. When they do not levy taxes, Ohio Rev. Code § 5705.28(B)(2) permits a comparable,
but somewhat streamlined budget process. Ohio Rev. Code § 5705.28(B)(2) requires entities to follow §
5705.41."

Per Ohio Rev. Code § 5705.41(D)(3), “Contract” as used in this section excludes current payrolls of regular
employees and officers.

Note: See Appendix A-2 of the OCS Implementation Guide for examples of direct charges that do not
require a certificate under Ohio Rev. Code § 5705.41(D).

The statute provides the following exceptions to this basic requirement:

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

Amounts of less than $100 for counties, or less than $3,000 for other political subdivisions, may be paid by
the fiscal officer without such affirmation of the taxing authority upon completion of the "then and now"

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

° Under Ohio Rev. Code §§ 9.10 and 9.11, the fiscal officer need not manually sign each certification. Electronic or
mechanical signatures are permissible. However, Ohio Rev. Code § 9.10 expressly prohibits using rubber stamp
signatures. (We likely would not deem using a rubber stamp to be material noncompliance.)

19 Ohio Rev. Code § 3315.20 permits schools to incur a fund cash deficit in certain circumstances.

" 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.

121987 Op. Att’y. Gen. No. 87-069 concluded that when a government uses Then and Now certificates, they should
charge the cost to the appropriation in effect at the time they incurred the obligation. For example, if a calendar-year
government orders an item in December 20XX, the government should charge the cost to 20XX appropriations, even
if the fiscal officer signs a Then and Now Certificate in January 20XX+1.
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certificate, provided that the expenditure is otherwise lawful. This does not eliminate any otherwise
applicable requirement for approval of expenditures by the taxing authority. [Ohio Rev. Code §
5705.41(D)]

Ohio Rev. Code § 5705.41(D)(3) allows fiscal officers to prepare "blanket" certificates for a specific kind
of expenditure from a line-item account, up to an amount established by resolution or ordinance'® rather
than requiring the fiscal officer to submit a separate certificate each time that type of expenditure is incurred
in a particular line-item account. The blanket certificate cannot extend beyond the end of the current fiscal
year'* and only one blanket certificate may be outstanding at a time for each line-item appropriation

account. '

In addition to regular blanket certificates, a fiscal officer may also issue so-called “super blanket”
certificates for certain types of expenditures from a line-item account for any amount that has been
appropriated or otherwise authorized for a permitted purpose. The permissible types of expenditures are

professional the services of an _accountant, architect, attorney at law, physician, professional engineer,
construction project manager, consultant, surveyor, or appraiser by or on behalf of the subdivision or
contracting authority; fuel oil, gasoline, food items, roadway materials, and utilities; and any purchases
exempt from competitive bidding under Ohio Rev. Code § 125.04, and any other specific expenditure that
is_a recurring and reasonably predictable operating expense. Super blanket certificates cannot extend
beyond the fiscal year, or, in the case of counties, beyond the quarterly spending plan established by the
county commissioners. More than one super blanket certificate may be outstanding at a time against more
than one specific line-item account.

The following is a comparison of the characteristics of “blanket” certificates versus “super blanket”
certificates:

Characteristics “Blanket” Certificate “Super Blanket” Certificate

Maximum Amount A sum not exceeding an amount | A sum that is lawfully
established by resolution or appropriated, authorized, or
ordinance adopted by members | directed for a permitted purpose.
of the legislative authority This amount can be different

from the amount set for regular
blanket certificates.

Time Period May not extend beyond year-end | May not extend beyond the

of the current fiscal year fiscal year (For counties, may
not extend beyond the quarterly

13 The governing authority is only required to adopt one ordinance or resolution establishing the dollar limits for
blanket certificates. A separate ordinance or resolution approving each individual blanket certificate is not necessary.

14 The “extend beyond the fiscal year” language in the first two paragraphs of Ohio Rev. Code § 5705.41(D)(3) (first
paragraph applicable to blanket certificates and second paragraph applicable to super blanket certificates) means that
a blanket certificate and a super blanket certificate cannot be created to exist for more than one fiscal year. For
example, you could not create one blanket certificate that is in effect for more than one fiscal year (e.g., FY22 through
FY24). A blanket or super blanket certificate once issued can only exist in one single fiscal year. Nevertheless, once
an expense or a non-continuing contract has been certified, there is no need to certify it again; the preservation of that
money as available to meet that previously certified expense/contract remains in a subsequent fiscal year (i.e.
represents a carryover encumbrance if a valid obligation does indeed exist). (In other words, the government should
consider these unpaid year-end commitments similar to other outstanding commitments/encumbrances, and reduce
next year’s opening unencumbered balances for these amounts.)

15 AOS interprets “line item” to mean accounting line item, which is not necessarily the “legal level of control.”
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Characteristics “Blanket” Certificate “Super Blanket” Certificate
spending plan established by the
county commissioners)

May be used for... Any expenses requiring Recurring and reasonably
certification predictable specific operating

expenses (for example,
professional services of an
accountant, architect, attorney at

engineer, construction project
manager, consultant, surveyor,
or appraiser by or on behalf of
the subdivision or contracting

authority, fuel oil gasoline, and
food items)

Must be limited to a specific Yes Yes
line-item appropriation account?
Allowable number outstanding One Unlimited

at one particular time from a
particular line-item
appropriation account

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

Per Unit Contracts: Where contracts are entered into on a per unit basis, only the amount estimated to
become due in the current fiscal year need be certified. (1987 Op. Att’y. Gen. No. 87-069)

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

Payments made from the earnings of a public utility are exempted from the certification (and encumbering)
requirements of Ohio Rev. Code § 5705.41(D). [Ohio Rev. Code § 5705.44 and 1987 Op. Att’y. Gen. No.
87- 069] However, these payments are still subject to the requirements of Ohio Rev. Code § 5705.41(B).

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

If a government subject to Ohio Rev. Code § 5705.41(D) enters into a continuing contract under which no
goods or services will be delivered during the current fiscal year and payment will not be due until delivery,
no amount need be certified as available during the current fiscal year. Pursuant to Ohio Rev. Code §
5705.44, the amount remaining unpaid at the end of a fiscal year to become due in the next fiscal year must
be included in the annual appropriation measure for the next fiscal year as a fixed charge.

If under a continuing contract it cannot be determined whether delivery of goods or services and the

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

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

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

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e  Checklists

e Review/Comparison/Recomputations of
Purchase Documents

e Budgetary/Purchasing
Accounting/Monitoring 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 — Policies and Procedures
Manuals

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Search for material unrecorded liabilities and/or encumbrances at year end. Refer to minutes and
records immediately following the fiscal year cutoff date.
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2. During the search for material unrecorded liabilities and/or encumbrances at year end, compare the date
of the fiscal certificates with invoice dates, noting whether or not the certificate date precedes the
invoice/obligation date and was recorded as an encumbrance in the proper year.

Note:
a. The obligation date may precede the invoice date. If separately identified, use the
obligation date when determining compliance.
b. Ifthe government does not expect to complete the project in the current year, the remainder
of the project must be appropriated immediately in the subsequent year(s).”

3. Inspect a representative number of “regular blanket” certificates outstanding near year end and
determine that:

a. The amount is established by an ordinance or resolution passed by a majority of the
legislative body. (If the legislative authority passed this in the prior years, agree to
permanent file documentation.)

b. They are not dated after the fiscal year end.
c. They do not exceed the amount the legislative body established.
d. Only one certificate is outstanding per line item appropriation.

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

a. The certificates were for professional services of an accountant, architect, attorney at law,
physician, professional engineer, construction project manager, consultant, surveyor, or
appraiser by or on behalf of the subdivision or contracting authority, fuel oil, gasoline, food
items, roadway materials, utilities, any purchases exempt from competitive bidding under
Qhio_Rev, Code § 125.04, or any other specific recurring and reasonably predictable
operating expenses that were lawfully appropriated, authorized, or directed for a permitted
purpose and,

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

Audit implications (adequacy of the system and controls, and the direct and material effects of
non-compliance, effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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1-3 Compliance Requirement: Ohio Rev. Code § 5705.40 - Amending or supplementing appropriation,
ordinance — transfer — unencumbered balance — appropriation for contingencies.

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

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

Budgeted expenditures coincide with either the final appropriations the legislative body passed prior to
fiscal year-end or the sum of those final appropriations plus encumbrances carried forward from the prior
year. That is, the AOS does not recognize appropriation amendments retroactive to the prior year. The
statutory budget process codifies what are or should be good management practices. These processes
provide a framework that helps management and legislators reasonably control spending.

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

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

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

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Comparison of Outstanding
Encumbrances and Balances to Proposed
Amendments

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

14
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Suggested Audit Procedures - Compliance (Substantive) Tests:

1.

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

Inspect the government’s records to determine if selected appropriation amendments were accurately
and timely posted into an accounting system that integrates budget and actual receipts and
disbursements. If the client uses a manual system (i.e. spreadsheets) determine if the manual system
used by the client adequately tracks and compares budgetary data. Base the extent of this testing on
the control environment, especially the CFO’s competence and dedication to complying with Ohio
Revised Code requirements, past errors noted, etc.

Match appropriations amendments, supplements and intrafund appropriation “transfers” recorded in
the accounting system with resolutions or ordinances.

Note: We suggest you test the general and other major / large funds and perhaps rotate a few smaller
funds each audit.

o However, normally scanning the fund-accounting records and listing noncompliance as of year-
end is not time consuming. This should be a reliable test if evidence suggests the auditee
accurately records all budgetary amendments into its accounting system, and if the system
reports negative variances.

Also consider including funds for which we reported noncompliance in the prior audit.
There is rarely a need to “recreate” the budget in the working papers. That is, we do not require a

spreadsheet listing all funds’ estimated resources, appropriations (and amendments thereto), receipts,
disbursements, and encumbrances.

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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1-4 Compliance Requirement: Ohio Rev. Code §§ 5705.09 and 5705.12 - Establishing funds and
Permission to establish special funds.

Summary of Requirements: Each subdivision must establish (when applicable) the following funds:

>
>

YV VvV

YV V V V V V V

General fund [Ohio Rev. Code § 5705.09];

Sinking fund whenever the subdivision has outstanding bonds other than serial bonds [Ohio Rev.
Code § 5705.09];

Bond retirement fund, for the retirement of serial bonds, notes, or certificates of indebtedness [Ohio
Rev. Code § 5705.09];

A special fund for each special levy [Ohio Rev. Code §§ 5705.09, 5705.2112(D)];
A special bond fund for each bond issue [Ohio Rev. Code § 5705.09];

A special fund for each class of revenues derived from a source other than the general property tax,
which the law requires to be used for a particular purpose [Ohio Rev. Code § 5705.09];

A special fund for each public utility operated by a subdivision [Ohio Rev. Code § 5705.09];
A trust fund for any amount received by a subdivision in trust [Ohio Rev. Code § 5705.09];

A sanitary police pension fund, an urban redevelopment tax increment equivalent fund, or a cemetery
fund [Ohio Rev. Code § 5705.121];

Fund balance reserves [Ohio Rev. Code § 5705.13 (see also Section 1-8)];

A nonexpendable trust fund [Ohio Rev. Code § 5705.131];

An urban redevelopment tax increment equivalent fund [Ohio Rev. Code § 5709.43];
Downtown redevelopment district fund [Ohio Rev. Code § 5709.47];

A township public improvement tax increment equivalent fund'® [Ohio Rev. Code § 5709.75];
A redevelopment tax equivalent fund [Ohio Rev. Code § 5709.80].

A Union Cemetery District permanent endowment fund [Ohio Rev. Code § 759.36] See also section
1-21 — Permanent endowment funds.

Establishing these funds (or other funds statutes mandate) does not require Auditor of State authorization.

16 Ohio Rev. Code § 5709.75 also indicates that a Township may establish a redevelopment tax increment equivalent
fund in which to deposit service payments in licu of taxes distributed by the County Treasurer for improvements
exempt from taxation pursuant to an ordinance adopted under Ohio Rev. Code § 5709.41.
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However, should a taxing authority desire to establish other funds not authorized in the Ohio Revised Code,
they must obtain approval of the Auditor of State. The subdivision may provide by ordinance or resolution
that money derived from special sources other than the general property tax shall be paid directly into such
funds. [Ohio Rev. Code § 5705.12]

It is necessary to request the Auditor of State’s permission to establish any fund not specifically authorized
by statute or when the purpose of the fund is not identified in the Ohio Rev. Code, such as (but not limited
to) § 5705.09(A)-(H)"". Situations requiring Auditor of State approval include:
e  When management wishes to create a new fund in order to capture additional financial information
about a specific source of revenue or a specific activity;
e  When the fund will account for restricted gifts or bequests that will not be held in trust; and
e When management wants to impose internal restrictions on the use of otherwise unrestricted
resources.

In some circumstances, the AOS deems the use of additional funds unnecessary and will not approve the
request. See AOS Bulletin 1999-006 for additional information.

Ohio Rev. Code §§ 5705.09(F) and 5705.10(I) imply that a resolution must be present in order for the
restrictions on the use of the funds to be documented and evident.

Also, as further described in GASB NCGAS 1, legal provisions governing the establishment of funds may
sometimes conflict with GAAP. These differences often occur because constitutional, charter, or other legal
provisions governing fiscal operations are antiquated and difficult to change. A variety of possible conflicts
of this kind may be encountered. One type can arise from statutory specification of fund purpose and
accounting requirements. For example, law may require that both operating and capital expenditures for a
designated general governmental function be paid from and accounted for through the General Fund, even
though the capital expenditures are financed by long-term borrowing. Such a provision violates the
generally accepted accounting principle that such capital outlays financed from general obligation bond
proceeds be accounted for through a Capital Projects Fund. Another example would be the statutory
requirement of the cash basis of accounting for an Enterprise Fund, whereas the accrual basis is essential
to determining an enterprise's financial position and operating results in conformity with GAAP.

While the budgetary basis of a local government’s accounting system must comply with legal requirements,
the basic financial statements should be prepared in conformity with GAAP. Furthermore, local
governments that want their independent auditors to express unqualified opinions that their financial
statements are prepared in conformity with GAAP obviously must prepare statements in accordance with
these principles. GAAP-based reporting requires disclosure of material violations of legal and contractual
provisions.

17 As noted in Auditor of State Bulletin 2022-003, for OneOhio Opioid Settlement funds, before a local government
receives their portion of these funds from the state, AOS recommends the local government accepting the funds
provide by a written ordinance or resolution, that the funds shall be placed in a separate fund and used only for the
approved purposes as required by the OneOhio MOU. As the special fund is created under Ohio Rev. Code §
5705.09(F), local governments do not need to seek AOS approval for establishing this new fund. Refer to AOS
Bulletin 2022-003, the OneOQhio Opioid Settlement Receivable Calculation, Miscellancous GAAP FAQs #2 & #6_and
https;//ohigauditor.gov/references/OtherAccountingFAQs.html for additional guidance.
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In determining how the government ensures | What control procedures address the | W/P
compliance, consider the following: compliance requirement? Ref.

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

Legislative and Management Monitoring
Periodic Reviews of Fund Ledgers

Management’s identification of changes
in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Compare funds on the subdivision’s chart of accounts with funds that existed in the prior audit period.

2. For any new funds, apply the following steps:

a.

Inspect authority (e.g., board resolution) to establish the fund.
i.  Note: The legislative body of a local government may always specify, for management
purposes, how they want specific resources spent. Absent any statutory restrictions on such
resources, an internal purpose restriction does not justify the creation of a separate fund.
New funds must be created based on the guidelines in AOS Bulletin 1999-006.

Determine code section under which established.

If not established under State statute, inspect Auditor of State approval letters for funds created

during the current audit period.

i.  If a fund is not authorized under Ohio Rev. Code § 5705.09 or another Ohio Rev. Code
section and the entity did not receive Auditor of State approval to establish the fund, propose
findings for adjustment to remove the unauthorized fund(s) and place the activity in the
General Fund or other appropriate fund. (If the fund was set up properly for GAAP purposes
a finding for adjustment may not be necessary.)

Read ordinances and resolutions regarding how monies derived from special sources are to be used.
Trace a representative number of receipts into the funds or accounts required by the ordinances or

resolutions.

3. For funds existing in prior years, review the fund activity to determine whether the fund is still being
used for the statutorily approved purpose. Consider whether the government has:
Funds where the government is no longer using the fund for the purpose for which it was originally

a.

established and approved
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b. Funds that do not meet any fund type definition and do not have statutory authority (sometimes a
government will have a fund it just should not have)

¢. Funds with no restricted/committed revenue source (except for Debt Service sinking funds where
governments must make transfers from the General Fund to satisfy a sinking fund requirement)

AOS auditors that identify any of the situations described above should consult with Center for
Audit Excellence and AOS Legal Division to determine whether a potential noncompliance citation
or finding for adjustment to reclassify the activity back to the General Fund, or some other
appropriate fund based on the facts and circumstances, should be 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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1-5 Compliance Requirement: Ohio Rev. Code §§ 133.01, 1545.23,3315.20, 5155.33, 5549.21, 5705.01,
5705.05, 5705.10, 5705.14(E) and 5735.28 - Distributing revenue derived from tax levies, proceeds from
sale of bond issue, proceeds from sale of permanent improvement.

Summary of Requirements:
All revenue derived from the following must be paid into the general fund [Ohio Rev. Code § 5705.10,
unless otherwise indicated below]:

A.  the general levy for current expense within the ten mill limitation; Current expenses, as defined in
Ohio Rev. Code § 5705.01(F), are “lawful expenditures of a subdivision, except those for permanent
improvements, and except payments for interest, sinking fund, and retirement of bonds, notes, and
certificates of indebtedness of the subdivision.”

B.  any general levy for current expense authorized by vote in excess of the ten mill limitation, and from
sources other than the general property tax, unless its use for a particular purpose is prescribed by
law (see the circumstances requiring a separate fund in the preceding OCS Step);

1.  Counties are precluded from using general levy revenue for current expenses for the
construction, reconstruction, resurfacing, and repair of roads and bridges. [Ohio Rev. Code §§
5705.05]. Townships may transfer general levy revenue for current expenses to the Township
Road Fund via a resolution or a motion passed by a simple majority of the governing authority
[Ohio Rev. Code § 5705.14(E)] to pay for machinery, tools, material, and labor as are necessary
for use in constructing, reconstructing, maintaining, and repairing roads and culverts within the
Township. Any other expenses of acquiring or constructing a permanent improvement that is
not required to be purchased from the Township Road Fund'® [Ohio Rev. Code § 5549.21] may
be purchased with general levy revenue directly from the general fund.

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

All revenue derived from a special levy is to be credited to a special fund for the purpose for which the levy
was made [Ohio Rev. Code § 5705.10(C)]."

All revenue derived from a source other than the general property tax and which the law prescribes, shall
be used for a particular purpose shall be paid into a special fund (see Section 1-4 for a listing of possible
“special” funds) for such purpose [Ohio Rev. Code § 5705.10(D)].

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

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

18 Typically, this is referred to as the Road and Bridge Fund. The Gasoline Tax and Motor Vehicle License Tax Funds
are separate funds that should be used for their permissible uses directly from those funds which also include expenses
for use in constructing, reconstructing, maintaining, and repairing roads and culverts within the Township.

19 Townships receiving distributions from the Gasoline Excise Tax Fund in the state treasury are permitted to use that
money to pay debt service on State Infrastructure Bank obligations. (Ohio Rev. Code §§ 5531.10 and 5735.27)
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"Public obligations" means both of the following: (1) Securities; (2) Obligations of a public
issuer to make payments under installment sale, lease, lease purchase, or similar agreements,
which obligations may bear interest or interest equivalent [Ohio Rev. Code § 133.01(GG)].
"Fractionalized interests in public obligations" means participations, certificates of
participation, shares, or other instruments or agreements, separate from the public obligations
themselves, evidencing ownership of interests in public obligations or of rights to receive
payments of, or on account of, principal or interest or their equivalents payable by or on behalf
of an obligor pursuant to public obligations.” [Ohio Rev. Code § 133.01(N)]

"Bond retirement fund" means the bond retirement fund provided for in section 5705.09 of the
Revised Code, and also means a sinking fund or any other special fund, regardless of the name
applied to it, established by or pursuant to law or the proceedings for the payment of debt
charges. Provision may be made in the applicable proceedings for the establishment in a bond
retirement fund of separate accounts relating to debt charges on particular securities, or on
securities payable from the same or common sources, and for the application of moneys in
those accounts only to specified debt charges on specified securities or categories of securities.
Subject to law and any provisions in the applicable proceedings, moneys in a bond retirement
fund or separate account in a bond retirement fund may be transferred to other funds and
accounts [Ohio Rev. Code § 133.01(D)].

Note: We wish to emphasize to governments and to their auditors the importance of complying with
this. We have seen instances where investors desire interest payments exceeding market rates. They
are willing to exchange the necessary up-front payment (premium) to obtain these returns in the future.

Depositing premiums (or accrued interest) into a fund other than the sinking / bond retirement would
violate the requirements above, and be subject to a finding for adjustment, see AOS Bulletin 2014-001
for more information.

If a board of education of a school district disposes of real property under Ohio Rev. Code §§ 3313.41,
3313.411, or 3313.413 the proceeds received from the sale shall be used to either: [Ohio Rev. Code §

5705.10(H)]

Retire any debt that was incurred by the district with respect to that real property. Proceeds in excess
of the funds necessary to retire that debt may be paid into the school district's capital and maintenance
fund and used only to pay for the costs of nonoperating capital expenses related to technology
infrastructure and equipment to be used for instruction and assessment fund, or

Paid into a special fund for the construction or acquisition of permanent improvements.

If a park district enters into an agreement for the sale or lease of mineral rights regarding a park within the
district, the royalties or moneys from that sale or lease must be deposited into a special fund created by the
board of park commissioners to be used exclusively for the maintenance of parks within the District or for
acquisition of new park lands [Ohio Rev. Code § 1545.23].

21


http://www.ohioauditor.gov/publications/bulletins/technical-bulletins.html

2025 Ohio Compliance Supplement Direct Laws
Section 1-5

If a permanent improvement® of the subdivision is sold, the amount received from it shall be paid into the
sinking fund, the bond retirement fund, or into a special fund for the construction or acquisition of
permanent improvements (Ohio Rev. Code § 5705.10(F)).?' However, after a county home has been closed
as provided by Ohio Rev. Code § 5155.31, the board of county commissioners may sell or lease any part
of the county home farm, and all receipts from such sales or leases shall be paid to the county treasurer and
credited to the general county fund, and shall be subject to appropriation for such purposes as the board
decides [Ohio Rev. Code § 5155.33].

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

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

Even if the permanent improvement was purchased or maintained with special levy revenue, the proceeds
from the sale of the permanent improvement shall be credited in accordance with Ohio Rev. Code §
5705.10(F) or other specific statute that addresses the crediting or use of sale proceeds.

Monies collected under Ohio Rev. Code §§ 4501.04, and 5735.27 must be deposited into a special fund for
the purpose of street construction and maintenance. This includes gas tax and license taxes distributed
through the county. However, if the municipal corporation sits on the line of the state highway system as
designated by the director of transportation as an extension or continuance of the state highway then 7.5%
of the monies will be posted to a state highway fund. [Ohio Rev. Code § 5735.28]

Note: Also, the $5 or $10 license taxes that can be levied by a municipality under Ohio Rev. Code
Chapter 4504 can be receipted directly into a Permissive MVL fund.

Money paid into a fund must be used only for the purposes for which such fund has been established. As
a result, a negative fund cash balance? indicates that money from one fund was used to cover the expenses
of another fund [Ohio Rev. Code § 5705.10(1)]. However, Ohio Rev. Code § 3315.20 provides an allowable
exception for school districts. A school district may have a deficit in any special fund (see Section 1-4 for

20 Permanent improvement includes any capital asset with a useful life five years or greater. [Ohio Rev. Code §
5705.01(E)]

2l Ohio Rev. Code § 5705.10(F) & (G), include an exception for certain townships, with a population greater than
15,000, having used township tax increment financing (TIF) for real property in the township according to the most
recent federal decennial census. These townships may pay proceeds from the sale of a permanent improvement of the
township into its general fund if both of the following conditions are satisfied: (see bullets below or on next page)

*  The Township fiscal officer determines that all foreseeable “public infrastructure improvements” to be made
in the township in the 10 years immediately following the date the permanent improvement is sold will have
been financed through township TIF on or before the date of the sale. Written certification of this
determination must be made part of the township’s records.

*  The permanent improvement being sold was financed entirely from moneys in the township’s general fund.

22 There is no legal authority addressing whether encumbrances are to be included when analyzing fund balances.
Ohio Rev. Code § 5705.10 does not explicitly prohibit an entity from having a negative fund balance. Instead, we cite
to Ohio Rev. Code § 5705.10 because restricted funds were used for other purposes. Therefore, do not include
encumbrances when analyzing compliance with Ohio Rev. Code § 5705.10.
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a listing of possible “special” funds) of the school district®*, but only if all of the following conditions are
satisfied”*:

. The school district has a request for payment pending with the state sufficient to cover the amount of
the deficit. [Ohio Rev. Code § 3315.20(A)]

. There is a reasonable likelihood that the payment will be made. [Ohio Rev. Code § 3315.20(A)]

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

See additional guidance related to debt in OCS Implementation Guide, Appendix C.

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

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

e Periodic Reviews/Comparisons of
Budgeted and Actual Revenues

e Independent Inspection/Comparison of
Revenues to Source Documents

e Checklists
e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Trace a representative number of receipts from tax levies, bond issues, and sales of permanent
improvements, to the funds.

Note: Because recording receipts to an incorrect opinion unit is a misstatement, auditors should

test these transactions to the extent required to reasonably assure there was no material

23 Deficits should not be permitted when the funding source is an automatic or cash advance payout from the State of
Ohio (e.g. 467 Student Wellness Funds). That is, the deficit conditions prescribed by Ohio Rev. Code §3315.20 are
only permissible when schools have to submit cash requests for payments to receive funding.

24 A school district, community school or STEM school may have a deficit in the special revenue fund
established to receive funds from the Elementary and Secondary School Emergency Relief Fund under the
CARES Act, Consolidated Appropriations Act and American Rescue Plan Act in fiscal years 2021 through
2025 when that deficit resulted from a temporary delay in the Department of Education and Workforce’s
ability to process claims reimbursements. [Sec. 209.60 of Am. Sub. H.B. No. 169 134™ G.A. & Sec. 265.470 of
H.B. No. 33 135" G.A.]
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misstatement. Also, auditors should consider reporting noncompliance for misposting to incorrect
funds (rather than opinion units) as described in the Finding for Adjustment guidance in the Ohio
Compliance Supplement Implementation Guide.

2. Trace significant interest earned on bond proceeds to the credit of (1) a fund used for purposes for
which the debt was authorized, or (2) the general fund. [Ohio Rev. Code § 5705.10(E)] (Vote: Proceeds
exclude accrued interest and premiums, which the entity must credit to the sinking or bond retirement
fund. Refer to AOS Bulletin 2014-001) Also note that this interest may be subject to Federal arbitrage
regulations—AOS staff should refer to the arbitrage procedures in the specimen debt audit program.

3. Inspect accounting ledgers as of fiscal year end. Determine whether significant negative fund balances
existed.

Note: When a fund ends the year with negative cash, it is inappropriate to present an “advance”
on the budgetary statement to eliminate the negative cash fund balance. Even though, in substance,
the government has made an advance, it is not acceptable to “hide” noncompliance by creating an
advance not properly authorized by the government. However, a government should post an
interfund receivable and payable to eliminate the negative cash balance on the GAAP financial
statements. The government should select the fund to report the receivable.

Also, if management can demonstrate that the general fund had sufficient allowable resources to
cover the deficit of a special fund, and management has documented an evaluation to that effect at
the time the deficit was incurred then a citation may not be necessary. The key here is that
management made this evaluation prior to incurring the deficit and documented it. Auditors should
review evidence that such an evaluation occurred if that is the case. An evaluation not performed
until after auditors have brought the matter to management’s attention would not provide evidence
of sufficient budgetary control and compliance and a citation would still be warranted. Even in
situations where management has performed such an evaluation, we encourage the use of transfers
and advances to avoid a special fund incurring a deficit (and an internal control recommendation
would still be appropriate even if we determine a citation is not). (This note would not apply to
schools as they must meet all exceptions as outlined in Ohio Rev. Code § 3315.20 — see testing in
step 4)

4. If negative fund balances are identified for a school district, determine whether the school district met
the allowable exception conditions above by:

a.

Inspecting the school district’s Project Cash Request (PCR) forms. In most cases, these forms
will be available for viewing online in DEW’s Comprehensive Continuous Improvement Plan
(CCIP) application at https://ccip.ode.state.oh.us.

Computing the unspent and unencumbered balance in the school district’s general fund and
vouching whether it is greater than the aggregate of deficit amounts in all of the school district’s
special funds.

5. If a school district disposed of real property, determine whether the school district used the proceeds
received from the sale to retire any debt that was incurred by the district with respect to that real

property.

Note: The proceeds received from the sale shall be used to retire any debt that was incurred by the
district with respect to that real property. Proceeds in excess of the funds necessary to retire that
debt may be paid into the school district's capital and maintenance fund and used only to pay for
the costs of nonoperating capital expenses related to technology infrastructure and equipment to be
used for instruction and assessment fund, or payment into a special fund for construction or
acquisition of permanent improvements.
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6. If a park district enters into an agreement for the sale or lease of mineral rights regarding a park within
the district, confirm that the royalties or moneys from that sale or lease were deposited into a special
fund created by the board of park commissioners.

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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Revised: HB 101, 135 GA
Effective: April 30, 2024

1-6 Compliance Requirements: Ohio Rev. Code §§ 5705.05, and 5705.14-16- Transfer of funds.
(Refer to Appendix A-1 in the OCS Implementation Guide for a more detailed discussion on what
constitutes a “transfer” under Ohio Rev. Code § 5705.14 - .16.)

Summary of Requirements: No transfer can be made from one fund of a subdivision to any other fund,
except as follows:*

A.  The unexpended balance in a bond fund [i.e. a capital project fund financed with bond proceeds] that
is no longer needed for the purpose for which such fund was created shall be transferred to the sinking
fund or bond retirement fund from which such bonds are payable. [Ohio Rev. Code § 5705.14(A)]

B.  The unexpended balance in any specific permanent improvement fund, other than a bond fund, after
the payment of all obligations incurred in the acquisition of such improvement, shall be transferred
to the sinking fund or bond retirement fund of the subdivision. However, if such money is not required
to meet the obligations payable from such funds, it may be transferred to a special fund for the
acquisition of permanent improvements, or, with the approval of the court of common pleas of the
county in which such subdivision is located, to the general fund of the subdivision. [Ohio Rev. Code
§ 5705.14(B)]

C.  Except as provided below, the unexpended balance in the sinking fund or bond retirement fund of a
subdivision, after all indebtedness, interest, and other obligations for the payment of which such fund
exists have been paid and retired, shall be transferred, in the case of the sinking fund, to the bond
retirement fund, and in the case of the bond retirement fund, to the sinking fund. However, if the
transfer is impossible by reason of the nonexistence of the fund to receive the transfer, the unexpended
balance may be transferred to any other fund of the subdivision with the approval of the court of
common pleas of the county in which such division is located. [Ohio Rev. Code § 5705.14(C)(1)]

1. Money in a bond fund or bond retirement fund of a city, local, exempted village, cooperative
education, or joint vocational school district may be transferred to a specific permanent
improvement fund provided that the county budget commission of the county in which the school
district is located approves the transfer upon its determination that the money transferred will not
be required to meet the obligations payable from the bond fund or bond retirement fund. In
arriving at such a determination, the county budget commission shall consider the balance of the
bond fund or bond retirement fund, the outstanding obligations payable from the fund, and the
sources and timing of the fund's revenue. [Ohio Rev. Code § 5705.14(C)(2)]

D. The unexpended balance in any special fund, other than an improvement fund, may be transferred to
the general fund or to the sinking fund or bond retirement fund after the termination of the activity,
service, or other undertaking for which such special fund existed, but only after the payment of all
obligations incurred and payable from such special fund. [Ohio Rev. Code § 5705.14(D)]*

25 GASB 2300.127 requires certain disclosures regarding the amounts and purposes of transfers in the notes to the
financial statements.

26 An example would be a proprietary fund where the government sells its enterprise assets to a private vendor or
another government.
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E. Money may be transferred from the general fund to any other fund of the subdivision [Ohio Rev.
Code § 5705.14(E)]. Note: Ohio Rev. Code § 5705.14(K) indicates “except in the case of transfer
pursuant to division (E) or (J) of this section, transfers authorized by this section shall only be made
by resolution of the taxing authority passed with the affirmative vote of two-thirds of the members.”
According to 1989 Op. Att’y. Gen. No. 89-075, a resolution or motion, as expanded by the courts,
passed by a simple majority of the legislative authority is required to transfer moneys from the general
fund to any other fund of the subdivision. When moneys are transferred from a fund other than the
general fund in accordance with Ohio Rev. Code § 5705.14, a resolution passed by a two-thirds
majority is required.

1. Counties are precluded from transferring general levy revenue for current expenses to other
county funds for the construction, reconstruction, resurfacing, and repair of roads and bridges.
[Ohio Rev. Code § 5705.05]. Other entities (except counties) may transfer general levy
revenue for current expenses to Road Funds via a resolution or a motion passed by a simple
majority of the governing authority [Ohio Rev. Code § 5705.14(E)].

F.  Moneys retained by a county in accordance with Ohio Rev. Code § 4501.04 (auto registration
distribution fund), or in accordance with Ohio Rev. Code § 5735.27 (gasoline excise tax fund), may
be transferred from the fund into which they were deposited to the sinking fund or bond retirement
fund from which any principal, interest, or charges for which such moneys may be used is payable.
[Ohio Rev. Code § 5705.14(F)]

G. Moneys retained or received by a municipal corporation under Ohio Rev. Code § 4501.04 (motor
vehicle license tax), or division (A) (1) or (2) of Ohio Rev. Code § 5735.27 (motor vehicle fuel excise
taxes), may be transferred from the fund into which they were deposited to the sinking fund or bond
retirement fund from which any principal, interest, or charges for which such moneys may be used is
payable. [Ohio Rev. Code § 5705.14(G)]

H.  After payment of the expenses of conducting and managing the water works, any surplus of a
municipal corporation’s water fund may be applied to the repairs, enlargement, or extension of the
works or of the reservoirs, the payment of the interest of any loan made for their construction, or for
the creation of a sinking fund for the liquidation of the debt. In those municipal corporations in which
water works and sewerage systems are conducted as a single unit, under one operating management,
a sum not to exceed ten per cent of the gross revenue of the water works for the preceding year may
be taken from any surplus remaining after all of the preceding purposes have been cared for and may
be used for the payment of the cost of maintenance, operation, and repair of the sewerage system and
sewage pumping, treatment, and disposal works and for the enlargement or replacement thereof. Each
year a sum equal to five per cent of the gross revenue of the preceding year shall be first retained
from paid surplus as a reserve for waterworks purposes.”’” The amount authorized to be levied and
assessed for waterworks purposes shall be applied by the legislative authority to the creation of the
sinking fund for payment of any indebtedness incurred for the construction and extension of water
works and for no other purposes; provided, where such municipal corporation does not operate or
maintain a water works or a sewage pumping, treatment, and disposal works, any or all such surplus
may be transferred to the general fund of the municipal corporation in the manner provided for in
sections 5705.15 and 5705.16 of the Revised Code, which includes approval of the Tax
Commissioner. [Ohio Rev. Code § 743.05]

27 In other words, if there is an excess in the water works fund and the municipality has its own water works operation,
the excess can only be used for expenses related to the operation, maintenance, or expansion of the waterworks. Not
all municipalities have their own waterworks system. Therefore, some municipalities may provide water to their
residents by obtaining the water from another source. Where this is the case, if (after satisfying expenses related to
furnishing water) there is an excess, the municipality may transfer the excess to its general fund.
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Money may be transferred from the County Developmental Disabilities general fund to the County
Developmental Disabilities capital fund established under Ohio Rev. Code § 5705.091, or to any
other fund created for purposes of the County Board of Developmental Disabilities so long as the
fund it is transferred to allows the transferred money to be spent for its particular purpose i-is-spent
for-the particular purpese-of the transfer. An unexpended balance in an account may be transferred
back to the County Developmental Disabilities general fund. Transfers shall be done by resolution
of the Board of County Commissioners. [Ohio Rev. Code § 5705.14(H)]

Money may be transferred from the public assistance fund established under Ohio Rev. Code §
5101.161 to either of the following funds, so long as the money to be transferred from the public
assistance fund may be spent for the purposes for which money in the receiving fund may be used
[Ohio Rev. Code § 5705.14()]:

(1) The children services fund established under Ohio Rev. Code § 5101.144;

(2) The child support enforcement administrative fund established, as authorized under rules adopted
by the director of job and family services, in the county treasury for use by any county family
services agency.

Money may be transferred among various funds and accounts from which a loss was directly
attributable to allocate insurance and self-insurance program costs, including deductibles, under Ohio
Rev. Code §§ 2744.08 and 2744.082. If a subdivision or joint self-insurance pool makes such an
allocation or requires the payment of deductibles from specific funds or accounts, the subdivision's
fiscal officer, pursuant to an ordinance or resolution of the subdivision's legislative authority, must
transfer amounts equal to those costs or deductibles from the funds or accounts to the subdivision's
general fund if both of the following apply:

(1) The subdivision requests payment from the employee responsible for the funds or accounts for
those costs or deductibles [Ohio Rev. Code § 2744.082(A)(1)], and

(2) The employee receiving the request fails to remit payment within 45 days after the date the request
is received [Ohio Rev. Code § 2744.082(A)(2)].

Money in any fund or account of a village dissolved in accordance with Ohio Rev. Code §§ 703.31
to 703.39 may be transferred by the receiver-trustee to a special account for the purpose of paying
the debts, obligations, and liabilities of the dissolved village or to the general fund of any township

into which the territory of the village is dissolved for any purpose that directly or indirectly benefits
the former territory of the dissolved village. [Ohio Rev. Code § 5705.14 (J)

The transfers listed above, except in_the case of transfers noted in Ohio Rev. Code § 5705.14(E) or
Ohio Rev. Code § 5705.14(J), can be made only by resolution of the taxing authority passed with the
affirmative vote of two thirds of the members. Transfers from the general fund require a resolution
or a motion passed by a simple majority of the board members (i.e., a two thirds vote is not required
for general fund transfers, but a resolution or a motion passed by a simple majority is required. A
simple majority constitutes a quorum of greater than 50% of the members.) [Ohio Rev. Code §§
5705.14 & .16]

Per Ohio Rev. Code §§ 5705.15 & .16: In addition to the transfers listed above, which Ohio Rev. Code §
5705.14 authorizes, the taxing authority of any political subdivision, with the approval of the Tax
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Commissioner (effeetive-6/3047)*, may transfer from one fund to another any public funds under its
supervision, except the proceeds or balances of:

loans,

bond issues,

special levies for the payment of loans or bond issues,

the proceeds or balances of funds derived from any excise tax levied by law for a specified
purpose, and

e the proceeds or balances of any license fees imposed by law for a specified purpose.

NOTE: Where a local government decided within the program period of performance but after the
fiscal year end to reimburse eligible expenditures made prior to fiscal year end with allowable federal
programs: This reimbursement activity, while allowable, has considerations that should be evaluated
to determine if they are accounted for correctly and addressed any cut-off considerations
appropriately in the preparation of their financial statements. See further guidance in Appendix A-
1 of the OCS Implementation Guide, AOS Bulletin 2021-004, and AOS Advisory Memo, Prior Fiscal
Year Expenditures Reimbursed with Federal Funds in the Subsequent Fiscal Year at 20210702-
PriorFiscalYearExpenditures.pdf (ohioauditor.gov).

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

e Policies and Procedures Manuals

e Periodic Reviews/Comparisons of
Budgeted and Actual Transfers

e Independent Inspection/Comparison of
Transfers to Source Documents

e Knowledge and Training of personnel

e Presence of Effective Accounting System
e  Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: Except for “prior approval by the governing authority,” transfers fail the “existence” assertion unless
they satisfy the aforementioned legal requirements. Therefore, noncompliant transfers (e.g., material
transfers from the self-insurance fund that are unsupported or transfers that permit spending the transferred
amount in violation of its restricted purpose) represent misstatements and may require findings for

28 Forms for the approval of the Tax Commissioner are available at

https://tax.ohio.gov/wps/portal/gov/tax/government/forms-for-local-officials.
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adjustment. See Appendix A-1 in the OCS Implementation Guide for more information on determining
allowability for Transfers and Advances. Auditors should also refer to the finding for adjustment guidance
in the Ohio Compliance Supplement Implementation Guide.

1. Inspect documents authorizing transfers during the audit period and determine that transfers involving
balances described below met the requirements above:

a.

Ao ER Mo ao o

Unexpended bond balance;

Permanent improvement balance;

Bond retirement;

Special fund,;

Auto registration;

Resolution;

Municipal corporation (motor vehicle license tax, motor vehicle fuel excise tax, water works);
Public assistance;

Developmental disabilities;

Dissolved Village funds;
Reserve accounts established under Ohio Rev, Code §§ 5705.13(B) & (C) and 5705.132.%

2. Determine if any material transfers were made from the proceeds or balances of:

a.

b.
C.
d

c.

loans,

bond issues,

special levies for the payment of loans or bond issues,

the proceeds or balances of funds derived from any excise tax levied by law for a specified
purpose, or

the proceeds or balances of any license fees imposed by law for a specified purpose.

3. Determine if selected transfers were authorized by resolution or a simple majority vote of the governing
board as described above.

4. If applicable, determine if selected transfers were authorized by the County Budget Commission, or
Tax Commissioner as described above.

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

2 Ohio Rev, Code §§ 5705.13(B) & (C) and 5705.132 allow the transfer of funds into reserve accounts. For additional
information in determining compliance with these transfers refer to OCS Section 1-8,
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1-7 Compliance Requirement: AOS Bulletin 1997-003 and various ORC sections — Advances.

Though no statutory provisions directly address inter-fund advances, the following requirements are in part
derived from Ohio Rev. Code §§ 5705.10 (restriction on the purpose for which funds may be used);
5705.14, 5705.15, and 5705.16 (transfer of funds); 5705.39 (appropriations limited by estimated revenue);
5705.41 (restriction upon appropriation/ expenditure of money); and 5705.36 (certification of available
revenue). AOS Bulletin 1997-003 sets forth the requirements for inter-fund advances and provides
additional guidance for recording such transactions.

Note: This section applies when a subdivision purchases its own debt with its debt service fund cash, etc.
pursuant to Ohio Rev. Code § 133.29 and accounts for it as advances and interfund activity in its financial
statements. However, refer to Section 1-13 if the subdivision accounts for a purchase of its own debt as an
investment and debt. See Ohio Rev. Code §§ 133.03 and 133.29, and Appendix A-1 of the OCS
Implementation Guide, the Village Officer’s Handbook, and the Ohio Township Handbook for additional
guidance on legal requirements applicable to intra-entity borrowing. Ohio Compliance Supplement Chapter
1, Section 1-13 describes the legal compliance requirements for the issuance and retirement of manuscript
debt.

NOTE: As explained in the Transfers section (OCS 1-6), upon availability of federal award funding, entities
should use advances to cover temporary fund deficits if a COVIB-19 Federal program is operating on a
cash request/reimbursement basis. Auditors must evaluate whether schools meet the criteria in Ohio Rev.
Code § 3315.20, which provides an allowable exception for school districts. A school district may have a
deficit in any special fund (see Section 1-4 for a listing of possible “special” funds) of the school district,
but only if all of the following conditions are satisfied:

e The school district has a request for payment pending with the state sufficient to cover the amount
of the deficit. [Ohio Rev. Code § 3315.20(A)]

e There is a reasonable likelihood that the payment will be made. [Ohio Rev. Code § 3315.20(A)]

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

e A school district, community school or STEM school may have a deficit in the special revenue
fund established to receive funds from the Elementary and Secondary School Emergency Relief
Fund under the CARES Act, Consolidated Appropriations Act and American Rescue Plan Act in
fiscal years 2021 through 2025 when that deficit resulted from a temporary delay in the Department
of Education and Workforce’s ability to process claims reimbursements. [Sec. 209.60 of Am. Sub.
H.B. No. 169 134th G.A. & Sec. 265.470 of H.B. No. 33 135th G.A.] [Footnote 24]

DEW federal funding in CCIP is generally expenditure driven. However, federal funding outside CCIP
can be advance funded or expenditure driven. Advanced funding would preclude a school district from
satisfying the request for payment criterion above. Where federal programs are advance-funded, Ohio Rev.
Code § 3315.20 cannot be relied upon to avoid advancement of funds to prevent fund cash deficits.

Summary of Requirements: Inter-fund cash advances may be a desirable method of resolving cash flow
problems without the necessity of incurring additional interest expense for short-term loans and to provide
the necessary "seed" for grants that are allocated on a reimbursement basis. The intent for cash advances is
to require repayment within the current or succeeding year. Inter-fund cash advances are subject to the
following requirements:

A.  Any advance must be clearly labeled as such, and must be distinguished from a transfer. Transfers
are intended to reallocate money permanently from one fund to another and may be made only as
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authorized in Ohio Rev. Code §§ 5705.14 to 5705.16. Advances, on the other hand, temporarily
reallocate cash from one fund to another and involve an expectation of repayment;

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

C.  The debtor fund may repay advances from the creditor fund. That is, the AOS would not deem
repaying advances to violate restrictions on use of the debtor’s fund resources; and

D.  Advances must be approved by a formal resolution of the taxing authority of the subdivision, which
must include:
1. A specific statement that the transaction is an advance of cash, and
2. Anindication of the money (fund) from which it is expected that repayment will be made.

E.  When a fund ends the year with negative cash, it is not appropriate to present an advance on the
budgetary statement to eliminate the negative cash fund balance. Even though, in substance, the
government has made an advance, it is not acceptable to “hide” noncompliance by creating an
advance not properly authorized by the government. However, the government should post an
interfund receivable and payable to eliminate the negative cash balance on the GAAP financial
statements. The government should select the fund to report the receivable.

Other Budgetary Considerations

The advances-out (initial loan and repayment) in the creditor (loaning) and debtor (borrowing) funds do not
require appropriation as advances represent temporary allocations of resources. However, an amended
official certificate of estimated resources should be obtained to reflect the reduced fund balance in the
creditor fund and the increased fund balance in the debtor fund. Creditor fund appropriations must be
evaluated based on the reduced estimated resources, and appropriation reductions may be required. Prior to
obligation of advanced funds, the debtor fund must have sufficient appropriations to cover the anticipated
expenditures.

Additionally, when a cash advance is outstanding at the beginning of a fiscal year in which repayment is
expected, an adjustment is required to the total resources available for expenditure in the creditor and debtor
funds. The unencumbered cash balance of the creditor fund must be increased by the amount of repayment
expected during the fiscal year to produce the “carryover balance available for appropriation.” Similarly,
the unencumbered cash balance in the debtor fund must be reduced by the amount of repayment expected
during the fiscal year to produce “carryover balance available for appropriation.” This adjustment is made
on the “certificate of the total amount from all sources available for expenditures, and balances” filed with
the County Budget Commission pursuant to Ohio Rev. Code § 5705.36.

The official certificate of estimated resources must be prepared and provided in cases in which the Budget
Commission waives the requirement that the taxing authority of a subdivision adopt a tax budget. Ohio
Rev. Code § 5705.281(A) indicates the county budget commission by an affirmative vote of a majority of
the commission, including an affirmative vote by the county auditor, may waive the requirement that the
taxing authority of a subdivision or other taxing unit adopt a tax, but the taxing authority is still required to
provide information to the commission in order for it to perform its duties, including dividing the rates of
each of the subdivision’s or taxing unit’s tax levies. In addition, Ohio Rev. Code § 5705.34 requires the
budget commission to certify its action to the taxing authority. Ohio Rev. Code § 5705.35(A) makes
reference to “[t]he certification of the budget commission to the taxing authority of each subdivision or
taxing unit, as set forth in section 5705.34 of the Revised Code...”, and indicates that “[t]here shall be
attached to the certification a summary, which shall be known as the ‘official certificate of estimated
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resources,’ that shall state the total estimated resources of each fund of the subdivision that are available
for appropriation in the fiscal year...”.

Conversion to a Transfer
If, after an advance is made, the taxing authority determines that the transaction should, in fact, be treated
as a transfer (repayment is no longer expected) the following procedures should be followed retroactively:

»  The necessary formal procedures for approval of the transfer should be completed including, if

necessary, approval of the commissioner of tax equalization and of the court of common pleas (see
Ohio Rev. Code §§ 5705.14, 5705.15 and 5705.16);

»  The transfer should be formally recorded on the records of the subdivision; and
»  The entries recording the cash advance should be reversed.

Accounting for Manuscript Debt as an Advance and Interfund Activity

Before a taxing authority sells any securities of the subdivision to others, the taxing authority may offer the
securities at their purchase price and accrued interest to the officer or officers who have charge of the bond
retirement fund of the subdivision, or in the case of a municipal corporation, to the treasury investment
board for investment under Ohio Rev. Code § 731.56, or an officer or similar treasury investment board
having the authority under a charter. (Ohio Rev. Code § 133.29(A)) This type of debt is often referred to
as “manuscript debt”. For more information, see the Manuscript Debt section in section 1-13.

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

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

e Independent Inspection/Comparisons of
Advances and Source Documentation

e Checklists
e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:
1.  If advance transactions occurred, review authorizing legislation and accounting records. Determine

whether the advance transactions were in amounts and between accounting funds approved in the
authorizing legislation.
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2.  Based on knowledge of the entity’s operations and review of levy legislation or other appropriate
documents, determine whether the creditor fund’s purpose was reasonably consistent with the debtor
fund’s purpose.

3. Determine whether prior period advances are outstanding. If advances have not been repaid within a
reasonable period or within the period specified (if any) in the authorizing legislation, determine
through inquiry of appropriate client officials when the advance will be repaid.

4.  If the client no longer intends for the advance to be repaid or repayment is unlikely, issue a finding
for adjustment if the amounts are material and the client does not take appropriate steps to convert
the advance to a transfer following the above procedures.

5. If advances have been converted to transfers, determine whether the transfer requirements
summarized in Ohio Compliance Supplement Section 1-6 have been complied with retroactively.

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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1-8 Compliance Requirement: Ohio Rev. Code §§ 5705.13, 5705.132, 5705.222 and 5705.29 - Reserve
balance accounts and funds.

e Ohio Rev. Code § 5705.13(A) - Reserve balance accounts and funds;
Ohio Rev. Code § 5705.13(B) — A special revenue fund may be established to accumulate cash for
severance payments or salaries when the number of pay periods exceeds the usual and customary
number for a year;

e Ohio Rev. Code § 5705.13(C) — Capital projects fund(s) may be established to accumulate
resources to acquire, construct, or improve fixed assets;

e Ohio Rev. Code § 5705.222(C) — Reserve balance account for county board of developmental
disabilities;

e Ohio Rev. Code § 5705.29 — Contingencies may be established not designated for any particular
purpose.

Summary of Requirements:
1. Ohio Rev. Code § 5705.13(A) allows a taxing authority of a subdivision to establish, by resolution, a
reserve balance account™ for each of the three following purposes:

a. Budget stabilization: may be created in the general fund or in any special fund used for operating
purposes. The amount reserved in the account in any fiscal year must not exceed 5% of the fund’s
revenue for the preceding fiscal year’'. The reserve balance is excluded from the unencumbered
balance when certifying available balances at year-end. The reserve for budget stabilization may
be reduced or eliminated at any time by the taxing authority.

b. Self-insurance program: may be created in the general fund or in the internal service fund
established to account for the operation of the program. The amount to be reserved must be based
on actuarial principles and the taxing authority may rescind the reserve balance account at any time.

c. Retrospective Ratings Plan for Workers’ Compensation’?: may be created in the general fund or
in the internal service fund established to account for the program. The amount to be reserved must
be based on actuarial principles and the taxing authority may rescind the reserve balance account
at any time.

30 Ohio Rev. Code § 5705.13 refers to these accounts as “reserve” accounts. However, for the GASB Statement No.
54 financial reporting that AOS Bulletin 2011-004 describes, the criterion for using the budget stabilization is not
specific enough to meet the committed criteria and it does not meet the restricted criteria as the budget stabilization
is not mandated by State statute. Therefore, a budget stabilization/reserve account should be reported as unassigned
in the general fund. While statute also gives the authority to have stabilization reserve accounts in other operating
funds, the fund balance is reported as restricted, committed, or assigned and the reserve account does not change the
fund balance classification. Entity wide statements should report these as part of unrestricted net assets. Note: Bulletin
2020-008 simplified the reporting of fund balance classifications in the AOS regulatory cash basis financial statements

and footnotes beginning-with-the December34:2020-FYEreporting.

31'In the case of a reserve balance account of a county or of a township, the budget stabilization amount can be the
greater of 5% of the fund’s revenues from the preceding fiscal year or one-sixth of the expenditures during the
preceding fiscal year from the fund in which the account is established, under Ohio Rev. Code § 5705.13(A)(3). This
is our AOS opinion; however, statutory language is less than precise, and may be subject to an alternative interpretation
if accompanied with a well-reasoned legal opinion.

32 Various plans to provide for the payment of claims, assessments, and deductibles are allowed. Plans allowed are:
payments under a self-insurance program, individual retrospective ratings plan, group rating plan, group retrospective

rating plan, medical only program, deductible plan, or large deductible plan for workers' compensation.
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2. Ohio Rev. Code § 5705.13(B) allows a taxing authority to establish a special revenue fund to
accumulate cash to pay accumulated leave, or for paying salaries when the number of pay periods
exceeds the usual and customary number for a year. This leave includes payments for accumulated
sick leave and vacation leave, or for payments in lieu of taking compensatory time off, upon the
termination of employment or retirement. Money may be transferred to this fund from any fund from
which the termination or salary payments could lawfully be made. The reserve must be established by
resolution or ordinance and the taxing authority may rescind the fund at any time with the accumulated
resources being returned to the fund from which they came. Amounts accumulated in this fund should
be reasonable based on the taxing authority’s estimated liability for benefits.

3. Ohio Rev. Code § 5705.13(C) provides that a taxing authority may create, by resolution, one or more
capital projects funds® to accumulate resources for the acquisition, construction, or improvement of
fixed assets, including motor vehicles. Each fund must be created by ordinance or resolution. The
resolution or ordinance must identify the asset(s) to be acquired, the amount needed to be accumulated,
the period over which the amount will be accumulated (with a limit of ten years from the date of the
resolution or ordinance), and the source of the resources. Despite Ohio Rev. Code § 5705.14 through
.16, money may be transferred to the capital projects fund from any other fund that could acquire,
construct or improve the fixed assets. If a contract for the fixed asset(s) has not been entered into before
the ten-year period expires, the money is returned to the fund from which it was transferred or that was
originally intended to receive it. The taxing authority may rescind a capital projects fund at any time
with the accumulated resources being returned to the fund from which they came.

4. Ohio Rev. Code § 5705.132 permits townships to establish by resolution reserve balance accounts in
addition to those described above to accumulate currently available resources for any purpose for which
the board of township trustees may lawfully expend township money.** The resolution must state the:

Specific purpose for which a reserve balance account is established,

Fund within which it is established,

Fund or account from which money will be transferred to it,

Number of years it will exist [there is a five year cap on how long the account may be in existence]

Maximum total amount of money that may be credited to it during its existence; and

Maximum amount of money to be credited to it each fiscal year it exists

moe a0 o

Reserve balance accounts established under this authority may exist for not more than five years
beginning with the year in which money is first set aside. In addition, money in such an account can
be expended only for the purpose for which the account is established.

Money may be transferred to these new reserve balance accounts from another township fund or
account only if money in that fund or account may lawfully be expended for the purpose for which the
new reserve balance account is created. Townships may create more than one reserve balance account
under this section. However, the total amount of money credited to a/l of the reserve balance accounts
established under this section cannot exceed, at any time in any fiscal year, 5% of the total of the

33 Similar to the preceding note, GAAP/OCBOA governments should report these amounts as committed, assigned,
or restricted fund balance as appropriate under the circumstances described in GASB Statement No. 54 in
governmental fund statements. Entity wide statements should report this equity as part of unrestricted net assets,
because the restrictions are not externally imposed. Note: Bulletin 2020-008 simplified the reporting of fund balance
classifications in the AOS regulatory cash basis financial statements and footnotes beginningwith-the Deecember 3+

2020-FY-E-reporting.

34 Similar to reserve balance accounts created under existing law, reserves created under this section are not considered
as an unencumbered balance or revenue of the township for purposes of annual budget reviews by the county budget
commission. They are also not considered as an unencumbered balance or revenue for purposes of apportioning the
county’s undivided local government fund and the undivided local government revenue assistance fund.
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township’s revenue from all sources for the preceding fiscal year, plus any unencumbered balances
carried over to the current fiscal year from the preceding fiscal year. There are three important aspects
of this restriction. First, be aware that it is based on revenues only. Other financing sources such as
debt proceeds or transfers will not count toward the calculation of the limitation.”® Second, recognize
that this language has the effect of allowing the same dollars to be counted twice in calculating the
limitations, first when they were received in the prior year and second to the extent they are carried
over as unencumbered into the current year. Finally, notice that the amount of the limitation changes
each year because it is based on the preceding year’s revenues.

If a township does not expect to spend the money set-aside in a reserve balance account in the upcoming
year, the money in the reserve balance account need not be included in the certificate of year-end
balances filed with the budget commission at the beginning of the year. If the township plans to spend
the money that has been set aside, the township should include the money in the certificate of year-end
balances. The money will then be included in the amended certificate of estimated resources and may
be appropriated and spent during the year. Appropriations should be made to an account that reflects
the purpose of the reserve. Appropriations should not be made to, nor expenditures made from, a reserve
balance account. For example, assume in 2020 a township created a reserve balance account not to
exceed $40,000 in the motor vehicle license tax fund to purchase a new mower. $10,000 is set aside
each year from 2020 through 2023. In 2024, the $40,000 is included in the certificate of year-end
balances and appears as part of the amended certificate. The money is appropriated in the capital outlay
account in the motor vehicle license tax fund and the new mower is purchased.*

Upon the expiration or rescission of a reserve balance account created under this section, any
unexpended balance in the reserve account must be transferred to the fund or account from which
money in the account was originally transferred. If money was transferred from multiple funds or
accounts, a pro rata share of the unexpended balance must be transferred to each of them proportionate
to the amount originally transferred from that fund or account.

Note: Steps 5 and 6 do not apply to a subdivision or taxing unit for which the county budget commission
has waived the requirement to adopt a tax budget pursuant to section 5705.281 of the Revised Code. The
tax budget shall present the following information in such detail as is prescribed by the Auditor of State.

S.

Ohio Rev. Code § 5705.29(A)(1) Allows entities (except schools) to establish contingencies, not
designated for any particular purpose (contingency reserve balance — spending reserve) and not to
exceed 3% of appropriations for current expenses.

Ohio Rev. Code § 5705.29(A)(1) Allows school districts to establish contingencies, not designated for
any particular purpose (contingency reserve balance — spending reserve) and not to exceed 13% of
appropriations for current expenses.

a. In the fiscal year in which a levy is first extended, an estimate of expenditures to be known as a
voluntary contingency reserve balance, which shall not be greater than 25% of the total amount
of the levy estimated to be available for such year. (Ohio Rev. Code § 5705.29(E)(1)).

b. In the fiscal year following the year in which a levy is first extended an estimate of expenditures to
be known as a voluntary contingency reserve balance, which shall not be greater than 20% of
the total amount of the levy estimated to be available for such year. (Ohio Rev. Code §
5705.29(E)(2))

35 Appendix IV-5 of the March 2019 Ohio Township Handbook lists all Other Financing Sources.

36 For the purpose of setting aside money for the purchase of a capital asset, it may be easier and more convenient to
create a separate capital projects fund under the provisions of Ohio Rev. Code § 5705.13.
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The full amount of any reserve balance shall be retained by the county auditor and county treasurer out
of the first semiannual settlement of taxes until the beginning of the next succeeding fiscal year where
it shall be turned over to the board of education to be used for the purposes of such fiscal year. Except
in cases where by two thirds vote, the board of education appropriates (for any lawful purpose) any
amount withheld for this contingency during the fiscal year; wherein, the county auditor shall draw a
warrant payable (from the districts account) to the district in the amount requested. (Ohio Rev. Code §
5705.29(E)(3-4))

7. County Board of Developmental Disabilities

Ohio Rev. Code § 5705.222(C) requires the county auditor, upon receipt of a resolution from the county
board of developmental disabilities, to establish a capital improvements account or a reserve balance
account, or both, as specified in the resolution. The capital improvements account shall be a
contingency account for the necessary acquisition, replacement, renovation, or construction of facilities
and movable and fixed equipment. Upon the request of the county board of developmental disabilities,
moneys not needed to pay for current expenses may be appropriated to this account, in amounts such
that this account does not exceed twenty-five per cent of the replacement value of all capital facilities
and equipment currently used by the county board of developmental disabilities for developmental
disabilities programs and services. Other moneys available for current capital expenses from federal,
state, or local sources may also be appropriated to this account.

The reserve balance account shall contain those moneys that are not needed to pay for current operating
expenses and not deposited in the capital improvements account but that will be needed to pay for
operating expenses in the future. Upon the request of a county board of developmental disabilities, the
board of county commissioners may appropriate county funds, including funds from federal and state
sources, to the reserve balance account. The total balance in a reserve balance account shall not exceed
forty per cent of the county board of developmental disabilities' expenditures for all services in the
preceding calendar year. Amounts in a capital improvements account or reserve balance account that
are not in excess of the limitations prescribed in this division shall be considered reasonable and shall
not be taken into consideration by the county budget commission when determining whether to reduce
the taxing authority of a county under Ohio Rev. Code § 5705.32.

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  Checklists

e Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

1. Ifreserve balance accounts have been established:

a.

C.

Determine through vouching, review of minutes, and inspection of accounting ledgers and
authorizing legislation, whether reserve accounts were only established in the general fund, special
fund used for operating purposes or appropriate internal service fund and for permitted purposes
(budget stabilization, self-insurance program, or retrospective ratings program for worker’s
compensation).

Recalculate reserve percentages and inspect worksheets and accounting ledgers to determine
whether the amount reserved exceeded the 5% cap (budget stabilization account). In the case of
Townships or Counties see footnote 31.

For self-insurance and worker’s compensation reserve accounts, compare amounts reserved to
estimates received from the entity’s actuary.

2. Ifa“severance payout reserve” or “capital improvement reserve” fund has been established:

Review minutes, ordinances and resolutions to determine whether the fund has been established by
resolution or ordinance.

If a capital improvement reserve fund has been established, review the authorizing legislation to
determine whether the assets; amount required; accumulation period (not to exceed ten years); and
source of funding have been identified.

Select a representative number of disbursement transactions from the fund. Through vouching,
determine whether the transactions were only for related activities as indicated above, and in
accordance with the purpose stated in the authorizing legislation.

Trace a representative number of transfers to the reserve fund and determine whether the transfers
were from funds permitted to make the disbursements for which the reserve fund was established.

Determine through inspection of worksheets, ledgers and other such documents, whether records
reasonably provide for the return of accumulated resources, to the fund from which they were
originally transferred or the fund intended to receive them (If records do not reasonably provide for
the proper return of resources, this situation would generally result in a recommendation; a
noncompliance citation should not be made).

3. If the reserve fund was rescinded or if the ten-year period has elapsed prior to entering into a contract
(capital improvement reserve fund), determine through inspection of worksheets and accounting
ledgers whether the accumulated resources were returned to the fund from which they were originally
transferred or the fund intended to receive them.

4. Ifatownship has established an additional reserve balance account(s), determine whether the necessary
resolution, stating the purpose of the reserve account, has been adopted by the board of trustees.

a.

b.

Review monies transferred to the new township reserve balance accounts from other township
funds or accounts and determine whether those monies may lawfully be expended for the purpose
for which the new reserve balance account was created.

Determine whether the total amount of money credited to al/l of the reserve balance accounts
established under Ohio Rev. Code § 5705.132 exceeded 5% of the total of the township’s revenue
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from all sources for the preceding fiscal year and any unencumbered balances carried over to the
current fiscal year from the preceding fiscal year.

Determine whether reserve accounts were only used for the purpose for which the account(s) was
established.

Determine that none of the additional reserve balance accounts have existed for more than five
years.

Upon the expiration or rescission of a reserve balance account created under Ohio Rev. Code §
5705.132, determine whether any remaining unexpended balance in the reserve account was
transferred to the fund or account from which money in the account was originally transferred. If
not, consider a finding for adjustment.

5. [If an entity (other than a school district) has established a voluntary contingency reserve balance:

Determine through vouching, review of minutes, and inspection of accounting ledgers and
authorizing legislation, whether reserve accounts were only established in the general fund, special
fund used for operating purposes or appropriate internal service fund and for permitted purposes
(budget stabilization, self-insurance program, or retrospective ratings program for worker’s
compensation).

Recalculate reserve percentages and inspect worksheets and accounting ledgers to determine
whether the reserve is limited to 3% of appropriations

For self-insurance and worker’s compensation reserve accounts, compare amounts reserved to
estimates received from the entity’s actuary.

6. If school district has established a voluntary contingency reserve balance:

a.

Determine through vouching, review of minutes, and inspection of accounting ledgers and
authorizing legislation, whether reserve accounts were only established in the general fund, special
fund used for operating purposes or appropriate internal service fund and for permitted purposes
(budget stabilization, self-insurance program, or retrospective ratings program for worker’s
compensation).

Recalculate reserve percentages and inspect worksheets and accounting ledgers to determine
whether the amount reserved is limited to the lesser of:
1. 13% of appropriations for current expenses; or
ii.  25% of the total amount of the levy estimated to be available for the initial year, or 20% in
succeeding years.

For self-insurance and worker’s compensation reserve accounts, compare amounts reserved to
estimates received from the entity’s actuary.

7. If a county board of developmental disabilities has established a reserve balance account:

a.

Recalculate reserve percentages and inspect accounting ledgers to determine whether the amount
reserved is limited to 40% of the county board of developmental disabilities expenditures for all
services in the preceding calendar year.

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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1-9 Compliance Requirement: Ohio Rev. Code § 5101.144 - County Children Services Fund

Summary of Requirements: Requires that each county deposit all funds its public children services
agency receives, regardless of source, into a special fund in the county treasury known as the children

services fund.

Section 1-9

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

What control procedures address the
compliance requirement?

W/P
Ref.

e Policies and Procedures Manuals

e Knowledge and Training of personnel

e Checklists

e [Legislative and Management Monitoring

e Management’s identification of changes
in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. During revenue tests, trace a representative number of children services agency receipts to the fund.

Audit implications (adequacy of the system and controls, and the direct and material effects of
non-compliance, effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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1-10 Compliance Requirement: Ohio Const. Art. XII, Section 11; Ohio Const. Art. XVIII, Section 12,
Ohio Rev. Code §§ 133.10, 133.22, 133.23, 133.24, 133.26, 167.041, 308.08, 308.09, 321.34, 505.262,
505.37, 505.401, 505.50, 3318.36, 5531.10, 5705.03, 5705.05, 5705.09, 5705.10 and 5705.2113; AOS
Bulletin 2024-002, 1981 Op. Att’y. Gen. No. 81-035 and 1996 Op. Att’y. Gen. No. 96-048 — Issuing or
Retiring Bonds and Notes.

Summary of Requirements:

Common Types of Debt

BACKGROUND INFORMATION: Per Ohio Rev. Code § 133.01(Q), general obligation (G.O.)
securities are those collateralized by a pledge of taxing authority, up to the subdivision’s available tax limit
(sometimes described as a taxing authority’s “full faith, credit and taxing authority.”)

The following are examples of securities that are not general obligations:

Ohio Rev. Code § 133.01(LL) defines self-supporting securities as securities, or portions of securities where
the fiscal officer estimates that revenue sources, excluding taxes, are sufficient to pay for operating costs
plus debt service. These are securities collateralized by pledged revenue,®” without a pledge of taxes.
Enterprise utility operations often issue self-supporting securities. Ohio Rev. Code § 133.01(MM) lists the
various subdivisions authorized to issue self-supporting securities; such as municipalities, townships,
counties, school districts, and certain other districts. (See the statute for a complete list.) Ohio Rev. Code
§ 133.01(MM) does not list community schools.

Ohio Rev. Code § 133.08(D) defines revenue securities as those a county issues, collateralized only by
pledged revenue and which are not secured by a county’s full faith, credit and taxing authority.

Ohio Const. Art. XVIII, Section 12, authorizes a municipality to issue bonds collateralized by pledged
revenues or mortgages to acquire, construct, or extend public utilities. These bonds do not impose any
liability on the municipality, except the creditor’s right to the pledged revenue and / or mortgage. That is,
this debt is not a general obligation.

Issuance of Securities

Ohio Const. Art. XII, Section 11 states that "[n]o bonded indebtedness of the state, or any political
subdivision thereof, shall be incurred or renewed unless, in the legislation under which such indebtedness
is incurred or renewed, provision is made for levying and collecting annually by taxation an amount
sufficient to pay the interest on said bonds, and to provide a sinking fund for their final redemption at
maturity."

Ohio Rev. Code § 5705.03 provides that the taxing authority of each subdivision may levy sufficient taxes
annually as are necessary to pay the interest and sinking fund on and retire at maturity the bonds, notes and
certificates of indebtedness of such subdivision subject to the limitations of applicable statutes.

Ohio Rev. Code § 133.23 describes the legislation required to authorize new securities. Per Ohio Rev.
Code § 133.23(C), legislation must identify the source(s) of repaying the bonds, which may be any moneys
required by law to be used, or lawfully available, for the purpose authorized. If the bonds are general
obligations, or a property tax otherwise must be levied for the debt service, the legislation shall provide for
levying a property tax sufficient to pay the bonds’ debt charges; but the tax amount levied or collected in

37 Pledged revenue is revenue the debt legislation or covenant provisions pledged as collateral to the debt owners.
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any year may be reduced by the amount to be available from special assessments,*® revenues and surplus
funds of public utilities, any surplus in the funds from which such bonds are to be retired, or other moneys
specifically assigned by law or by legislation of the taxing authority for payment of such debt charges.

We interpret Ohio Rev. Code § 133.23(C) as follows:

e Revenue (tax or otherwise) pledged to repay debt must be used for debt service unless the debt is
repaid from other sources.

e A government can use unrestricted money or restricted money for purposes consistent with the
restriction to pay debt service. For example, a government might use restricted grant revenue® to
pay revenue anticipation note debt service, if the debt proceeds were spent for allowable grant
purposes, even if the debt legislation pledges taxes.

o Therefore, if these bonds are a general obligation, a government must authorize a levy, but need
not levy the tax if it can use other resources to pay the debt service.

Debt Issuance for Board of Trustees for Fire Districts

Pursuant to Ohio Rev. Code Chapter 133, Ohio Rev. Code § 505.401 provides additional borrowing
authority for the board of trustees for fire districts organized under Ohio Rev. Code § 505.37(C). This
section allows the fire district’s board of trustees to issue bonds to acquire fire and rescue equipment,
buildings and sites for the district or to construct or improve a building to house fire equipment.

Infrastructure Loans for Regional Councils of Government

An educational service center serving as a fiscal agent for a regional council of governments can enter into
agreements with the governing body of one or more member governments to lend money to improve
infrastructure within the member’s territory. [Ohio Rev. Code § 167.041]

Debt Issuance for Qualifying Partnerships (Career-Technical Education Compact)

Pursuant to Ohio Rev. Code Chapter 133, 5705.2113 a Qualifying Partnership®® may declare that it is
necessary to issue general obligation bonds to acquire “classroom facilities and necessary appurtenances”,
subject to the approval of a majority of the electors in the combined territory. Under the authority of Ohio
Rev. Code § 5705.2112 and 5705.2113, a qualifying partnership may levy and issue taxes to pay for all or
part of the bonds pledged for the Classroom Facilities project. Further, pursuant to Ohio Rev. Code §§
3318.71, 5705.2112, and 5705.2113, the member districts in the compact agreement (i.e., contract) must
designate a fiscal agent to act on behalf of the members in the qualifying partnership. Auditors should
carefully review the contract agreement of the Qualifying Partnership to determine the exact terms and
conditions along with potential bond covenants related to the bond issuance that must be maintained by the
members of the qualifying partnership. Additionally, auditors must assess which school district the related
debt issuance belongs to and whether the qualifying partnership has its own-source revenue for purposes of
determining “legally separate” and other GASB Codification 2600 criteria. Generally, all member districts
of the qualifying partnership share equal responsibility for the related bond obligation. These can be

38 FYI: Special assessment anticipation notes issued per Ohio Rev. Code § 133.17 are collateralized by a pledge of
special assessments, and as general obligations. However, notes issued per Ohio Rev. Code § 133.13, anticipating
special assessments collected in one installment are collateralized only by the assessments and are not general
obligations.

39 Unless the grant regulations prohibit debt payments. For example, 2 C.F.R. 200.449(a) would generally permit
using Federal grants to pay debt related to assets used in Federal programs.

40 A qualifying partnership is a group of city, exempted village, or local school districts which meet the following
criteria: (1) the districts are part of a career-technical education compact, the districts have entered into an agreement
for joint or cooperative establishment and operation of a STEM education program under Ohio Rev. Code § 3313.842,
and (3) the aggregate territory of the districts is located in two adjacent counties, each having a population greater
than 40,000 but less than 50,000, and at least one of which borders another state. [Ohio Rev. Code § 3318.71]

43



2025 Ohio Compliance Supplement Direct Laws
Section 1-10

complex determinations; therefore, auditors are encouraged to consult with the Center for Audit Excellence
as needed.

Debt Issuance for Regional Airport Authorities

Ohio Rev. Code § 308.08 provides additional borrowing authority for regional airport authorities. This
section allows the airport to issue revenue bonds to construct, replace, extend, enlarge, maintain, or operate
any airport or airport facility (or repay or refund any outstanding debt issues related to the aforementioned
purposes). The bonds may be collateralized by pledged revenues and do not impose any liability on the
airport, except the creditor’s right to the pledged revenue. This debt is not a general obligation.
Additionally, Ohio Rev. Code § 308.09 permits the board of trustees of the regional airport authority to
secure the revenue bonds via trust agreement with a corporate trustee. This trust agreement may not convey
or mortgage any of the regional airport authority property nor pledge the general credit of the regional
airport authority.

Retirement of Securities
Ohio Rev. Code § 5705.09(C) requires each subdivision to establish a bond retirement fund into which it
must pay sufficient revenues to retire serial bonds, notes and certificates of indebtedness at maturity.

Ohio Rev. Code § 5705.10 provides that all revenue derived from levies for debt charges on bonds, notes,
or certificates of indebtedness must be paid into a [debt service] fund for that purpose.

Ohio Rev. Code § 133.10(E) further provides that revenue anticipated (i.e. property taxes pledged to pay
tax anticipation notes) may be appropriated for purposes other than paying debt charges only after deducting
an amount sufficient to pay the debt. The amount (of anticipated revenues) to be applied to debt charges
must be set aside in an account in the bond retirement fund. Ohio Rev. Code § 133.10(E) applies to certain
other types of securities, for example in Ohio Rev. Code sections:

e Ohio Rev. Code § 133.13: Certain special assessments

e Ohio Rev. Code § 133.17: Securities anticipating special assessments

e Ohio Rev. Code § 133.32:  All Ohio Rev. Code Chapter 133 securities

e Ohio Rev. Code § 6101.50: Conservancy district special assessments RAN

Issuance of Notes

Ohio Rev. Code § 133.22(B) requires that when a subdivision issues notes, its financial officer must notify
the county auditor that such notes have been sold. Per Ohio Rev. Code § 321.34(B), when a county auditor
advances tax revenue to a subdivision, the county auditor must allocate the advance between the
subdivision’s general and debt service fund, to provide sufficient tax revenue to pay the subdivision's
outstanding G.O. indebtedness.

Ohio Rev. Code § 505.262(A) authorizes a board of township trustees to issue notes of the township to
finance installment payment purchases of equipment, buildings, and sites for any lawful township purpose.
All notes issues shall be pursuant to Ohio Rev. Code § 133.20. Furthermore, the Attorney General opined
that Ohio Rev. Code § 505.262(A) does not grant explicitly or implicitly the authority of the township to
grant a security interest in the property purchased by the installment contract. [1996 Op. Att’y. Gen. No.
96-048]*

4! For example, townships cannot take out a simple bank loan to purchase a truck for road purposes since “bank loans”
are not a statutorily permitted form of debt for townships. However, townships do have authority to issue securities
under Ohio Rev. Code Chapter 133 (e.g., anticipatory debt usually secured for infrastructure). However, Ohio Rev.
Code § 505.262(A) and 1996 Op. Att’y. Gen. No. 96-048 provide specific authority for townships to issue Chapter
133 securities for the purposes this paragraph describes.
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Special Features
Ohio Rev. Code Chapter 133 securities may include the following features:
e Floating interest rates [Ohio Rev. Code § 133.26(A)]
e Early redemption or call provisions [Ohio Rev. Code § 133.26(B)]

Legislation authorizing a debt issuance may contain restrictions on the source of payment for debt charges.

Governmental entities are generally prohibited from assuming debt in the form of a standard installment

loan from private institutions unless clearly permitted by statute. The authority to spend money and incur
debt is construed strictly under the law — meaning there must be clear, express, statutory authority for a
public body to engage in a specific type of financial transaction or assume debt. Therefore, unless a legal
authority (statute, regulation, etc.) clearly authorizes a governmental entity to (1) borrow money from
private lenders for its intended purpose(s) and (2) issue evidences of the debt (usually in the form of a
promissory note or similar security), such governmental entity is prohibited from obtaining a standard

installment loan from a private financial institution.

See additional guidance in AOS Bulletin 2024-002. AOS auditors should consult with AOS Legal when
uestions arise about the legality of such issues.

Retiring Debt from Funds Other than a Debt Retirement Fund

Absent a specific requirement, debt may be paid from any unrestricted monies held, segregated from
restricted monies, in a fund which was established for a purpose not inconsistent with paying such debt.
When evaluating compliance with the requirements in this section, place emphasis on the source of monies
used to repay debt. When a subdivision pays debt from a fund other than a debt retirement fund, consider
the following:

A. Ohio Rev. Code § 5705.10(1) provides that money paid into a fund shall be used only for the
purpose for which such fund was established. Therefore, money in a fund may be used to pay
debt charges provided the payment of such debt charges is consistent with the purpose for

which the fund was established;

B. With regard to tax anticipation notes, Ohio Rev. Code § 133.24(D) provides that, except for
capitalized interest™, debt charges on tax anticipation notes are payable only from the revenue
collected by the tax levy anticipated.

C. Ohio Rev. Code § 5705.05 prohibits using taxes levied for current expenses to pay debt charges.

D. Ohio Rev. Code § 5531.10 (C) (issuing obligations for state infrastructure projects) provides
that the holders or owners of such obligations shall have no right to have moneys raised by

42 Ohio Rev. Code § 133.01(E) defines capitalized interest as interest received with the proceeds of a security. For
example, this would include interest payable accruing between the security’s issuance date and the date the security
was sold. Since the government must pay this interest to the security owners, the government generally must set aside
this interest for the first debt service payment and should not use it for the purpose for which the principal was issued.
[Ohio Rev. Code § 133.16] Do not confuse this with capitalized interest discussed in GASB Statement No. 34, 37, 62
(110), 89 etc.
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taxation by the state of Ohio obligated or pledged, and moneys so raised shall not be obligated
or pledged, for the payment of bond service charges.*

1. Additionally, the section specifically permits townships receiving distributions from
the Gasoline Excise Tax Fund in the state treasury to use that money to pay debt service
on State Infrastructure Bank (SIB) obligations. (Ohio Rev. Code §§ 5531.10 and
5735.27)

E. 1981 Op. Att’y. Gen. No. 81-035 states:

Certain moneys paid into the general fund which are not derived from a general levy for current
expenses are placed in the general fund precisely because their use is not restricted. (See Ohio
Rev. Code § 5705.10). Such monies may be used to pay debt charges provided that they have
not been commingled with general fund monies which may not be used for debt payment.
Where otherwise unrestricted monies have been paid into the general fund and have been
commingled with restricted monies to the extent that the particular source from which the
monies originated cannot be distinguished, such monies may be used to pay debt charges only
after they have been transferred to an appropriate fund. [Ohio Rev. Code § 5705.14]

1. 1981 Op. Att’y. Gen. No. 81-035 further clarifies ‘commingled’ funds with the

following and says that counties wishing to spend moneys in a general fund directly
for a specified purpose must be able to establish that no ‘restricted’ funds are being
used:
“the use of some of the revenue deposited in the general fund of a subdivision is not
restricted by law (except, of course, by the public purpose requirement), it may, in fact,
be restricted by practical considerations. Where moneys from various sources are
deposited in the general fund and thereafter become commingled, it may be difficult or
impossible from a practical standpoint to insure that general levy revenues or any
other similarly restricted revenues would not be included within a proposed
expenditure.” Additionally, The Supreme Court of Ohio, in State ex rel. Locher v.
Menning, 95 Ohio St. 97,99, 115 N .E. 571, 572 (1916), held as follows: "The authority
to act in financial transactions must be clear and distinctly granted, and, if such
authority is of doubtful import, the doubt is resolved against its exercise in all cases
where a financial obligation is sought to be imposed upon the county."

F. Ohio Rev. Code § 505.262(A) authorizes a board of township trustees to issue notes of the
township to finance installment payment purchases of equipment, buildings, and sites for any
lawful township purpose. All notes issues shall be pursuant to Ohio Rev. Code § 133.20.
Furthermore, the Attorney General opined that Ohio Rev. Code § 505.262(A) does not grant
explicitly or implicitly the authority of the township to grant a security interest in the property
purchased by the installment contract. [1996 Op. Att’y. Gen. No. 96-048]

The Expedited Local Partnership Program provides a way for school districts to start approved school
building projects using local funds while they wait for state funding under the “main” Classroom Facilities
Assistance Program (CFAP) program. Once a district is eligible for CFAP, it may apply this advance
expenditure of local resources toward its portion of the cost of its total CFAP project. If a district has spent
more than its share of its CFAP project while proceeding under the Expedited Program, the School Facilities
Commission must reimburse the district the amount of the over expenditure. Ohio Rev. Code §

43 Ohio Rev. Code § 5531.10(C) does not require establishing a Debt Service Fund. Rather, this section describes
statutory exceptions to the general rule that monies not otherwise restricted could be used to pay debt where the
purposes of both were consistent. In other words, governments with SIB loans cannot obligate or pledge State-levied
taxes to pay bond service charges (except townships receiving distributions from the Gasoline Excise Tax Fund in the
state treasury to use that money to pay debt service on State Infrastructure Bank (SIB) obligations).
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3318.36(E)(2) provides that school districts may first deposit reimbursed money into either the district's
general fund or a permanent improvement fund to replace local resources the district withdrew from those
funds for constructing classroom facilities included in the district's CFAP project. The remaining
reimbursement monies must be used to pay debt service on classroom facilities constructed under the
Expedited Program. [Ohio Rev. Code § 3318.36(E)(2)]

Leasing Equipment - Townships

Ohio Rev. Code § 505.37 and § 505.50 permit a board of township trustees to lease or lease with an option
to purchase fire and police protection and emergency police protection, respectively. Ohio Rev. Code §
505.267 and § 5549.021 expand townships’ powers, allowing them to lease or lease with an option to
purchase for any purpose for which it may acquire real or personal property, including machinery, tools,
trucks and other equipment used in constructing, maintaining or repairing roads. Refer to Ohio Compliance
Supplement section 2A-6 for a summary of the requirements regarding the leasing of equipment by
Townships.

See additional guidance related to debt in OCS Implementation Guide, Appendix C.

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 Checklists
e Bond Counsel/Lender Involvement

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures — Compliance (Substantive) Tests

Note: Procedures 1 through 3 apply to all entity types. In addition, procedures 4 through 9 would apply to
the entity types listed in the corresponding headings. Testing of requirements related to Township’s leasing
equipment should be completed in OCS 2A-6.

All Entity Types

1. For securities issued during the audit period, inspect the debt legislation and determine under which
Rev. Code statute the debt was issued. If that section is not listed in this Ohio Compliance Supplement
Chapter, read the specific statute and amend the testing steps to include tests to determine:
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The legality of the source of repayment and collateral*. (We can normally rely on documents
(such as an offering statement) bond counsel or the underwriter prepared describing the source of
repayment and collateral, if they were involved with a debt issue. We should inspect their
conclusions for reasonableness and summarize in the permanent file.)

i.  Whether the government properly segregated any revenue pledged for debt service or
capitalized interest (i.e. interest accruing between the security’s issuance date and the date
the security was sold) and used that revenue for debt service. This will often require
establishing a debt service fund.

ii. Whether the government used the proceeds for the purposes authorized.

iii. Whether the government made any debt covenants in the debt legislation. Auditors should
select material debt covenants for testing annually to ensure ongoing compliance. In
addition, if the debt is subject to the filing requirements of the Municipal Securities
Rulemaking Board (MSRB), auditors should include Optional Procedures Manual Section
O-8 and perform testing accordingly.

iv. If the debt is still outstanding at the end of the audit period, include copies or summaries
of the information related to the three bullet points above in the permanent file.

v. If the debt includes features such as floating interest rates or early redemption or call
provisions, determine if enabling legislation and the Ohio Rev. Code authorize those
features. (For example, Ohio Rev. Code § 133.22(D) describes features BAN can include.)

Inspect the county tax settlements and trace revenues to the funds indicated. If amounts from tax levies
for bond retirement are being placed into funds other than bond retirement funds, inspect documentation
that the government deducted an amount sufficient to pay the debt charges. [Ohio Rev. Code §
5705.10(B)]

By reading the government’s financial statements or inspecting its ledgers, determine where debt is
paid from. If other than bond retirement funds, determine that:

a.

Debt paid from a restricted fund was paid from revenue which could be used for the same purpose
for which the debt proceeds were spent [Ohio Rev. Code § 5705.10 or 133.24(D)];

Restrictions, if any, in the debt-authorizing legislation were followed;

Revenue derived from a general levy for current expenses is not used to pay debt charges [Ohio
Rev. Code § 5705.05]; or

Monies used to pay debt from the general fund have not been commingled with general fund monies
which may not be used for debt payment [1981 Op. Att’y. Gen. No. 81-035].

Note: Where bond counsel was involved with debt issues we are testing, we can usually rely on
documents they have prepared or opined on, as evidence that legislation authorizing the securities

4 Auditors may consult with CFAE if they encounter complex arrangements associated with the offerings. Such

complexities may include interest rate swaps. For Ohio governments, interest-rate swaps normally refer to debt issued
at a variable interest rate, which the government (issuer) converts to a fixed interest rate.

Swaptions describe an option to swap variable for fixed-rate debt if the strike rate meets the forward rate.
Swaps and swaptions can result in deferred inflows or outflows, but if properly used they are hedging
instruments, designed to hedge (i.e. reduce) interest-rate risk. If properly used, they are not classified as
investments.

Swaps and swaptions are derivatives per GASB Statement No. 53 (GASB Cod. D40.103-.109), but they do meet the
Ohio Rev. Code 135 derivative definition; therefore Ohio Rev. Code 135 does not prohibit them.
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complies with statute. However, bond counsel would not “audit” the government’s subsequent
compliance with requirements. For example, we would not expect bond counsel to determine how
the government accounted for debt proceeds or whether the proceeds were spent for authorized
purposes.

Board of Trustees for Fire Districts
4. By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if the fire

district used this type of borrowing.

If so,
a. trace the bond issuance to the budget;

b. inspect the resolution authorizing the bond issuance;

c. determine whether the issuance is in accordance with Ohio Rev. Code Chapter 133 requirements;
and

d. determine whether the proceeds were used to acquire fire-fighting equipment, buildings or sites for
the district or for the purpose of constructing or improving a building to house fire equipment.

Council of Governments
5. Review the agreement and determine if they are following the requirements;

6. Determine expenditures for the loans are for proper public purposes;

7. Determine if the repayment for the loans is paid from the proper fund.

Career-Technical Education Compact Qualifying Partnerships

8. By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if this

type of borrowing was used.

If so,
a. trace the bond issuance to the respective budget(s);

b. inspect the resolution(s) authorizing the bond issuance;

¢. determine whether the issuance is in accordance with Ohio Rev. Code Chapter 133 requirements;
and

d. determine whether the proceeds were used to acquire classroom facilities.
Regional Airport Authority
9. By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if the

Airport Authority used this type of borrowing.

If so,
a. inspect the resolution authorizing the bond issuance;

b. determine whether the proceeds were used to construct, replace, extend, enlarge, maintain, or
operate any airport or airport facility;
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c. If secured with a trustee, obtain and evaluate the agreement to determine that it does not convey or
mortgage any of the regional airport authority property nor pledge the general credit of the regional
airport authority.

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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1-11 Compliance Requirement: Ohio Rev. Code §§ 133.10, 133.22, 133.24, and 4582.56(B) & (C) —
Bond, Tax and Revenue Anticipation Notes (BAN, TAN and RAN).

Summary of Requirements: Per Appendix C-1 in the OCS Implementation Guide, several Ohio Rev.
Code sections authorize TAN, RAN or BAN. Short-term TANs or RANs are generally subject to (1)
below.*> Long-term TAN are generally subject to (2) below.* Significant requirements related to BAN
are described at the end of this step.

1) Short-term notes anticipating current revenues, most often current tax levies: A government
cannot issue these notes for more than a defined percentage of the current-year’s estimated revenue
(for example, %2 the current annual estimated revenue from utility charges or grants (Ohio Rev.
Code § 133.10(B)), or approximately 2 of the next tax settlement, (Ohio Rev. Code § 133.10(A))).
These notes normally mature within six months, or the end of the fiscal year, whichever occurs
first. Most Ohio Rev. Code sections authorizing these notes require them to comply with Ohio
Rev. Code § 133.10. The remainder of this step refers to these notes as Ohio Rev. Code § 7133.10
short-term notes.

2) Long-term notes anticipating future tax revenues, from voted tax levies, usually of a limited life:
A government cannot issue these notes for more than the amount the levy will generate over its
life, or a portion of its life. These notes mature over the life of the levy or a shorter period Ohio
Rev. Code specifies, such as 5 or 10 years. Most Ohio Rev. Code sections authorizing these notes
require them to comply with Ohio Rev. Code § 133.24. The remainder of this step refers to these
notes as Ohio Rev. Code § 133.24 long- term notes.

RC 133.10 short-term TAN or RAN

TAN:
TAN must mature no later than the last day of the sixth month after the issue date, and in no case may they
mature after the end of the fiscal year. The aggregate amount outstanding cannot exceed '2 of the amount

anticipated for the next six months (typically the next settlement minus advances). [Ohio Rev. Code §
133.10(A)]

Ohio Rev. Code § 133.10(A) applies to subdivisions generally, Ohio Rev. Code § 133.10(C) is specifically
applicable to counties, municipalities, townships and school districts. If one of these entities issues TANs
under Ohio Rev. Code § 133.10(C), these TANs need not mature until the end of the year. (That is, they
are not restricted to a six-month maturity.)

Notes a school district issues anticipating a delayed property tax settlement may be for up to 90% of the
amount estimated to be received by that settlement (other than taxes to be received for paying debt charges)
minus advances, and may mature as late as the August 31 after the June 30 fiscal year end. [Ohio Rev.
Code § 133.10(D)]

RAN:

The notes issued cannot exceed 2 of the amount of the projected revenues remaining to be received during
the fiscal year, minus advances and prior collections, as estimated by the fiscal officer. [Ohio Rev. Code §
133.10(B)]

4 The references to long-term and short-term above refer to the legal requirements, not the classification of this debt
under GAAP. Auditors should refer to GASB Cod. B50 and GFOA’s Annual Comprehensive Financial Report
(ACFR) checklist for guidance on GAAP debt classifications.
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Notes issued anticipating current revenues in and for any fiscal year from any source or combination of
sources, including distributions of any federal or state moneys, other than the proceeds of property taxes
shall mature not later than the last day of the fiscal year for which the revenues are anticipated. [Ohio Rev.
Code § 133.10(E)(2)]

All Ohio Rev. Code § 133.10 short-term TAN or RAN
Pledged revenue (tax or otherwise) collected to retire these notes is considered appropriated for debt charges
and financing costs. The government can appropriate this revenue for other purposes only after deducting

sufficient amounts to pay debt service. The government must deposit pledged revenue sufficient to pay the
debt in an account in a debt service fund. [Ohio Rev. Code § 133.10(E)(1)]

These notes cannot be issued prior to the first day of the fiscal year. [Ohio Rev. Code § 133.10(E)(2)] (The
only exception is that a board of education of a school district may issue notes as early as 10 days before
the first day of the fiscal year (i.e., by June 21), provided that the proceeds of the notes can neither be spent

nor considered available for appropriation prior to the first day of the fiscal year [i.e., July 1]). [Ohio Rev.
Code § 133.10(H)]

The government can spend note proceeds only for the purposes for which the related revenue can be spent.
[Ohio Rev. Code § 133.10(E)(3)] For example, if a government issues RAN, anticipating Federal grant
proceeds, the government can spend the note proceeds only for purposes the Federal grant permits.

Ohio Rev. Code § 133.24 long- term TAN

The aggregate amount of principal outstanding may not exceed the anticipated levy proceeds provided in
the applicable law by a statement of percentage or by a limitation on the amount of annual maturities. These
TAN must mature by December 31 of the year authorized by statute, or by December 31 of the last year of
the levy, whichever is earlier. [Ohio Rev. Code § 133.24(B)] Therefore, the duration of these notes should
match the levy’s life. (Unless another Ohio Revised Code section specifies a shorter period. See the
Appendix C-1 in the OCS Implementation Guide for examples.) The estimated annual debt service should
approximate the annual levy proceeds.

Debt service is payable only from the levy proceeds. (Except the government should use capitalized interest
collected with the debt proceeds to pay capitalized interest due with the first debt service payment.) The
levy proceeds are deemed appropriated for debt service, and must be deposited into an account in the debt
service fund. (The interest payable from capitalized interest should be paid with capitalized interest.) [Ohio
Rev. Code § 133.24(D)]

--Any amount so deposited and not needed for the purpose in the particular fiscal year may,
without compliance with any other law or approval by any other agency, be transferred to the
special fund established for the proceeds of the tax levy [Ohio Rev. Code § 133.24(D)] (such
as a capital projects fund, if the tax was levied for both debt service and for a specific capital
project.)

Requirements applicable to BAN
Per Ohio Rev. Code § 133.22, the legislative body must pass legislation authorizing:
o The purpose for (eventually) issuing the bonds (which is limited to one purpose) [(A)(1)(a)]
e The maximum amount of BAN, which cannot exceed the bond amount [(A)(2)(a)]
o The maximum maturity, which cannot exceed (C). (See Ohio Rev. Code § 133.22(C)
below).
e If the bonds are eventually payable from a property tax, the legislation provides for the
levy of property taxes while the BAN are outstanding;
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(Note: We can normally rely on bond counsel for assuring compliance with the following provisions. This
requirement is listed as background information for you.) Per Ohio Rev. Code § 133.22(C), BAN issued
with a latest maturity of less than two hundred forty months may be renewed for up to two-hundred-forty
months.

e Per (C)(2), five years after issuing the original BAN, a portion of the principal shall be
paid annually, in amounts at least equal to, and payable not later than the payment dates
of, the principal that would have been paid if the government issued bonds at the
expiration of the initial five-year period.

e Per (C)(3), the latest maturity of BAN may not exceed the maximum maturity of the
bonds anticipated plus five years. (Bond maturities can range from 5 to 50 years, per
Ohio Rev. Code § 133.20.)

e Note: There are exceptions to these general rules, but they are too complex to summarize
here. (Refer to Ohio Rev. Code § 133.22(C) for exceptions.)

(These features are listed for your information.) Per Ohio Rev. Code § 133.22(D), BAN may include the
following features:

e Put options [(D)(6)]

e Issue commercial paper in lieu of BAN [(D)(7)]

e Floating interest rates [(D)(8)]

e Interest rate swaps [(D)(9)(b)]

Lake Erie Shoreline Improvements

The board of county commissioners pledges all revenue from levies of an excise tax to Port authorities who
are part of the Lakeshore Improvement project*®. The revenue must be used to fund or pay debt charges
related to the construction of port authority facilities under an agreement between the county and port
authority. [Ohio Rev. Code § 4582.56(B)]
e The port authority may issue special obligation bonds, and notes anticipating the proceeds of
the bonds (BAN). [Ohio Rev. Code § 4582.56(C)]

4 A Lakeshore improvement project includes constructing ("Construction” includes acquisition, alteration,
construction, creation, development enlargement, equipment, improvement, installation, reconstruction, remodeling,
renovation, or any combination thereof) a port authority facility within one mile of the Lake Erie shoreline in a County
whose territory includes a part of the Lake Erie shoreline at least fifty percent of the linear length of the county’s
border with other counties. [Ohio Rev. Code § 4582.56(A)]
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In determining how the government What control procedures address W/P
ensures compliance, consider the the compliance requirement? Ref.
following:

e Policies and Procedures Manuals

e Knowledge and Training of personnel
e Checklists

e Bond Counsel/Lender Involvement

e [egislative 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:

1.

For notes issued during the audit period, inspect the debt legislation and determine under which Rev.
Code statute the debt was issued. If that section is not listed in this Ohio Compliance Supplement
Chapter (including Appendix C-1 of the OCS Implementation Guide), read the specific statute and
amend the testing steps to include tests for the 5 6 debt requirements below. If a note is outstanding at
the end of the audit period, include copies or a summary of documentation addressing the 5 compliance
tests below in the permanent file.

Determine whether:
Note: For Lake Erie Shoreline Improvements only steps d through f apply.

a.

Note proceeds did not exceed Ohio Rev. Code limits, typically limited by the related revenue
estimate (RAN or TAN) or bond proceed (BAN) estimates. (We can normally rely on the work of
bond counsel or the underwriter, if they were involved with a debt issue. We should inspect their
conclusions for reasonableness and summarize for the permanent file.)

Notes did not exceed limitations on the time to maturity. (Usually, notes issued for operating
expenses must mature in one year. Notes used for capital improvements have longer maturities.
BAN can mature up to the life of the eventual bonds.) (We can normally rely on the work of bond
counsel or the underwriter, if they were involved with a debt issue. We should inspect their
conclusions for reasonableness and summarize for the permanent file.)

The government repaid the debt with the pledged or other legal revenue (RAN and TAN), or
refinanced BAN according to the BAN legislation.

The government properly segregated any revenue pledged for debt service and used that revenue
for debt service.

The government used the note proceeds for the purposes authorized.
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f. Identify material debt covenants by reviewing the debt documents, official statement and opinions
of bond counsel. Annually test material covenants to ensure ongoing compliance throughout the
life of the outstanding 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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1-12 Compliance Requirement: Ohio Rev. Code § 3375.404 - Additional borrowing authority for boards
of library trustees.

Summary of Requirements: Ohio Rev. Code § 3375.404 allows a board of library trustees of a public
library that either receives an allocation of the library fund, or, levies a property tax under Ohio Rev. Code
§ 5705.23 to anticipate its portion of the proceeds of the library fund distribution or the property tax and
issue library fund facilities notes to pay the costs of financing the facilities (or certain other property), or to
refund any refunding obligations.

A library board may issue such notes only if it projects that the annual note service charges (including
interest, repayment of principal, and redemption premiums) are capable of being paid from the library’s
annual Library and Local Government Support Fund (LLGSF) (also known as: “public library funds”)
receipts or the property tax receipts.

The maximum annual debt service for these notes cannot exceed:
1. 40% of the average LLGSF funding (public library funds) the library received for the two years
preceding the year the notes were issued
2. The portion of the lawfully available proceeds from the property tax levied under Ohio Rev. Code
§ 5705.23 that the board has, in the authorizing proceedings, covenanted to appropriate annually
for the purpose of paying note service charges.

The notes are payable from the LLGSF monies (public library funds) or the property tax receipts received
by the library board issuing the notes, or from the proceeds of notes, refunding notes, or renewal anticipation
notes which may be pledged for such payment in the authorizing resolution. The notes are payable solely
from the funds pledged for their payment as authorized by Ohio Rev. Code § 3375.404 and all notes must
contain on their face a statement to that effect.

The maximum maturity, in the case of any anticipation notes, cannot exceed 10 years from the date of issue
of the original anticipation notes.

For refunding notes or any notes that are not anticipation notes, the maximum maturity cannot exceed 40
years from the date of the original issue of notes.

See additional guidance related to debt in OCS Implementation Guide, Appendix C.
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In determining how the government What control procedures address W/P
ensures compliance, consider the the compliance requirement? Ref.
following:

e Policies and Procedures Manuals

e Knowledge and Training of personnel
e  Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

1.

By reading the minutes, inspecting bond ledgers or other documents, or by inquiry, determine if the
library used this type of borrowing.

Calculate, or inspect the library’s calculations, that the maximum annual note debt service charges does
not exceed 40% of the average LLGSF funding (public library funds) for the two years preceding the
year in which the notes are issued. (This step should only apply in the year notes were issued.)

Inspect the notes for the statement that the notes are payable solely from the resources pledged for their
payment as authorized by Ohio Rev. Code § 3375.404. In other words, ensure the debt service funds
were allocated to the appropriate fund(s) based on the legal authority to retire the debt.

Inspect the notes for the maximum maturities of 10/40 years.
Identify material debt covenants by reviewing the debt documents, official statement and opinions of

bond counsel. Annually test material covenants to ensure ongoing compliance throughout the life of
the outstanding 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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1-13 Compliance Requirement: Ohio Rev. Code §§ 133.29, 135.14, 135.35, 731.56-.58, 1995 Op. Att’y.
Gen. No. 55-5263, and 1985 Op. Att’y. Gen. No. 85-072 - Governments investing in their own securities.

Note: Entities must have the legal authority to both buy and sell the debt. Ohio Rev. Code § 133.29
authorizes entities to invest in their own securities; however, there must be a separate, specific authority to
issue the debt before the Bond Retirement or other authorized Fund may purchase it.

Summary of Requirement:
Manuscript and Treasury Debt in General

Before a taxing authority sells any securities of the subdivision to others, the taxing authority may offer the
securities at their purchase price and accrued interest to the subdivision. The securities may be offered to
the officer or officers who have charge of the bond retirement fund of the subdivision, or in the case of a
municipal corporation, to the treasury investment board, or an officer or similar treasury investment board
having the authority under a charter. (Ohio Rev. Code § 133.29) Ohio Rev. Code § 133.01(NN) defines a
"taxing authority" to include a county's board of county commissioners, a municipal corporation's
legislative authority, a school district's board of education, and a township's board of township trustees,
among others defined in the Code.

This type of debt is often referred to as "manuscript debt" or "treasury debt." Manuscript or treasury debt
can be outstanding for five years, unless it is matched to a specific obligation or debt of the subdivision
(such as obligations of the debt retirement fund). [Ohio Rev. Code § 135.14(D)]

Any securities sold under this section shall bear interest at a rate(s) that is a fair market rate(s) for such
securities at the time of the sale, and a certificate of the fiscal officer that the interest rate(s) borne by the
securities is the fair market rate(s) is binding as to the statements set forth. [Ohio Rev. Code § 133.29(B)]

Interest earned on the principal of any special fund, regardless of the source or purpose of the principal, is
revenue derived from a source other than the general property tax for which the law does not prescribe use
for a particular purpose and shall be paid into the general fund. [1985 Op. Att’y. Gen. No. 85-072]

In addition to a taxing authority's ability to direct the bond retirement fund of the subdivision to purchase
its securities, certain taxing authorities have additional options for purchasing manuscript or treasury debt.

County

A County shall invest its "inactive moneys" in bonds or other obligations of the County. (Ohio Rev. Code
§ 135.35(A)(4)) Ohio Rev. Code § 135.31 defines a county's "inactive moneys" as all public moneys in
public depositories in excess of the amount determined to be needed as active moneys (which are the
amount of public moneys in public depositories determined to be necessary to meet current demands upon
a county treasury, and deposited in a commercial or money market account). There is no limit on what
fund the inactive moneys must be drawn from, so there is more flexibility for purchasing manuscript or
treasury debt.

Other Political Subdivisions in General
All other political subdivision investments are addressed in Ohio Rev. Code § 135.14. The statute permits

a political subdivision to invest "interim moneys" in a series of investment categories. "Interim moneys"
are defined in Ohio Rev. Code § 135.01(F) as public moneys in the treasury of any subdivision after the
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award of inactive deposits has been made in accordance with Ohio Rev. Code § 135.07, which moneys are
in excess of the aggregate amount of the inactive deposits (a public deposit other than an interim deposit or
an active deposit) as estimated by the governing board prior to the period of designation and which the
treasurer or governing board finds should not be deposited as active or inactive deposits for the reason that
such moneys will not be needed for immediate use but will be needed before the end of the depository
period of designation. The depository period of designation is the period of time during which the
governing board has designated a public depository for public moneys of the subdivision, a designation that
must be made once every five years. (Ohio Rev. Code § 135.12(B)) An "active deposit" is defined as a
public deposit necessary to meet current demands on the treasury.

Municipal Corporation (City and Village)

In addition to the bond retirement fund options provided in Ohio Rev. Code § 133.29, a municipal
corporation (city or village) may invest moneys in the treasury that will not be required to be used for a
period of six months or more in the obligations of the municipal corporation (Ohio Rev. Code § 731.56).
For the purposes of this section, any "interim moneys" or "inactive deposits" that will not be needed within
six months may be invested. Similar to the rules for a County, there is no prescription as to which fund the
"interim moneys" or "inactive deposits" must be drawn from.

Ohio Rev. Code §§ 731.57 and 731.58 add some extra qualifiers for manuscript or treasury debt
investments. Before the investment is made, the auditor or chief fiscal officer must certify to the mayor or
village solicitor/law director the probable requirements of money for the use of the municipal corporation
for the next six months. The mayor or village solicitor/law director may then order the investments. It is
not necessary to advertise bonds to make such an investment.

When a municipal corporation acts to convert such investments into cash, the obligations must first be
offered to the sinking fund commission. Ifthe sinking fund commission does not purchase the investments,
they may then be sold in any manner authorized by law for the sale of investments by the sinking fund.

For as long as the treasury maintains these investments, they are held in a "treasury investment account".
The chief accounting officer of the municipal corporation will enter all transactions relating to the
investment of treasury funds in security obligations of the municipal corporation. When securities or
interest coupons are due, the accounting officer shall collect them in the same manner as other receipts are
collected.

Charter Municipal Corporations

If a municipal corporation has adopted a charter, it may adopt its own set of investment principles that may
be different from those expressed in the Ohio Revised Code. Ohio Rev. Code § 133.29 authorizes a
municipal corporation that has a charter to authorize a treasury investment account that would operate in
the same way as a municipal corporation treasury investment account under Ohio Rev. Code § 731.56.
Beyond this provision, a municipal corporation may adopt a charter that addresses its ability to invest in
manuscript or treasury debt as long as it does not conflict with general laws. [Ohio Const. Art. XVIII,
Section 3]

School Districts
School districts do not have any options for manuscript or treasury debt beyond using moneys in the bond
retirement fund as discussed in Ohio Rev. Code § 133.29, 1955 Op. Att’y. Gen. No. 55-5263. Such a

transaction will be considered an investment of the sinking fund or bond retirement fund, and interest will
be deposited and reinvested just like other investments of the sinking fund or bond retirement fund.
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Townships

Townships do not have any options for manuscript or treasury debt beyond using moneys in the bond
retirement fund as discussed in Ohio Rev. Code § 133.29.

Accounting for Manuscript Debt
There are two methods for recording manuscript debt in the accounting records:

Investment Method

Record proceeds from the sale of notes in the borrowing fund (often the general fund or project
fund). Then record the amount received from the Bond Retirement Fund (or other authorized fund
in the case of municipal corporations) as an investment on the investment record. Do not decrease
the Bond Retirement or other authorized fund’s balance. When preparing the bank reconciliation,
outstanding securities should be included as an investment.

The county auditor, having been properly notified of the debt service requirements, should allocate
property taxes on the tax settlement among the proper funds. The amount payable to the Bond
Retirement or other authorized fund is the amount necessary to repay the principal plus interest on
the outstanding securities. Debt service principal and interest, should be recorded in the Bond
Retirement or other authorized fund. Upon payment of principal, a corresponding reduction of the
investment should be recorded on the investment record.

Advance/Interfund Method

Record an advance-in in the debtor (borrowing) fund and a corresponding advance-out of the
creditor (loaning) fund. Also, governments reporting under GAAP should record an interfund asset
and offsetting interfund liability for both modified and full accrual bases. If the borrowing is
between a governmental activity and a business type activity, the entity wide statements should
also report this as an internal balance (GASB Cod. 1300.122 and 1800.102(a)).

GAAP Governments must use the Advance/Interfund method for financial statement reporting (GASB Cod.
150.701-4). This means that if a GAAP entity uses the Investment Method for their accounting records,

they must convert the transactions to the Advance/Interfund Method during the GAAP conversion.

GAAP, Cash, and OCBOA basis governments should disclose the fund liabilities, including interest rates
and repayment schedules, in their notes under either accounting method.

See additional guidance related to debt & manuscript debt in OCS Implementation Guide, Appendices C &
A-1.
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In determining how the government What control procedures address W/P
ensures compliance, consider the the compliance requirement? Ref.
following:

e Policies and Procedures Manuals

e Knowledge and Training of personnel
e  Checklists

e Bond Counsel/Lender Involvement

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

1.

Determine whether the entity issued manuscript debt during the audit period or has any manuscript debt
outstanding as of fiscal year end.

If so, review the governing body’s ordinance or resolution approving the issuance and determine the
legal authority under which such debt/investment was issued. If applicable, we may rely on an opinion
from bond counsel to verify the entity’s legal authority for issuing such debt. A copy of the ordinance
or resolution and bond counsel opinion should be placed in the permanent file.

Determine the issuance date*’ of the debt/investment and review the entity’s debt/investment schedules
to determine whether the principal matured within five years.

Review the entity’s debt/investment schedules and determine whether the entity has charged interest at
the proper rate and amount in the Bond Retirement or other authorized fund.

For all entities other than municipal corporations, determine whether the amount of manuscript debt
issued was limited to the available resources in the bond retirement fund.

For counties and municipal corporations, determine whether the amount of manuscript debt issued
was limited to the available resources in the general treasury or other authorized fund.

Scan the entity’s debt schedules, investment records, monthly bank reconciliations, and annual financial
statements to determine whether the entity has properly accounted for all manuscript debt transactions
(i.e., note proceeds, property tax and interest receipt allocations, debt service payments on principal
and interest, and outstanding debt and investment amounts).

47 Issuance date isn’t always the sale date. If the “Obligation’s Closing Date” is the actual date of the issuance, this
should be recorded as the issuance date.
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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):
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1-14 Compliance Requirements: Ohio Admin. Code 117-2-03(B), 117-6-01 and 126:3-1-01(A)(2)(a) and
Ohio Rev. Code §§ 117.38, 167.04, 991.06, 1724.05 and 1726.11, and AOS Bulletin 2015-007 - Annual
financial reporting.

Summary of Requirements:

The Auditor of State prescribes and requires by rules, that certain public offices prepare and file annual
financial reports in accordance with generally accepted accounting principles. Certain public offices may
also be required by statute, rule, or agreement to prepare and file performance or other special purpose
reports. *

Note: The Auditor of State (AOS) requires the use of the Hinkle Annual Financial Data Reporting System
(Hinkle System), an internet-based application that allows certain financial statement, debt, and
demographic data to be entered, uploaded and transmitted to the AOS to satisfy the filing requirements
prescribed by the Ohio Revised Code (ORC) and the Ohio Administrative Code (OAC), for all entities that
are statutorily mandated to file financial reports. Each entity shall file its financial report annually via the
Hinkle System, and it is the expectation of AOS that each entity will only submit the filing once by the
statutory due date (or approved extension date.) Prior to submitting the filing, the entity should complete
all reviews, verify the correct basis of accounting has been selected, and view the uploaded file to ensure it
is the correct and complete file. Refer to the AOS website at
https://ohioauditor.gov/financialreporting/default.html and AOS Bulletin 2015-007 for additional
information. Additionally, auditors should perform a GASB Codification 2600 analysis for entities not
mentioned in AOS Bulletin 2015-007 to determine whether they may be legally separate for financial
reporting purposes. This analysis should be documented in the entity’s permanent file.

Ohio Rev. Code § 991.06 requires The Ohio Exposition Commission to file annual financial reports with
the Auditor of State no later than September 30™ of each year.

Generally Accepted Accounting Principles (GAAP) Basis Entities

Ohio Admin. Code 117-2-03(B) requires counties, cities, school districts, educational service centers,
community schools, and government insurance pools to report annually (but not necessarily account) on a
GAAP basis.

Ohio Rev. Code §§ 1724.05 and 1726.11 require community improvement corporations, including
economic development corporations and county land reutilization corporations, and development
corporations established under Ohio Rev. Code Chapter 1724 and 1726, respectively, and colleges and
universities pursuant to Ohio Rev. Code § 3345.72 and Ohio Admin. Code 126:3-1-01(A)(2)(a) to report
annually [but not necessarily account] on a GAAP basis.

Per Ohio Rev. Code § 117.38, entities filing on a GAAP-basis must file annual reports within 150 days of
their fiscal year end (except Ohio Rev. Code §§ 1724.05 and 1726.11 require community improvement

corporations and development corporations to file within 120 days of their fiscal year end). Colleges and
universities must file by October 31* per Ohio Admin. Code 126:3-1-01(A)(2)(a). ¥

4 Ohio Admin. Code 117-10-01(B) requires county and independent agricultural societies to record and report all
financial transactions in accordance with Appendix A of the Auditor of State manual, “Uniform System of Accounting
for Agricultural Societies.” This Manual is available at www.ohioauditor.gov, under Resources/Publications.

4 We will cite noncompliance if a “GAAP mandated public office” files special purpose framework (OCBOA) - cash,
modified cash or regulatory cash financial statements. When citing, follow the appropriate example from the
standardized comments found on the AOS Intranet.
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Per AOS Bulletin 2015-007, annual reports filed with AOS must be complete to avoid the application of a
penalty of $25 per day ($750 maximum) permissible under Ohio Rev. Code § 117.38. To be complete,
GAAP entities must submit the basic financial statements, including the government-wide financial
statements, fund financial statements, notes to the basic financial statements, Management’s Discussion &
Analysis, and any other required supplementary information to be considered a complete filing.>

Cash Basis Entities

Per Ohio Rev. Code § 117.38, entities filing on a cash-basis’' must file annual reports with the Auditor of
State within 60 days of the fiscal year-end. The Auditor of State may prescribe by rule or guidelines the
forms for these reports. However, if the Auditor of State has not prescribed a reporting form, the public
office™ shall submit its report on the form used by the public office. Any public office not filing the report
by the required date shall pay a penalty of $25 for each day the report remains unfiled, not to exceed $750.%°
The AOS may waive these penalties, upon the filing of the past due financial report.

The report shall contain the amount of: (A) receipts, and amounts due from each source; (B) expenditures
for each purpose; (C) income of any public service industry the entity owns or operates, as well as the costs
of ownership or operation; and (D) public debt of each taxing district, the purpose of the debt, and how the
debt will be repaid. Note: Using AOS shell reports will meet this requirement’>.

Note: We normally would not deem a late filing to constitute “direct and material” noncompliance on
the determination of financial statement amounts (i.e. the auditor would normally not report a late filing
citation in the GAGAS compliance report, however the auditor should issue a management letter
comment for late filings.) Failing to include the Management’s Discussion & Analysis when filing would
not be considered a lack of controls over financial reporting or materially impact the financial statements;
therefore would be reported in the management letter.

Material noncompliance would exist if:
e An entity subject to GAAP did not follow GAAP in its annual report.
e An entity’s filing was significantly incomplete (see discussion of complete in the GAAP Basis
Entities and Cash Basis Entities sections above). For additional information, refer to AOS
Bulletin 2015-007.
e The filing was significantly misstated.

30 Failing to file an annual report could be a symptom of an inadequate accounting system, inadequate training of
personnel in understanding the accounting and reporting process, unposted or unreconciled records or other significant
issues affecting the control environment, or which may even pose fraud risks. It may also result in the entity being
declared “unauditable” by the Auditor of State. This also applies for OCBOA cash, OCBOA modified cash and
regulatory cash basis financial statements.

3! Cash basis includes special purpose framework (OCBOA)-cash, OCBOA modified cash and regulatory cash basis.

32 Ohio Rev. Code § 117.01(D) states in part that, as used in Ohio Rev. Code Chapter 117, “Public office means any
state agency, public institution, political subdivision, other organized body, office, agency, institution, or entity
established by the laws of this state for the exercise of any function of government.” 1989 Op. Att’y. Gen. No. 89-
055 indicates the Auditor of State has discretion to interpret and apply the definition of “public office” used in Ohio
Rev. Code § 117.01(D). The Auditor of State has therefore determined that community schools qualify as public
offices as defined under this section.

33 For OCBOA-cash or OCBOA-modified cash basis, to be complete, the applicable basic financial statements must
include the government-wide financial statements, fund financial statements, notes to the basic financial statements,
and Management’s Discussion & Analysis (optional). For AOS Regulatory cash basis to be complete, the applicable
basic financial statements include statement(s) or combined statement(s) of receipts, disbursements and changes in
fund balance — governmental, proprietary and fiduciary, as applicable and notes to the basic financial statements.
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Councils of Governments

Ohio Rev. Code § 167.04(D) requires the officers of a council of governments to notify the Auditor of State
of the regional council’s formation, provide a copy of the council’s by-laws, and provide on a form
prescribed by the auditor of state any other information regarding the regional council that the Auditor of
State considers necessary. The council shall take no official action, other than formation, before notifying
the Auditor of State of its formation in accordance with this section. Any official action the council takes
before making such notification, including entering into any contract, is void.

Librari
Effective with the fiscal year ending 12/31/2024, to better meet the needs of the financial reporting users,
libraries were asked to transition from using summary program codes for their expenditures to using more
detailed program codes. The 12/31/2024 financial statements filed in the Hinkle System are required to be
prepared using the more detailed program codes. The Auditor of State’s website includes a Frequent Asked

Questions__(https://www.ohioauditor.gov/references/LibraryFAQs.html) _discussing _this _new. Chart of

Accounts for libraries.

Schools

In addition, Ohio Admin, Code 117-6-01 requires all school districts and joint vocational school districts
and community schools established under Chapter 3314. of the Revised Code, shall maintain the financial
records in accordance with the uniform school accounting system (USAS) as prescribed by the USAS

manual and subsequent update bulletins issued by the Auditor of State. The USAS Manual is available at
http://www.ohioauditor.gov/publications.html. In___addition, _ for _communit schools __with

operators/management companies, see related footnote in 4B-2.

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

e Policies and Procedures Manuals

e Knowledge and Training of
personnel

e Presence of an Effective Accounting
System

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:
1. Confirm whether the report was filed timely.

Note: The Hinkle System tracker and/or GPInfoSearch include due dates and filing dates. Auditors
should check the tracker to determine compliance with due dates. If an entity’s report was not filed by
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the required due date or by an approved extension date, a management letter comment should be
issued.**

2. Auditors should inspeet obtain the filed report (AOS auditors can obtain this report through the Hinkle
System tracker and/or GPInfoSearch. GPInfoSearch information is available to contracted IPA firms
for their clients via logging into the IPA Portal.)

3. Trace selected totals from the filed report to the underlying accounting system. (If we use the filed
report as a trial balance, AOS auditors 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
Ohio Rev. Code §§ 117.38, 1724.05, 1726.11, or Ohio Admin. Code 117-6-01, 126:3-1-01(A)(2)(a),
as appropriate, for filing an incomplete or misleading report.>

4. Determine whether the filed report includes the financial statements, notes to the financial statements,
and required supplementary information (if applicable) (i.e. determine if the filing was substantially
complete as described above.

5. The AOS (and any independent public accounting (IPA) firms contracted to perform audits for the
AOS) will audit the financial statements uploaded and submitted to the AOS via the Hinkle System. A
re-filing should only occur in situations where the original filing was incomplete, the basis of
accounting identified in the filing is inconsistent with the financial statements and/or notes to the
financial statements filed, or the financial statements were either unauditable or for a different reporting
year. Modifications to the financial statements, such as an inclusion/modification of a note disclosure
or correction of an error that was noted during the audit, are not reasons for re-filing. Errors identified
should be considered during the audit, and any adjustments should be reflected in the financial
statements in the audit report. Re-filing the financial statements does not eliminate the auditor’s
responsibility for consideration of errors noted. Auditors should not request an entity to re-file without
first contacting the Hinkle System administrator (HinkleSystem(@ohioauditor.gov) to determine if the
re-filing is appropriate. If a public office is required to refile financial statements due to an incomplete
filing, the filing date and accounting basis of the re-filed annual financial report will then become the
basis for determining compliance with the filing requirements>®. Failure to file via the Hinkle System
may result in the AOS declaring the public office “unauditable.”

Ohio Rev. Code § 117.41 enables the AOS to declare a public office to be “unauditable” when its
accounts, records, files or reports have been improperly maintained and, as such, are insufficient to
allow the audit to be performed.

6. If the government is not mandated to follow GAAP and presents AOS Regulatory cash basis (“AOS
basis”) financial statements (rather than OCBOA cash or OCBOA modified cash financial statements
(“GAAP look-alike™)):

5% Auditor judgment may be required to determine if a non-compliance citation should be issued, considering whether
the client made a good-faith effort to file by the statutory or extended due date.

55 Auditors should evaluate and document, using professional judgment, whether the financial statements are
significantly deficient requiring a citation and, if cited, the level of that citation (report, management letter, verbal).
AOS auditors should evaluate the necessity of a control deficiency using guidance from AU-C 265 and AOSAM
38100 AOS specific guidelines.

36 Auditors should use professional judgement when determining whether to report noncompliance with timely filing
if the public office or other entity required to file originally submitted timely but had to refile in order for the AOS/IPA
firm to audit the financial statements submitted via the Hinkle System.
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a. Follow AU-C 800.22 which applies when regulatory cash basis statements are available for
general use (local government statements we or IPAs audit are available for general use). AU-
C 800.22 requires issuing a dual opinion:
i.  An adverse opinion on conformance with GAAP.
ii. A second opinion on the regulatory cash basis.

7. Ifa GAAP-mandated government does not follow GAAP or present OCBOA cash or OCBOA modified
cash (“GAAP look alike”) basis financial statements but presents regulatory cash basis (“AOS Basis”)
financial statements:

a. Issue adverse opinion on conformance with GAAP.
i.  These governments do not qualify for the “dual opinion.”
b. Issue GAGAS noncompliance finding.

8. If a GAAP-mandated government presents their financial statements using OCBOA cash or OCBOA
modified cash basis (“GAAP look-alike”):

a. Follow AU-C 800.A31 which requires auditors to include an emphasis of matter paragraph
followingthe-epinion—paragraph alerting the users of the auditor’s report that the financial
statements are prepared in accordance with a special purpose framework (OCBOA) basis of
accounting and the basis of accounting is other than GAAP.

b. Issue GAGAS noncompliance finding.

Councils of Governments (COG)

9. For any new COG established, review the Auditor of State’s listing of registered COGs
(https://ohioauditor.gov/local/cog/CogListing.aspx) and determine if the COG has completed the
registration process with the Auditor of State as required.

Libraries
10. Determine that the Library prepared their financial statements following the prescribed program codes
in effect for the period’’.

Schools
11. Determine that the accounting system is using the USAS codes, as prescribed by the Auditor of State’s
USAS Manual, Note: Auditors are not expected to agree every item tested to the USAS Manual.

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):

57 Libraries that file their financial statements on time but fail to complete their financial statements with more detailed

codes will be treated as a complete filing that is non-compliant. Auditors should cite Qhio Rev. Code § 117.38 as well
as the AOS Library Reporting Level Guidance in the Library FAQs.
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1-15 Compliance Requirements: Ohio Rev. Code §§ 1702.57, 1724.05, 1724.06, 1726.11, and 1726.12 -
GAAP and annual financial reporting for community improvement corporations (CICs)*® and development
corporations (DCs).”

Summary of Requirements: Annual Reporting

The Auditor of State prescribes and requires by rules, that certain public offices prepare and file annual
financial reports in accordance with generally accepted accounting principles. Certain public offices may
also be required by statute, rule, or agreement to prepare and file performance or other special purpose
reports.

Corporations must submit (unaudited) annual GAAP financial reports to the Auditor of State. The
corporation must file the annual report within 120 days of fiscal year end.® The Ohio Revised Code does
not prescribe a fiscal year end for these corporations.

Failure to Report/Present Auditable Records (Ohio Rev. Code § 1724.06- CICs and § 1726.12- DCs)

Additionally, the Auditor of State must certify corporations to the Secretary of State in the following three
circumstances:

e  When a CIC/DC files its annual report more than 90 days delinquent (i.e., does not file its
annual GAAP financial statement report within 210 days of its fiscal year end).

e When a CIC/DC does not present auditable records within 90 days of a determination by the
Auditor of State that a corporation is unauditable.

e  When a DC has failed to begin business for a period of three years from the effective date of
the filing of its articles of incorporation.

Late filing notifications to the Secretary of State will be prepared by the Hinkle System Coordinator for
approval by the Chief Deputy Auditor after determining the region has communicated with the CIC/DC,
and the regional chief auditor will prepare the unauditable declaration for approval by the Chief Deputy
Auditor, if applicable.

8 Being non-profit under chapter 1702 is not enough to be a CIC. To be a CIC requiring an AOS audit, the entity
must be incorporated under both chapter 1702 & 1724. (A Development Corp. would only be incorporated under
chapter 1726.) Read the articles and see if they refer to chapters 1724 or 1726. Merely titling an entity as an
“improvement” or “development” corporation is not sufficient. The articles of incorporation must support that the
entity falls under chapter 1724 or 1726.

3 Development corporations organized under Ohio Rev. Code Chapter 1726 are stock-issuing entities.

60 CICs or DCs that do not file GAAP statements and notes (and required supplementary information, if any) within
210 days of'its fiscal year end are not subject to AOS penalties prescribed in Ohio Rev. Code § 117.38. “A community
improvement corporation is, in essence, a private non-profit corporation which is bound by the general terms of Ohio
Rev. Code Chapter 1702 (non-profit corporations). A privately organized entity that performs a public purpose
occupies a status no different from that of countless other non-profit corporations, the private nature of which is
indisputable. Nor is a community improvement corporation possessed of powers derived from statute. Although Ohio
Rev. Code § 1724.02 provides that a community improvement corporation shall possess certain powers enumerated
therein, the ultimate source of its power is not Ohio Rev. Code § 1724.02, but its articles of incorporation and code of
regulations.” [1979 Op. Att’y. Gen. No. 79-061] Also, auditors should take note that CIC and DC are subject to a 120-
day filing requirement rather than the 150-day requirement applicable to other GAAP entities.)
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Upon certification, the Secretary of State is to cancel the Corporation’s articles of incorporation until the
deficiency is remedied.

Secretary of State Requirements (SoS)

The Secretary of State of Ohio maintains a database (SoS Database) which details the status of all
corporations with respect to Ohio Rev. Code § 1702.57, which states in part “No person shall exercise or
attempt to exercise any rights, privileges, immunities, powers, franchises, or authority under the articles of
a domestic corporation after such articles have been canceled or after such corporation has been dissolved
or after the period of existence of the corporation specified in its articles has expired.”

Those statuses are:
e Active — The Corporation is allowed to legally function.
e Dead — The corporation cannot legally function because the corporation has taken action to dissolve
e Cancelled — The corporation cannot legally function because the SoS has taken action to dissolve
the corporation (as the result of inactivity by the corporation)
e Held — The Corporation cannot legally function under this status but the SoS has placed a hold on
the corporation’s name for one year (in case they want to reinstate) before moving the status to

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Presence of an Effective Accounting
System

e Legislative and Management
Monitoring

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. If testing in OCS 1-14 indicates the corporation’s report has NOT been filed, notify the corporation
immediately of the requirement to file (per AOS Bulletin 2015-007, the financial statements filed via
the Hinkle System must be audited.) After notification, if the corporation does not file:

a. The regional chief auditor will consult with the Chief Deputy Auditor. The Chief Deputy Auditor
will determine whether to request the Legal Division to issue a subpoena for the accounting records
and/or declare the corporation unauditable. (Note: IPA firms should contact the regional chief
auditor regarding these issues.)

b. If a corporation does not file its annual GAAP financial statement report via the Hinkle System
within 210 days of its reporting year end, or does not present auditable records within 90 days of
the Auditor of State’s determination of unauditability, the AOS must notify the Secretary of State’s
Office.*!

61 Refer to the process for “Referrals to Ohio Secretary of State” as described in the OCS Implementation Guide.
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2. If a corporation is operating and has created financial statements and filed them with the AOS via the
Hinkle system, but are not in “Active” status auditors should:

a. Continue to audit the entity (inactive status does not mean the entity is not subject to audit);

b. Consider whether the situation constitutes an illegal operation which will likely be considered to
be non-compliance with Ohio Rev. Code § 1702.57;

c. Ifthis should be referred to the Secretary of State, contact the Regional Chief Auditor.®!

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

70



2025 Ohio Compliance Supplement Direct Laws
Section 1-16

1-16 Compliance Requirement: Ohio Rev. Code §§ 9.833, 305.172, and 5705.13 - Health Care Self
Insurance® ¢

Summary of Requirement: Ohio Rev. Code § 9.833 requires individual, self-insured governments (or
county board of developmental disabilities) or joint self-insured health-care programs to calculate (i.e.,
reserve®) amounts required to cover health care benefit liabilities. (Health care insurance includes, but is
not limited to health care, prescription drugs, dental care and vision care.) It also requires programs to
prepare a report, reflecting those reserves (i.e., liabilities) and the aggregate of disbursements made to pay
self-insured claims, legal and consultant costs during the preceding fiscal year. Programs must prepare (i.e.
obtain) and maintain a financial statement and a report of amounts reserved for the program and
disbursements made from such funds. The program administrator must provide the report to the Auditor of
State.®> The program must include a contract with a certified public accountant and a member of the
American Academy of Actuaries for the preparation of the written evaluations described in this paragraph.
[See AOS Bulletin 2011-008]

The provisions regarding the self-insurance programs do not apply to an individual self-insurance program
created solely by municipal corporations. For this purpose, municipal corporation means all municipal
corporations, including those that have adopted a charter under the Ohio Constitution.

An actuary must certify that the amounts reserved are fairly stated in accordance with sound loss reserving
principles. The actuary must be a member of the American Academy of Actuaries.

Individual governments subject to this requirement must establish a special fund®® to account for this
activity.

62 Ohio Rev. Code § 9.833(D) also permits subdivisions or county boards of developmental disabilities to procure
group life insurance for its employees in conjunction with an individual or joint self-insurance program. However,
neither a government nor a pool can self-insure for life insurance. (That is, a government must purchase life policies
from commercial insurers.)

63 Ohio Rev. Code §§ 305.172 and 9.833(B)(2), permit political subdivisions and boards of county commissioners that
provide health care benefits for their officers or employees to establish and maintain an individual health savings
account program as part of their self-insurance program. These accounts must be maintained in accordance with
section 223 of the Internal Revenue Code [26 U.S.C. § 223]. Public moneys may be used to pay for or fund federally
qualified high deductible health plans that are linked to health savings accounts or to make contributions to health
savings accounts. Auditors should not audit compliance with Internal Revenue Code regulations governing health
care savings accounts. Rather, be aware that such accounts may be included in self-insurance activity accounted for
in the internal service or other appropriate fund as permitted by statute.

64 “Reserve” in this context means liabilities measured in accordance with accepted actuarial principles.
65 This is presumed to be satisfied through submission on the Hinkle system.

% Ohio Rev. Code § 9.833(C)(1) requires political subdivisions that offer self-insurance programs to reserve enough
money, under actuarial principles, to cover the potential cost of health care benefits for the officers and employees of
the political subdivision. Ohio Rev. Code § 9.833(C)(2) requires the moneys necessary for the self-insurance program
to be placed in a special fund. Alternatively, Ohio Rev. Code § 5705.13(A)(2) permits “taxing authorities” of
“subdivisions” to accumulate currently available resources in a reserve balance account in the general fund or in an
internal service fund to provide for the payment of claims and deductibles. GASB Cod. C50.126 through C50.131
(GASB Statement No. 66) permits the use of governmental funds or internal service funds for this purpose. See GASB
Cod. C50.715-2 for further guidance. Under GASB requirements, regardless of the legal accounting requirements, it
would be permissible to combine this fund with the general fund for financial statement reporting purposes.
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Per Ohio Rev. Code § 9.833(E), some of the aforementioned requirements do not apply to municipalities.
Note: Auditors should refer to AOS Bulletin 2011-008 for additional guidance and/or see table at
https://ohioauditor.gov/ocs/2025/Self Insurance_Table 2024-11.xlsx.

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e  Checklists

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:
Questions are organized according to the Self Insurance table (see link above), and only test for ‘required’
or ‘prohibited’ compliance elements as follows:

o Single Subdivision® Programs test: 1, 2a, 3

e Single Municipality Programs test: none (no required or prohibited elements)®

e Pool Members test:1, 2a,

e Pools test: 2b, 3

1. [Ohio Rev. Code § 9.833(C)(2) or Ohio Rev. Code § 5705.13(A)(2)] Was a separate special fund® or
reserve balance account® established by ordinance or resolution to account for all claims related to the
self-insurance program?

7 Ohio Rev. Code §§ 9.833 and 2744.01 define a political subdivision in part as any municipal corporation, township,
county, school district, or other body corporate and politic responsible for governmental activities in a geographic area
smaller than the State. According to 2017 Op. Att’y. Gen. No. 2017-001, a person authorized by a board of county
commissioners or a board of township trustees to perform work related to the demolition of vacant or abandoned
buildings and the remediation of other nuisance properties is considered an “employee” when acting within the scope
of their employment even if not compensated for the work. As used in Ohio Rev. Code § 9.833, a “political
subdivision” also includes the entity types described in Ohio Rev. Code § 3905.36. Ohio Rev. Code § 9.833 also says
“County Board means a county board of developmental disabilities.”

% These programs are not required to establish a separate “special” fund. However, if they do establish such a fund,
then the procedures related to recovering the costs are applicable and required.

%" A reserve balance account established pursuant to Ohio Rev. Code § 5705.13(A)(2) shall be established in the
general fund of the subdivision or by the establishment of a separate internal service fund established to account for
the operation of an individual or joint self-insurance program described in division (A)(2) of this section and shall be
based on sound actuarial principles. See also OCS 1-8 regarding reserve balance account requirements and testing.
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2. [Ohio Rev. Code §§ 9.833(C)(2&6), 5705.13(A)(2), & 5705.10] Are self-insurance fund costs
recovered by appropriate charges:

a. Single Subdivision Programs or Pool Members: to other funds based on those funds’ relative
exposures or loss experiences? (These interfund charges should be recorded as revenues and
expenditures rather than transfers, and are not subject to the restrictions on interfund transfers or
Ohio Rev. Code § 5705.14 - .16)

b. Pools: to participating subdivisions based on the subdivisions’ relative experience, loss exposure
or as otherwise agreed by contract?

Note: If the answer is no to either of the above, does another appropriate and allowable financing
source exist to cover the costs?

3. [Ohio Rev. Code § 9.833(C)(1&4)] Was a report prepared by a member of the American Academy of
Actuaries " within 90 days of year end listing where:
a. The actuary’s opinion language (including the scope of the work):
i.  Generally complied with the example described in the “Actuarial Opinions” section of AOS
Bulletin 2001-005, and
Note: Consider whether any qualification in the actuary’s report affects the financial
statement opinion or indicates noncompliance with Ohio Rev. Code § 9.833.
ii. Indicated amounts reserved conform to accepted loss reserving standards.
b. The actuarial liability as of the last day of the fiscal year, and
c. Program disbursements, including claims paid, legal representation and consultant costs?

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):

70 AU-C 620 clarifies that the Specialist standard only applies to a specialist the auditor employs or contracts with.
Auditors are responsible for testing the liability an actuary computes on behalf of the auditee using the Evidence
standard in AU-C 500 and 501.
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1-17 Compliance Requirement: Ohio Rev. Code § 2744.081 - Liability Self Insurance

Summary of Requirement: This section requires joint self-insurance programs (such as governmental
self-insurance pools) insuring against judgments, settlement of claims, expense, loss and damages that arise,
or are claimed to have arisen, from an act or omission of the subdivision or any of its employees and to
indemnify or hold harmless the subdivision’s employees, to reserve '’ amounts to cover potential costs. It
also requires the program to prepare a report, reflecting those reserves (i.e., liabilities) and the aggregate of
disbursements made to pay self-insured claims, legal and consultant costs during the preceding fiscal year.
This report shall be submitted by the pool administrator to the Auditor of State, and it should be retained
by the government to be made available upon request.

An actuary must certify that the amounts reserved are fairly stated in accordance with sound loss reserving
principles. The actuary must be a member of the American Academy of Actuaries.

The aforementioned requirements apply only to governmental risk pools or other joint governmental
liability insurance programs.

Note: Auditors should refer to AOS Bulletin 2001-005 & 2011-008 for additional guidance.

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e Checklists

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

"l “Reserve” means liabilities measured in accordance with accepted actuarial principles.
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Suggested Audit Procedures - Compliance (Substantive) Tests:
Questions are organized according to the Self Insurance table
(https://ohioauditor.gov/ocs/2025/Self Insurance Table 2024-11.xIsx) and only test for ‘required’ or
‘prohibited’ compliance elements as follows:

o  Single Subdivision Programs test: none (no required or prohibited elements)®

o Pool Members test: #2

e Poolstest: 1,3

1. [Ohio Rev. Code § 2744.081(A)(4)] Are self-insurance fund costs recovered by appropriate charges to
participating subdivisions based on the subdivisions’ relative experience, loss exposure or as otherwise
agreed by contract?

2. [Ohio Rev. Code § 5705.13(A)(2)] Are there any reserves established on fund equity to provide for
self-insurance costs?

3. [Ohio Rev. Code § 2744.081(A)(1&3)] Was a report prepared by a member of the American Academy
of Actuaries’ within 90 days of year end listing where:
a. The actuary’s opinion language (including the scope of the work):
i.  Generally complied with the example described in the “Actuarial Opinions” section of AOS
Bulletin 2001-005, and
Note: Consider whether any qualification in the actuary’s report affects the financial
statement opinion or indicates noncompliance with Ohio Rev. Code § 2744.081.
ii. Indicated amounts reserved conform to accepted loss reserving standards.
b. The actuarial liability as of the last day of the fiscal year, and
c. Program disbursements, including claims paid, legal representation and consultant costs?

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):

2 Ohio Rev. Code §§ 9.833 and 2744.01 define a political subdivision in part as any municipal corporation, township,
county, school district, or other body corporate and politic responsible for governmental activities in a geographic area
smaller than the State. According to 2017 Op. Att’y. Gen. No. 2017-001, a person authorized by a board of county
commissioners or a board of township trustees to perform work related to the demolition of vacant or abandoned
buildings and the remediation of other nuisance properties is considered an “employee” when acting within the scope
of their employment even if not compensated for the work. As used in Ohio Rev. Code § 9.833, a “political
subdivision” also includes the entity types described in Ohio Rev. Code § 3905.36. Ohio Rev. Code § 9.833 also says
“County Board means a county board of developmental disabilities.”

75


https://ohioauditor.gov/ocs/2025/Self_Insurance_Table_2024-11.xlsx

2025 Ohio Compliance Supplement Direct Laws

Section 1-18

If the compliance attributes listed below were tested during payroll substantive testing, no additional
tests are needed.

1-18 Compliance Requirements: Various ORC Sections - Vacation and sick leave.
Vacation leave:
Ohio Rev. Code §§ 325.19 and 3319.084 prescribe vacation benefits for county and school non-teaching

employees, respectively. See tables below.

The governing authorities of other local governments set vacation policy by statute, ordinance or charter.
However, collective bargaining agreements supersede local statutes, ordinances or charters.

Ohio Rev. Code § 325.19 - County vacation leave

Ohio Rev. Code

§ 325.19
Years of service

Vacation
leave earned

<l

0

>1 but <8 80 hrs. per year
>8 but <15 120
>15 but <25 160
>25 200

Note: Employees of county departments of jobs and family services accrue vacation pursuant to Ohio Rev.
Code § 124.13. However, this Section prescribes the same vacation accruals as does Ohio Rev. Code §
325.19, above. Additionally, if a separation from county service occurs in connection with the lease, sale,
or other transfer of all or substantially all the business and assets of a county hospital organized under Ohio
Rev. Code Chapter 339 to a private corporation or other entity, the county shall have no obligation to pay
any compensation with respect to unused vacation leave accrued to the credit of an employee who accepts
employment with the acquiring corporation or other entity, if at the effective time of separation the
acquiring corporation or other entity expressly assumes such unused vacation leave accrued to the
employee's credit.

Ohio Rev. Code § 3319.084 - School nonteaching emplovee vacation leave

Ohio Rev. Code Minimum
§ 3319.084 vacation
Years of service leave earned

<1 0

>1 but <10 2 weeks
>10 but <20 3 weeks
>20 4 weeks

Ohio Rev. Code § 9.44 generally requires an Ohio local government to include an employee’s prior service
with the State or other Ohio local governments when computing vacation leave. However, there are

exceptlons to thlS general rule Wthh are s ec1ﬁed in Ohio Rev. Code 9 44, Whﬂ%@kﬁs—weaﬂld—mfel-y—l-f

fegaréag—t-h%%eepﬂeﬁs or.em 10 ees of a munici al co oratlon such as a city or V111a e),.only prior
service within_that_specific_municipal corporation will _be counted when_calculating vacation leave
entitlement. For employees of a township, only prior service specifically with a township will be considered
in the calculation of vacation leave entitlements. Any previous employment with other townships or entities

ode .AA
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like other local governments or the state) would not be included in this calculation. See Ohio Rev. Code
9.44 regarding other exceptions.

Sick leave:

Ohio Rev. Code § 124.38 prescribes 4.6 hours of sick leave for each 80 hours of completed service (120
hours / year), applicable to county (except for superintendent and management employees of County
Boards of Development Disabilities defined in Ohio Rev. Code § 5126.20 and Ohio Rev. Code § 5126.22),
city, and civil service township service. Ohio Rev. Code § 124.38 also applies to employees of any state
college or university, and certain board of education employees (board of education employees for
whom sick leave is not provided by Ohio Rev. Code § 3319.141, provided that the employee is not a

substitute, adult education instructor who is scheduled to work the full-time equivalent of less than one
hundred twenty days per school year, or a person who is employed on an as needed, seasonal, or intermittent
basis).

Ohio Rev. Code § 3319.141- Sick leave for school employees: Earn 1% days per month (15 days / year),
accumulating to a maximum of 120 days. However, a school board may adopt a policy permitting
accumulations > 120 days. The requirements of Ohio Rev. Code § 3319.141 do not apply to substitutes,
adult education instructors who are scheduled to work the full-time equivalent of less than one hundred
twenty days per school year, or persons who are employed on an as-needed, seasonal, or intermittent basis.

Per Ohio Rev. Code § 124.39, employees governed by Ohio Rev. Code § 124.38 or Ohio Rev. Code
3319.141 and employed for > 10 years, are eligible for payment of 25% of their unused sick leave balance,
up to a maximum of 30 days, upon retirement.

Note: These sections describe minimum vacation and sick leave. Governments generally may provide more
than the minimum. These sections also prescribe procedures for paying the employees’ accumulated leave
balances upon separation from service.

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Auditors should consider whether governments have vacation and sick leave policies placed in
operation and have historically demonstrated effective internal controls over payroll and related
compliance requirement. Additionally, adequate training of payroll personnel and supervisory
monitoring controls can help mitigate the risk of noncompliance with vacation and sick leave
compliance requirements.
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In determining how the government What control procedures address | W/P
ensures compliance, consider the the compliance requirement? Ref
following:

e Policies and Procedures Manuals,
e Knowledge and Training of personnel
e Time summaries / timecards

e Legislative and Management
Monitoring

e Management’s identification of
changes in laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

For GAAP entities, it is usually efficient to include these procedures when testing the financial
statement liability for compensated absences.

1. Obtain a copy of resolutions, ordinances or collective bargaining agreements setting vacation leave.
Maintain an up-to-date copy in the permanent file.

2. Determine the procedures followed for recording the accrual and use of sick leave and vacation. (If
leave accrual is automated and online with standing data, very limited recalculation of additions to
leave balances should suffice for testing credits (i.e. additions) to leave accrual).

3. Review the calculations of employees’ leave balances credited and used, including appropriate leave
forms. Determine whether the calculations use the hours the Ohio Revised Code, local legislation or
collective bargaining agreements authorize.

4. Determine if any employees left service this year. For a representative number of employees who left
service, determine whether the calculations use the hours the Ohio Revised Code, local legislation, or
collective bargaining agreements authorize.

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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If the compliance attributes listed below were tested during payroll substantive testing, no additional
tests are needed.

1-19 Compliance Requirements: Internal Revenue Code (I.R.C.) Chapter 26 [26 U.S.C.] - Collection of
Income Tax at Source on Wages; 26 U.S.C. §§ 3401 through 3406:

A. § 3401: Definitions;

§ 3402: Withholding of income tax from wages;

§ 3403: Employers liable for payment of the tax deducted and withheld;

§ 3404: Return of amount deducted and withheld shall be made by appropriate officer of the
governmental employer;

§ 3405: Withholding on pensions and annuities;

§ 3406: Backup withholding

ocaw

e

26 U.S.C. § 3102(a): Deduction of [Medicare] tax from wages;

oA

26 U.S.C. § 132: Exclusion of certain fringe benefits from gross income;

[l

Internal Revenue Regulations (26 C.F.R):

§ 1.61-21: Taxation of fringe benefits;

§ 1.6041-1: Reporting of income aggregating $600 or more [i.e., 1099s-MISC/NEC]";
§ 1.6041-2: Reporting of wage income aggregating $600 or more [i.c., W-2s];

§ 1.6041-3: Various exclusions;

§ 1.6041-6: Time and place for filing forms 1099 and 1096;

§ 1.6050E-1: Income tax refund reporting.

AN o

J. Ohio Rev. Code § 5747.06 - Collection of Ohio income tax at source.

K. Janus v. American Federation of State, County, and Municipal Employees, Council 31, No. 16-
1466, 585 U.S. _ (2018), 138 S.Ct. 2448; public employees cannot be forced to pay “fair share”

fees to labor unions. Bfteetive—June—27— D014 See also -

https://www.supremecourt.gov/opinions/17pdf/16-1466_2b3j.pd

L. Various local ordinances require withholding on wages earned in the particular municipality. These
should be consulted for the requirements.

Summary of Requirement:

These sections of the various tax codes require the employing government to withhold federal, state, and
local income and employment-related taxes (such as Medicare). They also require the government to report
those tax matters to the appropriate tax authorities and to the recipients. Some of these sections require
consideration of whether employer-provided “fringe” benefits, such as use of government automobiles for
private purposes, constitute taxable income to be reported and withheld upon.

Effeetive-for-tax—years-beginningafter December31,2009; Section 2043 of the Small Business Jobs and
Credit Act of 2010 (Public Law No. 111-240) removed employer-provided cell phones from the definition

of “listed property” in the tax code. While cell phones are still subject to being a taxable benefit, the
legislation removes the special record-keeping requirements of listed property. However, employers still
should have a policy prohibiting any more than a de minimis personal use of government-owned cell
phones.

73 All payments to independent contractors and attorneys of $600 or more that are not otherwise reported (e.g., on
form W-2 for attorneys who are employees) must be reported.
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POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Auditors should consider whether governments have historically demonstrated effective
internal controls over payroll. Additionally, adequate training of payroll personnel and supervisory
monitoring controls can help mitigate the risk of noncompliance with payroll compliance
requirements.

Risk of material noncompliance is elevated when governments are in financial distress and may not
pay withholdings when due.

Note: See the Ohio Compliance Supplement Implementation Guide regarding referrals.

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

e Policies and Procedures Manuals,
e Knowledge and Training of personnel
e Time summaries / timecards

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:

Note: It is normally efficient to integrate step 1 below with payroll testing.

1. When testing payroll, determine if the government withholds state, federal and local income taxes.

2. Determine if the government provided any employees with potentially taxable fringe benefits, such as
the use of a government-owned vehicle, or an auto or uniform allowance’. If so, determine the benefit

amounts were reflected in the affected employees W-2. Review a representative number of W-2s that
include these amounts and verify a 1099 was not issued.

4 The IRS rules regarding whether fringe benefits are taxable can be complex, and subject to frequent revision, such
as by interpretive private letter rulings. For example: Uniforms are usually nontaxable if they meet these two tests:
(1) the employee must be required to wear the article of clothing while at work (2) the item cannot be adaptable to
everyday wear. Many commonly-required work clothes are adaptable (heavy-duty jeans, etc.) and would therefore
normally be taxable benefits.
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3. Determine if the government paid any independent contractor (other than a corporation) $600 or more
during this year.”. If so,
a. Review a representative number of issued Forms 1099s, and verify a W-2 was not issued,

b. Review vendor list and disbursement ledger and determine if Forms 1099 were issued.

4. If the government assesses an income tax, scan a few Forms 1099G for municipal income tax refunds
exceeding $10 each.

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):

75 As noted in the Ohio Compliance Supplement Implementation Guide, the Auditor of State will refer any Employee
vs. Independent Contractor Status issues to the IRS, Ohio Department of Taxation, Ohig Office of Unemployment
Compensation, and Bureau of Workers Compensation,

81




2025 Ohio Compliance Supplement Direct Laws
Section 1-20

If the compliance attributes listed below were tested during payroll and nonpayroll substantive
testing, no additional tests are needed.

1-20 Compliance Requirement: Various ORC Sections — Definitions, rates of contributions etc.

”  Ohio Rev. Code §§ 145.01, 145.03, 145.402, 145.47, 145.48, and Ohio Admin. Code 145-1-26 - Public
Employees Retirement System (PERS), definitions, exclusions, exemptions and rates of
contributions.”

» Ohio Rev. Code §§ 742.01, 742.02, 742.31 to 742.34 - Police and Fire Disability and Pension Fund,
definitions, rates of contributions and reporting requirements.

» Ohio Rev. Code §§ 3307.01, 3307.26, 3307.35, 3307.51, 3307.53, 3307.56, 3307.561(This addition is
a result of SB 42), 3307.691 and 3314.10 - State Teachers Retirement System (STRS), definitions,
employment of retired members, contribution rates. (These sections also apply to community school
employees.)

» Ohio Rev. Code §§ 3309.23, 3309.341, 3309.43(This addition is a result of SB 42), 3309.47, 3309.49
3309.51 and 3314.107" - Membership in Public School Employees Retirement System (SERS),
employment of retired members, contribution rate, payment of expense fund. (These sections also
apply to community school employees.)

76 For details on membership requirements for EMTs and other public safety officers, see the OPERS Membershi
Guidelines for Firefighters and EMTs and OPERS Guide on Law Enforcement/Public Safety Officers.

77 The SERS board certifies to DEW amounts DEW is to withhold from community school foundation payments for
pension costs.
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Summary of Requirement: These sections require governments to enroll most of their employees’® in the
appropriate retirement system, and to withhold from the employees’ wages, or pay on behalf of the
employees, a certain percentage of earned wages as defined and to pay over to the appropriate system the
amounts withheld, matched with an appropriate percentage of employer matching contributions.

PERS withholdings should be computed on earnable (i.e. usually gross) salary, that is computed on gross
pay before deducting medical, dental, vision, and flexible spending (Ohio Rev. Code § 145.47, and Ohio
Admin. Code 145-1-26).

Certain community school teaching employees are included in STRS and others are excluded. Ohio Rev.
Code §§ 3307.01(B)(1) and 3314.10 include in STRS membership any person who is employed in the
school as a teacher or faculty member.” The following are excluded under § 3307.01(B)(2)(b):
e The person is employed by a community school operator, if on or before February 1, 2016 the
operator was withholding and paying Social Security taxes on the person's behalf,
e Unless the person had contributing service in a community school in Ohio within one year
preceding the later of February 1, 2016, or the date on which the operator for the first time
withholds and pays Social Security taxes for that person.

STRS excludes from membership any person not described above for whom a community school operator
withholds and pays Social Security taxes, if the person is employed as a teacher or terminates employment
with an operator and has no contributing service in a community school in Ohio for at least one year from
the date of terminating employment. Each teacher shall contribute a certain percent not greater than 14%,
of the teacher’s earned compensation. (Ohio Rev. Code § 3307.26(A)).

Ohio Rev. Code §§ 3309.011, 3309.013, and 3314.10 specify which nonteaching community school
employees are included in SERS membership and which are excluded. It excludes both of the following
for employees of an operator withholding and paying social security taxes on or before February 1, 2016:
e Any person initially employed on or after July 1, 2016, by a community school operator that
withholds Social Security taxes beginning with the first paycheck after commencing
employment;

OR

e Except as described below, any person who is a former employee of a community school
operator and is reemployed on or after July 1, 2016, by the same operator if the operator
withholds Social Security taxes beginning with the first paycheck after commencing
reemployment.

SERS includes in membership any person reemployed on or after July 1, 2016, by the same operator if the
operator withholds Social Security taxes beginning with the first paycheck after commencing
reemployment and the person is employed by the same operator at any time within the period July 1, 2015,
to June 30, 2016, and the date of reemployment is before July 1, 2017.

8 Independent contractors performing the same duties as school employees as defined in Ohio Rev. Code § 3307.01
or 3309.01, such as contract teachers teaching in a classroom, or others in a position not required to have a
certificate/license, may also be subject to membership in the STRS/SERS retirement system.

7 “Faculty” means the teaching staff of a university, college, or school, including any academic administrators as
defined in Ohio Rev. Code § 3307.01(P).
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By law, all non-teaching employees of Ohio’s boards of education, school districts, vocational and technical
schools, community schools, and community colleges are required to contribute to SERS unless their
position permits exemption from membership, optional membership, or exclusion from membership.

Once an employee is covered under SERS, the employee must continue to contribute to SERS for as long
as the employee is employed in a SERS-covered position. If an individual meets the definition of
“employee” as stated in Ohio Rev. Code § 3309.01(B), that individual must contribute to SERS. Paragraphs
(B)(1), (B)(2) and (B)(3) of Ohio Rev. Code § 3309.01 set forth separate definitions for “employee.”

1. Common Law Employees - Paragraph (B)(1) defines employee as “any person employed by a
public employer” in a non-teaching position.
a. This refers to an employee-employer relationship as established by judicial decisions, also
called a “common law” employee-employer relationship.

b. This definition applies when a school contracts directly with an individual for the individual’s
services.

c. Classifying an individual hired to perform services as an “independent contractor” does not
necessarily avoid the obligation of SERS’ membership, if the actual status of the worker is that
of an employee. Employers should consult with their legal counsel when deciding if an
individual working for the school is properly classified as an independent contractor.

d. If the overall facts of the situation indicate an employer-employee relationship between the
school and the worker, SERS membership is required.

2. Contract Employees - Paragraph (B)(2) defines a person as an employee “if the person performs
a service common to the normal daily operation of a school *even though the person is employed
and paid by one who has contracted with an employer to perform the service.”

a. SERS sometimes refers to these persons as “contract employees.”

b. This definition applies when a school contracts with a contractor for the provision of services
by employees of the contractor.

c. For SERS’ purposes, the contracting board or school is the employer.

3. Employees - Paragraph (B)(3) defines employees as any person employed in a non-faculty position
in a school, college or other institution—wholly controlled and managed—and wholly or partly
supported by the state or any political subdivision.

SERS has provided an Employer Services Fact Sheet for membership. The Fact Sheet includes additional
details and guidance related to required membership, and descriptions of what is considered a service
common to the normal daily operation of a school. A copy of the Pension SERS Membership Fact Sheet
as well as the SERS-STRS Joint Communication on Membership Determination are included on the SERS
Employers Forms and Publications website and also on the Intranet under Audit Resources > Reporting
and Practice Aids > Pension Examinations.

80 Ohio Admin. Code 3309-1-11(D) defines “common to the normal daily operation” for SERS membership
determination. The SERS Membership Fact Sheet en-the-Intranet includes details of the definition and examples.
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POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Auditors should consider whether governments have historically remitted employee and
employer contributions to the appropriate retirement systems timely and demonstrated effective
internal controls over payroll. Additionally, adequate training of payroll personnel and supervisory
monitoring controls can help mitigate the risk of noncompliance with retirement system compliance
requirements.

Risk of material noncompliance is elevated when governments are in financial distress and may not
pay the contributions when due.

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

e Policies and Procedures Manuals,
e Knowledge and Training of personnel
o Time summaries / timecards

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
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Suggested Audit Procedures - Compliance (Substantive) Tests:

1. When testing payroll transactions, determine if the government withheld pension amounts at the proper
rate.®' ® (Note: PERS withholdings must be taken out prior to medical, dental, vision and flexible
spending account deductions. Also, unless they meet the exceptions described above, employees of
community school operators (i.e., management companies) must make contributions to STRS or SERS,
even if the operator is already contributing to Social Security for these employees.)

2. Scan payroll ledgers. List a few employees for which no pension is withheld. Ask the CFO to provide
documentation or explanation as to why there is no withholdings for these employees.

Note: Third party contractors who provide pupil services (i.e. therapists and therapy assistants,
pathologists, audiologists, social workers, nurses) are required members of STRS per STRS.

3. Examine selected payments of the withholdings from the government to the pension system. (This is
an important step. Governments in financial distress occasionally resort to not paying withholdings
when due. While unusual, this circumstance, even if not quantitatively material would usually be
qualitative material noncompliance.)

4. Obtain and haphazardly choose 3 of the most recent 1099 NECs. Evaluate services provided to
determine if the contractors are used for the daily operations of the school. If so, determine if STRS or
SERS contributions are made (for required amounts) or if an exemption exists.

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):

81 Pursuant to 26 U.S.C. § 3121(b)(7) and Ohio Rev. Code §§ 3307.01(B)(2)(b), 3309.011, 3309.013, and 3314.10,
AOS considers employees of community school management companies who perform teaching and administrative
services to be members of STRS or SERS unless they meet certain limited exceptions. Therefore, the mandatory
employee and employer contributions must be paid into the appropriate State retirement systems unless the employee
meets the exceptions described above. We have therefore previously cited management companies that also deducted
and paid contributions to social security. AOS formally requested the IRS to confirm that it would defer to the Ohio
Retirement Systems’ determination and consider the community school employees exempt from social security due
to their participation in a qualified retirement plan. However, the IRS declined to confirm this exemption. Therefore,
management companies may determine to risk potential IRS penalties and deem an employee to be an employee of
the management company rather than the school. Contributions should continue to be remitted to the appropriate
Ohio Retirement Systems if management company Boards determine the employees are members of an Ohio
Retirement System. Failure to do so will still result in non-compliance citations. However, auditors should no longer
issue noncompliance citations for additional contributions to the social security system.

82 Per Ohio Admin. Code 145-1-26(G)(9), payments made as fees or commissions that are fixed charges or calculated
as a percentage of an amount are not "earnable salary". Ohio PERS (OPERS) has determined that payments for
meetings such as those made to Village Council should not be used for a basis of OPERS contributions. Therefore,
any person receiving per meeting payments (i.e., board of public affairs, joint fire districts, cemetery districts) should
be subject to the same determination.
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1-21 Compliance Requirement: Ohio Rev. Code §§ 1715.51-59, 517.15 and 759.36 — Permanent
endowment funds.

Summary of Requirements: Accounting for gifts, endowments, and/or bequests with donor-restrictions.

Uniform Prudent Management of Institutional Funds (UPMIFA)®
Ohio Rev. Code §§ 1715.51--.59

.53(C) Terms in a gift instrument designating a gift as an endowment, or a direction or authorization
in the gift instrument to use only "income," "interest," "dividends," or "rents, issues, or profits" or
"to preserve the principal intact," or words of similar import, create an endowment fund of
permanent duration, unless other language in the gift instrument limits the duration or purpose
of the fund, and do not otherwise limit the authority under division (A) of this section to appropriate

for expenditure or accumulate.

.55 indicates the restrictions on the permanent/non-spendable portion of the endowment may be
released or modified if:
(A) The donor consents in a record®,
(B) Application of an institution, to an appropriate court, indicating the restriction has:
o become impracticable or wasteful,
o impairs the management or investment of the fund, or
o arestriction, that if modified, will further the purposes of the fund.
AND
1. The institutional fund subject to the restriction has a total value of less than two
hundred fifty thousand dollars;
2. More than ten years have elapsed since the fund was established;
The institution uses the property in a manner consistent with the charitable purposes
expressed in the gift instrument.

W

Exceptions to requiring donor or court approval:
Ohio Rev. Code § 1715.53(D) The government may appropriate and spend not greater than 5% of the fair
market value of an endowment fund (considered an “irrebuttable presumption of prudence”). Assuming:

e Fair market value is determined at least quarterly and averaged over a period of not less
than 3 years (or period the fund has been in existence if less than 3 years) immediately
preceding the year in which the appropriation for expenditure was made,

e An appropriation of greater than 5% is only unallowable for the portions that exceed 5%.

83 Under this act, a governmental organization that qualifies as an “institution” may manage and invest an institutional
fund. [Ohio Rev. Code § 1715.52(E)(3)] The term “institution” includes, a governmental organization to the extent
that it holds funds exclusively for a charitable purpose.” Ohio Rev. Code § 1715.51(B)(2).

If a particular governmental entity has statutory authority itself to hold and invest donations that it receives, it may do
so. If a particular governmental entity does not have statutory authority itself to invest and hold moneys that it receives
as donations, the moneys must be paid to the appropriate treasurer for deposit and investment.

8 According to Ohio Rev. Code § 1715.51(H) “record” means information that is inscribed on a tangible medium or
that is stored in an electronic or other medium and is retrievable in perceivable form.
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Townships with a cemetery endowment fund — Ohio Rev. Code § 517.15
Dollars receipted into a Cemetery Fund under this section can be for a variety of purposes, as follows:

(A) “Gifts, devises, or bequests received for the purpose of maintaining, improving, or beautifying
township cemeteries;” (These dollars would be presented in a special revenue fund.)

(B) “Charges added to the price regularly charged for burial lots for the purpose of maintaining,
improving, or beautifying township cemeteries;” (These dollars may be presented in a
permanent fund.)

(C) “Contributions of money from the township general fund;” These dollars would most likely not
be the foundation revenue of the fund. (These dollars would be presented in a special revenue
fund.)

(D) “An individual agreement with the purchaser of a burial lot providing that a part of the purchase
price is to be applied to the purpose of maintaining, improving, or beautifying any burial lot
designated and named by the purchaser;” (These dollars would be presented in a private
purpose trust fund.)

(E) “Individual gift, devises, or bequests made for the maintenance, improvement, and
beautification of any burial lot designated and named by the person making the gift, devise,
or bequest.” (These dollars would be presented in a private purpose trust fund.)

State statute allows this activity to be in one fund; however, maintaining separate funds may simplify
financial reporting issues.

Upon unanimous consent of the board of trustees, the board may use the principal of the fund if the board
is unable to maintain, improve, and beautify township cemeteries using only the income from the fund.*

Union Cemetery Districts — Ohio Rev. Code § 759.36
The board of cemetery trustees may create a permanent endowment fund for the express purpose of keeping
the cemetery clean and in good order and may:
(A) Add to the price regularly charged for lots a sum for that purpose;
(B) Receive gifts for that purpose;
(C) Enter into separate agreements with the purchasers of lots by which an agreed part of the
purchase price shall constitute a permanent fund;
(D) Receive individual gifts for the fund, the income thereof to be used for the upkeep and care of
lots.*’

When any such funds are received or created, they shall be a permanent fund for such use and the income
therefrom shall be used only for such purpose, and the principal sum shall be kept and invested ... except
that upon unanimous consent of the board of cemetery trustees, the board may use the principal of
the fund if the board is unable to keep the cemetery clean and in good order using only the income
from the fund. See also section 1-4 Establishing funds and Permission to establish special funds.

8 See also AOS Audit Bulletin 2011-004 & 2020-008. Bulletin 2020-008 simplified the reporting of fund balance
classifications in the AOS regulatory cash basis financial statements and footnotes beginningwith-the December 3+

2020-EYE-reporting.

% In addition to the unanimous consent, the Board of Trustees should retain document and support the inability to
maintain, improve and beautify cemeteries using only the income from the fund as well as use of funds.

87 AOS staff should consult with the AOS Legal Division for determination on whether the Board of Trustees has the
authority to override individual requests.
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In determining how the government ensures | What control procedures address the W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals,

e Knowledge and Training of personnel

e Time summaries / timecards

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:

1. Obtain supporting documentation for any material endowments (may include bequests, legal
agreements, resolutions/ordinances, minutes, etc.). Dependent upon the supporting documentation
available, the activity may be recorded in:

a. A Private Purpose Trust Fund: If documentation indicates all or some of the amount given
is required to be used for the benefit of individuals, private organizations, or other
governments (i.e. for the beautification of a particular burial lot);

b. A Permanent Fund: If documentation indicates there are legal restrictions to spend only the
interest and not the principal AND the restrictions are for the benefit of the government or
its citizenry.

c. A Special Revenue Fund: If documentation supports program level restrictions (i.e.
‘embellishment or care of the cemeteries grounds); or

d. The General Fund: If no evidence is available to support the above classifications and the
board/council pass a resolution authorizing the transfer.®

If an endowment fund is appropriately recorded, and the government wants to release or modify a

portion of it:

2. If more than 5% (as described in Ohio Rev. Code § 1715.53(D) above) of any of the “non-spendable”
portions were released, spent, or otherwise modified during the period.

a. [Townships or Union Cemetery Districts] Determine if the Board of Trustees gave
unanimous consent to use the fund principal as described above, and evaluate the
supporting documentation retained as evidence of their inability to maintain, improve and
beautify cemeteries using only the income from the fund.

b. [for all other entities]:

i. Review any applications/approvals from appropriate courts,
ii. Determine if limitations on time and/or totals were adhered to, and

8 The board minutes (from the time of bequest) can be, in some cases, considered as sufficient evidence of intent if
nothing else is available; however, all efforts to obtain evidence should be exhausted before money is moved to the
general funds.

% If a situation arises in which an entity does not pass a resolution, we will issue a comment to recommend that the
entity take such action to ensure a legally sufficient transfer in accordance with the Ohio Rev. Code and GASB. An
audit adjustment will not be made if no such resolution is made first.
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iii. Determine if the uses are consistent with expressed purposes.

Note: Non-compliance with these UPMIFA may require audit reactions beyond non-
compliance citations (i.e. opinion modifications, findings for recovery/adjustment, etc.)
and AOS staff should consult with AOS Legal Division.

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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1-22 Compliance Requirement: Ohio Rev. Code Chapter 5727 — Electric kilowatt-hour tax.
Summary of Requirement: Kilowatt-hour tax (KkWh tax)

Municipal (Government) electric systems must assess a monthly kilowatt-hour (kWh) tax on end users.
This tax is assessed at a variable rate that decreases as kilowatt-hour usage increases on the meters of end
users (the last meter used to measure the kWh distributed). [Ohio Rev. Code § 5727.81(A)]

Ohio Rev. Code § 5727.82(A)(3) permits municipal electric communities to retain in their general fund the
taxes collected from customers served inside their city or village limits (including taxes self-assessing
customers pay, per Ohio Rev. Code § 5727.81(C)(2)).

Note: This legislation did not change the constitutional rule* that municipal electric systems can sell no
more than one-third of electricity outside city or village limits.

Municipal electric systems must file a monthly report and remit to the Tax Commissioner,”” by the 20" of
the next month, taxes collected from any distribution customers served outside their city or village limits.
Even if a municipal electric system has no sales outside of its community limits, a monthly report must be
filed. [Ohio Rev. Code § 5727.82(A)(1) & (A)(3)]

A self-assessing option exists for large users consuming more than 45 million kWh annually. This self-
assessing customer must annually register with the Department of Taxation and pay an annual fee to the
State. A self-assessing customer located inside a municipal electric community’s limits must remit any kWh
tax directly to the community. [Ohio Rev. Code § 5727.81(C)(2)]

Every electric system liable for the kWh tax must keep complete and accurate records of all electric
distributions and other records as required by the Tax Commissioner. The records must be preserved for
four years after the return for the taxes for which the records pertain is due or filed, whichever is later, and
be available for inspection. [Ohio Rev. Code § 5727.92]

Note: AQOS Bulletin 2001-011 explains these requirements in more detail. Auditors should familiarize
themselves with this Bulletin before testing this requirement.

Receipts can be recorded as either “Other Local Taxes” or “Intergovernmental” depending on the situation.
For example, excise taxes collected by an electric distribution plant are normally recorded as “Other Local
Taxes.” However; a portion of excise tax collected from the electric distribution plants is paid to the state
and distributed to the various subdivisions. These receipts should be recorded as “Intergovernmental.”

* Per Ohio Const. Art. XVIII, Section 6: “Any municipality, owning or operating a public utility for the
purpose of supplying the service or product thereof to the municipality or its inhabitants, may also sell and
deliver to others any transportation service of such utility and the surplus product of any other utility in an
amount not exceeding in either case fifty per cent of the total service or product supplied by such utility
within the municipality, provided that such fifty per cent limitation shall not apply to the sale of water or
sewage services.” (IVote: 50% of the total supplied within the municipality = 1/3 of the total supply.)

%0 Governments must pay the tax to the Tax Commissioner, unless required to remit the taxes electronically per Ohio
Rev. Code § 5727.83.
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In determining how the government ensures | What control procedures address the W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals,

e Knowledge and Training of personnel

e  Checklists

e Legislative and Management Monitoring

e Management’s identification of changes in
laws and regulations

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

Suggested Audit Procedures - Compliance (Substantive) Tests:

If the kWh tax is not material to the financial statements:
1. Inquire with management if they are aware of and comply with this law.

2. Inquire with management if they have received any correspondence from an oversight agency regarding
compliance or noncompliance with this law. If so, obtain and review correspondence to determine if a
material penalty exists.

If the kWh tax is material to the financial statements:
1. Determine how kWh taxes billed /collected for customers residing outside of the municipality’s limits
vs. those billed / collected inside the municipality’s limits.

2. Inquire with the municipality if there are any self-assessing customers to whom they supply electricity.
If yes, determine how the tax is transmitted to the general fund. (If the self-assessor is located outside

of the entity limits, the self-assessor remits the kWh tax directly to the State.)

3. Test how the government computes / segregates the tax billed to its residents and allocates the amount
to its general fund.

4. Test that the revenue was posted to the correct line item.

Audit implications (the indirect 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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1-23 Compliance Requirement: Ohio Rev. Code §§ 507.09 and 505.24(C) - Allocating township trustee
and fiscal officer compensation.

Summary of Requirement, per Ohio Rev. Code §§ 507.09(D) and 505.24(C):

Attendance at board meetings and other activities supporting the general business of the township must be
allocated to the general fund; therefore, allocating 100 percent of an official’s compensation to funds
other than the general fund is not permitted under Ohio law.

(1) Trustees receiving per diem compensation (MUST USE TIME AND EFFORT
DOCUMENTATION): When members of the board of township trustees are compensated per
diem, a majority of the board must pass a resolution establishing the periodic notification method to
be used for reporting the number of days spent in the service and kinds of services rendered on those
days.”’ The per diem compensation shall be paid from the township general fund or from other
township funds in proportion to the kinds of services rendered, as documented. (For example, the
township could charge trustee time spent on road repairs to the road & bridge fund.) Ohio Rev. Code
§ 505.24(A) limits the number of days a trustee can be compensated to 200.

However, for salaries not paid from the general fund, 2004 Op. Att’y. Gen. No. 2004-036 established
the following documentation requirements:

As noted above, however, a board of trustees is authorized by Ohio Rev. Code §
505.24 to pay trustees’ salaries from the general fund or other township funds “in
such proportions as the board may specify by resolution.” The board may therefore
determine, as part of its budgeting process, to appropriate money in the EMS Fund
for payment of trustees’ salaries. In order to meet the provision in Ohio Rev. Code
§ 505.84, that the EMS Fund be used only for ambulance and emergency medical
services, however, the board would be required to establish administrative
procedures for assuring that the proportionate amount paid from the EMS Fund for
trustees’ salaries properly reflected the proportion of time each trustee spent on
EMS matters relative to other township matters. This would necessitate trustees
documenting all time spent on township business and the type of service
performed, in a manner similar to trustees paid a per diem. To the extent that the
board is able to determine the portion of time spent on EMS matters, relative to the
total time spent on township business, it may pay the proportionate cost of the
trustee’s salary from the EMS Fund. If a trustee’s time is not documented,
however, then no part of his salary may be paid from the EMS Fund.

In other words, 2004 Op. Att’y. Gen. No. 2004-036 requires trustees compensated
on a per diem basis to establish administrative procedures to document the
proportionate amount chargeable to other township funds based on the kinds of
services rendered. The “administrative procedures” can be timesheets or a similar
method of record keeping, as long as the trustees document all time spent on
township business and the type of service performed. If per diem trustees do not
document their time, then no part of salaries may be paid from the restricted funds.

1 The Ohio Rev. Code does not define a “day” for purposes of this requirement. Townships should consult with their
legal counsel and adopt a policy in compliance with 2004 Op. Att’y. Gen. No. 2004-036. If a Township has a duly
enacted policy defining what constitutes a “day” in compliance with 2004 Op. Att’y. Gen. No. 2004-036, we will audit
in accordance with that policy. If the Township has not adopted a policy, we will audit based on our determination of
a “day” as an 8 hour workday.
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The important factor is the portion of time spent on other township funds, relative
to the total time spent on township business (as opposed to the total days in a given
month). In other words, do not factor days in which no township work is done into
the allocation.

Per the above, per-diem trustees must record the time spent on various tasks and
the specific fund to which the township will charge their costs when paying any
proportion of a trustee’s salary from a restricted fund. Although the fire and rescue
services, ambulance services, and emergency medical services fund under Ohio
Rev. Code § 505.84 was the focus of 2004 Op. Att’y. Gen. No. 2004-036, the
ruling also applies to funds for the motor vehicle license tax pursuant to Ohio Rev.
Code §§ 4504.18 and 4504.19; motor vehicle tax pursuant to Ohio Rev. Code §
4503.02; gasoline tax pursuant to Ohio Rev. Code § 5735.27(A)(5)(d); the
cemetery fund pursuant to Ohio Rev. Code § 517.03, and any other restricted fund.
(The sole exception to this is for trustees charging all salaries to the general fund,
as described above.) The township must maintain daily records of tasks performed
for each individual trustee that, when reviewed cumulatively for the fiscal year,
will provide reasonable justification for the apportionment of salary between funds
as specified in the resolution. Monthly summaries in lieu of daily records are
not acceptable.

Trustees receiving compensation by annual salary (MUST USE CERTIFICATIONS IF PAID
FROM FUNDS OTHER THAN THE GENERAL FUND): To be paid on a salary basis in equal
monthly installments, the board of trustees must unanimously pass a resolution to allow it. To be
paid from any fund(s) other than the general fund, the resolution must also specify the proportions of
the salary that are to be paid from each fund (Ohio Rev. Code § 505.24(C)). If trustees use the salary
method and are compensated from funds other than the general fund, they must certify the percentage
of the time spent working on matters that are to be paid from funds other than the general fund.
Trustees must complete a certification prior to receiving his/her pay for that pay period. The
certification must be done individually, but is not required to be notarized. The certification is not
required to be a time log. Rather, all that is required is a statement detailing the percentage of time
that the trustee/fiscal officer spent during that pay period providing services related to each fund to
be charged. A sample certification can be found at: Example Payroll Certification.pdf. If 100% of
the compensation of the township trustee is to be paid to from the general fund, no certification is
required.

Fiscal officer compensation: Fiscal officers compensated from funds other than the general fund
must certify the percentage of the time spent working on matters that are to be paid from funds other
than the general fund. They must complete a certification prior to receiving his/her pay for that pay
period. The certification must be done individually, but is not required to be notarized. The
certification is not required to be a time log. Rather, all that is required is a statement detailing the
percentage of time that the trustee/fiscal officer spent during that pay period providing services
related to each fund to be charged. A sample certification can be found at: Example Payroll
Certification.pdf. If 100% of the compensation of the township fiscal officer is to be paid from the
general fund, no certification is required.
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For salaried trustees only, AOS will forgo issuance of a finding for adjustment in any case where the
Township has reasonable supporting documentation (such as detailed time and effort records, timesheets,
etc.) in lieu of the certifications. Absent this documentation, auditors should issue a finding for
adjustment. Also, auditors should still issue a noncompliance citation for not preparing the certifications
as required by statute in all cases.

Undocumented per diem salaries for trustees, where the trustees officers have been paid from funds other
than the General Fund, should result in findings for adjustment and the consideration of opinion
qualifications including adverse opinions (if the auditee refuses to post the adjustment).

Townships allocating 100 percent of officials’ salaries to restricted funds will be subject to audit findings.
Townships must properly allocate the officials’ salaries for the entire period. Failure to make necessary
allocation revisions could result in findings for adjustment that may serve to disqualify the township from
lower-cost agreed upon procedure audits, result in qualified opinions, or otherwise increase audit costs.

Note: 1f the township allocated salaries incorrectly, it is likely they allocated reimbursable health care
benefits incorrectly. Improper allocations of health care benefit reimbursements should be included in
the findings for adjustment (if the auditee refuses to post the adjustment).

See Exhibit 4 in the OCS Implementation Guide for Township officials’ compensation tables, and guidance
regarding changes in compensation.

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: In assessing the risk of noncompliance, auditors should consider recent changes to the statutory
requirements described in this OCS step. This statute contains intricate requirements and
interpretations.

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 Time summaries / timecards

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:
1. Document how the township records the time spent on each township service.
2. Recompute selected allocations of trustee/fiscal officer salaries or per diem amounts to each fund.

For UAN entities: Use the wage base earning report — detail and summary.
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3. For fiscal officers or trustees paid by annual salary with allocations to funds other than the general fund,
trace selected allocations to certifications.

4. For trustees paid per diem, with allocations to funds other than the general fund, trace time or services
performed to time or activity sheet.

5. Agree selected postings of the salaries from step 2 to the township’s check register.

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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1-24 Compliance Requirements: Ohio Rev. Code §§ 343.01, 3734.52, 3734.55, 3734.56, 3734.57(B),
3734.573, 3734.57(QG), and 3734.577 — Expenditures by solid waste management districts.

Summary of Requirement: Ohio Rev. Code §§ 343.01 and 3734.52 require all counties in Ohio to be a
part of a solid waste management district, either individually or jointly as part of a multi-county (joint) solid
waste management district. Ohio Rev. Code §§ 3734.55 and 3734.56 require all solid waste management
districts to develop and submit solid waste management plans to Ohio EPA for approval. These plans
address a variety of issues associated with solid waste management within the jurisdiction, including
demonstrating that adequate landfill capacity exists for waste generated within the district and establishment
of recycling goals. Once approved by the Ohio EPA, solid waste management districts are required to
implement their plans.

Solid waste management districts are authorized to levy certain fees to fund the programs specified in their
plans. Ohio Rev. Code § 3734.57(B) specifies that solid waste management districts can levy fees on the
disposal of solid waste in landfills within their boundaries, and Ohio Rev. Code § 3734.573 specifies that
solid waste management districts can levy fees on waste that is generated within their boundaries regardless
of where the waste is disposed.”® Both of these sections require the fee revenue shall be “kept in a separate
and distinct fund to the credit of the district.” Ohio Rev. Code § 3734.57(G) specifies that “moneys . . .
arising from the [disposal of generation fees] shall be expended by the board of county commissioners or
directors of the district in accordance with the district’s solid waste management plan or amended plan . . .
exclusively for the following purposes: . . .” Ohio Rev. Code § 3734.57(G) then provides ten “allowable
uses” for the fee revenue.”

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 Time summaries / timecards

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:

1. Test that disbursements were:
a. Allowable under one of the ten “allowable use” criteria for the fee revenue listed in Ohio Rev.
Code § 3734.57(G); and
b. Allowable in accordance with the policies and procedures.

92 If a district charges a fee to private sector commercially- licensed haulers, the district cannot waive this fee for
public sector commercially- licensed haulers. [Ohio Rev. Code § 3734.577]

932008 Op. Att’y. Gen. No. 2008-021 clarifies that the fee can be “used by the district for the purposes set forth in
Ohio Rev. Code § 3734.57(G)(1)-(10)] or to provide other remuneration or services to or on behalf of the district or
its residents.” Since the fee can be used to subsidize the normal operations of the district, AOS believes districts
should account for this fee within a separate sub-fund or account of the district’s general fund.
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2. If significant unusual items are noted, auditors should make a referral to Ohio EPA, Division of Solid
and Infectious Waste Management by sending an email to Referrals@ohioauditor.gov.

3. If the solid waste management district administers a fee under Ohio Rev. Code § 3734.573, is this
maintained in a separate fund.

Audit implications (adequacy of the system and controls, and the direct and material effects of non-
compliance, effects on the audit opinions and/or footnote disclosures, significant deficiencies/material
weaknesses, and management letter comments):
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Appendix A: 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 Implementation Guide
Exhibit 5.

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

For additional information see:
» Department of Agriculture’s Redbook: Fairs_RedBook
» Uniform System of Accounting for Agricultural Societies:
https://ohioauditor.gov/publications.html

Agricultural Society Compliance Supplement

|Applicability: County and independent societies|

Budgetary Compliance Requirement: An Agricultural Society is not required to follow the budgetary
statutes within Ohio Rev. Code Chapter 5705. However, the Uniform System of Accounting for Agricultural
Societies 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.

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
Cod. 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’s budget resolution.
Determining whether noncompliance exists requires judgment based on whether the Society intends its
budget to limit expenditures vs. being only a planning tool, etc.

Note: An appropriation is authorization to expend money.
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In determining how the government ensures | What control procedures address the W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Periodic Reviews/Comparisons of
Budgeted and Actual Amounts

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:

1.

Read resolutions and determine whether the society enacted a budget. (If no budget was adopted include
a management letter comment that one be adopted per the Uniform System of Accounting for

Agricultural Societies).

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

passed.

Inspect the society’s records throughout the period to determine if updates and adjustments were

properly and timely posted.

Determine if the accounting system “integrates” budgetary data. This means the accounting system
should report appropriations, encumbrances, unencumbered cash balances, and estimated receipts, and
should compare budgetary data to actual results. If the client uses a manual system (i.e. spreadsheets)
determine if the manual system used by the client adequately tracks and compares budgetary data.

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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|Applicability: County societies|

3a. Debt Compliance Requirement: Ohio Rev. Code § 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, the board of county
commissioners, upon the presentation of a petition signed by not less than five hundred resident electors of
the county, shall submit to the electors of the county whether or not county bonds shall be issued and sold
to liquidate such indebtedness with a copy of such resolution to be certified to the county board of elections
and such board of elections, within ten days after such certification. 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 Ohio Rev. Code § 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
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

% Ohio Rev. Code § 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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Suggested Audit Procedures — Compliance (Substantive) Tests:

1.

2.

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:
a. Purposes for which the debt was issued.

b. Collateral
c. 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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|Applicability: County society‘

3b. Debt Compliance Requirement: Ohio Rev. Code §§ 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
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:

1. 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.

2. Inthe 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.

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

4. 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):

103



2025 Ohio Compliance Supplement Direct Laws

Appendix A

|Applicability: County societies|

3e. Debt Compliance Requirement: Ohio Rev. Code §§ 1711.13 and 1711.33 — County agricultural

society may obtain mortgage debt or may enter into written agreements to obtain loans and credit for
expenses. Encumbering of fairgrounds partly owned by County.

Summary of Requirement:

Ohio Rev. Code § 1711.13 - County agricultural societies may do either or both of the following:

(A)

(B)

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.
This means the Agricultural Society owns the land outright without any third party claims.

Subject to section 1711.33 of the Revised Code, 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 annual payments
for debt obligation incurred by a county agricultural society pursuant to this division (B) shall not
exceed an amount equal to twenty-five percent of its prior three-year average of annual revenues.

Ohio Rev. Code § 1711.33:

(A)

B

When a board of county commissioners pays or has paid money out of the county treasury for the
purchase of real estate as a site for the holding of fairs by a county agricultural society, the society
shall not incur any debt, by mortgage or otherwise, without the consent of the board, entered upon its
journal.

With respect to real estate debt for which consent is obtained under division (A) of this section, a
society may encumber such real estate, in order to pay the cost of necessary repairs and improvements
thereon, up to an amount not exceeding fifty per cent of its value. In order to ascertain the value of
such real estate the board shall appoint three disinterested freeholders who are residents of the county
to appraise such real estate. The appraisers so appointed shall, within ten days after their appointment,
upon actual view of such real estate, appraise it and return such appraisement under oath to the board.
The appraisement so made shall be considered the value of such real estate for the purpose of
mortgage or other encumbrance.
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In determining how the government ensures | What control procedures address the W/P
compliance, consider the following: compliance requirement? Ref.

e Policies and Procedures Manuals
e Knowledge and Training of personnel
e 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:

1.

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

If there is mortgage debt, use the sources described 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.
a. Ifmortgage debt is for repairs or improvements, ensure it does not exceed 50% of the real estate
appraised value.

Loans and Credit”

a. 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.

b. Examine the society’s computation supporting that the annual payments for debt obligation
from loans and credit does not exceed twenty-five percent of its prior three-year average of
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. An amortization schedule for any debt service the society owes to the county.

% The law authorizing this type of debt did not exist prior to the addition of (B) to Ohio Rev. Code § 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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6. For years in which the society owes debt service, agree payments to the amortization schedule.

7. 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):

106



2025 Ohio Compliance Supplement Direct Laws
Appendix A

|Applicability: County and independent societies|

Accounting Compliance Requirement: Ohio Admin. Code 117-10-01 — Financial reporting and
accounting for county agricultural societies and independent agricultural societies.

Summary of Requirement: Ohio Admin. Code 117-10-01 — 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 Appendix A of the Uniform
System of Accounting for Agricultural Societies’. Note: You can view the latest version of this at
www.ohioauditor.gov, under Resources/Publications.

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

» Policies and Procedures Manuals
» Knowledge and Training of personnel

» Presence of Effective Accounting
System

» 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:

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

2. Determine if:
a. The required chart of accounts is used.
b. A cash journal, a receipts ledger, an expense ledger, and an investment ledger (if applicable) are
used.
c. 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 Admin. 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 also test OCS requirements for:

e Deposits and investments in Chapter 2,

e Health care self-insurance and liability insurance in Chapter 1

Refer to OCS Implementation Guide Exhibit 5 for guidance on specific applicability.
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|Applicability: County and independent societies|

Compliance Requirement: Ohio Rev. Code §§ 117.38, 1711.06, and 1711.05 — Filing financial reports

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 this
chapter and regulations of the department of agriculture. Each society shall deliver its annual report to the
director at or before the January meeting. [Ohio Rev. Code § 1711.06]

Every county agricultural society annually shall do all of the following:
(A) Make a report of its proceedings during the year;
(B) File a financial report, in accordance with section 117.38 of the Revised Code and forward it
to the Director of Agriculture as provided for in section 1711.06.
[Ohio Rev. Code § 1711.05]

Cash-basis entities must file annual reports with the Auditor of State. The Auditor of State has prescribed
a form for the report here - http://www.ohioauditor.gov/references/shells/regulatory.html. 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. [Ohio Rev. Code § 117.38] See
section 1-14 for detail on filing requirements with the Auditor of State.

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

e Policies and Procedures Manuals
e Knowledge and Training of personnel

e Periodic Reviews/Comparisons of
Budgeted and Actual Amounts

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:

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 Ohio Rev.
Code § 117.38 for filing an incomplete or misleading report.
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2. Search The Hinkle System, the Annual Financial Data Reporting System, to determine whether the
government filed an annual report with our office.

3. Inquire to determine the date the annual report was filed with the Director of Agriculture.

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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|Applicability: County and independent societies|

Other Potentially Direct and Material Laws and Regulations: Ohio Rev. Code §§ 3769.082 and
3769.086 — 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, twelve percent of the total 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 conducting the 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 money 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.

» Inthe event that the money available on the first day of March of any year are less than that required
above, the amount distributed from the Ohio Fairs Fund shall be prorated equally to the items set

forth above. may-be-different-than-the-amountsreflected-abeve:

» 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
money are to be distributed, make application for participation in such to the director of agriculture
on forms provided by the director.

» Distribution of money 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 money
distributed under this section for any purse other than that provided in this section is not eligible to
receive distribution from the Ohio Fairs Fund for a period of two years after such misuse of such
moneys occurs.

111



2025 Ohio Compliance Supplement Direct Laws
Appendix A

Ohio Rev. Code § 3769.086 says:

(A) If a county agricultural society or independent agricultural society is unable to conduct races in
accordance with section 3769.082 of the Revised Code because of unfavorable weather or another
cause or if the number of horse races and stake races that are conducted by an agricultural society
is fewer than the number that was scheduled to be conducted, the pro rata remainder of the money
distributed from the Ohio fairs fund under division (A)(3) of section 3769.082 of the Revised Code
for each horse race and stake race not conducted shall be returned to the director to be credited to
the fund.

(B) If a county agricultural society or independent agricultural society is unable to conduct an annual
fair, the society shall return the money distributed by the director in accordance with division (A)(1)
of section 3769.082 of the Revised Code. However, the society may keep such money if the society
cancels the annual fair because of unfavorable weather or another cause, provided that the society

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

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:

1. 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.

2. 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.

3. Asneeded, and in accordance with Ohio Rev. Code § 3769.086, determine whether the society:

a. Returned money to the director, or
b. Met one of the exceptions allowing the society to keep the money.
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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 also test OCS requirements for:
¢ Income tax in Chapter 1,
e Public Deposits in Chapter 2,
¢ Sunshine Laws in Chapter 2,
Refer to OCS Implementation Guide Exhibit 5 for guidance on specific applicability.
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CHAPTER 2
INDIRECT LAWS & STATUTORILY MANDATED TESTS

AU-C 250.A13 Many laws and regulations relating principally to the operating aspects of the entity do not
directly affect the financial statements (their financial statement effect is indirect) and are not captured by
the entity's information systems relevant to financial reporting. Their indirect effect may result from the
need to disclose a contingent liability because of the allegation or determination of identified or suspected
noncompliance.

AU-C 250.06 b also requires testing other laws that do not have a direct effect. These other “indirect” laws
are defined as laws which may be:

i. fundamental to the operating aspects of the business,
ii. fundamental to an entity's ability to continue its business, or

iii. necessary for the entity to avoid material penalties

Chapter 2 includes “indirect” laws. Chapter 2 also includes laws that statutes mandate auditors to test
during an audit.

NOTE: Red text throughout this Ohio Compliance Supplement is related
to COVID-19 and the Infrastructure Investment and Jobs Act (IIJA).

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

The legal matrix is depicted in a separate Excel file at:
https://ohioauditor.gov/references/compliancemanuals.html . Entities are included alphabetically in
the tab titled “OCS — Exhibit 5”. See tab titled “OCS — Exhibit 6 for entity types not listed in Exhibit
5.

Compliance Requirements Page
SECTION A: INDIRECT LAWS ....eiiisirrnniicssssssiesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnass 4
2A-1 Compliance Requirement: Ohio Rev. Code §§ 5705.28, 5705.39 and 5705.40 - Appropriations
limited by eStimated FEVENUE. ........cii it e st e s a e e e sbeeeeaanaees 4

2A-2 Compliance Requirement: Ohio Rev. Code §§ 5705.41(A) and (B); and 5705.42 - Restrictions on
appropriating and eXpending MONEY. .......uieieiiiiiiiiiiieee e ecrerre e e e essrrre e e e e e sssrerrreeeessessssreeeeeeeeenas 6

2A-3 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.48, 125.04, 153.65-.71, 723.52, 731.02,
731.12,731.14,731.141, 735.05 and 2921.42 - Municipal contracts. .......cccccceeevrvreeeeeeeenccnvveeennnn. 9
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2A-4 Compliance Requirements: Ohio Rev. Code § 731.16 (villages) and 735.07 (cities) - Altering or
MOodifying MUNICIPAl CONTIACES. ..uuviiiiiiieecee e e et e e e ee e e e aes 13

2A-5 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.37, 125.04, 153.65-.71, 305.27, 307.041,
307.86.92, 319.16, 2921.42 and 5543.19 - County payments to be by auditor’'s warrant;
competitive bidding. Ohio Rev. Code § 307.87 - County notice and other bid procedures......... 14

2A-6 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.48, 125.04, 153.65-.71, 505.08, 505.101,
505.267, 505.37, 505.46,511.12,511.13, 515.01, 515.07, 521.05, 2921.42, 5549.21, and 5575.01
- Township’s expenditures and competitive bidding........cccccovveiiiiiiiiiiie e 19

2A-7 Compliance Requirement: Ohio Rev. Code §§ 9.17, 9.48, 153.65-.71, 339.05 and 2921.42 -
Bidding procedures and purchasing policies for supplies and equipment (County Hospitals). ....24

2A-8 Compliance Requirement: Ohio Rev. Code §§ 749.26, 749.27, 749.28, 749.29, 749.30 and
2921.42 - Contract procedures; bids; bonds; bid openings (Municipal Hospitals).........cc.cceeee...... 24

2A-9 Compliance Requirement: Ohio Rev. Code §§ 9.312, 153.65-.71, 2921.42, 3354.16, 3355.12,
3357.16, and 3358.10 — Colleges and Universities - Bidding required on improvement
(oo o 11 - [ o1 £ J P UPUPUPRUPPPPPP 28

2A-10 Compliance Requirements: Ohio Rev. Code §§ 9.17, 153.65-.71, 2921.42, 3375.06, 3375.10,
3375.12, 3375.15, 3375.22, 3375.30 and 3375.41 — Library procedure for bidding and letting of
(o] ) 4 = SRRt 31

2A-11 Compliance Requirements: Ohio Rev. Code §§ 9.33, 9.331, 9.333-.335,— Construction Manager
at Risk Requirements, 153.50, 153.51 - , and 153.52 - Separate bids and contracts required for
each class of work on buildings and other structures (e.g., institutions, bridges, culverts, or
improvements), 153.67, 153.692-.694, and 153.70 — Design-Build Firm Requirements. ............. 34

2A-12 Compliance Requirements: Ohio Rev. Code §§ 4115.04 and 4115.03 - Prevailing wage rates in
PUDBIIC WOTKS CONTIACES. .uviiiiiiiiiecciiee ettt e e e e et e e e ate e e e abee e e eabaeeeennteeeeeanees 37

2A-13 Compliance Requirement: Ohio Admin. Code 117-2-02(D) and (E) - Required accounting
(=T oTo ] o [PPSR 40

2A-14 Compliance Requirement: Ohio Rev. Code §§ 135.13, 135.14, 135.144, 135.145 and
133.03(A)(1), — Eligible investments for interim monies; Ohio Rev. Code § 135.13 - inactive
Aeposits aNd MAtUIITIES. ..o e e e e e e e e s anbe e e e e e e esnnanaeeeaaeeennnns 42

2A-15 Compliance Requirement: Ohio Rev. Code §§ 135.14 and 135.18 — Other Requirements....... 49

2A-16 Compliance Requirement: Ohio Rev. Code § 135.142 (school districts), § 135.14(B)(7) (other
subdivisions) — Other allowable investments for subdivisions other than counties. .................... 52

2A-17 Compliance Requirement: Ohio Rev. Code § 135.18 (specific collateral), and § 135.182 —
Security for repaying public deposits; Ohio Rev. Code § 135.37 — Security for repaying county (and
county hospital) PUBIIC AEPOSITS .....uiiiiiiiiee et eerr e e s ate e e e eanes 54

2A-18 Compliance Requirement: Ohio Rev. Code §§ 135.35, 135.353, 135.354 and 339.061(D) -
Eligible Investments for inactive county money (county hospitals may invest in these same
securities, per Ohio ReV. COde § 339.06).......cccciieiiiieiiiecieeecieecteeerteeerteeesteesteeesraeeseseesseeensneenns 61
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SECTION A: INDIRECT LAWS

2A-1 Compliance Requirement: Ohio Rev. Code §§ 5705.28, 5705.39 and 5705.40 - Appropriations
limited by estimated revenue.

Note: Auditors should not cite entities in Fiscal Emergency for violating Ohio Rev. Code §§ 5705.10,
5705.36, 5705.39 or 5705.41(A), (B) or (C) for funds that were already in a deficit at the time a Fiscal
Emergency was declared.

Auditors should continue to cite entities for healthy funds (those with positive cash balances at the time
of declaration) that experience a deficit after declaration'. Therefore, auditors should compare fund
deficits during the audit period to the funds that were in deficit at the point when the Fiscal Emergency
was originally declared to determine whether any new funds have incurred a deficit balance.

IMPORTANT: In order to determine which funds were in a deficit at the time of the declaration
auditors should review the declaration of Fiscal Emergency available on the Auditor of State
website audit search. The Financial Supervisor (LGS) can assist auditors in determining which
funds were originally part of the Fiscal Emergency deficit declaration, if needed.

Summary of Requirements: Ohio Rev. Code § 5705.39 provides in part that total appropriations from
each fund shall not exceed the total estimated resources. No appropriation measure is effective until the
county auditor files a certificate that the total appropriations from each fund do not exceed the total official
estimate or amended official estimate.

Note: If a government fails to receive the county auditor’s certifications that appropriations do not exceed
estimated resources, governments may present the appropriations passed by the legislative authority on the
financial statements. No citation should be made if the government requested the county auditor’s
certificate and the county auditor failed to respond. However, a noncompliance citation is still appropriate
if appropriations exceed estimated resources by a material amount.

If a local government is participating in a grant or loan program whereby proceeds will be received after
the expenditures are incurred, it is possible that if properly budgeted, appropriations for one fiscal year will
exceed the available amount on the Certificate of Estimated Resources. Ohio Rev. Code § 5705.42 makes
formal legislative appropriation for certain grants and loans unnecessary. As such, we believe it is equally
unnecessary to require a subdivision to seek certification of the amended appropriation measure for
purposes of Ohio Rev. Code § 5705.39. However, the fiscal officer should record the appropriation amount
in the accounting system and include the appropriated amounts on the (amended) certificate to properly
monitor budget versus actual activity. An advance should be used to prevent a negative fund balance.
(School districts are permitted to incur deficit fund balances in their special funds under certain
circumstances. Refer to OCS Chapter 1 section 1-5 for additional guidance.)

Project-Length Budgeting

Once a grant is awarded or a loan is approved by the Federal or State government, the fiscal officer must
obtain an Official Certificate of Estimated Resources or an Amended Certificate of Estimated Resources
for all or part of the grant or loan, based on what is to be received in the fiscal year. Any money expected
to be received in the next year should be reflected on the next year’s certificate. However, if the local
government, with the exception of a school district, has budgeted on a project-length basis pursuant to Ohio
Rev. Code § 9.34(B), the fiscal officer must obtain an Official Certificate of Estimated Resources for the
entire project-length fiscal period.

!'In rare instances, complying with the recovery plan can cause violations of Chapter 5705. In these instances, auditors
should not cite violations of 5705 if they were necessary in order to comply with the recovery plan.
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The fiscal officer shall record the appropriations in accordance with the terms and conditions of the grant
or loan agreement. In addition, prior to recording the appropriations, the legislative authority must pass a
resolution amending its appropriation measure (Ohio Rev. Code § 5705.40). If the grant or loan will be
expended over a period longer than the current fiscal year, only the amount estimated to be obligated during
the current fiscal year should be recorded as appropriated. The remainder of the project should be
appropriated in the subsequent year(s).

In situations where the grant or loan proceeds will be received after the expenditures are incurred (i.e., on
a reimbursement basis), it is possible that the local government will have appropriated an amount for one
fiscal year that is in excess of the amount reflected as available on the Amended Certificate of Estimated
Resources. This situation will NOT constitute a noncompliance citation during an audit.

§ 5705.28(B)(2) Requirements for entities that do not levy taxes (See the Legal Matrices in Exhibit 5
of the OCS Implementation Guide for applicable entities)

If an entity levies taxes, the sections above apply. However, some entities with taxing authority do not levy
taxes. When they do not levy taxes, Ohio Rev. Code § 5705.28 (B)(2) permits a comparable, but somewhat
streamlined budget process. Ohio Rev. Code § 5705.28(B)(2) requires entities to follow § 5705.36. 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).

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Compare the final year end (current year only — do not include any carryover encumbrances
appropriated) appropriation measures for selected funds (normally the general fund and major funds
are sufficient) and determine that the appropriations do not exceed the official or amended estimate of
resources (estimated revenues plus unencumbered fund balances) as of the fiscal year end. (It should
not be necessary to schedule out all of the appropriation amendments throughout the year.)

Except. if the government is in fiscal emergency, and you are testing a fund with a beginning
unencumbered deficit, compare appropriations to estimated receipts instead of to estimated
resources.

2. For grants or loans awarded by the Federal or State government, determine whether the entity
implemented project-length budgeting pursuant to Ohio Rev. Code § 9.34(B). If so, determine whether
the fiscal officer obtained an Official Certificate of Estimated Resources for the entire project-length
fiscal period and that only the amount estimated to be obligated during the current fiscal year was
recorded as appropriated for advance-funded grants and loans. If the local government appropriated
amounts beyond fiscal year end, determine whether the exception above was met (i.e. reimbursable
grants or loans).

Audit implications (the indirect 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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Revised: SB91,1 A
Effective: March 28, 2024

2A-2 Compliance Requirement: Ohio Rev. Code §§ 5705.41(A) and (B); and 5705.42 - Restrictions on
appropriating and expending money.

Note: Auditors should not cite entities in Fiscal Emergency for violating Ohio Rev. Code §§ 5705.10,
5705.36, 5705.39 or 5705.41 (A), (B) or (C) for funds that were already in a deficit at the time a Fiscal
Emergency was declared.

Auditors should continue to cite entities for healthy funds (those with positive cash balances at the time
of declaration) that experience a deficit after declaration?. Therefore, auditors should compare fund
deficits during the audit period to the funds that were in deficit at the point when the Fiscal Emergency
was originally declared to determine whether any new funds have incurred a deficit balance.

IMPORTANT: In order to determine which funds were in a deficit at the time of the declaration
auditors should review the declaration of Fiscal Emergency available on the Auditor of State
website audit search. The Financial Supervisor (LGS) can assist auditors in determining which
funds were originally part of the Fiscal Emergency deficit declaration, if needed.

NOTE: An appropriation for a new state or federal COVID19-erInfrastructare Investment-and JobsAet
program is effectively created by operation of Ohio Rev. Code § 5705.42. Ohio Rev. Code § 5705.42
indicates Federal and State grants or loans are “deemed appropriated” for such purpose by the taxing
authority as provided by law. In addition, those moneys are also treated as if they are in the process of
collection by the fiscal officer of the subdivision. This means that under Ohio Rev. Code § 5705.42, the
moneys are treated by the fiscal officer as if they have been appropriated for a specific purpose, without
requiring the taxing authority to adopt an amended appropriation measure. However, the fiscal officer
should include the appropriated amounts on the (amended) certificate. The fiscal officer should also record
the appropriation in the accounting system. The “deemed appropriated” criteria applies to new federal
programs but not to the American Rescue Plan Act funds for which the revenue is reallocated as described
in AOS Bulletin 2021-004. The funds receiving the reallocation will need to estimate receipts and
appropriate in the traditional manner.

See AOS COVID-19 FAQ’s and AOS Bulletin 2021-004.

2 In rare instances, complying with the recovery plan can cause violations of Chapter 5705. In these instances, auditors
should not cite violations of 5705 if they were necessary in order to comply with the recovery plan.
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Summary of Requirements:

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

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

No subdivision or taxing unit is to expend money unless #has the fiscal officer of the subdivision or taxing

authority has certified that all of the following apply:

a. The expenditure has been appropriated as provided in Ohio Rev. Code Chapter 5705. [Ohio Rev.
Code § 5705.41(B)(1)(a)]

b. The expenditure has been appropriated by the subdivision’s or taxing unit’s legislative authority.
[Ohio Rev. Code § 5705.41(B)(1)(b)]

c. The expenditure is not compelled by a process authorizing management, control, distribution, or
disbursement of an appropriation or expenditure by a vote of the subdivision’s or taxing unit’s
residents. [Ohio Rev. Code § 5705.41(B)(1)(c)]

following:
a. Authorizing a bond issue otherwise permitted by law; [Ohio Rev. Code § 5705.41(B)(2)(a)

b. Soliciting public input related to the management, control, distribution, or disbursement of
funds. [Ohio Rev. Code § 5705.41(B)(2)(b

§ 5705.28(B)(2) Requirements for entities that do not levy taxes (See the Legal Matrices in Exhibit 5
of the OCS Implementation Guide for applicable entities)

If an entity levies taxes, the sections above apply. However, some entities with taxing authority do not levy
taxes. When they do not levy taxes, Ohio Rev. Code § 5705.28(B)(2) permits a comparable, but somewhat
streamlined budget process. Ohio Rev. Code § 5705.28(B)(2) requires these entities to follow § 5705.41(B)
and so they cannot disburse more than appropriated.

3 “Deemed an appropriation” under this section means the Federal or State government has already appropriated and
established the purpose(s) for which a government can spend monies received from Federal or State grants and loans.
The taxing authority cannot deviate from this purpose; the taxing authority can only resolve to spend the money for a
purpose already prescribed in a contract, grant agreement, loan agreement, etc. Therefore, Federal and State grants
and loans received under Ohio Rev. Code § 5705.42 do not require formal appropriation by the legislative body. In
other words, Ohio Rev. Code § 5705.42 effectively eliminates an unnecessary appropriation action by the taxing
authority. However, Ohio Rev. Code § 5705.42 directs the fiscal officer to record the appropriation amount “as such”
which AOS interprets to be the accounting system* and/or the budgetary statements or footnotes as applicable for
their financial reporting framework. The fiscal officer should also include the appropriated amounts on the (amended)
certificate to properly monitor budget versus actual activity. Note: Amounts “deemed appropriated” are subject to
inclusion in GAAP budgetary presentations (GASB Cod. 2400.102). The government has no legal authority to spend
these resources unless they were either appropriated by the legislative authority or deemed appropriated by the Federal
or State government. (GASB Cod. 2400.702-14)

*Note: If the auditee does not record the appropriation amount in the accounting system, but does report in the
financial statements and/or footnotes, auditors should consider issuing a management letter comment for the auditee
to record in their accounting system.
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Suggested Audit Procedures - Compliance (Substantive) Tests:

For selected funds (normally the general fund and major funds are sufficient) compare total expenditures
plus contract commitments (including outstanding encumbrances) from each fund versus appropriations
and determine if the expenditures and commitments are within the appropriations for the tested funds at
year end (current year).

Audit implications (the indirect 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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Revised: HB 101, 1 A
Effective: April 30, 2024

2A-3 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.48, 125.04, 153.65-.71, 723.52, 731.02,
731.12,731.14, 731.141, 735.05 and 2921.42 - Municipal contracts.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements:

Contracts for Expenditures Other Than Streets or Other Public Way
Generally, all contracts made by the legislative authority of a city for material and labor which
exceed the amount specified in Ohio Rev. Code § 9.17 (see OCS Implementation Guide Appendix
B) are subject to competitive bidding procedures. No expenditure subject to this section shall be
divided into component parts, separate projects, or separate items of work in order to avoid the
requirements of this section. (/Note: This limit may not apply to some charter municipalities.)
[Ohio Rev. Code § 735.05 Cities]

The competitive bidding threshold for expenditures of a village is $56;000 specified in Ohio Rev.
Code § 9.17 (see OCS Implementation Guide Appendix B). [Ohio Rev. Code § 731.14 — Villages]

The competitive bidding threshold for expenditures of a village that have established the position
of a village administrator is the amount specified in Ohio Rev. Code § 9.17 (see OCS
Implementation Guide Appendix B). No expenditure subject to this section shall be divided into
component parts, separate projects or separate items of work in order to avoid the requirements of
this section. [Ohio Rev. Code § 731.141 Villages with village administrator]

Contracts for Streets or Other Public Way
Before letting or making any contract for the construction, reconstruction, widening, resurfacing,
or repair of a street or other public way, the director of public service in a city, the village
administrator, or the legislative authority in a village, shall make an estimate of the cost of such
work using the force account project assessment form under Ohio Rev. Code § 117.16. In municipal
corporations having an engineer, or an officer having a different title but the duties and functions
of an engineer, the estimate shall be made by the engineer or other officer. Where the total estimated
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cost of any such work exceeds $70,000* the municipal corporation shall be required to invite and
receive competitive bids. [Ohio Rev. Code § 723.52] (Note: Auditors should refer to OCS 2B-1
for tests of force accounts and the force account project assessment form.)

Competitive bidding procedures require that a contract be entered into in writing with the lowest and best
bidder’ after advertisement of the proposal for bids for not less than two nor more than four consecutive
weeks® in a newspaper of general circulation within the municipality or as provided in Ohio Rev. Code §
7.16.7 (Ohio Const. Art. XVIII, Section 3 allows municipalities to deviate from these requirements by
charter.) [Ohio Rev. Code §§ 731.141 and 735.05]

Contracts for used equipment or supplies at a public auction or emergencies can be entered into without
following competitive bidding procedures.

Contracts with qualified non-profit agencies and contracts with state departments, political subdivisions, or
a regional planning commission may be authorized without bidding and advertising.

Municipalities that participate in a joint purchasing contract are exempt from using competitive bidding.
[Ohio Rev. Code § 9.48(C)-(D)]

Municipalities also need not follow the bidding process where the contract involves specialized services,
requiring particular skills and aptitudes, such as engineering or legal services. [State ex rel Doria v.
Ferguson, 145 Ohio St. 12 (1945)]

Municipalities (both cities and villages) procuring professional design services do not need to follow the
competitive bidding process. However, contracts for professional design services must adhere to the
provisions of Ohio Rev. Code §§ 153.65 through 153.71 which require municipalities to publicly announce
and provide notice of the contract, rank firms on the basis of qualifications, and award the contract to the
most qualified firm. "Professional design services" are defined as services within the scope of practice of
an architect or landscape architect registered under Chapter 4703 of the Ohio Revised Code or a professional
engineer or surveyor registered under Chapter 4733 of the Ohio Revised Code. Ohio Rev. Code §§ 153.66
to 153.70 do not apply to any of the following:
e Any project with an estimated professional design fee of $25,000 or less;

4 Prior to June 30, 2023, this threshold was $30,000. On the first day of July of every year beginning in 2024, the
threshold amount established in this section increases by an amount not to exceed the lesser of five per cent, or the
percentage amount of any increase in the department of transportation’s construction cost index as annualized and
totaled for the prior calendar year. The director of transportation shall notify each appropriate engineer or other officer
of the increased amount. For the period of July 1, 2023, to June 30, 2024, this amount was $70,000. For the period

of July 1, 2024, to June 30, 2025, this amount was $73,500.

5 “Lowest and best bidder” There is no guidelines in either the statute or case law as to what constitutes “best.” Factors
that may be appropriate to consider are brand name reliability, serviceability, proximity of service provider and past
experience with bidder.

¢ For Villages under Ohio Rev. Code § 731.14, if the legislative authority posts the notice on its web site, it may
eliminate the second notice otherwise required to be published in a newspaper of general circulation within the village,
provided that the first notice published in such newspaper meets all of the following requirements: (A) It is published
at least two weeks before the opening of bids; (B) It includes a statement that the notice is posted on the legislative
authority’s internet web site; (C) It includes the internet address of the legislative authority’s internet web site; and
(D) It includes instructions describing how the notice may be accessed on the legislative authority’s internet web site.

7 Ohio Rev. Code § 7.16 allows the second publication to be in an abbreviated form and provides that any further
publications can be eliminated if the second notice meets all of the requirements of Ohio Rev. Code § 7.16.
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e Any project with an estimated professional design fee of more than $25,000 but less than $50,000
if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b) are met;

e Any project determined in writing by the head of the public authority to be an emergency requiring
immediate action including, but not limited to, any projects requiring multiple contracts let as part
of a program requiring a large number of professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

A political subdivision or a board of elections may purchase supplies or services from another party,
including another political subdivision, instead of participating in a contract that the Department of
Administrative Services has entered for the purchase of supplies and services, if the political subdivision
or board of elections can purchase those supplies or services from the other party upon equivalent terms,
conditions, and specifications but at a lower price than it can through those contracts. Purchases that a
political subdivision or board of elections makes under this division are exempt from any competitive
selection procedures otherwise required by law. [Ohio Rev. Code § 125.04(C)]

Ohio Rev. Code §§ 731.02 (cities) and 731.12 (villages) - Interest in contracts by elected officials.

These sections prohibit elected officials from havmg any pecumary interest in a contract or to be otherw1se
employed by the entity. Fh : : oo o

mee&ng—.

Ohio Rev. Code § 2921.42 - This section prohibits having an unlawful interest in a public contract.

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Identify a few expenditures that should have been subject to competitive bidding while reading the minutes,
by inquiry of government personnel, and/or by scanning the disbursement records. In selecting payments
to test, consider selecting from higher-dollar payments and perhaps one or two smaller payments (i.e.
payments slightly over the competitive bidding threshold). Determine through inspection, vouching, or
other such means that:

1. Contracts over the applicable amounts specified above or any other local limitations were awarded
using competitive bidding procedures. Be alert for indications of bid splitting or deliberate attempts to

evade bid limitations, such as successive contracts just under the bid amount.

2. Advertisements of the proposals for bids were made as indicated (or posted to the municipality’s
website, as described above).

3. Documentation indicates that the lowest and best bid was accepted.

4. Contracts and expenditures were approved by the legislative authority in accordance with local
requirements.

5. Document whether there is any apparent interest in the contract by a public official. Due to heightened

public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.
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6. Select a representative number of purchases made through another subdivision or by “piggy backing”
onto a DAS contract. Determine through inspection, vouching, comparison, or other such means
whether the client isrequired-te maintained records to demonstrate the following:

a. The purchase conditions and specifications were substantially equivalent to those through
the DAS Cooperative Purchasing Program.

b. The purchase price was less than that available through the DAS Cooperative Purchasing
Program.

Audit implications (the indirect 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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2A-4 Compliance Requirements: Ohio Rev. Code § 731.16 (villages) and 735.07 (cities) - Altering or
modifying municipal contracts.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: When in the opinion of: (a) the legislative officers of a village, (b) the village
administrator, or (¢) the director of public service, it becomes necessary, in the prosecution of any work or
improvement under contract, to alter or modify a contract, such alterations or modifications can only be
made upon the order of these individuals.

A change order is not effective until the price to be paid for the work and material or both, under the altered
or modified contract, has been agreed upon in writing and signed by these individuals and by the contractor.

Where a board of control exists, the board must approve contract modifications. [Ohio Rev. Code § 735.07]

No contractor may recover anything for work or material because of any such alteration or modification
unless the contract is modified as required.

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. For a few selected contracts, compare cumulative contract expenditures with the original bid price. If
these expenditures exceed the bid price, inspect the modified contract documents for signatures of the
contractor and the appropriate officials (i.e., the legislative officers of a village, the village
administrator, or the director of public service).

2. If aboard of control exists, determine that the board documented their approval of any modifications.

Audit implications (the indirect 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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2A-5 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.37, 125.04, 153.65-.71, 305.27, 307.041,
307.86.92, 319.16, 2921.42 and 5543.19 - County payments to be by auditor’s warrant; competitive
bidding. Ohio Rev. Code § 307.87 - County notice and other bid procedures.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: Generally, expenditures of county funds must be paid with warrants issued
by the county auditor, with the approval of the county commissioners [Ohio Rev. Code § 319.16]. The
warrant and all information related to the presentment of the warrant may be provided electronically [Ohio
Rev. Code § 9.37(F)].

Ohio Rev. Code § 319.16 expressly includes county boards of mental health and county boards of
developmental disabilities as agencies authorized to approve the issuance of warrants.

Competitive bidding is required for procurements exceeding the amount specified in Ohio Rev. Code § 9.17
(see OCS Implementation Guide, Appendix B), except where otherwise provided by law. No purchase,
lease, project, or other transaction subject to this section shall be divided into component parts, separate
projects, or separate items of work in order to avoid these requirements. [Ohio Rev. Code § 307.86]

Competitive bidding is required, in accordance with Ohio Rev. Code §§ 307.86 to 307.92, for construction
and reconstruction, including widening and resurfacing, of roads when the total estimated cost of the work
exceeds $70,000 per mile or for the construction, reconstruction, improvement, maintenance or repair of
bridges or culverts when the total estimated costs of the work exceeds $233,000.® These projects may be
undertaken by force account when authorized by the board of county commissioners and when not required
by another law to use competitive bidding, when the estimates, according to the force account project
assessment form, as prepared by the county engineer, are less than these thresholds. [Ohio Rev. Code §

8 Prior to June 30, 2023, these thresholds were $30,000 per mile (roads) and $100,000 (bridges and culverts),
respectively. On the first day of July of every year beginning in 2024, the threshold amounts established in this section
increase by amounts not to exceed the lesser of five per cent, or the percentage amount of any increase in the
department of transportation’s construction cost index as annualized and totaled for the prior calendar year. The
director of transportation shall notify each appropriate county engineer of the increased amounts. [Ohio Rev. Code §
5543.19(C)]. For the period of July 1, 2023, to June 30, 2024, these amounts were $70,000 per mile (roads) and
$233,000 (bridges and culverts), respectively. For the period of July 1, 2024, to June 30, 2025, these amounts were
$73,500 per mile (roads) and $244,650 (bridges and culverts), respectively.
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5543.19] (Note: Auditors should refer to OCS 2B-2 for tests of force accounts and the force account project
assessment form.)

The commissioners, by unanimous vote (defined as all three commissioners when all three are present, or
two commissioners if only two are present and they constitute a quorum), can declare an emergency (and
that determination and the reasons for it are entered in the minutes of the proceedings of the board) and
waive the competitive bidding when any of the following apply:

1. the estimated cost is less than $125,000[Ohio Rev. Code § 307.86(A)(1)], or
2. there is physical disaster to structures, radio communications equipment, or computers. [Ohio
Rev. Code § 307.86(A)(2)]

A county may purchase supplies or services from another party, including another political subdivision,
instead of participating in a contract that the Ohio Department of Administrative Services has entered for
the purchase of supplies and services, if the county can prove that it can purchase those same supplies or
services from the other party upon equivalent terms, conditions or specifications but at a lower price. If so,
the county need not competitively bid those supplies or services. [Ohio Rev. Code § 125.04(C)]

Ohio Rev. Code § 305.27 - Interest in contracts by elected officials.

This section prohibits commissioners from having any pecuniary interest in a contract or to be
otherwise employed by the entity. Ohio Rev. Code § 305.25 also provides that contracts are
void unless authorized at a regular or special meeting.

Ohio Rev. Code § 2921.42 - This section prohibits having an unlawful interest in a public contract.

Other exceptions to the competitive bidding requirement are made for:
A. the purchase of supplies, or replacement parts, or information technology, for which there is a
single supplier or source [Ohio Rev. Code § 307.86(B)(1)-(2)];

B. purchases from other government agencies [Ohio Rev. Code § 307.86(C)];

C. purchases of family services duties or workforce development activities by the county
department of jobs and family services or of program services by a county board of
developmental disabilities [Ohio Rev. Code § 307.86(D)];

D. purchases of criminal justice services, social services programs, family services, or workforce
development activities from nonprofit corporations or associations under programs funded by
the federal government or by state grants [Ohio Rev. Code § 307.86(E)];

E. purchases of insurance or contracts negotiated under Ohio Rev. Code § 307.86(F) (subject to
certain conditions);

F. purchases of computer hardware, software or consulting services that are necessary to
implement a computerized case management automation project administered by the Ohio
prosecuting attorneys association and funded by a grant from the federal government. [Ohio
Rev. Code § 307.86(G)];

G. purchases of child care services for county employees [Ohio Rev. Code § 307.86(H)];

H. acquisition of property, including land, buildings, and other real property leased for offices,
storage, parking, or other purposes, pursuant to § 307.86(I) (subject to certain conditions);
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I. purchase of programs or services under § 307.86(J) for a felony or misdemeanant delinquent,
unruly youth, or status offender under the supervision of the juvenile court;

J. purchase of family services, programs, or certain ancillary services by a public children
services agency for children at risk or alleged to be abused, neglected, or dependent children
[Ohio Rev. Code § 307.86(K)];

K. purchase of emergency medical services by a contract made by the board of county
commissioners with a joint emergency medical services district [Ohio Rev. Code § 307.86(L)].

L. The purchase consists of used supplies and is made at a public auction [Ohio Rev. Code §
307.86(N)]

M. Excluded from competitive bidding are expenditures for the services of an accountant,
architect, attorney, physician, professional engineer, construction project manager, consultant,
surveyor, or appraiser. [Ohio Rev. Code § 307.86].

N. Certain acquisitions made through another entity’s purchasing program pursuant to Ohio Rev.
Code § 9.48. [Ohio Rev. Code § 307.86]

O. Counties procuring professional design services, over the competitive bidding threshold, do
not need to follow the competitive bidding process. However, contracts for professional design
services must adhere to the provisions of Ohio Rev. Code §§ 153.65 through 153.71 which
require counties to publicly announce and provide notice of the contract, rank firms on the basis
of qualifications, and award the contract to the most qualified firm. "Professional design
services" are defined as services within the scope of practice of an architect or landscape
architect registered under Chapter 4703 of the Ohio Revised Code or a professional engineer
or surveyor registered under Chapter 4733 of the Ohio Revised Code. Ohio Rev. Code §§
153.66 to 153.70 do not apply to any of the following:

1. Any project with an estimated professional design fee of $25,000 or less;

2. Any project with an estimated professional design fee of more than $25,000 but less
than $50,000 if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b)
are met;

3. Any project determined in writing by the head of the public authority to be an
emergency requiring immediate action including, but not limited to, any projects
requiring multiple contracts let as part of a program requiring a large number of
professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

P. Ohio Rev. Code § 307.86(M) authorizes the use of competitive sealed proposals instead of
competitive bidding when the county determines the use of competitive sealed proposals would
be advantageous to the county and the county contracting authority complies with the proposal
requirements outlined in Ohio Rev. Code § 307.862. Ohio Rev. Code § 307.862(G) precludes
a county contracting authority from using competitive sealed proposals for contracts for
construction, design, demolition, alteration, repair, or reconstruction of a building, highway,
drainage system, water system, road, street, alley, sewer, ditch, sewage disposal plant,
waterworks, and all other structures or works of any nature. Therefore, the competitive sealed
proposal method may be used only for purchases of non-construction related products and
supplies and to the acquisition of services other than those services already exempted from the
continuing competitive bidding procedure. For example, it might be used to acquire janitorial
services or to purchase office supplies and equipment.
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Q. A county may contract for energy conservation savings pursuant to Ohio Rev. Code § 307.041.
This section provides two procurement options:
1. To follow Ohio Rev. Code §§ 307.86 to 307.92 (i.e. competitively bid contracts in
excess of the amount specified in Ohio Rev. Code § 9.17 (see OCS Implementation
Guide, Appendix B)). [Ohio Rev. Code § 307.041(C)(1)(a)]
2. Request proposals from at least 3 vendors, after advertising the project. [Ohio Rev.
Code § 307.041(C)(1)(b)]

R. Ohio Rev. Code § 307.87 requires a county to advertise once per week for at least two
consecutive weeks of its intent to seek competitive bids for purchases or leases with an
estimated cost exceeding the bidding threshold. If the contracting authority posts the notice on
its internet site, it may eliminate the second notice otherwise required to be published in a
newspaper of general circulation within the county, provided that the first notice published in
such a newspaper meets all of the following requirements: (1) It is published at least two weeks
before the opening of bids; (2) It includes a statement that the notice is posted on the contracting
authority’s internet site on the world wide web; (3) It includes the internet address of the
contracting authority’s internet site on the world wide web; and (4) It includes instructions
describing how the notice may be accessed on the contracting authority’s internet site on the
world wide web. The county should also maintain a copy of the notice. Ohio Rev. Code §
307.88 requires that sealed’ bids be opened and tabulated (i.e., summarized).

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. When testing expenditures, determine that disbursements were made only by county warrant (or
electronic transaction via the county auditor).

2. Identify a few expenditures that should have been subject to competitive bidding while reading the
minutes, by inquiry of government personnel, and/or by scanning the disbursement records. Determine
through inspection, vouching, or other such means that contracts over the amounts specified above were
awarded using competitive bidding procedures. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations'?, such as successive contracts just under the bid amount. In selecting
payments to test, consider selecting from higher-dollar payments and perhaps one or two smaller
payments (i.e. payments slightly over the competitive bidding threshold).

3. For contracts selected above, determine whether advertisements of the proposals for bids were made at
least once per week for two consecutive weeks (the notice may be posted to the county’s website in
lieu of a second newspaper publication, as described above), and whether bids were tabulated.

4. For contracts exceeding the amounts specified above meeting one or more of the exceptions indicated
above, determine documentation exists to support expenditures as meeting those exceptions.

5. Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

9 Ohio Rev. Code § 307.88, requires that bids be submitted pursuant to Ohio Rev. Code §§ 307.86 to 307.92 and filed
in the manner mentioned in the notice.
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Audit implications (the indirect 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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2A-6 Compliance Requirements: Ohio Rev. Code §§ 9.17, 9.48, 125.04, 153.65-.71, 505.08, 505.101,
505.267, 505.37, 505.46, 511.12, 511.13, 515.01, 515.07, 521.05, 2921.42, 5549.21, and 5575.01 -
Township’s expenditures and competitive bidding.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements
Footbridge repair: Construction, rebuilding and repair of footbridges across rivers and streams needed to
access public schools may not exceed $15,000. [Ohio Rev. Code § 505.46]

Town hall: When a town hall is being built, improved, enlarged, or removed at a cost greater than the
amount specified in Ohio Rev. Code § 9.17, the trustees must first get the approval of the voters to levy the
necessary tax, which shall not exceed four mills and not be levied for more than seven years. [Ohio Rev.
Code §§ 511.01-.02]

Ohio Rev. Code § 5705.05 permits townships to use general levy money for road and bridge purposes.
Ohio Rev. Code § 5705.06(F) permits a township to impose a special levy “for the construction,
reconstruction, resurfacing, and repair of roads and bridges, excluding state roads and bridges, including
the township's portion of the cost of the construction, improvement, maintenance, and repair of county
roads and bridges.” The revenue from the special levy imposed under Ohio Rev. Code § 5705.06(F) must
be placed in a special fund created for the purpose of the levy. [Ohio Rev. Code § 5705.09(D)]. All
payments on account of machinery, tools, material, and labor must be made from the Township Road
Fund'®. [Ohio Rev. Code § 5549.21]

Ohio Rev. Code § 511.13 - This section prohibits elected officials from having any pecuniary interest in a
contract.

Ohio Rev. Code § 2921.42 - This section prohibits having an unlawful interest in a public contract.

Competitive bidding is required in eight circumstances:

1. Purchase of materials, machinery and tools to be used in constructing, maintaining and repairing roads
and culverts, where the amount involved exceeds the amount specified in Ohio Rev. Code § 9.17 (see
OCS Implementation Guide, Appendix B). [Ohio Rev. Code § 5549.21].

10 Typically, this is referred to as the Road and Bridge Fund. The Gasoline Tax and Motor Vehicle License Tax Funds
are separate funds that should be used for their permissible uses directly from those funds which also include expenses
for use in constructing, reconstructing, maintaining, and repairing roads and culverts within the Township.
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2. Contracts for the maintenance or repair of roads, where the amount involved exceeds $105,000. In
each case, the board must advertise once, not later than two weeks prior to the letting of the contract,
in a newspaper of general circulation in the township. Award must be to the lowest responsible bidder.
For contracts for the construction or reconstruction of a township road, the board shall cause to be
made an estimate of the cost of the work by the county engineer. Where the total estimated cost of the
work exceeds $35,000 per mile, the Board shall invite and receive competitive bids as provided in Ohio
Rev. Code § 5575.02. [Ohio Rev. Code § 5575.01]"".

3. Contracts for the construction and erection of a memorial building or monument. When competitive
bidding is required, no contract shall be made or signed until an advertisement has been placed in a
newspaper, published or of general circulation in the township, at least twice. If the board posts the
notice on its web site, it may eliminate the second notice otherwise required to be published in a
newspaper published or of general circulation in the township, provided that the first notice published
in such newspaper meets all of the following requirements: (1) It is published at least two weeks before
the opening of bids; (2) It includes a statement that the notice is posted on the Board’s internet web
site; (3) It includes the internet address of the Board’s internet web site; and (4) It includes instructions
describing how the notice may be accessed on the board’s internet web site. [Ohio Rev. Code §
511.12(B)]. Such contracts require competitive bidding only if the amount involved exceeds the amount
specified in Ohio Rev. Code § 9.17 (see OCS Implementation Guide, Appendix B). No project subject
to this section shall be divided into component parts, separate projects, or separate items of work in
order to avoid the requirements of this section. [Ohio Rev. Code § 511.12].

4. Contracts for equipment (including fire trucks) for fire protection, mechanical resuscitators, underwater
rescue and recovery, and communication estimated to exceed the amount specified in Ohio Rev. Code
§ 9.17 (see OCS Implementation Guide, Appendix B) pursuant to Ohio Rev. Code § 505.37. No
purchase or transaction subject to this section shall be divided into component parts in order to avoid
the requirements of this section. When competitive bidding is required, the board shall advertise once
a week for not less than two consecutive weeks in a newspaper of general circulation within the
township. The board may also cause notice to be inserted in trade papers or other publications
designated by it or to be distributed by electronic means, including posting the notice on the board’s
internet web site. If the board posts the notice on its web site, it may eliminate the second notice
otherwise required to be published in a newspaper of general circulation within the township, provided
that the first notice published in such newspaper meets all of the following requirements: (1) It is
published at least two weeks before the opening of bids; (2) It includes a statement that the notice is
posted on the board’s internet web site; (3) It includes the internet address of the board’s internet web
site; and (4) It includes instructions describing how the notice may be accessed on the board’s internet
web site. [Ohio Rev. Code § 505.37(A)].

5. Contracts for street lighting systems where the cost exceeds the amount specified in Ohio Rev. Code §
9.17 (see OCS Implementation Guide, Appendix B). No procurement subject to this section shall be
divided into component parts, separate projects, or separate items of work in order to avoid the
requirements of this section. The board shall prepare plans and specifications for the lighting equipment
and shall, for two weeks, advertise for bids for furnishing the lighting equipment, either by posting the
advertisement in three conspicuous places in the township or by publication of the advertisement once

11 Prior to June 30, 2023, these thresholds were $45,000 and $15,000 per mile, respectively. On the first day of July
of every year beginning in 2024, the threshold amounts established in this section increase by amounts not to exceed
the lesser of five per cent, or the percentage amount of any increase in the department of transportation’s construction
cost index as annualized and totaled for the prior calendar year. The director of transportation shall notify each
appropriate county engineer of the increased amounts. [Ohio Rev. Code § 5575.01(D)]. For the period of July 1, 2023,
to June 30, 2024 these amount were $105,000 and $35,000 per mile, respectively. For the period of July 1, 2024, to

June 30, 2025 these amounts were $110,250 and $36,750 per mile, respectively.
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a week, for two consecutive weeks, in a newspaper of general circulation in the township. Any such
contract for lighting shall be made with the lowest and best bidder. The board may also cause notice
to be inserted in trade papers or other publications designated by it or to be distributed by electronic
means, including posting the notice on the board’s internet web site. If the board posts the notice on its
web site, it may eliminate the second notice otherwise required to be published in a newspaper of
general circulation in the township, provided that the first notice published in such newspaper meets all
of the following requirements: (A) It is published at least two weeks before the opening of bids; (B) It
includes a statement that the notice is posted on the board’s internet web site; (C) It includes the internet
address of the board’s internet web site; and (D) It includes instructions describing how the notice may
be accessed on the board’s internet web site. No lighting contract awarded by the board shall be made
to cover a period of more than twenty years. The cost of installing and operating any lighting system
or any light furnished under contract shall be paid from the general fund of the township treasury. [Ohio
Rev. Code § 515.01].

6. Contracts for street lighting improvements where the cost exceeds $50,000. When competitive bidding
is required, the board of township trustees shall post, in three of the most conspicuous public places in
the district, a notice specifying the number, candle power, and location of lights and the kind of supports
for the lights as provided by section 515.06 of the Ohio Revised Code, as well as the time, which shall
not be less than thirty days from the posting of the notices, and the place the board will receive bids to
furnish the lights. The board shall accept the lowest and best bid, if the successful bidder meets the
requirements of section 153.54 of the Ohio Revised Code. The board may reject all bids. [Ohio Rev.
Code § 515.07]

7. Contracts for building modifications for energy savings pursuant to Ohio Rev. Code § 505.264, where
the estimated cost exceeds the amount specified in Ohio Rev. Code § 9.17 (see OCS Implementation
Guide, Appendix B), with certain exceptions. Award must be to the lowest and best bidder in
accordance with the provisions of Sections 307.86 to 307.92. Townships desiring to implement energy
conservation measures may also proceed under the method of requesting proposals from at least three
vendors and following the other requirements of Ohio Rev. Code § 505.264(C)(2).

8. Contracts for private sewage collection tiles where the cost exceeds $50,000 pursuant to Ohio Rev.
Code § 521.05. The successful bidder must meet the requirements of Section 153.54.

By unanimous resolution that a real and present emergency exists, trustees may enter into a contract, without
bidding or advertising, for the purchase of equipment, supplies, materials or services needed to meet the
emergency if the estimated cost of the contract is less than the amount specified in Ohio Rev. Code § 9.17
(see OCS Implementation Guide, Appendix B). [Ohio Rev. Code § 505.08]

The board of township trustees of any township may, by resolution, enter into a contract, without advertising
or bidding, for the purchase or sale of motor vehicles, materials, equipment, or supplies from or to any
department, agency, or political subdivision of the state, for the purchase of services with a soil and water
conservation district, for the purchase of supplies, services, materials, and equipment with a regional
planning commission, or for the purchase of services from an educational service center. [Ohio Rev. Code
§ 505.101]

Townships procuring professional design services, over the competitive bidding threshold, do not need to
follow the competitive bidding process. However, contracts for professional design services must adhere
to the provisions of Ohio Rev. Code §§ 153.65 through 153.71 which require townships to publicly
announce and provide notice of the contract, rank firms on the basis of qualifications, and award the contract
to the most qualified firm. "Professional design services" are defined as services within the scope of
practice of an architect or landscape architect registered under Chapter 4703 of the Ohio Revised Code or
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a professional engineer or surveyor registered under Chapter 4733 of the Ohio Revised Code. Ohio Rev.
Code §§ 153.66 to 153.70 do not apply to any of the following:

e Any project with an estimated professional design fee of $25,000 or less;

e Any project with an estimated professional design fee of more than $25,000 but less than $50,000
if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b) are met;

e Any project determined in writing by the head of the public authority to be an emergency requiring
immediate action including, but not limited to, any projects requiring multiple contracts let as part
of a program requiring a large number of professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

Townships that participate in a joint purchasing contract are exempt from using competitive bidding. [Ohio
Rev. Code § 9.48(C)-(D)]

A township may purchase supplies or services from another party, including another political subdivision,
instead of participating in a contract that the Ohio Department of Administrative Services has entered for
the purchase of supplies and services, if the township can prove that it can purchase those same supplies or
services from the other party upon equivalent conditions and specifications but at a lower price. If so, the
township does not have to competitively bid those supplies or services. [Ohio Rev. Code § 125.04(C)]

Townships need not competitively bid acquisitions made through another entity’s purchasing program.
[Ohio Rev. Code § 9.48]

Leasing Equipment:

Ohio Rev. Code § 505.37 and § 505.50 permit a board of township trustees to lease or lease with an option
to purchase fire and police protection and emergency police protection, respectively. Additionally, Ohio
Rev. Code § 505.37(A) requires that contracts for the purchase of fire apparatus, mechanical resuscitators,
underwater rescue and recovery equipment, other fire equipment, appliances, materials, fire hydrants,
buildings, or fire-alarm communications equipment or services estimated to exceed the amount specified
in Ohio Rev. Code § 9.17 (see OCS Implementation Guide, Appendix B) be let by competitive bidding
(whether leased or purchased).

Ohio Rev. Code § 505.267 and § 5549.021 expand townships’ powers, allowing them to lease or lease with
an option to purchase for any purpose for which it may acquire real or personal property, including
machinery, tools, trucks and other equipment used in constructing, maintaining or repairing roads:

A lease with option to purchase shall do the following:
1. Transfer title to the asset to the township on or before the end of the lease.
2. If the leased asset relates to road repair, construction or maintenance, the township should comply
with the following:

a. Make a cash down payment of at least three-twentieths (15%) of the total cost;

b. Ifthe board sells used equipment as part of the lease with option to purchase, the cash
down payment may be reduced by the amount of the selling price of the used
equipment;

c. Be entered into only with the lowest responsive and responsible'? bidder of the
equipment after advertising for bids.

12 Lowest responsive and responsible bidder. A bidder on the contract shall be considered responsive if the bidder’s
proposal responds to bid specifications in all material respects and contains no irregularities or deviations from the
specifications which would affect the amount of the bid or otherwise give the bidder a competitive advantage. To
determine if a bidder on the contract is responsible, consider the experience of the bidder, the bidder’s financial
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See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

L.

Identify a few expenditures that should have been subject to competitive bidding while reading the
minutes, by inquiry of government personnel, and/or by scanning the disbursement records. Determine
through inspection, vouching, or other such means that contracts over the corresponding bid limits were
awarded using competitive bidding procedures. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations'?, such as successive contracts just under the bid amount. In selecting
payments to test, consider selecting from higher-dollar payments and perhaps one or two smaller
payments (i.e. payments slightly over the competitive bidding threshold).

For contracts exceeding the bid thresholds specified above, where the township did not use competitive
bidding, determine if they meet any of the exceptions noted above.

For footbridge construction, rebuilding and repair, determine documentation exists to support the
necessity of the expenditures and that the total expenditures did not exceed $15,000 for any footbridge
accessing a school.

For the building, improvement, enlargement, or removal of a town hall, determine if voter approval
was obtained.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

Inspect lease agreements to determine whether the agreements were for permitted equipment related to
fire and police protection. Determine whether the agreement is a lease with option to purchase or an
installment purchase agreement. Determine that the township selected the lowest responsive and
responsible bidder.

Inspect lease agreements to determine whether the agreements were for permitted equipment related to
repair and construction of roads. Determine whether the agreement is a lease with option to purchase
or an installment purchase agreement. If it is a lease with an option to purchase, determine that the
township made a down payment > 15%. Determine that the township selected the lowest responsive
and responsible bidder.

Audit implications (the indirect and material effects of non-compliance, effects on the audit opinions
and/or footnote disclosures, significant deficiencies/material weaknesses, and management letter
comments):

condition, conduct and performance on previous contracts, facilities, management skills, and ability to execute the
contract properly. (Ohio Rev. Code § 9.312)

13 Auditors should also be aware of and look for other schemes and recommend solutions such as those highlighted
here.
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2A-7 Compliance Requirement: Ohio Rev. Code §§ 9.17, 9.48, 153.65-.71,339.05 and 2921.42 - Bidding
procedures and purchasing policies for supplies and equipment (County Hospitals).

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirement: A board of county hospital trustees may adopt, annually, bidding procedures
and purchasing or leasing policies for supplies and equipment that are routinely used in operating the
hospital and that cost in excess of the amount specified in Ohio Rev. Code § 307.86, as the amount above
which purchases must be competitively bid (purchases in excess of the amount specified in Ohio Rev. Code
§ 9.17 (see OCS Implementation Guide, Appendix B)). [Ohio Rev. Code § 339.05]

If a board of county hospital trustees adopts such policies and procedures, and the board of county
commissioners approves them, the board of county hospital trustees may follow these policies and
procedures in lieu of following the competitive bidding procedures of Ohio Rev. Code §§ 307.86 to 307.92.
[Ohio Rev. Code § 339.05(A)]

The board is exempt from competitive bidding if, by unanimous vote, they make a determination that a real
and present emergency exists, and any of the following applies (the board shall also enter the determination
of emergency and the reasons for it in the minutes of its proceedings) [Ohio Rev. Code § 339.05(B)]:

1. the estimated cost is less than $100,000 or

2. there is actual physical damage to structures or equipment.

Ohio Rev. Code § 2921.42 - This section prohibits having an unlawful interest in a public contract.

County hospitals that participate in a joint purchasing contract are exempt from using competitive bidding.
[Ohio Rev. Code § 9.48(C)-(D)]

County hospitals procuring professional design services, over the competitive bidding threshold, do not
need to follow the competitive bidding process. However, contracts for professional design services must
adhere to the provisions of Ohio Rev. Code §§ 153.65 through 153.71 which require county hospitals to
publicly announce and provide notice of the contract, rank firms on the basis of qualifications, and award
the contract to the most qualified firm. "Professional design services" are defined as services within the
scope of practice of an architect or landscape architect registered under Chapter 4703 of the Ohio Revised
Code or a professional engineer or surveyor registered under Chapter 4733 of the Ohio Revised Code. Ohio
Rev. Code §§ 153.66 to 153.70 do not apply to any of the following:
e Any project with an estimated professional design fee of $25,000 or less;
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e Any project with an estimated professional design fee of more than $25,000 but less than $50,000
if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b) are met;

e Any project determined in writing by the head of the public authority to be an emergency requiring
immediate action including, but not limited to, any projects requiring multiple contracts let as part
of a program requiring a large number of professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

(Note that Ohio Rev. Code § 9.24 regarding unresolved findings for recovery and contracts does not apply
to hospitals.)

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1.

By inquiry or reading the minutes, determine if the board of hospital trustees has adopted its own
policies and procedures for competitive bidding. If so, trace approval of those policies by the board of
county commissioners to an approval letter or to a notation in the minutes.

For a few expenditures over the policy limit, inspect bid files to determine if the policies and procedures
were being followed as required"’. In selecting payments to test, consider selecting from higher-dollar
payments and perhaps one or two smaller payments (i.e. payments slightly over the competitive bidding
threshold).

If the board of hospital trustees has not adopted its own policies and procedures, see OCS Section 2A-
5 for Counties for suggested audit procedures regarding competitive bidding procedures for county
hospitals.

Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

Audit implications (the indirect 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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2A-8 Compliance Requirement: Ohio Rev. Code §§ 749.26, 749.27,749.28, 749.29, 749.30 and 2921.42
- Contract procedures; bids; bonds; bid openings (Municipal Hospitals).

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: The board of hospital trustees, before contracting to erect a hospital building,
or to rebuild or repair a hospital building, the cost of which exceeds $50,000, must have plans,
specifications, detailed drawings, and forms of bids prepared. These must be printed for distribution among
the bidders. [Ohio Rev. Code § 749.26]

All contracts must be made in the name of the board of hospital trustees. Contractors may not execute any
extra work or make any modifications or alterations in the specifications and plans, unless ordered in writing
by the board. Contractors may not claim any additional compensation unless such written order is given,
and the additional compensation fixed and agreed upon. Copies of the plans and drawings, attested by the
contractor, and the original bids, specifications, and contracts are required to be deposited in the office of
the clerk of the municipal corporation. [Ohio Rev. Code § 749.27]

The board of hospital trustees cannot enter into a contract for work or supplies where the estimated cost
exceeds $50,000, without first giving 30 days’ notice in one newspaper of general circulation in the
municipal corporation that sealed proposals will be received for doing the work or furnishing the materials
and supplies. [Ohio Rev. Code § 749.28]

Each bid submitted under Ohio Rev. Code § 749.28 for a contract for the construction, demolition,
alteration, repair, or reconstruction of an improvement must meet the requirements of Ohio Rev. Code §
153.54 regarding bid guaranty. Each bid submitted under Ohio Rev. Code § 749.28 for any other contract
must be accompanied with a bond, signed by sufficient sureties, for acceptance of the contract if awarded
by the board of hospital trustees, to fully secure any difference between the amount of such bid and the next
higher bid. That amount is to be collected by the board and paid into the hospital fund in case of the refusal
by the bidder to enter into a contract according to its bid within such reasonable time as the board
determines. [Ohio Rev. Code § 749.29]

Each bid submitted under Ohio Rev. Code § 749.28 is required to be enclosed in a sealed envelope and
deposited with the clerk of the board of hospital trustees. The envelope should indicate the nature of the
bid. All bids are required to be opened at the time, date, and place specified in the notice to bidders or
specifications. The time, date, and place of the bid openings may be extended to a later date by the board
of hospital trustees, provided that written or oral notice of the change is given to all persons who have
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received or requested specifications no later than 96 hours prior to the original time and date fixed for the
opening. [Ohio Rev. Code § 749.30]

Ohio Rev. Code § 2921.42 - Having an unlawful interest in a public contract. This section generally
prohibits unlawful interests.

(Note that Ohio Rev. Code § 9.24 regarding unresolved findings for recovery and contracts does not apply
to hospitals.)

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Inquire or determine from reading the minutes or other means whether the hospital paid for work or
supplies or for rebuilding or repairs exceeding the bidding threshold. Inspect a few bid files (in
selecting payments to test, consider selecting from higher-dollar payments and perhaps one or two
smaller payments (i.e. payments slightly over the competitive bidding threshold) and other related
documentation to determine that:

a. Plans, specifications, and detailed drawings are printed and distributed to bidders for the erection,
rebuilding or repair of a hospital building.

b. The contracts are made in the name of the board of hospital trustees and stipulate in the contract
that the contractor will not execute any extra work or make any modifications or alterations in the

work specifications and plans unless ordered in writing by the board.

c. Copies of plans and drawings and the original bids, specifications and contracts are on file in the
office of the clerk.

d. Thirty days’ notice was given in one newspaper of general circulation in the municipal corporation
that sealed proposals will be received.

e. Bid guaranties and/or bonds were received with the proposals from contractors.

f. Bids were enclosed in sealed envelopes and opened by the municipal clerk at the time, date, and
place specified in the notice to bidders.

g. The lowest and best bid was accepted (unless bond is considered inadequate by the board)."
2. Document whether there is any apparent interest in the contract by a public official. Due to heightened

public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

Audit implications (the indirect 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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2A-9 Compliance Requirement: Ohio Rev. Code §§ 9.312, 153.65-.71, 2921.42, 3354.16, 3355.12,
3357.16, and 3358.10 — Colleges and Universities - Bidding required on improvement contracts.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: When the board of trustees of a university branch resolves to contract for
improvements exceeding $50,000"*, the college must advertise for bids once a week for three consecutive
weeks, in at least one newspaper of general circulation within the college district where the work is to be
done. [Ohio Rev. Code § 3355.12(A)]

When the board of trustees of a community college [Ohio Rev. Code § 3354.16(A)], technical college [Ohio
Rev. Code § 3357.16(A)], or state community college district [Ohio Rev. Code § 3358.10] resolves to
contract for improvements exceeding $211,562%° $200,000, the college must advertise for bids once a week
for three consecutive weeks in at least one newspaper of general circulation within the college district where
the work is to be done, as provided in Ohio Rev. Code § 7.16'°.

The board of trustees of the college district may contract with the lowest responsive and responsible bidder.

On January 1, of every even-numbered year, the chancellor of the Department of Higher Education Beard
of Regents must adjust the contract limit as provided for in Ohio Rev. Code § 3354.16(B) for community
college districts, § 3355.12(B) for university branch districts, § 3357.16(B) for technical colleges and §
3358.10 for state community colleges.

These types of colleges may solicit separate or combined bids and award separate or combined contracts
for each distinct branch or class of work. University branch districts’ contracts do not require bidding if
the estimated cost is less than $5,000.

A bidder on the contract is considered responsive if his proposal responds to bid specifications in all
material respects and contains no irregularities or deviations from the specifications which would affect the

14 This statute requires the Department of Higher Education Beard-ef Regents to increase this amount every other
January 1. The Department of Higher Education Beard-efRegents informed us they have not increased this the
threshold for this cycle for Ohio Rev. Code § 3355.12.

15

https://highered.ohio.gov/educators/budget-financial/capital-planning/capital/capital-plannin

16 Ohio Rev. Code § 7.16 allows the second publication to be in an abbreviated form and provides that that any further
publications can be eliminated if the second notice meets all of the requirements of Ohio Rev. Code § 7.16.
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amount of the bid or otherwise give the bidder a competitive advantage. The factors that the college must
consider in determining whether a bidder on the contract is responsible include the experience of the bidder,
the bidder’s financial condition, conduct and performance on previous contracts, facilities, management
skills, and ability to execute the contract properly. [Ohio Rev. Code § 9.312(A)]

An apparent low bidder found not to be responsive and responsible is to be notified by the college of the
finding and the reasons for it. The notification is given in writing and either by certified mail or, if the state
agency or political subdivision has record of an internet identifier'” of record associated with the bidder, by
ordinary mail and by that internet identifier of record. [Ohio Rev. Code § 9.312(A)]

When the contract is awarded to a bidder other than the apparent low bidder or bidders, the institution is
required to meet with the apparent low bidder or bidders upon filing of a timely written protest. The protest
must be received within five days of the notification required above. No final award can be made until the
institution either affirms or reverses its earlier determination. [Ohio Rev. Code § 9.312(B)]

Ohio Rev. Code § 2921.42 - Having an unlawful interest in a public contract. This section generally
prohibits unlawful interests.

Colleges and universities procuring professional design services, over the competitive bidding threshold,
do not need to follow the competitive bidding process. However, contracts for professional design services
must adhere to the provisions of Ohio Rev. Code §§ 153.65 through 153.71 which require colleges and
universities to publicly announce and provide notice of the contract, rank firms on the basis of
qualifications, and award the contract to the most qualified firm. "Professional design services" are defined
as services within the scope of practice of an architect or landscape architect registered under Chapter 4703
of the Ohio Revised Code or a professional engineer or surveyor registered under Chapter 4733 of the Ohio
Revised Code. Ohio Rev. Code §§ 153.66 to 153.70 do not apply to any of the following:

e Any project with an estimated professional design fee of $25,000 or less;

e Any project with an estimated professional design fee of more than $25,000 but less than $50,000
if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b) are met;

e Any project determined in writing by the head of the public authority to be an emergency requiring
immediate action including, but not limited to, any projects requiring multiple contracts let as part
of a program requiring a large number of professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

(Note that Ohio Rev. Code § 9.24 regarding unresolved findings for recovery and contracts applies to state
colleges and universities but does not apply to technical colleges.)

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Inquire or determine through other means such as reading the minutes or performing analytical
procedures whether improvements exceeding the bidding threshold ($50,000 for a university branch or
$211,562 $260;000 for a community college, state community college district, or technical college)
occurred during the fiscal period. Inspect a few contracts (in selecting improvement payments to test,
consider selecting from higher-dollar payments and perhaps one or two smaller payments (i.e. payments
slightly over the competitive bidding threshold), bid files, and related documentation to determine
whether:

17 “Internet Identifier of Record” is defined as an electronic mail address, or any other designation used for self-
identification or routing in internet communication or posting, provided for the purpose of receiving communication.
[Ohio Rev. Code § 9.312(D)]
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a. Contracts over the amounts indicated above were awarded using competitive bidding procedures.
b. Advertisements of the proposals for bids were made.

c. Documentation indicates the lowest and best bid was accepted, or documents why the low bidder
was not selected.

2. Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

Audit implications (the indirect 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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2A-10 Compliance Requirements: Ohio Rev. Code §§ 9.17, 153.65-.71, 2921.42, 3375.06, 3375.10,
3375.12,3375.15, 3375.22, 3375.30 and 3375.41 — Library procedure for bidding and letting of contracts.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: When a board of library trustees appointed pursuant to Ohio Rev. Code §§
3375.06 (county free library), 3375.10 (township library), 3375.12 (municipal free library), 3375.15 (school
library), 3375.22 (county library district), or 3375.30 (regional library district) determines to construct,
demolish, alter, repair, or reconstruct a library or make any improvements or repairs which will exceed the
amount specified in Ohio Rev. Code § 9.17 (see OCS Implementation Guide Appendix B), except in cases
of urgent necessity or for the security and protection of library property, it must advertise for two weeks for
sealed bids in some newspaper of general circulation in the district, or as provided in Ohio Rev. Code §
7.16"%. If no newspaper has a general circulation in the district, the board must post the advertisement in
three public places in the district. [Ohio Rev. Code § 3375.41]

Sealed bids are filed with the fiscal officer by 12:00 noon of the last day stated in the advertisement. [Ohio
Rev. Code § 3375.41(B)]

The sealed bids are:
» opened at the next meeting of the board,
» publicly read by the fiscal officer, and
» entered in full into the board’s records.

By resolution, the board may provide for the public opening and reading of the bids by the fiscal officer,
immediately after the time for filing such bids has expired, at the usual place of meeting of the board, and
for tabulating the bids. A report of the tabulation of the bids is presented to the board at its next meeting.
[Ohio Rev. Code § 3375.41(C)]

When both labor and materials are embraced in the work that is being bid for, the board may require that
each be separately stated in the sealed bid, with each being priced, or it may require that bids be submitted
without being separated. [Ohio Rev. Code § 3375.41(E)]

None but the lowest responsible bid shall be accepted. The board may reject all the bids or accept any bid
for both labor and material that is the lowest in total. [Ohio Rev. Code § 3375.41(F)]

18 Ohio Rev. Code § 7.16 allows the second publication to be in an abbreviated form and provides that that any further
publications can be eliminated if the second notice meets all of the requirements of Ohio Rev. Code § 7.16.
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The contract is between the board and the bidders. The board is required to pay the contract price for the
work by the times and in the amounts indicated. [Ohio Rev. Code § 3375.41(G)]

When two or more bids are equal, in whole or in part, and are lower than any others, either may be accepted.
However, the work may not be divided between these bidders. [Ohio Rev. Code § 3375.41(H)]

When there is reason to believe there is collusion or combination among the bidders, the bids of those
concerned in collusion or combination are required to be rejected. [Ohio Rev. Code § 3375.41(1)]

No project subject to Ohio Rev. Code § 3375.41 may be divided into component parts, separate projects,
or items of work in order to avoid these requirements. [Ohio Rev. Code § 3375.41(J)]

Ohio Rev. Code § 2921.42 - Having an unlawful interest in a public contract. This section generally
prohibits unlawful interests.

Libraries procuring professional design services, over the competitive bidding threshold, do not need to
follow the competitive bidding process. However, contracts for professional design services must adhere
to the provisions of Ohio Rev. Code §§ 153.65 through 153.71 which require libraries to publicly announce
and provide notice of the contract, rank firms on the basis of qualifications, and award the contract to the
most qualified firm. "Professional design services" are defined as services within the scope of practice of
an architect or landscape architect registered under Chapter 4703 of the Ohio Revised Code or a professional
engineer or surveyor registered under Chapter 4733 of the Ohio Revised Code. Ohio Rev. Code §§ 153.66
to 153.70 do not apply to any of the following:

e Any project with an estimated professional design fee of $25,000 or less;

e Any project with an estimated professional design fee of more than $25,000 but less than $50,000
if both of the conditions in Ohio Rev. Code § 153.71(B)(2)(a) and (b) are met;

e Any project determined in writing by the head of the public authority to be an emergency requiring
immediate action including, but not limited to, any projects requiring multiple contracts let as part
of a program requiring a large number of professional design firms of the same type;

[Ohio Rev. Code §§ 153.65 through 153.71]

(Note that Ohio Rev. Code § 9.24 regarding unresolved findings for recovery and contracts, does not apply
to libraries.)

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Inquire or determine through other means, such as analytical procedures or reading the minutes, if
payments for repairs, improvements, etc. exceeding the bidding threshold were made during the period.
If so, inspect a few related bid files (in selecting payments to test, consider selecting from higher-dollar
payments and perhaps one or two smaller payments (i.e. payments slightly over the competitive bidding
threshold) and associated documentation that:

a. Expenditures over the bidding threshold were supported by contracts awarded in compliance with
competitive bidding requirements (except in emergencies).

b. Advertisements of the proposals for bids were made.

c. Procedures used for opening bids were in agreement with those required (i.e., opened at the next
meeting of the board, publicly read by the fiscal officer, and entered into the board’s records).
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d. Adequate documentation is on file to support the board’s decisions to select the lowest responsible
bid as well as reject any bids."

2. Document whether there is any apparent interest in the contract by a public official. Due to heightened
public interest in these situations, we would often deem violations to be material noncompliance and
could affect our assessment of the control environment and affect our fraud assessment.

Audit implications (the indirect 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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2A-11 Compliance Requirements: Ohio Rev. Code §§ 9.33, 9.331, 9.333—.335.— Construction Manager
at Risk Requirements, 153.50, 153.51 -, and 153.52 - Separate bids and contracts required for each class
of work on buildings and other structures (e.g., institutions, bridges, culverts, or improvements), 153.67
153.692-.694, and 153.70 — Design-Build Firm Requirements.

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow Federal Procurement Rules described in the
Uniform Guidance (note however, that Federal Procurement Rules do not apply to the ARPA SLFRF
Revenue Loss category based on Treasury’s July 2022 revision to its Final Rule FAQs). Auditors should
refer to the terms and conditions of the federal program to determine if Procurement applies. If
Federal Procurement rules apply, local governments must comply with Federal, state and local
(including charter) requirements regarding contract procurement and bidding. Where conflicts
exist, the most restrictive requirement prevails. See AOS COVID-19 FAQ’s for additional
procurement guidance related to certain COVID funding and the Federal Procurement guidance for
clients listed on AOS’s website. AOS auditors should consult with CFAE via the FACCR Specialty
in Spiceworks if noncompliance with Federal procurement requirements is identified for a non-major
program or a major program for which procurement is not tested in the FACCR.

Summary of Requirements: Except for contracts made with a construction manager at risk'’, with a
design-build firm?, or with a general contracting firm?', when a project is required by law to be subject to
bidding, the entity required to bid such project shall group the work to be done into the specifically listed
classes below before drawing up the bid specifications.

The separate classes are:
» plumbing and gas fitting;
» steam and hot-water heating; ventilating apparatus; steam-power plant; and
» electrical equipment [Ohio Rev. Code § 153.50].

If an entity is able to bid the entire project in one bid and that bid is lower than the bids are if separately bid
by branches or classes, the entity may then bid the project as one single bid. The entity may also bid groups
or branches together, but not encompassing the whole project, if the aggregate of the bids is lower than the
total sum of the individual bids for the classes or branches included in the single bid. Finally, if bidding
the project by classes or groups does not allow the entity to include all the work required into the bids, and
grouping classes or groups together would allow the entity to do so, the entity may then aggregate the
classes or branches together into a single bid that would allow them to bid out the work required by the
project but not otherwise included in the bidding process. [Ohio Rev. Code § 153.51]

19 Ohio Rev. Code § 9.33 defines “construction manager at risk” as “a person with substantial discretion and authority
to plan, coordinate, manage, and direct all phases of a project for the construction, demolition, alteration, repair, or
reconstruction of any public building, structure, or other improvement and who provides the public authority a
guaranteed maximum price as determined in Ohio Rev. Code § 9.334.”

20 Ohio Rev. Code § 153.65 defines “design-build firm” as a person capable of providing design-build services.
“Design-build services” means services that form an integrated delivery system for which a person is responsible to a
public authority for both the design and construction, demolition, alteration, repair, or reconstruction of a public
improvement.

2l “General contracting firm” means a person capable of performing general contracting. “General contracting” means
constructing and managing an entire public improvement project, including the branches or classes of work specified
in Ohio Rev. Code § 153.50(B) under the award of a single aggregate lump sum contract.
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A contract for general contracting or for doing the work belonging to each separate branch or class of work
specified in Ohio Rev. Code § 153.50(B), or for the furnishing of materials therefore, must be awarded to
the lowest and best separate bidder if it is for a county, township, or municipal corporation or any public
institution belonging thereto, in its discretion. If it is for the state, a school district, or any public institution
belonging thereto, it must be awarded to the lowest responsive and responsible bidder, in its discretion.
[Ohio Rev. Code § 153.52]

The contract must be made directly with the bidder(s) upon the terms, conditions, and limitations of the bid.
[Ohio Rev. Code § 153.52]

The public authority may assign any or all of its interest in the contract as long as it is agreed to in the award
of the contract. [Ohio Rev. Code § 153.51(B)(2)]

For deails regarding the si niﬁant construction maa er at risk requirements, refer to Ohio Rev. Code
9.33,9.331,9.333, 9.334 and 9.335.

For details regarding the significant design-build firm requirements, refer to Ohio Rev. Code §§ 153.67
153.692, 153.693, 153.694 and 153.70.

See additional guidance related to contracts & expenditures in OCS Implementation Guide, Appendix B.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Read a few bids and contracts (in selecting payments to test, consider selecting from higher-dollar payments
and perhaps one or two smaller payments (i.e. payments slightly over the competitive bidding threshold)
for erection, repair, alteration, improvement, and rebuilding of public buildings, bridges, and culverts and
determine that:

1. The government documented the classification structure for the bid requests in a manner that supports
that the government was likely to receive the lowest possible combined or separate bids for the work'?;

2. The contract was awarded to the lowest and best separate bidder (county, township, or municipal
corporation or any public institution belonging thereto) or the lowest responsive and responsible bidder
(state, a school district, or any public institution belonging thereto);

3. The contract was made directly with the contractor(s) upon the terms, conditions, and limitations of the
bid.

Inspect documentation and determine that:

1. The government properly advertised notice of intent to employ a construction manager at risk in
accordance with Ohio Rev, Code § 9.331.
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2. The construction manager at risk provided a surety bond to the public authority prior to the
commencement of construction. (Qhio Rev. Code § 9.333(B

3. The government appropriately received and evaluated proposals in accordance with Ohio Rev. Code

9.334 and the contract was entered into with the construction manager at risk determined to be the “best
value.”

Inspect documentation and determine that:

1. The government properly announced all contracts available from it for design-build services in
accordance with Ohio Rev. Code § 153.67.

2...The government obtained the services of a criteria architect or engineer by either contracting for
services consistent with Ohio Rev. Code §8§ 153.65-153.70 or through an architect or engineer that is
already an employee of the government to assist in the evaluation of the statements of qualifications
submitted by design-build firms specifically regarding the project. (Ohio Rev. Code §§ 153.692-.693)

3. The government appropriately received and evaluated proposals in accordance with Ohio Rev. Code

153.693 and the contract was entered into with the design-build firm whose pricing proposal the
overnment determined to be the “best value.”

4, The design-build firm provided a surety-bond to the government prior to the commencement of
construction in accordance with Ohio Rev. Code § 153.70(C).

Audit implications (the indirect 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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2A-12 Compliance Requirements: Ohio Rev. Code §§ 4115.04 and 4115.03 - Prevailing wage rates in
public works contracts.?

Note: Auditors should carefully consider whether contract expenditures are direct and material to
their audit. Among other federal assistance, local governments are receiving historical levels of
federal funding as part of the ARPA Coronavirus State and Local Fiscal Recovery Funds and
Infrastructure Investment and Jobs Act. These programs include significant provisions for water,
sewer, broadband and other potential infrastructure-oriented projects. Contracts charged, in whole
or in part, to federal programs may need to follow the Davis Bacon Act described in the Uniform
Guidance.

Summary of Requirements: The prevailing wage laws essentially require an entity to obtain the prevailing
wages in their area for the types of labor required to complete the project, prior to bidding and again when
the contract is awarded, if the award is made more than 90 days after the original prevailing wage is
determined. They then need to make sure that the contractors who are awarded the contracts agree, in the
contract, to pay the prevailing wage.

Every public authority authorized to contract for or construct with its own forces a public improvement,
before advertising for bids or undertaking such construction with its own forces, shall have the State director
of Commerce determine the prevailing rates of wages of mechanics and laborers in accordance with Ohio
Rev. Code § 4115.05 for the class of work called for by the public improvement, in the locality where the
work is to be performed. Such schedule of wages shall be attached to and made part of the specifications
for the work and shall be printed on the bidding blanks where the work is done by contract. [Ohio Rev.
Code § 4115.04(A)]

Pursuant to Ohio Rev. Code § 4115.03, “Construction” means any of the following:

1. Except as provided in 3. below, any new construction of any public improvement, the total
overall project cost of which is fairly estimated to be more than $250,000 the—foHowing
ameunts and performed by other than full-time employees who have completed their
probationary periods in the classified service of a public authority.*

22 Bidding and prevailing wage requirements are independent of each other. A threshold dollar amount must first be
met before prevailing wage requirements apply. It is possible to meet the bidding threshold without meeting the
prevailing wage threshold.

23 There are separate thresholds for new construction and reconstruction. These thresholds are categorized by vertical
and horizontal construction types. These thresholds are updated biennially.

Horizontal construction (new construction and reconstruction on public improvements that involve roads, streets,
alleys, sewers, ditches, and other works connected to road or bridge -construction): (See
https://com.ohio.gov/divisions-and-programs/industrial-compliance/wage-and-hour/guides-and-
resources/prevailing-wage-threshold-levels)

e  Effective $4/20622 1/1/2024 through 42/342623-12/31/2025, the thresholds are $96;09+ $98.974 (new) and

$28,789 $29.6353 (reconstruction).

Vertical construction (all other new construction and reconstruction):

o  Effective 9/29/2013 and later, the thresholds are $250,000 (new) and $75,000 (reconstruction).
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2. Exceptas provided in 4. below, any reconstruction, enlargement, alteration, repair, remodeling,
renovation, or painting of a public improvement, the total overall project cost of which is fairly
estimated to be more than $75,000 thefellowing-ameunts and performed by other than full-
time employees who have completed their probationary period in the classified civil service of

a public authority.?*

3. Any new construction of a public improvement that involves roads, streets, alleys, sewers,
ditches, and other works connected to road or bridge construction, the total overall project cost
of which is fairly estimated to be more than seventy-eight thousand two hundred fifty-eight
dollars adjusted biennially by the director of commerce pursuant to Ohio Rev. Code § 4115.034
and performed by other than full-time employees who have completed their probationary
periods in the classified services of a public authority; [Ohio Rev. Code § 4115.03(B)(3)]

4. Any reconstruction, enlargement, alteration, repair, remodeling, renovation, or painting of a
public improvement that involves roads, streets, alleys, sewers, ditches, and other works
connected to road or bridge construction, the total overall project cost of which is fairly
estimated to be more than twenty-three thousand four hundred forty-seven dollars adjusted
biennially by the director of commerce pursuant to Ohio Rev. Code § 4115.034 and performed
by other than full-time employees who have completed their probationary periods in the
classified service of a public authority. [Ohio Rev. Code § 4115.03(B)(4)]

The State prevailing wage requirements (Ohio Rev. Code §§ 4115.03 —4115.16) do not apply to:
» Public improvements partially or wholly funded by the Federal government or any of its
agencies (whether by grant or loan), if Federal minimum wage requirements (i.e. Davis Bacon)
apply to mechanics or laborers.

» A participant in a work activity, developmental activity or an alternative work activity under
Ohio Rev. Code §§ 5107.40 to 5107.69, when a public authority directly uses the labor of the
participant to construct a public improvement if the participant is not engaged in paid
employment or subsidized employment pursuant to the activity.

> For public improvements undertaken by boards of education or educational service centers.

» The State prevailing wage law does not apply to county or municipal hospitals if none of the
construction funds, including funds to repay any amounts borrowed, have been secured by
obligations pledging the full faith and credit of the State, the county, a township, or a municipal
corporation, or are funds that have been generated by the levy of a tax by the State, the county,
a township, or a municipal corporation

» Any project described in divisions (D)(1)(a) to (D)(1)(e) of Ohio Rev. Code § 176.05;

24 Pursuant to 2008 Op. Att’y. Gen. No. 2008-007, any work subcontracted to private contractors should be included
in the total cost of the project to determine if the project should be bid.

25 Under no circumstances shall a public authority apply the prevailing wage requirements of Chapter 4115 to an
exempt public improvement of a board of education of any School District or the governing board of any Educational
Service Center. (Ohio Rev. Code § 4115.04(C))
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» Public improvements undertaken by, or under contract for, a port authority as defined in Ohio
Rev. Code §§ 4582.01 or 4582.21;

» Any portion of a public improvement undertaken and completed solely with labor donated by
the individuals performing the labor, by a labor organization and its members, or by a contractor
or subcontractor that donates all labor and materials for that portion of the public improvement
project. [Ohio Rev. Code § 4115.04(B)(7)].

Suggested Audit Procedures - Compliance (Substantive) Tests:

Select a few contracts subject to prevailing wages and perform the following:

1.

Inquire if the contract is funded in whole or part by federal grant or contract. If so, determine whether
Federal prevailing wage laws (the Davis Bacon Act) apply.

Inspect contracts exceeding the threshold amounts for the required “prevailing wage” language.

Inquire if any projects were sublet. If so, inspect the contractor’s contract for language authorizing the
subletting.

Compare the date of prevailing wage establishment with the contract date. If more than 90 days elapsed
between the two dates, determine that a prevailing wage redetermination was obtained by inspecting
that document.

If a county hospital has claimed the exception provided by Section 4115.04(B), review project
documents and legislation authorizing the project, make inquiries, and perform such other procedures
to determine whether financing sources meet the criteria of Section 4115.04(B).

Audit implications (the indirect 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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2A-13 Compliance Requirement: Ohio Admin. Code 117-2-02(D) and (E) - Required accounting
records®®

Summary of Requirement:

All local public offices may maintain accounting records in a manual or computerized format. The records
used should be based on the nature of operations and services the public office provides, and should consider
the degree of automation and other factors. Such records should include the following:

(1) Cash journal, which typically contains the following information: the amount, date, receipt number,
check number, account code, purchase order number, and any other information necessary to
properly classify the transaction.

(2) Receipts ledger, which typically assembles and classifies receipts into separate accounts for each
type of receipt of each fund the public office uses. The amount, date, name of the payor, purpose,
receipt number, and other information required for the transactions can be recorded on this ledger.

(3) Appropriation ledger, which may assemble and classify disbursements or expenditure/expenses
into separate accounts for, at a minimum, each account listed in the appropriation resolution. The
amount, fund, date, check number, purchase order number, encumbrance amount, unencumbered
balance, amount of disbursement, and any other information required may be entered in the
appropriate columns.

(4) In addition, all local public offices should maintain or provide a report similar to the following
accounting records:
a. Payroll records including:
i. W-2’s, W-4’s and other withholding records and authorizations;

ii. Payroll journal that records, assembles and classifies by pay period the name of employee,
social security number, hours worked, wage rates, pay date, withholdings by type, net pay
and other compensation paid to an employee (such as a termination payment), and the fund
and account charged for the payments;

iii. Check register that includes, in numerical sequence, the check number, payee, net amount,
and the date;

iv. Information regarding nonmonetary benefits such as car usage and life insurance; and

v. Information, by employee, regarding leave balances and usage;

b. Utilities billing records including:
i. Master file of service address, account numbers, billing address, type of services provided,
and billing rates;

ii. Accounts receivable ledger for each service type, including for each customer account, the
outstanding balance due as of the end of each billing period (with an aging schedule for
past due amounts), current usage and billing amount, delinquent or late fees due, payments
received and noncash adjustments, each maintained by date and amount;

iii. Cash receipts records, recording cash received and date received on each account. This
information should be used to post payments to individual accounts in the accounts
receivable ledger described above.

26 Although not required, Ohio Rev. Code § 9.16, effective March 2, 2022, allows a governmental entity to utilize
distributed ledger technology, including blockchain technology, in the exercise of its authority. AOS auditors should
consult with CFAE if they become aware of an entity using this technology.
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c. Capital asset records* including such information as the original cost, acquisition date, voucher
number, the asset type (land, building, vehicle, etc.), asset description, location, and tag
number. Local governments preparing financial statements using generally accepted
accounting principles will want to maintain additional data. Capital assets are tangible assets
that normally do not change form with use and should be distinguished from repair parts and
supply items.

Ohio Admin. Code 117-2-02(E) states that each local public office should establish a capitalization
threshold so that, at a minimum, eighty per cent of the local public office's non-infrastructure assets

are identified, classified, and recorded on the local public office's financial records.*

* These capital asset record requirements apply to GAAP and non-GAAP mandated public offices. All
public offices should have records of significant capital assets.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Ohio Admin. Code 117-2-01 and 117-2-02 require governments to establish internal controls and report
financial information properly. Auditors may include this citation in a finding to emphasize its importance
(which results in classifying the finding as noncompliance as well as a control deficiency). However, we
would not automatically deem one misclassification as reportable noncompliance under this Ohio Admin.
Code rule.

Based on our systems documentation, results of inquiries, and other audit procedures, assess whether the
accounting system generally complies with the aforementioned requirements.?’

Audit implications (the indirect and material effects of non-compliance, effects on the audit opinions
and/or footnote disclosures, significant deficiencies/material weaknesses, and management letter
comments):

27 Note: Per AU-C 265, “A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
over financial reporting that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance.”

Noncompliance with these Ohio Administrative Code requirements normally also suggest control deficiencies. We
would not automatically deem minor misclassifications or other lesser-significant errors as reportable noncompliance
under this Ohio Admin. Code rule. While a significant deficiency may exist, it is possible that the deficiency may not
necessarily rise to the level of material noncompliance. This is a matter of professional auditor’s judgment. We
should consider the pervasiveness of the noncompliance matter in relation to the compliance requirement and the
financial statements as a whole. Conversely, a failure to maintain any utility billing records (for example) would not
only be a material weakness, but would be reportable noncompliance with Ohio Admin. Code 117-2-02(D).
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2A-14 Compliance Requirement: Ohio Rev. Code §§ 135.13, 135.14, 135.144, 135.145 and
133.03(A)(1), — Eligible investments for interim monies; Ohio Rev. Code § 135.13 - inactive deposits and
maturities.

(FOR COUNTY DEPOSIT AND INVESTMENTS SEE SECTION 2A-18 Compliance Requirement:
Ohio Rev. Code §§ 135.35, 135.353, and 339.061(D) - Eligible Investments for inactive county money
(county hospitals may invest in these same securities, per Ohio Rev. Code § 339.06).

Summary of Requirements:

Investments must mature within 5 years from the settlement date, unless the investment is matched to a
specific obligation or debt of the subdivision, or unless other provisions apply. [Ohio Rev. Code §
135.14(D)]

The following classifications of obligations are eligible for such investment or deposit:

A. United States obligations or any other obligation guaranteed as to principal and interest by the
United States.?® This law prohibits investing in stripped principal or interest obligations. [Ohio
Rev. Code § 135.14(B)(1)]

B. Bonds, notes, debentures, or any other obligations or securities issued by any federal government
agency or instrumentality. All federal agency securities must be direct? issuances of federal
government agencies or instrumentalities. [Ohio Rev. Code § 135.14(B)(2)]

C. Interim deposits in the eligible institutions applying for interim monies as provided in Ohio Rev.
Code § 135.08. [Ohio Rev. Code § 135.14(B)(3)]

1. Per 135.13, Interim deposits are certificates of deposit®” or savings or deposit accounts,
including passbook accounts.

2. Ohio Rev. Code §§ 135.144 and 135.145 also permits governments to use the IntraFi
Network Deposits (formerly Certificate of Deposit Account Registry Services (CDARS))
or similar programs (one example is the Government Insured Deposit Program (GIDP))
meeting Ohio Rev. Code § 135.144 or 135.145 requirements for interim deposits. If a
government purchases CDs or deposits for more than the FDIC limit ($250,000) with a
bank participating in IntraFi Network Deposits (formerly CDARS) or similar program, the
bank or program “redeposits” the excess amounts with other institutions. Each bank
accepts less than $250,000 so that all deposits have FDIC coverage. Ohio Rev. Code §§

28 See appendix E-1 of the OCS Implementation Guide for a list of agencies the Federal government guarantees.

2 An example of an indirect issuance would be a FNMA CMO (collateralized mortgage obligation), where FNMA
pools mortgages it guarantees. However, the mortgages are not a direct issuance of FNMA.

30Tt is the position of the Auditor of State that Ohio Rev. Code §§ 135.03 & 135.32 prohibit purchasing certificates of
deposit (negotiable* or otherwise) from a bank unless the CD is subject to inspection by the Ohio Superintendent of
Financial Institutions. Ohio is part of a nationwide cooperative agreement for examining multi-state banks in which
these states agreed to recognize each other's supervisory authority for banks headquartered in another state but doing
business in theirs. Therefore, it is reasonable to conclude that a multi-state bank in a state subject to this agreement is
subject to inspection by Ohio’s Superintendent of Financial Institutions. Multi-state banks are eligible to become a
public depository for Ohio’s governmental entities, subject to Ohio Rev. Code §§ 135.01 to 135.21. The bank should
be registered with the Ohio Secretary of State to be an eligible public depository in Ohio. A government cannot
purchase negotiable/brokered or nonnegotiable CDs unless the governing body has designated the bank as eligible to
hold interim or inactive deposits.

* Another term for “negotiable” CDs is “brokered” CDs.
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135.144 and 135.145 requires a government to place its deposits with an eligible depository
per Ohio Rev. Code § 135.03. However, the institutions the government’s depository
places excess deposits with are not subject to Ohio Rev. Code § 135.03. For example, while
the deposit must be initiated at an Ohio depository branch, the Ohio depository can
purchase CDs from depositories outside of Ohio for the excess. Because all IntraFi
Network Deposits (formerly CDARS) and GIDP deposits have FDIC coverage, the
collateral requirements of Ohio Rev. Code §§ 135.18 and 135.181 do not apply. (That is,
these are insured deposits for GASB Statement No. 40 purposes, Appendix E-2 of the OCS
Implementation Guide.)*!

Any CD’s purchased by a broker must be held in the name of the government. Also, the
broker cannot be in possession of cash at any time. If we believe a broker has held cash
for any length of time, AOS auditors should refer the matter to the Center for Audit
Excellence and AOS Legal division for further evaluation. A way to verify compliance is
to request monthly statements provided by the public depository located in Ohio. Ohio
Rev. Code § 135.144(A)(5) requires the initial public depository to provide public offices
with a monthly account statement that includes the amount of its funds deposited and held
at each bank, savings bank, or savings and loan association for which the public depository
acts as a custodian pursuant to Ohio Rev. Code § 135.144. If a public office does not have
these statements, it may indicate that the money is being held by a broker-dealer in violation
of Ohio Rev. Code § 135.144.

D. Bonds or other obligations of the State of Ohio, or the political subdivisions of this state, provided
that, with respect to bonds or other obligations of political subdivisions, all of the following apply:

1.

2.

The bonds or other obligations are payable from general revenues of the political
subdivision and backed by the full faith and credit of the political subdivision.

The bonds or other obligations are rated at the time of purchase in the three highest
classifications established by at least one nationally recognized statistical rating
organization and purchased through a registered securities broker or dealer.

The aggregate value of the bonds or other obligation does not exceed twenty per cent of
interim moneys available for investment at the time of purchase.

The treasurer or governing board is not the sole purchaser of the bonds or other obligations
at original issuance.

The bonds or other obligations mature within ten years from the date of settlement

No investment shall be made under Ohio Rev. Code § 135.14(B)(4) unless the treasurer or
governing board has completed additional training for making the investments authorized
by this section. The type and amount of additional training shall be approved by the
treasurer of state and may be conducted by or provided under the supervision of the
treasurer of state. [Ohio Rev. Code § 135.14(B)(4)]

E. No-load money market mutual funds consisting exclusively of obligations described in (B)(1) or
(2) of Ohio Rev. Code § 135.14 (i.e. the investments listed in the first two bullets above), and
repurchase agreements secured by such obligations, provided the government purchases the money

311t is conceivable programs similar to IntraFi Network Deposits (formerly CDARS) may be established. We believe
these programs would be legal if they meet all Ohio Rev. Code § 135.144 requirements. As another example, we are
aware that credit unions have established a similar program to insure deposits exceeding the limits covered by the
National Credit Union Share Insurance Fund; however, Ohio Rev. Code § 135.144 would not permit governments to
use this program because Ohio Rev. Code § 135.03 effectively excludes credit unions from eligible depositories as it
does not name them in its list of institutions that may be public depositories. However, Ohio Rev. Code § 135.03
permits any savings association or savings bank located in Ohio, which is doing business under the authority of another
state, to become an eligible public depository. Therefore, if they establish programs complying with all § 135.144
requirements, those programs would have similar legal status to the IntraFi Network Deposits (formerly CDARS)

program.
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market mutual fund only through eligible institutions mentioned in Ohio Rev. Code § 135.03
(which are, generally, Ohio banks and national banks authorized to do business in Ohio). [§
135.14(B)(5)] Also, per Ohio Rev. Code § 135.01(0)(2), these funds must have the highest letter
or numerical rating provided by at least one nationally recognized statistical rating organization.

F. The Ohio Subdivisions Fund (STAR Ohio*?) as provided in Ohio Rev. Code § 135.45. [Ohio Rev.
Code § 135.14(B)(6)]

G. Chapter 133 securities (generally debt instruments Ohio State & local governments have issued)
[Ohio Rev. Code § 133.03].

Per Ohio Rev. Code § 135.14(E), the treasurer or governing board may also enter into a repurchase
agreement with any eligible institution mentioned in Ohio Rev. Code § 135.03 or any eligible dealer
pursuant to Ohio Rev. Code § 135.14(M). (Eligible institutions, per Ohio Rev. Code § 135.03, include
any national bank, any bank doing business under authority granted by the superintendent of financial
institutions, or any bank doing business under authority granted by the regulatory authority of another state
of the United States, located in this state.) Eligible dealers, per Ohio Rev. Code § 135.14 (M), are financial
industry regulatory authority (FINRA), banks, savings bank, or savings and loan associations regulated by
the superintendent of financial institutions, or institutions regulated by the comptroller of the currency,
federal deposit insurance corporation, or board of governors of the federal reserve system.) In these
agreements, the treasurer or governing board purchases, and such institution or dealer agrees
unconditionally to repurchase any of the securities listed in division (D)(1) to (5) of § 135.18,%* except
letters of credit described in division (D)(2) are not permitted for repurchase agreements.

A. The market value of securities subject to an overnight repurchase agreement must exceed the cash
invested subject to the repurchase agreement by 2%.** A term repurchase agreement may not
exceed 30 days and must be marked to market daily. ™

B. All securities purchased pursuant to a repurchase agreement are to be delivered into the custody of
the treasurer or governing board or an agent designated by the treasurer or governing board.*°

C. Repurchase agreements must be in writing. They must require that, for each transaction, the
participating institution provide:
1. the par value of the securities;
2. the type, rate, and maturity date of the securities;
3. anumerical identifier (e.g., a CUSIP number) generally accepted in the industry that designates

the securities.

32 Investment of public moneys in the Ohio Subdivisions Fund may be in a separately managed account (referred to
as STAR SMA) or a pooled account. [Ohio Rev. Code § 135.45(C)]

33 Ohio Rev. Code §§ 135.18(D)(1) — (11) are summarized in Ohio Compliance Supplement Step 2A-17.

34 Many states do not require minimum market values of securities for repurchase agreements. Therefore, the risk of
noncompliance increases when banks merge with out-of-state banks. Ohio governments are still bound by Ohio laws
even if a bank’s depository agreement indicates the bank follows another state’s laws for the market value of securities.
35 The dealer would be responsible for marking the securities, not the government.

36 Counterparties (e.g. banks) accomplish this by maintaining a separate “customer” account at the Federal Reserve
designated as a customer account. (For purposes of GASB Statement No. 40, we currently believe securities held in

a customer account would not be exposed to custodial risk.)
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Agreements by which the treasurer or governing board agrees to sell securities owned by the subdivision
to a purchaser and agrees with that purchaser to unconditionally repurchase those securities (i.e., Reverse
Repos) are prohibited. [Ohio Rev. Code § 135.14(E)]

Per Ohio Rev. Code § 135.14, Derivative investments are generally prohibited. A Derivative is a financial
instrument or contract or obligation whose value or return is based upon or linked to another asset or index,
or both, separate from the financial instrument, contract, or obligation itself.
A. Per Ohio Rev. Code § 135.14(C), Any security, obligation, trust account, or other instrument that
is created from an issue of the United States Treasury or is created from an obligation of a federal
agency or instrumentality or is created from both is considered a derivative, and is prohibited.

1. Except, An eligible investment described in Ohio Rev. Code § 135.14 with a variable interest
rate payment or single interest payment, based upon a single index comprised of other eligible
investments provided for in division (B)(1) or (2) of § 135.14 (see above), is not a derivative,
if the variable rate investment has a maximum maturity of 2 years. [Ohio Rev. Code §
135.14(0)]

a. For example, a two-year investment in Federal securities with a variable interest rate
indexed to other Federal securities would be legal, because Ohio Rev. Code § 135.14(C)
expressly permits using Federal securities as part of a derivative if it matures within two
years. Conversely, an investment indexed to an interbank offered rate*’ or to a bank’s prime
rate would not be legal because these are not listed in Ohio Rev. Code § 135.14(B)(1) or

(B)(2).

2. Note: The Ohio Rev. Code still uses the derivative definition from GASB Technical Bulletin
94-1 (which was superseded by GASB Technical Bulletin 2003-1). GASB Statement No. 53
(GASB Cod. D40.103), defines derivatives differently than does the Ohio Revised Code. So,
for legal compliance purposes, governments must follow the Ohio Rev. Code derivative
definition. For financial reporting, GAAP governments must follow the GASB definition to
value, present, and disclose derivatives.

a. For example, interest rate swaps>® and energy futures contracts (which are allowable under
Ohio Rev. Code § 9.835 to mitigate price fluctuations, and are not intended as investments)
meet the GASB Statement No. 53 (GASB Cod. D40.103) derivative definition, and would
be subject to GASB Statement No. 53 (GASB Cod. D40) derivative measurement and
disclosure requirements, but are not illegal.

3. 1999 Op. Att’y. Gen. No. 99-026 deemed collateralized mortgage obligations to be illegal
derivatives.

4. FA treasury inflation-protected security (TIPS) is permissible for counties only, per Ohio Rev.
Code § 135.35(B).

37 Note: As of July 1, 2023, the ICE Benchmark Administration ceased publishing any LIBOR setting using the
methodology in place as of December 31, 2021. As a result, as of July 1, 2023, LIBOR is no longer an appropriate
benchmark interest rate for a derivative instrument that hedges the interest rate risk of taxable debt for purposes of
GASB Statement 53.

38 For Ohio governments, interest-rate swaps normally refer to debt issued at a variable interest rate, which the
government (issuer) converts to a fixed interest rate.

e Swaptions describe an option to swap variable for fixed-rate debt if the strike rate meets the forward rate.

e Swaps and swaptions can result in deferred inflows or outflows, but if properly used they are hedging
instruments, designed to hedge (i.e. reduce) interest-rate risk. If properly used, they are not classified as
investments.

Swaps and swaptions are derivatives per GASB Statement No. 53, but they do meet the Ohio Rev. Code 135 derivative
definition; therefore Ohio Rev. Code 135 does not prohibit them.
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Article VIII, Sections 4 and 6 of the Ohio Constitution prohibit public bodies from becoming a “stockholder
in any joint stock company, corporation or association.”

e However, Article VIII, Section 6 of the Constitution provides an exemption which allows public
bodies to purchase insurance from mutual insurance companies (Note that insured parties of mutual
insurance companies become stockholders.).

e The AOS also does not believe Ohio Rev. Code Chapter 135 (nor § 1715.52(E)(3)) prohibits a
government from holding stock donated to it. (However, considering the volatility of many equity
securities, our management letter should recommend liquidating stock, if liquidation does not
violate a trust or other agreement.)

Per Ohio Rev. Code § 135.14(F), a government cannot purchase an investment unless it reasonably expects
to hold it until maturity. Neote: We believe the intention of this section is to reduce the likelihood a
government would suffer losses on early redemptions required due to inadequate cash flow planning. See
he description of audit procedures for more information.

Per Ohio Rev. Code § 135.14(G), subdivisions may not invest interim moneys in an investment pool except:
e The Ohio Subdivision’s Fund (STAR Ohio*?) pursuant to Ohio Rev. Code § 135.14(B)(6).

e A fund created solely to acquire, construct, own, lease, or operate municipal utilities pursuant to
Ohio Rev. Code § 715.02 or Ohio Const. Art XVIII, § 4.

Leveraging (a government using its current investment assets as collateral for purchasing other investments)
is prohibited. [Ohio Rev. Code § 135.14(H)]

Issuing taxable notes for arbitrage is prohibited. [Ohio Rev. Code § 135.14(H)]

Governments cannot contract to sell securities not yet acquired (short sales), for the purpose of purchasing
such securities on the speculation that their price will decline. [Ohio Rev. Code § 135.14(H)]

Payment for investments may be made only upon delivery of the securities to the treasurer, governing board,
or qualified trustees, or, if not represented by a certificate, only upon receipt of confirmation of transfer
from the custodian. [Ohio Rev. Code § 135.14(M)(2)]

Proceeds from refunding securities must be held in the debt service fund or in escrow, and shall be held in
cash or invested in whole or in part in direct obligations of or obligations guaranteed as to payment by the
United States that mature or are subject to redemption by and at the option of the holder not later than the
date or dates when the moneys invested, together with interest or other investment income accrued on those
moneys, and any moneys held in cash and not invested will be required to refund the debt. [Ohio Rev. Code
§ 133.34(D)].

Ohio Rev. Code § 135.13 requires depositing inactive funds in certificates of deposit maturing not later
than the end of the depository designation period or by savings or deposit accounts, including, but not

limited to, passbook accounts.

e Investments must mature within 5 years from the date of settlement unless the investment matches
a specific obligation or debt, and the investment advisory committee specifically approves it.
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Suggested Audit Procedures — Compliance (Substantive) Tests:

Note: Some of the steps below require the same documentation / evidence auditors also use to support the
existence, valuation and classification of investments. You can gain efficiency by combining the steps
below with the substantive steps related to the aforementioned assertions.

Select a representative number*” of investments and:
1. Read investment dealer confirmations* to determine if the investment is of a type authorized.

* Note: Dealer confirmations are suitable evidence supporting the details (e.g. valuation, occurrence)
of an investment at the time of purchase. However, it provides no evidence the government still owned
the investment as of its fiscal year end (the existence assertion). Auditors should obtain other evidence
to support existence at year end. The audit program should include suitable existence steps.

2. If the government holds financial instruments or contract or obligation whose value or return is “based
upon or linked to another asset or index, or both, separate from the financial instrument,” consider
whether the instrument is an illegal derivative.

a. If the instrument is not an interest-rate swap, or expressly permitted (such as energy futures under
Ohio Rev. Code § 9.835), consult with the Center for Audit Excellence to determine its Legality,
Valuation, Presentation and Disclosure.

3. For investments in bonds or other obligations of the State of Ohio, or the political subdivisions of this
state, inspect documentation and determine whether the additional training was received. [Ohio Rev.
Code § 135.14(B)(4)]

4. Determine that the investments mature within the prescribed limits (generally no later than 5 years, or
other periods for repurchase agreements, bankers’ acceptances and commercial paper.)

5. Inspect documentation supporting repurchase agreements and determine that:

a. The market values of securities exceed the principal values of securities subject to the overnight
repurchase agreement by 2%. (Note: The risk of non-compliance increases when banks merge.)

b. A term repurchase agreement did not exceed 30 days and the values of the securities were marked
to market daily.

¢. Repurchase agreements were in writing, including the par value of the securities; the type, rate, and
maturity date of the securities; and a numerical identifier.

6. Read the prospectus for money market mutual funds with which the government has significant
investment. Determine whether the prospectus limits investments to those authorized under Ohio Rev.
Code § 135.14(B)(1) & (2). Ohio Rev. Code § 135.14(B)(1) & (2) describe federally issued or insured
securities. Ohio Rev. Code § 135.14(B)(1) & (2) would not include, for example, reverse repos
consisting of Federal securities or securities other states issue.

3 When judging “a representative number,” consider focusing on investments held at year end, but also consider
testing other purchases and sales during the audit period. In judging how many purchases to test, consider the volume
of purchases, the control environment, the adequacy of policies, and the results of prior audits.
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7. Determine whether money market mutual funds have the highest credit rating issued by one nationally
recognized statistical ratings organization (such as that S&P, Moody’s or Fitch issues).

8. Regarding Ohio Rev. Code § 135.14(F), scan investment records to determine whether the government
is selling securities prior to maturity. If a significant number or amount of premature sales occurred
because the government had an emergency need for cash, review the CFO’s cash flow forecasts
supporting that the government had reasonable support, at the time of purchase, that it could hold the
security to maturity. If there is inadequate cash flow planning,® cite this section. The noncompliance
finding should also recommend the government improve its cash flow forecasting. The finding should
also describe any losses the government suffered from these sales.

9. If the government hires an investment manager for all or a portion of its investments, obtain copies of
investment summary reports the manager prepares.

a. Read the agreement between the manager and the government. Determine if the agreement (or the
investment policy Step 2A-15 describes) requires the manager to comply with all applicable Ohio
Rev. Code Chapter 135 requirements. Maintain a copy or summary of the agreement in the
permanent file.

b. Test selected investments from the reports for compliance with steps 1 — 5 above.

c. Scan purchases and sales to determine whether the manager sells securities prior to their maturity
for other than an urgent need for cash.

(Note that for financial audit purposes, an investment manager may constitute a service organization
under AU-C 402)

Note: The steps above should normally be sufficient for most governments. Because we believe the risk
of governments engaging in certain prohibited activities such as leveraging, short sales or arbitrage
violations is low, there are no steps included to test these requirements. You should scan the other
requirements in this step, and based on your knowledge of the government’s investing activities, investigate
them if evidence suggests the government may have materially violated these requirements.

Audit implications (the indirect and material effects of non-compliance, effects on the audit opinions
and/or footnote disclosures, significant deficiencies/material weaknesses, and management letter
comments):

40 “Emergency” premature sales can result in losses. If inadequate cash flow planning contributed to the need to sell
early, we should cite them. In other circumstances, a government may choose to redeem a security early at a loss in
order to re-invest at a greater overall rate of return. We would not deem this latter circumstance to violate the intent
of Ohio Rev. Code § 135.14(F).
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2A-15 Compliance Requirement: Ohio Rev. Code §§ 135.14 and 135.18 — Other Requirements.
(FOR COUNTY DEPOSIT AND INVESTMENTS SEE SECTION 2A-18)

Summary of Requirements:

Per Ohio Rev. Code § 135.14(0O)(1), Investments or deposits under § 135.14 cannot be made unless a
written investment policy approved by the treasurer or governing board is on file with the Auditor of State,
with the following two exceptions:

e Per Ohio Rev. Code § 135.14(0)(2), If a written investment policy is not filed with the Auditor of
State, the treasurer or governing board can invest only in interim deposits*', STAR Ohio®, or no-
load money market mutual funds.

e Per Ohio Rev. Code § 135.14(0)(3), A subdivision whose average annual investment portfolio is
$100,000 or less need not file an investment policy, provided that the treasurer or governing board
certifies to the Auditor of State that the treasurer or governing board will comply and is in
compliance with the provisions of §§ 135.01 to 135.21.

Per Ohio Rev. Code § 135.14(0)(1), the investment policy must be signed by:
o All entities conducting investment business with the treasurer or governing board (except the
Treasurer of State);

o All brokers, dealers, and financial institutions, described in § 135.14(M)(1), initiating transactions
with the treasurer or governing board by giving advice or making investment recommendations;

o All brokers, dealers, and financial institutions, described in § 135.14(M)(1), executing transactions
initiated by the treasurer or governing board.

If any securities or certificates of deposit purchased are issuable to a designated payee or to the order of
designated payee, the designated party is to be the treasurer and the treasurer’s office*’.

If the securities are registerable either as to principal and/or interest, then the securities are to be registered
in the treasurer’s name.

An institution designated as a public depository shall designate a qualified trustee and place the eligible
securities required by Ohio Rev. Code § 135.18(D) with the trustee for safekeeping. [Ohio Rev. Code §
135.18(E)]

Except for investments in securities described in Ohio Rev. Code § 135.14(B)(5) and (6) (no-load money
funds, certain repos and STAR Ohio*?) and for investments by a municipal corporation in the issues of that

municipal corporation, all investments must be made through:

o members of the National Association of Securities Dealers, Inc. (NASD); or

41 The Government Insured Deposit Program (GIDP) (which replaced Star Plus) would be considered a deposit and
no signed investment policy would be necessary for deposits in this program.

42 For example, an acceptable method of complying with this requirement is for the financial institution to make the
securities or certificates of deposit payable to “ABC Township, Joe Jones, Treasurer.”
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e institutions regulated by the Superintendent of Banks, Superintendent of Savings and Loan
Associations, Comptroller of Currency, Federal Deposit Insurance Corporation, or Board of
Governors of the Federal Reserve System.

Suggested Audit Procedures — Compliance (Substantive) Tests:

1.

2.

Read the government’s investment policy for the period.

If there is no written investment policy filed with the Auditor of State, scan the government’s
investment portfolio for the period to determine that it is composed solely of interim deposits*', STAR
Ohio*?, or no-load money market mutual funds, or that its average annual size is $100,000 or less.
Additionally, inspect the certificate to the Auditor of State asserting® that the treasurer or governing
board will comply and is in compliance with the provisions of Ohio Rev. Code §§ 135.01 to 135.21.

If applicable, inspect documentation that the policy was approved by the treasurer or governing board
and is on file with the Auditor of State (For AOS employees the policies and exemptions are available
at GPInfoSearch or S:/Final Audit PDF/Region Folder/County Folder/Client Folder/Investment Policy
Folder*). (We need not repeat this step every audit. Keep a copy in the permanent file, and inquire
whether the government has amended the policy since the prior audit.)

Inspect the policy for the requisite signatures:
a. All entities conducting investment business with the treasurer or governing board (except the
Treasurer of State);

b. All brokers, dealers, and financial institutions initiating transactions with the treasurer or governing
board by giving advice or making investment recommendations;

c. All brokers, dealers, and financial institutions executing transactions initiated by the treasurer or
governing board.

d. Select a representative number of investments made by the entity and determine whether the
investments are in accordance with the entity’s investment policy as adopted by the entity’s
legislative body.

Determine if the policy requires financial institutions, brokers and dealers to comply with Ohio Rev.
Code Chapter 135. (There is no legal requirement to include this, but if the policy does not include this
requirement, we should recommend the government amend their policy to require compliance.)

Select a representative number*’ or amount of investments:

a. Inspect purchase documents and determine that investments were made only through members of
NASD, or institutions regulated by the Superintendent of Banks, Superintendent of Savings and
Loan Associations, Comptroller of Currency, Federal Deposit Insurance Corporation, or Board of
Governors of the Federal Reserve System.

43 Not required if the portfolio for the period is composed solely of interim deposits, STAR Ohio, or no-load money
market mutual funds.

4 Any investment policies received prior to 1/2021 were retained on the S drive and not migrated to eServices/GP;
any received after that date are saved only in GP.
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b. For certificates of deposit, inspect documentation that any designated payee is either the entity’s
name or in the treasurer’s name, unless the CD is an issued security registerable to principal or
interest or both requiring the Certificate to also be registerable to the Treasurer.

Audit implications (the indirect 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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2A-16 Compliance Requirement: Ohio Rev. Code § 135.142 (school districts), § 135.14(B)(7) (other
subdivisions) — Other allowable investments for subdivisions other than counties.

Summary of Requirements: Ohio Compliance Supplement Step 2A-14 identifies certain investments that
are eligible for interim monies. In addition to those investments, subdivisions can invest interim monies
as follows:

Up to forty per cent of interim moneys available for investment® in either of the following [Ohio Rev.
Code § 135.142(A) for school districts; § 135.14(B)(7) for other subdivisions]:*®

Commercial paper notes issued by an entity defined in Ohio Rev. Code §1706.01(K) (see definition
below) and that has assets exceeding five hundred million dollars, to which all the following apply:
o The notes are rated at the time of purchase in the highest classification established by at least two
nationally recognized statistical rating organizations.

o The aggregate value of the notes does not exceed ten per cent of the aggregate value of the
outstanding commercial paper of the issuing corporation.

e The notes mature not later than 270 days after purchase.

o The investment in commercial paper notes of a single issuer shall not exceed in the aggregate five
per cent of interim moneys available for investment at the time of purchase.

Bankers’ acceptances of banks insured by the FDIC and to which the obligations mature not later than one
hundred eighty days after purchase.

Boards of education must authorize the treasurer to invest in commercial paper or bankers’ acceptances by
a 2/3 majority vote. [Ohio Rev. Code § 135.142(A)] (Once authorized, the authorization remains effective
unless the policy changes. Therefore, we need not test this every audit. We should maintain documentation
of the approval in the permanent file.) Additionally, the treasurer or governing board must complete
additional training. The type and amount of additional training shall be approved by the treasurer of state
and may be conducted by or provided under the supervision of the treasurer of state. [Ohio Rev. Code §
135.14(B)(7)]

“Entity” means a general partnership, limited partnership, limited liability partnership, limited liability
company, association, corporation, professional corporation, professional association, nonprofit
corporation, business trust, real estate investment trust, common law trust, statutory trust, cooperative
association, or any similar organization that has a governing statute, in each case, foreign or domestic. [Ohio
Rev. Code § 1706.01(K)]

Note: Some of the steps below require the same documentation/evidence auditors also use to support the
existence, valuation, and classification of investments. You can gain efficiency by combining the steps
below with the substantive financial audit steps related to the aforementioned assertions.

45 School districts may have additional investments if OFCC bond proceedings permit such investments [see Ohio
Rev. Code § 3318.26(M) and Ohio Rev. Code § 3318.26(E)(5)]. Auditors should evaluate bond documents if 40%
threshold appears to be exceeded.

46 Ohio Rev. Code § 135.01(F) defines Interim moneys including the statement “that such moneys will not be needed
for immediate use but will be needed before the end of the period of designation.” Therefore, this calculation while
subject to various acceptable interpretations is best calculated using the cash balance less encumbrances expected to
be immediately used.
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See related information on GASB Statement No. 40 in Appendix E-2 of the OCS Implementation Guide.

Suggested Audit Procedures — Compliance (Substantive) Tests:

1. Inspect a representative number*’ of dealer confirmations of the commercial paper notes purchased and
determine that the entity has maintained related documentation that the: [Ohio Rev. Code §
135.14(B)(7)(a)]

a. Commercial paper was rated in the highest classification by two statistical rating organizations.

b. The commercial paper matures not later than 270 days after purchase.

c. The investment in commercial paper notes of a single issuer does not exceed the aggregate five per
cent of interim moneys available at the time of purchase.

2. Inspect dealer confirmations of the bankers’ acceptances purchased and determine that the entity has
maintained related documentation that the: [Ohio Rev. Code § 135.14(B)(7)(b)]

a. Banks are insured by the Federal Deposit Insurance Corporation.
b. The acceptances mature not later than 180 days after purchase.

3. For investments in Bankers’ Acceptances and Commercial Paper Notes, inspect documentation and
determine whether the additional training was received.

4. For school districts, assure the permanent file documents the resolution authorizing the treasurer to
invest in commercial paper and / or bankers’ acceptances.

Audit implications (the indirect and material effects of non-compliance, effects on the audit
opinions and/or footnote disclosures, significant deficiencies/material weaknesses, and
management letter comments):

47 When judging “a representative number,” consider focusing on investments held at year end, but also consider
testing other purchases and sales during the audit period. In judging how many purchases to test, consider the volume
of purchases, the control environment, the adequacy of policies, and the results of prior audits.
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2A-17 Compliance Requirement: Ohio Rev. Code § 135.18 (specific collateral), and § 135.182 — Security
for repaying public deposits; Ohio Rev. Code § 135.37 — Security for repaying county (and county hospital)
public deposits

Summary of Requirements: Each institution designated as a public depository and awarded public
deposits, shall provide security for the repayment of all public deposits by securing all uninsured public
deposits of each public depositor separately (Ohio Rev. Code § 135.18(A)(1)), or as applicable to Ohio
Rev. Code § 135.182 by establishing and pledging to the treasurer of state a single pool of collateral for the
benefit of every public depositor (Ohio Rev. Code § 135.18(A)(2)).

Depository security requirements for county (and county hospital) monies parallel the requirements of other
governmental entities pursuant to Ohio Rev. Code § 135.18. Ohio Rev. Code § 135.37(A)(2) expressly
permits counties to follow the pool collateral requirements of Ohio Rev. Code § 135.182.

Depositories may pledge the following securities or other obligations under the subsections of Ohio Rev.
Code § 135.18(D) listed below:

(1) Bonds, notes, or other obligations of the United States; or bonds, notes, or other obligations guaranteed
as to principal and interest by the United States or those for which the full faith of the United States is
pledged for the payment of principal and interest thereon, by language appearing in the instrument
specifically providing such guarantee or pledge and not merely by interpretation or otherwise;

(2) Bonds, notes, debentures, letters of credit, or other obligations or securities issued by any federal
government agency, or instrumentality, or the export-import bank of Washington; bonds, notes, or other
obligations guaranteed as to principal and interest by the United States or those for which the full faith
of the United States is pledged for the payment of principal and interest thereon, by interpretation or
otherwise and not by language appearing in the instrument specifically providing such guarantee or
pledge;

(3) Obligations of or fully insured or fully guaranteed by the United States or any federal government
agency or instrumentality;

(4) Obligations partially insured or partially guaranteed by any federal agency or instrumentality;

(5) Obligations of or fully guaranteed by the Federal National Mortgage Association, Federal Home Loan
Mortgage Corporation, Federal Farm Credit Bank, or Student Loan Marketing Association*;

(6) Bonds and other obligations of this state;

(7) Bonds and other obligations of any county, township, school district, municipal corporation, or other
legally constituted taxing subdivision of this state, which is not at the time of such deposit, in default
in the payment of principal or interest on any of its bonds or other obligations, for which the full faith
and credit of the issuing subdivision is pledged;

(8) Bonds of other states of the United States which have not during the ten years immediately preceding
the time of such deposit defaulted in payments of either interest or principal on any of their bonds;

48 Financial institutions are allowed to utilize these guarantees as a form of collateral, however, they are still not
permitted to pool multiple governments’ deposits against a single guarantee. Rather, they should have specific
pledges.
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(9) Shares of no-load money market mutual funds consisting exclusively of obligations described in
division (D)(1) or (2) of Ohio Rev. Code § 135.18 [these sections are (1) & (2), above] and repurchase
agreements secured by such obligations;

(10) A surety bond issued by a corporate surety licensed by the state and authorized to issue surety bonds
in this state pursuant to Ohio Rev. Code Chapter 3929 and qualified to provide surety bonds to the
federal government pursuant to 96 Stat. 1047 (1982), 31 U.S.C. § 9304;

(11) Bonds or other obligations of any county, municipal corporation, or other legally constituted taxing
subdivision of another state of the United States, or of any instrumentality of such county, municipal
corporation, or other taxing subdivision, for which the full faith and credit of the issuer is pledged and,
at the time of purchase of the bonds or other obligations, rated in one of the two highest categories by
at least one nationally recognized statistical rating organization.

Pooled Collateral Requirements

The only legal method for pooled collateral arrangements in Ohio is through the Ohio Pooled Collateral
System (OPCS)*. The—treasurer—of state—ereated—the—ORCSJuly—12017. Under this program, public
depositories that select the pledging method prescribed in Ohio Rev. Code § 135.18(A)(2) or Ohio Rev.
Code § 135.37(A)(2), shall pledge to the treasurer of state a single pool of eligible securities for the benefit
of all public depositors to secure the repayment of all uninsured public deposits at the public depository;
provided that at all times the total market value of the securities so pledged is at least equal either of the
following:

(a) One hundred two percent of the total amount of all uninsured public deposits. (Ohio Rev. Code §
135.182(B)(1))

(b) An amount determined by rules adopted by the treasurer of state that set forth the criteria for
determining the aggregate market value of the pool of eligible securities pledged by a public
depository pursuant to division (B) of this section. Such criteria shall include, but are not limited
to, prudent capital and liquidity management by the public depository and the safety and soundness
of the public depository as determined by a third-party rating organization. (Ohio Rev. Code §
135.182(B)(1))

NOTE: The treasurer of state shall monitor the eligibility, market value, and face value of the pooled
securities pledged by the public depository. Each public depository shall carry in its accounting records
at all times a general ledger or other appropriate account of the total amount of all public deposits to be
secured by the pool, as determined at the opening of business each day, and the total market value of
securities pledged to secure such deposits, and report such information to the treasurer of state in a
manner and frequency as determined by the treasurer of state pursuant to rules adopted by the treasurer
of state. A public depositor shall be responsible for periodically confirming the accuracy of its
account balances with the treasurer of state; otherwise, the treasurer of state shall be the sole
public depositor responsible for monitoring and ensuring the sufficiency of securities pledged
under this section. (Ohio Rev. Code § 135.182(B)(2)

Effeetive Mareh2,2022; If, on any day, the total market value of the securities pledged by the public
depository is less than that specified in a) and b) above, whichever is applicable, the public depository
shall have two business days to pledge additional eligible securities having a market value sufficient,
when combined with the market value of eligible securities already pledged, to satisfy the requirement

4 If an entity maintains a pool outside of the OPCS, it should be considered non-compliance. Auditors should evaluate
whether non-collateralized balances are material when determining how the citation will be communicated. Since
financial auditors have no basis in determining what the risk of bank failure actually is, every situation of an illegal
pool should be treated as a material non-compliance (depending on quantitative materiality of balances).
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of a) and b) above, as applicable, to secure the repayment of all uninsured deposits at the public
depository. (Ohio Rev. Code § 135.182(B)(3))*°

Also, in addition to the statutory requirements above, entities have the ability to negotiate a collateral
rate greater than the minimum amounts required. Many entities may have local charter requirements or
other agreements with their financial institutions putting these limits in place, auditors should test
whether the OPCS has appropriately included such requirements.

The public depository shall designate a qualified trustee approved by the treasurer of state for the
safekeeping of eligible pledged securities. [Ohio Rev. Code § 135.182(C)]

Ohio Admin. Code 113-40-01 (M) States: "Operating policies" means the set of operational procedures,
policies, and requirements for the use of OPCS. All participation in OPCP and use of OPCS shall be subject
to the operating policies, which are maintained at the sole discretion of the treasurer of state. The operating
policies are available at https://opcs.ohio.gov/login#/registrationforms

Page 24 of those operating policies indicates: “PUs (Public Units or governments) are responsible
for reviewing the reports posted on OPCS for their public funds deposits and for verifying the
accuracy of their specific deposit details. PUs are responsible to report any deposit account
discrepancies to their FIs (Financial Institutions). Additionally, PUs are to proactively inform their
FIs of a significant change to the amount of their deposits within a reasonable timeframe. FIs may
notify the Treasurer’s Office if a PU repeatedly fails to inform them of a significant change in their
deposit amount.”

Ohio Rev. Code § 135.182(L)(1)) indicates some information in (or obtained from) the Ohio Pooled
Collateral System is to be treated as “confidential and not a public record under Ohio Rev. Code § 149.43”:
(a) All reports or other information obtained or created about a public depository for purposes of
division (B)(1)(b) of this section;
(b) The identity of a public depositor’s public depository;’
(c) The identity of a public depository’s public depositors.

However; the Treasurer of State may release or exchange such confidential information as required by law
for the operation of the pooled collateral program.

Specific Pledged Collateral Requirements

Ohio Rev. Code § 135.18(B) indicates if a public depository elects to provide security pursuant to Ohio
Rev. Code § 135.18(A)(1), the public depository must pledge eligible securities equal to at least one
hundred five per cent.

Ohio Rev. Code § 135.18(C) says “the public depository and the public depositor shall first execute an
agreement that sets forth the entire arrangement” which shall:
e meet the requirements of 12 U.S.C. § 1823(e)
o authorize the public depositor to obtain control of the collateral pursuant to Ohio Rev. Code §
1308.24(D).

50" A shortfall of collateral pledged by a public depository at an entity’s fiscal year end could impact the entity’s
custodial credit risk disclosure for deposits under GASB 40 as the amount of the deficiency would be considered
uninsured and uncollateralized; however, if the shortfall is appropriately remedied within two business days under
Ohio Rev. Code § 135.182(B)(3) this would not represent noncompliance.

5! Only the depository’s name would need to be redacted, not the entire work paper. Even if the entity openly shares,
auditors are still restricted from releasing information obtained from the OPCS.
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Ohio Rev. Code § 135.18(E) says a public depository shall designate a qualified trustee® and place the
eligible securities with the trustee for safekeeping. The trustee shall:
¢ hold the eligible securities in an account indicating the public depositor's security interest in the
securities>, and
e report to the public depositor information relating to the securities pledged to secure the public
deposits in the manner and frequency required by the public depositor.

Note: Any Federal Reserve Bank™ or branch located in this state or Federal Home Loan Bank is
qualified to act as trustee for the safekeeping of securities. And any institution mentioned in Ohio Rev.
Code § 135.03 is qualified to act as trustee for the safekeeping of securities, other than those belonging
to itself, under this section.

FDIC Insurance Coverage

12 C.F.R § 330.15 contains guidance for government (public unit) accounts. For coverage under the
Government Accounts category, accounts are grouped into two categories:

a. Demand Deposit Accounts: A Demand Deposit Account is a deposit that is payable on demand and
for which the depository institution does not reserve the right to require at least seven days' written
notice of an intended withdrawal. The following deposit types are included within the definition of
Demand Deposit Accounts:

i.  Checking (Non-Interest and Interest bearing)

b. Time and Savings Accounts: The following deposit types are included within the definition of
“Time and Savings”

i.  NOW Account (these are deposits on which the depository institution has reserved the
right to require at least 7 days written notice prior to withdrawal or transfer of any funds
from the account)

ii.  Savings
iii.  Certificate of Deposit (CD)
iv.  Money Market Deposit Account (MMDA)

A public unit (including a political subdivision) is insured through its official custodian. Government
Accounts will be insured, for each official custodian, at each insured depository as follows:
In-State:
Up to $250,000 for the combined amount of all time and savings accounts, and
Up to $250,000 for all demand deposit accounts.
Out-of-State:
Up to $250,000 for the combined total of all deposit accounts.

The term "political subdivision" is defined to include drainage, irrigation, navigation, improvement, levee,
sanitary, school or power districts, and bridge or port authorities and other special districts created by state
statute or compacts between the states. The term "political subdivision" also includes any subdivision or

52 All securities eligible as collateral are book-entry only and held at the Federal Reserve. The Federal Reserve Bank
acts as the government’s agent and holds the collateral securities in the government’s name. Deposits secured by
collateral held in these accounts are not subject to custodial credit risk disclosures if the government can provide
evidence that pledge accounts held in the government’s name are in existence at the Federal Reserve.

3 While the statute does not explicitly mandate the securities be held in the name of the government, it is common
practice to satisfy this requirement by doing so.

4 The Federal Reserve Bank of Cleveland sometimes uses the Boston Federal Reserve Bank for safekeeping. We do
not deem this arrangement to violate this provision.
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principal department of a public unit (state, county, or municipality) if the subdivision or department meets
the following tests:
e The creation of the subdivision or department has been expressly authorized by the law of such
public unit;
e Some functions of government have been delegated to the subdivision or department by such law;
and
e The subdivision or department is empowered to exercise exclusive control over funds for its
exclusive use.

An official custodian is an officer, employee, or agent of a public unit having official custody of public
funds and lawfully depositing the funds in an insured institution. In order to qualify as an official custodian,
a person must have plenary authority - including control - over the funds. Control of public funds includes
possession as well as the authority to establish accounts in insured depository institutions and to make
deposits, withdrawals and disbursements.

One person may serve as official custodian of the deposits of more than one public unit. In addition, a
public unit may have two or more official custodians, all of whom will have separate insurance coverage
for the deposits in their control. To qualify for separate insurance coverage, however, each official
custodian must have plenary authority, including control, over the deposits owned by the public unit.

Deposit insurance coverage cannot be increased by dividing funds among several putative official
custodians who lack plenary authority over such funds. Similarly, coverage cannot be increased by dividing
funds among several accounts controlled by the same official custodian for the same public unit. If the
exercise of authority or control over the deposits of a public unit requires action by, or the consent of, two
or more custodians, the FDIC would treat the two custodians acting together as one official custodian for
the purpose of calculating deposit insurance coverage.

[Sources: FDIC: Financial Institution Employee’s Guide to Deposit Insurance and FDIC: Deposit
Insurance for Accounts Held by Government Depositors]

Due to the complexity of these requirements and analyses, AOS auditors should request their AOS attorney
assigned to their region review and approve their determinations through Spiceworks. AOS Auditors
should attach their analysis and all supporting documentation for their conclusion. In the event that AOS
auditors feel the analysis is overly complex, AOS auditors may consult with AOS Legal to perform the
analysis on their behalf.

Suggested Audit Procedures — Compliance (Substantive) Tests:

Determine whether the auditee had material deposits during the audit period with a financial institution
enrolled in the OPCS (see listing with dates enrolled at https://opcs.ohio.gov/login#/)
a—Complete-procedures #H-&2for these-in OPCS;and
b.—Ceomplete #3&4for these notin OPCS
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Procedures for Financial Institutions enrolled in OPCS
1. Obtain and review the AOS State Regions annual report related to the testing of the OPCS
(https://ohioauditor.gov/ipa/correspondence)™

2. Auditors may use credentials to access>® https://opcs.ohio.gov/login#/ and test compliance using the
following steps:
a. Review PU Attestation and PU Never Logged In Reports for appropriate dates to:

i. Determine if the auditee is sufficiently monitoring the accuracy of its account
balances as required. (Note: The Treasurer of State is responsible for monitoring
and ensuring the sufficiency of securities pledged under Ohio Rev. Code §
135.182)

b. Review the Deposit Information & Sufficiency Report and/or Public Unit Insufficiency
Report and perform the following:

i. Observe, document, and compare the year-end balance to confirmed balances in
cash testing. (Note: Some completeness testing should also be performed to
determine that all accounts that should be included in OPCS are actually included.)

ii. Observe, document, and print evidence of collateral sufficiency®’ for multiple
dates during the audit period.

Note: When issuing comments for collateral insufficiencies®®, auditors should
consider
1. Is it a frequent occurrence?
2. Was it corrected immediately (i.e. within two business days as allowed
by ORC 135.182(B)(3))?
3. Is the wuncovered balance significant (based on applicable
benchmarks)?
4. Did the entity inform the financial institution of deposits within a
reasonable time as required by operating policies (see guidance above)?

Note: For additional help on using OPCS reports see the AOS OPCS Training Manual available at
https://opcs.ohio.gov/login#/faghelp

35 Testing performed by AOS State Region provides assurance over:
e Bank Rating System (SCALE)
e Collateral Sufficiency Calculations (meet Ohio Rev. Cod requirements)
e  Security Interest Perfection

% AOS auditors should contact the helpdesk and IPA auditors should contact IPAcorrespondance@ohioauditor.gov
to obtain credentials.

57 “Collateral sufficiency” is variable based on approvals from the Treasurer of State (see Pooled collateral
requirements in the Summary of Requirements above). Collateral sufficiency thresholds may be as low as 50%
(effective date of approval for each financial institution can be found in OPCS), however, the default is 102% if the
financial institution has not applied or been approved for the reduced amount.

8 Consider, when issuing comments, that Ohio Rev. Code § 135.182 only requires the public unit to monitor the
accuracy of its account balances. The Treasurer of State is legally required to monitor the sufficiency of securities
pledged. However, collateral insufficiency for an extended period of time may be an indication that the public unit is
not appropriately monitoring the accuracy of their account balances.

59


https://ohioauditor.gov/ipa/correspondence
https://opcs.ohio.gov/login#/
https://opcs.ohio.gov/login#/faqhelp
mailto:IPAcorrespondance@ohioauditor.gov

2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests

Section 24-17

Procedures for Financial Institutions not enrolled in OPCS

1.

Determine if the financial institution has an agreement with the entity for a specific pledge agreement
(Note: pooled arrangements are not allowed outside of OPCS*)

Compare depository balances to depository collateral during the audit period, noting maximum
amounts on deposit at any time. Calculate (or inspect, if available, the government’s calculations) if
legal security was at least equal to 105% of depository balances. Focus audit procedures on the most
recent fiscal year end, but based on your assessment of the control environment, the nature of collateral
and other risks also consider whether you should evaluate the adequacy of collateral as of other dates
during the audit when deposit or investment balances may have been materially higher, such as
immediately after the receipt of tax settlements.

Inspect the financial institution’s listing of pledged securities. Select a few securities and determine if
the institution pledged only eligible securities. (When determining the extent of testing, auditors should
consider that we do not require a high level of assurance, so a “few” items should be sufficient. Auditors
can reduce or eliminate this testing based on the assessed level of control risk* and past experience
with the financial institution. Therefore, if the government documents its review of collateral
eligibility, or we have not noted eligibility problems in prior audits, we can reduce or eliminate this
test.)

* “Control risk” in this context refers to the government’s controls, if any, over reviewing their financial
institutions’ collateral lists. The AOS has no basis for assessing a financial institution’s control risk.

Audit implications (the indirect 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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2A-18 Compliance Requirement: Ohio Rev. Code §§ 135.35,135.353, 135.354 and 339.061(D) - Eligible
Investments for inactive county money (county hospitals may invest in these same securities, per Ohio Rev.
Code § 339.06).

The provisions of Ohio Rev. Code Chapter 135 relating to counties (and county hospitals) are in
separate sections from the provisions relating to all other subdivisions. However, in most cases the
requirements are very similar.

Summary of Requirements:

The following classifications of securities and obligations are eligible for deposit or investment (Note: All
investments, unless noted otherwise below, must mature within 5 years from the date of settlement [Ohio
Rev. Code § 135.35(C))):

A. United States obligations or any other obligation guaranteed as to principal or interest by the United
States, or any book entry, zero-coupon United States treasury security that is a direct obligation of
the United States. [Ohio Rev. Code § 135.35(A)(1)]

B. Stripped principal or interest obligations are not permitted. Except, Federally-issued or Federally-
guaranteed stripped principal or interest obligations are permitted. [Ohio Rev. Code §
135.35(A)(1)]

C. Bonds, notes, debentures, or any other obligations or securities issued by any federal government
agency or instrumentality. All federal agency securities must be direct issuances of federal
government agencies or instrumentalities. [Ohio Rev. Code § 135.35(A)(2)]

D. Time certificates of deposit®® or savings or deposit accounts, including passbook accounts, in any
eligible institution mentioned in Ohio Rev. Code § 135.32. [Ohio Rev. Code § 135.35(A)(3)]

E. Ohio Rev. Code §§ 135.353 and 135.354 also permits counties to use the IntraFi Network Deposits
(formerly Certificate of Deposit Account Registry Services (CDARS)) or similar programs (one
example is the Government Insured Deposit Program (GIDP)) meeting Ohio Rev. Code §§ 135.353
and 135.354 requirements. If a county purchases CDs for more than the FDIC limit ($250,000),
See OCS step 2A-14, with a bank participating in IntraFi Network Deposits (formerly CDARS) or
similar program, the bank or program “redeposits” the excess amounts with other institutions. Each
bank accepts less than $250,000 so that all deposits have FDIC coverage. Ohio Rev. Code §§
135.353 and 135.354 requires a county to place its deposits with an eligible depository per Ohio
Rev. Code § 135.32. However, institutions the county’s depository places excess deposits with are
not subject to Ohio Rev. Code § 135.32. For example, while the deposit must be initiated at an Ohio
depository branch, the Ohio depository can purchase CDs from depositories outside of Ohio for the
excess. Because all IntraFi Network Deposits (formerly CDARS) and GIDP deposits have FDIC
coverage, the collateral requirements of Ohio Rev. Code §§ 135.18, 135.181, or 135.182 do not
apply. (That is, these are insured deposits for GASB Statement No. 40 purposes.)

1. Any CD’s purchased by a broker must be held in the name of the government. Also, the
broker cannot be in possession of cash at any time. If we believe a broker has held cash
for any length of time, AOS auditors should refer the matter to the Center for Audit
Excellence and AOS Legal division for further evaluation. A way to verify compliance
is to request monthly statements provided by the public depository located in Ohio. Ohio
Rev. Code § 135.353(A)(3)(e) requires the initial public depository to provide public
offices with a monthly account statement that includes the amount of its funds deposited
and held at each bank, savings bank, or savings and loan association for which the public
depository acts as a custodian pursuant to Ohio Rev. Code § 135.353. If a public office

61



2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests
Section 24-18

does not have these statements, it may indicate that the money is being held by a broker-
dealer in violation of Ohio Rev. Code § 135.353.

F. Bonds and other obligations of this state or the political subdivisions of this state, provided the
bonds or other obligations of political subdivisions mature within ten years from the date of
settlement. [Ohio Rev. Code § 135.35(A)(4)]

1. Ohio Rev. Code § 135.35(C) allows the purchase of municipal debt of the State of Ohio or
any political subdivision of the State with maturity periods greater than 10 years provided
that the investment is specifically approved by the investment advisory committee.

G. No-load money market mutual funds rated in the highest category at the time of purchase by at
least one nationally recognized statistical rating organization or consisting exclusively of
obligations described in Ohio Rev. Code § 135.143(A)(1), (2), or (6) and repurchase agreements
secured by such obligations, if purchased from eligible institutions mentioned in Ohio Rev. Code
§ 135.32 (which are generally Ohio banks and national banks authorized to do business in Ohio.)
[Ohio Rev. Code § 135.35(A)(5)]

H. United States treasury bills, notes, bonds, or any other obligations or securities issued by the United
States treasury or any other obligation guaranteed as to principal and interest by the United States;
bonds, notes, debentures, or any other obligations or securities issued by any federal government
agency or instrumentality or commercial paper rated in the highest category by two standard rating
services (i.e. securities Ohio Rev. Code § 135.143(A)(1), (2), or (6) permits);

I. The Ohio Subdivision’s Fund (STAR Ohio*?) as provided in Ohio Rev. Code § 135.45. [Ohio Rev.
Code § 135.35(A)(6)]

J. Securities lending agreements with any eligible institution mentioned in Ohio Rev. Code § 135.32
that is a member of the Federal Reserve System or Federal Home Loan Bank, or with any
recognized U.S. government securities dealer,” under the terms of which agreements in the
investing authority lends securities and the eligible institution agrees to simultaneously exchange
similar securities described in Ohio Rev. Code § 135.35(A)(1) or (2) or cash or both securities and
cash, equal value for equal value. [Ohio Rev. Code § 135.35(A)(7)]

K. Up to forty per cent of the county’s total average portfolio in either of the following [Ohio Rev.
Code § 135.35(A)(8)]:

1. Commercial paper issued by an “entity” that is defined in Ohio Rev. Code §
1706.01(K)®(see definition below) and that has assets exceeding five hundred million
dollars, to which all of the following apply:

a. The aggregate value of the notes does not exceed ten per cent of the aggregate value
of the outstanding commercial paper of the issuing corporation.

9 Ohio Rev. Code § 135.35(J)(1) defines these security dealers as being “a member of the financial industry regulatory
authority (FINRA), through a bank, savings bank, or savings and loan association regulated by the superintendent of
financial institutions, or through an institution regulated by the comptroller of the currency, federal deposit insurance
corporation (FDIC), or board of governors of the federal reserve system.”

% Ohio Rev. Code § 135.35(A)(8) refers to Ohio Rev. Code §§ 1705.01(D) and 1706.01(E). Ohio Rev. Code § 1705.01
was previously repealed and Ohio Rev. Code § 1706.01(E) actually defines “Contribution” rather than “Entity”
therefore the Summary of Requirements in the Ohio Compliance Supplement have been updated to include the correct
sections.
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b. The notes are rated at the time of purchase in the highest classification established by
at least two nationally recognized statistical rating organizations.

c. The notes mature not later than 270 days after purchase.

d. The investment in commercial paper notes of a single issuer shall not exceed in the
aggregate 5% of interim moneys available for investment at the time of purchase.

2. Bankers’ acceptances of banks that are insured by the federal deposit insurance
corporation and to which the obligations mature not later than one hundred eighty days
after purchase.

No investment shall be made in commercial paper or bankers’ acceptances unless the treasurer or
governing board has completed additional training for making those investments. The type and
amount of additional training shall be approved by the Treasurer of State and may be conducted by
or provided under the supervision of the Auditor of State. See also OCS step 2B-6.

L. Per Ohio Rev. Code § 135.35(A)(9), up to fifteen per cent of the county’s total average portfolio in
notes issued by corporations incorporated under U.S. law and that operate within the United States,
or by depository institutions doing business under U.S. authority or any state’s authority, and that
operate within the United States, provided both of the following apply:

o The notes are rated in one of the three highest categories by at least two nationally
recognized statistical rating organizations at the time of purchase;
o The notes mature not later than three years after purchase.

M. Per Ohio Rev. Code § 135.35(A)(10) up to 2% of its portfolio in the debt of foreign nations, if:
o Rated at the time of purchase in the three highest categories by two nationally recognized
statistical rating organizations
The U.S. government recognizes it diplomatically.®'
All interest and principal shall be denominated and payable in United States funds.
The foreign government guarantees the debt.
Investments must mature within 5 years from the date of settlement.

O O O O

“Entity” means a general partnership, limited partnership, limited liability partnership, limited liability
company, association, corporation, professional corporation, professional association, nonprofit
corporation, business trust, real estate investment trust, common law trust, statutory trust, cooperative
association, or any similar organization that has a governing statute, in each case, foreign or domestic. [Ohio
Rev. Code § 1706.01(K)]®

The investing authority may also enter into a written repurchase agreement with any eligible institution
mentioned in Ohio Rev. Code § 135.32 or any eligible dealer pursuant to Ohio Rev. Code § 135.35(J),
under the terms of which agreement the investing authority purchases, and the eligible institution or dealer
agrees unconditionally to repurchase any of the securities listed in divisions (D)(1) to (5) of § 135.18, except

1 As best as we can determine, the United States does not diplomatically recognize the following nations: ISIS,
Islamic Emirate of Afghanistan, Iran, Syria, North Korea, as well as Abkhazia, Transnistria, and Somaliland (i.e., the
last three are not considered independent countries). While the United States does have relations with Kosovo and
the Holy See (despite the UN not recognizing them), they do not recognize Palestine or Western Sahara as countries,
and therefore have no relations with either state. The United States also does not recognize the Republic of China as
a sovereign nation, but do maintain informal relations with the “people of Taiwan” (i.e., the United States provides
some assistance to Taiwan).
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letters of credit described in division § 135.18(D)(2) are not permitted for repurchase agreements.®> The
market value of securities subject to an overnight repurchase agreement must exceed the principal value of
securities subject to a repurchase agreement by at least 2%.>* A written repurchase agreement shall not
exceed 30 days and the value of the securities must exceed the principal value by at least 2% and be marked
to market daily. [Ohio Rev. Code § 135.35(D)]

A. All securities purchased pursuant to a repurchase agreement are to be delivered into the custody of
the investing authority or the qualified custodian of the investing authority or an agent designated
by the investing authority®. [Ohio Rev. Code § 135.35(D)]

B. Repurchase agreements with an eligible securities dealer must be transacted on a delivery versus
payment basis.

C. Repurchase agreements must be in writing. For each transaction, the participating institution must
provide:
1. the par value of the securities;
2. the type, rate, and maturity date of the securities;
3. a numerical identifier (e.g., a CUSIP number), generally accepted in the industry,
designating the securities.

D. Securities which are the subject of a repurchase agreement may be delivered to the treasurer or held
in trust by the participating institution if it is a designated depository of the subdivision for the
current period of designation. [Ohio Rev. Code § 135.35(1)].

Agreements by which the investing authority agrees to sell securities owned by the county to a purchaser
and agrees with that purchaser to unconditionally repurchase those securities (Reverse Repos) are
prohibited.

Per Ohio Rev. Code § 135.14, Derivative investments are generally prohibited. A Derivative is a financial
instrument or contract or obligation whose value or return is based upon or linked to another asset or index,
or both, separate from the financial instrument, contract, or obligation itself.

A. Per Ohio Rev. Code § 135.14(C), Any security, obligation, trust account, or other instrument that
is created from an issue of the United States Treasury or is created from an obligation of a federal
agency or instrumentality or is created from both is considered a derivative, and is prohibited.

1. Except, An eligible investment described in Ohio Rev. Code § 135.14 with a variable
interest rate payment or single interest payment, based upon a single index comprised of
other eligible investments provided for in division (B)(1) or (2) of § 135.14 (see above), is
not a derivative, if the variable rate investment has a maximum maturity of 2 years. [Ohio
Rev. Code § 135.14(C)]

a. For example, a two-year investment in Federal securities with a variable interest rate
indexed to other Federal securities would be legal, because Ohio Rev. Code §
135.14(C) expressly permits using Federal securities as part of a derivative if it matures
within two years. Conversely, an investment indexed to an interbank offered rate’” or
to a bank’s prime rate would not be legal because these are not listed in Ohio Rev.
Code § 135.14(B)(1) or (B)(2).

62 Ohio Compliance Supplement Step 2A-17 summarizes Ohio Rev. Code § 135.18(D)(1) to (11).
63 Counterparties (e.g. banks) accomplish this by maintaining a separate “customer” account at the Federal Reserve

designated as a customer account. (For purposes of GASB Statement No. 40, we currently believe securities held in
a customer account would not be exposed to custodial risk.)
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2. Note: The Ohio Rev. Code still uses the derivative definition from GASB Technical
Bulletin 94-1 (which was superseded by GASB._Technical Bulletin 2003-1). GASB
Statement No. 53 (GASB Cod. D40.103), defines derivatives differently than does the Ohio
Revised Code. So, for legal compliance purposes, governments must follow the Ohio Rev.
Code derivative definition. For financial reporting, GAAP governments must follow the
GASB definition to value, present, and disclose derivatives.

a. For example, interest rate swaps>® and energy futures contracts (which are allowable
under Ohio Rev. Code § 9.835 to mitigate price fluctuations, and are not intended as
investments) meet the GASB Statement No. 53 (GASB Cod. D40.103) derivative
definition, and would be subject to GASB Statement No. 53 (GASB Cod. D40)
derivative measurement and disclosure requirements, but are not illegal.

3. 1999 Op. Att’y. Gen. No. 99-026 deemed collateralized mortgage obligations to be illegal
derivatives.

4. A treasury inflation-protected security (TIPS) is permissible for counties only, per Ohio

Rev. Code § 135.35(B) fH-B-225,effective 32212 and thenrepealed 9012 temporarily
inereased-this-to-ten-years:}

Per Ohio Rev. Code § 135.35(E): No investing authority can invest under § 135.35, unless the investing
authority reasonably expects that the investment can be held until its maturity. The investing authority’s
written investment policy should specify the conditions under which an investment may be redeemed or
sold prior to maturity.

Per Ohio Rev. Code § 135.35(F), no investing authority may pay a county’s inactive moneys or moneys of
a county library fund into an investment pool other than:

A. the Ohio Subdivision’s Fund (STAR Ohio*) pursuant to Ohio Rev. Code § 135.35(A)(6);

B. a fund created solely for the purpose of acquiring, constructing, owning, leasing, or operating
municipal utilities pursuant to Ohio Rev. Code § 715.02 or Ohio Const. Art XVIII, Section 4.

A county may not leverage its investments. (That is, a county cannot use its current investments as collateral
to purchase other investments.) [Ohio Rev. Code § 135.35(G)]

A county cannot issue taxable notes for arbitrage purposes. [Ohio Rev. Code § 135.35(G)] (That is, a
county cannot invest the proceeds of taxable notes hoping to earn a higher return on the proceeds than the
interest rate on the TAN.)

A county cannot contract to sell securities it does not own. (These are called short sales, where a county
purchases the rights to a security solely on the speculation that its price will decline.) [Ohio Rev. Code §
135.35(G)]

Title to investments made by a board of county hospital trustees of a charter county hospital with money
received from the operation of the county hospital shall not be vested in the county, but shall be held in
trust by the board. [Ohio Rev, Code § 339.061(D)]

Payment for investments shall be made only upon the delivery of securities representing such investments
to the treasurer, investing authority, or qualified trustee. If the securities transferred are not represented by
a certificate, payment shall be made only upon receipt of confirmation of transfer from the custodian by the
treasurer, governing board, or qualified trustee. [Ohio Rev. Code § 135.35(J)(2)]

65



2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests
Section 24-18

See related information on GASB Statement No. 40 in Appendix E-2 of the OCS Implementation Guide.

Suggested Audit Procedures — Compliance (Substantive) Tests:

Note: Some of the steps below require the same documentation / evidence auditors also use to support the
existence, valuation and classification of investments. You can gain efficiency by combining the steps
below with the substantive steps related to the aforementioned assertions.

Select a representative number® of investments and:
1. Read investment dealer confirmations* to determine if the investment is of a type authorized.

* Note: Dealer confirmations are suitable evidence supporting the details (e.g. part of the valuation
[cost] and occurrence assertions) of an investment at the time of purchase. However, it provides no
evidence the county still owned the investment as of its fiscal year end. Auditors should obtain other
evidence to support existence at year end. The audit program should include suitable existence steps.

2. [If the government holds financial instruments or contract or obligation whose value or return is “based
upon or linked to another asset or index, or both, separate from the financial instrument,” consider
whether the instrument is an illegal derivative.

a. If the instrument is not an interest-rate swap, or expressly permitted (such as energy futures under
Ohio Rev. Code § 9.835), consult with the Center for Audit Excellence to determine its Legality,
Valuation, Presentation and Disclosure.

3. Determine that the investments mature within the prescribed limits (generally no later than 5 years, or
other periods for repurchase agreements [30 days], bankers’ acceptances and commercial paper [180
or 270 days, respectively, from the purchase date], or securities matched to debt maturities, etc.)

4. Inspect documentation supporting repurchase agreements and determine that:

a. The market values of securities exceed the principal values of securities subject to the overnight
repurchase agreement by at least 2%. (Note: The risk of non-compliance increases when banks
merge.)

b. A term repurchase agreement did not exceed 30 days and the values of the securities were marked
to market daily.

¢. Repurchase agreements were in writing, including the par value of the securities; the type, rate, and
maturity date of the securities; and a numerical identifier.

5. For investments in Bankers’ Acceptances and Commercial Paper Notes, inspect documentation and
determine whether the additional training was received.

6. Read the prospectus for money market mutual funds with which the government has significant
investments. Determine wither the prospectus limits investments to those authorized under Ohio Rev.
Code §§ 135.35(A)(1) & (A)(2) or 135.143(A)(1), (2), or (6).

% When judging “a representative number,” consider focusing on investments held at year end, but also consider
testing other purchases and sales during the audit period. In judging how many purchases to test, consider the volume
of purchases, the control environment, the adequacy of policies, and the results of prior audits.
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7. Determine whether mutual funds, commercial paper, and any notes of U.S. corporations have the
necessary credit rating issued by nationally recognized statistical rating organizations (such as that
S&P, Moody’s or Fitch issues).

8. Inspect dealer confirmations of the bankers’ acceptances purchased and determine that the county has
maintained related documentation that the:

a. Banks are insured by the Federal Deposit Insurance Corporation

b. Dealer confirmations should indicate if banker’s acceptances were NOT eligible for purchase by
the Federal Reserve System. Read the confirmation to determine whether the banker’s acceptance
was ineligible. (A statement of ineligibility would indicate an ineligible investment, per Ohio Rev.
Code § 135.35(A)(8)(b).

9. Scan the county’s computation of the composition of its investments. Determine if the portfolio
contains <:

a. 2% foreign national securities
b. 15% debt of U.S. corporations
c. 40% commercial paper + bankers’ acceptances

10. Scan investment records to determine whether the county is selling securities prior to maturity. If a
significant number or amount of premature sales occurred:

a. Determine whether the premature sales complied with the county’s policy regarding early
redemption. (We believe the policy should generally require sufficient cash flow planning to
support that the county had sufficient cash at the time or purchase so that a premature sale would
not be needed to meet emergency cash flow needs. Forced premature sales often result in losses.)

b. Review the county’s cash flow forecasts supporting that the county had reasonable support at the
time or purchase that it could hold the security to maturity. If there is inadequate cash flow planning
necessitating premature sales, cite this section and recommend the government improve its cash
flow forecasting. The finding should also describe any losses the government suffered from these
sales.

Note: The steps above should normally be sufficient for most counties. Because we believe the risk of
counties engaging in certain prohibited activities such as leveraging, short sales or arbitrage violations is
low, there are no steps included to test these requirements. You should scan the other requirements in this
step, and based on your knowledge of the county’s investing activities, investigate them if evidence suggests
the county may have materially violated these requirements.

Audit implications (the indirect 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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2A-19 Compliance Requirement: Ohio Rev. Code §§ 135.35 and 339.061(B) — Other County and County
Hospital [Ohio Rev. Code § 339.06] Requirements.

Summary of Requirements:

Investments or deposits under Ohio Rev. Code § 135.35 cannot be made unless a written investment policy
approved by the investing authority (for hospitals, the authority is the county hospital board, per Ohio Rev.
Code § 339.06) is on file with the Auditor of State. If a written investment policy is not filed with the
Auditor of State, the investing authority may invest only in certificates of deposit, savings or deposit
accounts®, STAR Ohio*, or no-load money market mutual funds. [Ohio Rev. Code § 135.35(K)(1)&(2)]

The investment policy must be signed by:

o All entities conducting investment business with the investing authority (except the Treasurer of
State);

e All brokers, dealers, and financial institutions, described in Ohio Rev. Code § 135.35(J)(1),
initiating transactions with the investment authority by giving advice or making investment
recommendations;

e All brokers, dealers, and financial institutions, described in Ohio Rev. Code § 135.35(J)(1),
executing transactions initiated by the investing authority.

The investing authority is required to inventory all obligations and securities. The inventory includes a
description of each obligation or security, including type, cost, par value, maturity date, settlement, date,
and any coupon rate. [Ohio Rev. Code § 135.35(L)(1)]

The investing authority is required to keep a complete record of all purchases and sales of the obligations
and securities. [Ohio Rev. Code § 135.35(L)(2)]

The investing authority is required to keep a monthly portfolio report and issue a copy of the monthly report
describing its investments to the county investment advisory committee. This report indicates: [Ohio Rev.
Code § 135.35(L)(3)]

the current inventory of all obligations and securities,

all transactions during the month that affected the inventory,

any income received from the obligations and securities, and

any investment expenses paid.

The names of any persons executing transactions on behalf of the investing authority.

The inventory and the monthly portfolio report are public records and must be filed with the board of county
commissioners and the Treasurer of the State of Ohio. [Ohio Rev. Code § 135.35(L)(5)]

Any securities, certificates of deposit, deposit accounts, or any other documents evidencing deposits or
investments must be issued in the name of the county with the county treasurer or investing authority as the
designated payee. [Ohio Rev. Code § 135.35(H)]

If any such deposits or investments are registerable as to principal and/or interest, they must be registered
in the name of the treasurer. [Ohio Rev. Code § 135.35(H)]

%5 The Government Insured Deposit Program (GIDP) (which replaced Star Plus) would be considered a deposit and
no signed investment policy would be necessary for deposits in this program.
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The investing authority is responsible for safekeeping documents evidencing a deposit or investment.
Securities and documents confirming the purchase of securities under any repurchase agreement may be
deposited with a qualified trustee. [Ohio Rev. Code § 135.35(1)]

The investing authority, board of county hospital trustees of a charter county hospital, is responsible for
holding and administering all money received from the operation of the county hospital. This includes
money arising from rendering medical services to patients and all other fees, deposits, charges, receipts,
and income received as the result of the operation of the county hospital and medical staff. [Ohio Rev.
Code § 339.061(B)]

A. Money must be invested according to an investment policy which provides the following:

1. At least 25% of the average amount of the investment portfolio over the course of the
preceding fiscal year must be invested as a reserve in U.S. governmental securities, the
Ohio Subdivisions Fund, Ohio state or political subdivision securities, certificates of
deposit issued by national banks located in Ohio, repurchase agreements with Ohio
financial institutions that are members of the Federal Reserve System or Federal Home
Loan Bank, money market funds, or bankers’ acceptance maturing within 270 days or less;

2. Money not required to be invested as a reserve may be pooled with other institutional funds
and invested;

3. An investment committee is to be created and meet quarterly to review revisions to the
board’s investment policy and advise the board on investments.

4. If an investment advisor is retained , they must be licensed by the Division of Securities or
registered with the U.S., Securities and Exchange Commission, and must have experience
in the management of investments of public funds and investment of state government
portfolios, or be an institution that is eligible to be a public depository. [Ohio Rev. Code §
339.061(C)]

Where securities, including securities which are the subject of a repurchase agreement, have been delivered
to a qualified trustee for safekeeping, the qualified trustee must report on request to the treasurer, governing
board, Auditor of State, or authorized IPA as to the identity, market value, and location of the document
evidencing each security.

All investments in securities except investments described in Ohio Rev. Code § 135.35(A)(5), (6), and (11)
[no load money market mutual funds and certain repos] are required to be made through

e members of the Financial Industry Regulatory Authority (FINRA), or
e institutions regulated by the Superintendent of Banks, Superintendent of Savings and Loan
Associations, Comptroller of the Currency, Federal Deposit Insurance Corporation, or Board of
Governors of the Federal Reserve System. [Ohio Rev. Code § 135.35(J)(1)]
Payment for investments may be made only upon delivery of the securities to the treasurer, investing
authority, or qualified trustee, or, if in book-entry form, only upon confirmation of delivery to such parties.
[Ohio Rev. Code § 135.35(J)(2)]
Suggested Audit Procedures — Compliance (Substantive) Tests:

1. Read the county’s investment policy for the period.
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2. Inspect documentation that the investment policy was filed with the Auditor of State (Investment
policies filed with AOS have been scanned and are posted on S:\Final Audit PDF. Click on the
Region/County/Entity name.%).

3. [Inspect the policy for the requisite signatures:
a. All entities conducting investment business with the county (except the Treasurer of State);

b. All brokers, dealers, and financial institutions initiating transactions with the county by giving
advice or making investment recommendations;

c. All brokers, dealers, and financial institutions executing transactions initiated by the county.

d. Select a representative number of investments made by the entity and determine whether the
investments are in accordance with the county’s investment policy as adopted by the county’s
legislative body.

4. Determine if the policy requires financial institutions, brokers and dealers to comply with Ohio Rev.
Code Chapter 135. (There is no legal requirement to include this, but if the policy does not include this
requirement, we should recommend the government amend their policy to require compliance.)

5. If there is no written investment policy filed with the Auditor of State, scan the county’s investment
portfolio for the period to determine that it is composed solely of certificates of deposit, savings or
deposit accounts®, STAR Ohio*, or no-load money market mutual funds.

6. Select a representative number®’ or amount of investments and:

a. Inspect documentation that any designated payee is the treasurer or treasurer’s office; and that
registerable securities are registered in the treasurer’s name.

b. Inspect purchase documents and determine that investments were made through appropriate parties:
members of the National Association of Securities Dealers, Inc., or institutions regulated by the
Superintendent of Banks, Superintendent of Savings and Loan Associations, Comptroller of the
Currency, Federal Deposit Insurance Corporation, or Board of Governors of the Federal Reserve
System. Compare purchase dates and payments and determine that payment for securities was made
upon delivery of the securities or upon receipt of confirmation of transfer from the custodian. Any
CD’s purchased by a broker must be held in the name of the government. Also, the broker cannot
be in possession of cash at any time. If we believe a broker has held cash for any length of time,
AOS auditors should refer the matter to the Center for Audit Excellence and AOS Legal division
for further evaluation. A way to verify compliance is to request monthly statements provided by
the public depository located in Ohio. Ohio Rev. Code § 135.144(A)(5) requires the initial public
depository to provide public offices with a monthly account statement that includes the amount of
its funds deposited and held at each bank, savings bank, or savings and loan association for which
the public depository acts as a custodian pursuant to Ohio Rev. Code § 135.144. If a public office
does not have these statements, it may indicate that the money is being held by a broker-dealer in
violation of Ohio Rev. Code § 135.144.

% Any investment policies received prior to 1/2021 were retained on the S drive and not migrated to eServices/GP;
any received after that date are saved only in GP.

7 When judging “a representative number,” consider focusing on investments held at year end, but also consider
testing other purchases and sales during the audit period. In judging how many purchases to test, consider the volume
of purchases, the control environment, the adequacy of policies, and the results of prior audits.
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c. Inspect copies of the investing authority’s (i.e. treasurer’s) inventory documents: scan the
documents and determine if it appears the inventory includes a description of each obligation or
security, including type, cost, par value, maturity date, settlement, date, and any coupon rate; the
inventory reflects a complete record of all purchases and sales of the obligations and securities; and
that the county is keeping a monthly portfolio report and is issuing a monthly guarterty portfolio
investment report describing its investments to the county investment advisory committee.

Audit implications (the indirect 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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2A-20 Compliance Requirement: Ohio Rev. Code § 2335.25 - Cashbook of County costs; Ohio Rev.
Code § 1901.31 — Municipal court records; Ohio Rev. Code § 1905.21 — Disposition of fines and other
moneys for mayor’s court.

Summary of Requirement: Each clerk of courts must maintain a journal, cashbook, listing of all receipts
and disbursements, or account for all fines, forfeitures, fees, and costs collected.

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Determine if a cashbook or similar listing of cash receipts and disbursements is maintained. (Note: We will
normally know this from performing financially-related audit procedures.)

Audit implications (the indirect 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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SECTION B: STATUTORILY MANDATED TESTS

2B-1 Compliance Requirement: Ohio Rev. Code §§ 117.16 (A); 117.161, 723.52,5517.02, and 5517.021
— Force accounts — [Certain] Municipal Corporations [Cities\Villages]. This statute does not apply to a
charter city or charter village pursuant to Ohio Rev. Code § 723.53.

Summary of Requirements:

AOS Force Account Project Assessment Form (See note below for Ohio Department of
Transportation Projects)

A director of public service in a city, or the legislative authority of a village, is required to estimate the costs
of any “contract” for the construction, reconstruction, widening, resurfacing, or repair of a street or other
public way using the Auditor of State’s force account project assessment form. Note: the use of this form
is required for contracted work pursuant to Ohio Rev. Code § 723.52 and for force account projects
pursuant to Ohio Rev. Code § 117.16(A).

The Auditor of State’s prescribed form [required by Ohio Rev. Code § 117.16(A)] for this purpose can be
found on our website at the following link:
http://www.ohioauditor.gov/references/development/ElectronicForce AccountProjectAssessmentForm.xls

Clarified Guidance for Force Accounts Undertaken as part of a Federally-Funded Local Project
Agreement with ODOT:

Local governments that are performing Force Account work as part of a Federally-funded (in whole or in
part) project under an LPA agreement with ODOT can no longer use the safe harbor rates. This is due to
changes brought about by the Uniform Guidance Act and the Federal Highway Administration’s
termination of Ohio’s waiver program. While local governments that are party to an LPA agreement with
ODOT may not use safe harbor percentages for projects beginningin20t6-erlater, ODOT does provide
alternative guidance for Force Accounts in their CMS Manual (ODOT Construction and Material
Specifications manual). Auditors testing Assistance Listing nos., 20.205, 20.219, or 23.003 as a major
program should be aware of this during their single audit compliance testing.

Clarified Guidance for Force Accounts Undertaken Strictly by the Local (i.e., NOT as part of a
Federally-Funded Local Project Agreement with ODOT):

Where local governments undertake a project by Force Account solely under their own local authority,
local governments are permitted to apply the safe harbor percentages in computing their estimated costs. If
the local government uses the safe harbor percentages, the auditor may accept them without further analysis.
Or, as an alternative, the local government may develop its own percentages for the add-ons for labor fringes
and overhead costs, and materials overhead costs; however, the local government must be able to provide
documentation to its auditor to justify the reasonableness of the self-computed percentage add-ons.

Joint Projects (See note below for Ohio Department of Transportation Projects)

Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits
of the participating parties be applied [Ohio Rev. Code § 117.161]. Participating entities shall not aggregate
their respective limits, and the share of each entity shall not exceed its respective force account limit.
Calculating the proper project force account limits and the share thereof to each participating party should
be memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits under
Ohio Rev. Code § 117.16(C) or (D).

Bid Specifications (See note below for Ohio Department of Transportation Projects)
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If the city or village has an engineer or someone performing the duties and functions of an engineer, then
that person may develop the estimates.

Effective June 30, 2023, when the estimated cost of the total project, including labor, exceeds $70,000, the
city or village must invite and receive competitive bids from private contractors for completing the work.
However, force accounts may be used if the city or village rejects all bids. The force account work must be
performed in compliance with the plans and specifications upon which the private contractor bids were
based.®® [Ohio Rev. Code § 723.52]

On the first day of July of every year beginning in 2024, the threshold amount established in this section
shall increase by an amount not to exceed the lesser of five per cent, or the percentage amount of any
increase in the department of transportation's construction cost index as annualized and totaled for the prior
calendar year. The director of transportation shall notify each appropriate engineer or other officer of the
increased amount. [Ohio Rev. Code § 723.52] The July 1, 2021 to June 30, 2023 force account limit for
locals is $30,516 for the total project. The July 1, 2023 to June 30, 2024 force account limit for locals is
$70,000 for the total project. The July 1, 2024 to June 30, 2025 force account limit for locals is $73,500
for_the total project. (https:/www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-
operations/force-account ).

The terms “construction, reconstruction, widening, resurfacing, or repair of a street or other public way”
are not defined in this Ohio Rev. Code section. The city or village’s legal counsel or engineer should define
these terms for the city or village. The Auditor of State will accept those definitions unless they are palpably
and manifestly arbitrary or incorrect. If the entity’s legal counsel, and\or engineer, as appropriate, did not
define the indicated terms for the entity, indicate the same in your draft report. Consult with CFAE and
the AOS’s Legal department concerning any issues involving a potential finding or citation as directed in
the Audit Findings section of the Implementation Guide.

Note: The following applies to Ohio Department Of Transportation Projects AND municipal projects
performed in conjunction with the Ohio Department Of Transportation (AOS Bulletin 2015-003)

Force Account Limits (Ohio Rev. Code § 5517.02)

On July 1, 2013, the statutory limits for ODOT force account projects increased from $25,000 to $30,000
per mile of highway and from $50,000 to $60,000 for any traffic control signal or any other single project.
The changes also require the ODOT Director to increase these limits on the first day of July of every
odd-numbered year beginning in 2015 by an amount to not exceed the lesser of three per cent or the
percentage increase in ODOT’s construction cost index, as annualized and totaled for the two prior
calendar years. The July 1, 2021 to June 30, 2023 rates are $32,159 per mile of highway and $64,318
per traffic signal or other single project. The July 1, 2023 to June 30, 2025 rates are $33,124 per mile of
highway and $66,248 per traffic signal or other single project. The Director shall publish the applicable
amounts on ODOT’s website
(https://www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-operations/force-
account).

% QOccasionally, change orders may be necessary for force account projects. Change orders may be made for overruns
in actual construction as long as: (1) the original estimate was made in good faith and (2) the change order request
was for a legitimate unforeseen issue. Change orders to force account projects may constitute noncompliance if,
however, estimates were intentionally low-balled to arrive under the bidding limits (e.g., not estimating the cost of
labor or evidence that the entity knew from previous experience that a minimum amount of material would be required
to complete a project but was not included in the original force account project estimate or was included at clearly
insufficient amounts). Auditors should use professional skepticism when auditing force account project change orders
and consult with AOS Legal Division or CFAE as needed.
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Work Exempt from Competitive Bidding/Force Account Requirements (Ohio Rev. Code §
5517.021)

Certain work that may be undertaken by ODOT that does not require competitive bidding:

e Replace any single span bridge in its substantial entirety or widen any single span bridge,
including necessary modifications to accommodate widening the existing substructure and wing
walls. The deck area of the new or widened bridge may not exceed 700 square feet as measured
around the outside perimeter of the deck.

e Replace the bearing, beams, and deck of any bridge on that bridge’s existing foundation if the
deck area of the rehabilitated structure does not exceed 800 square feet.

e Construct or replace any single cell or multi-cell culvert whose total waterway opening does not
exceed 52 square feet.

e Pave or patch an asphalt surface if the operation does not exceed 120 tons of asphalt per lane-
mile of roadway length. The department may not perform a continuous resurfacing operation
under this section if the cost of work exceeds the amounts established in Ohio Rev. Code §
5517.02.

e Approach roadway work, extending not more than 150 feet as measured from the back side of
the bridge abutment wall or outside the edge of the culvert, as applicable. The length of the
approach guardrail shall be in accordance with ODOT’s design requirements and shall not be
included in the approach work size limitation.

These projects are not subject to the force account requirements of Ohio Rev. Code § 117.16, do not
require an estimate, and are exempt from audit for force account purposes except to determine
compliance with applicable size or tonnage restrictions.

Force Account Assessment Forms (Ohio Rev. Code § 117.16)
Ohio Rev. Code § 117.16 requires that, before undertaking a project by force account, a public entity
must estimate the cost of the project using a form approved by the Auditor of State. With projects
constructed by or in conjunction with ODOT, an estimate may be prepared using the Department’s
automated system (currently the Enterprlse Informatlon Management System (EIMS);—which-replaced
3 3 : ; § 4) or other internal standardized
forms Such estlrnates are acceptable in heu of the Audltor of State’s force account project assessment
form provided all the necessary elements of an estimate, as required by Ohio Rev. Code § 117.16, are
included. However, whether prepared using the AOS form, the electronic ODOT system, or another
standard ODOT form, an estimate is required to be completed and documentation supporting the estimate
should be retained for ALL projects, unless specifically exempted by Ohio Revised Code. If the total
estimated cost exceeds the statutory limits defined in Ohio Revised Code, the project must be
competitively bid.

Ohio Attorney General Opinion 2008-007% briefly provides:

» Completing the Auditor of State’s force account project assessment form estimating the cost of the
work constitutes commencement of the project for purposes of determining which force account
limit is in effect and applicable to the project;

% Although the opinion was issued in response to a County’s inquiry, the Auditor of State will apply this guidance to
each public office undertaking force account projects.
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» A public office may acquire material and equipment pursuant to contract, and may subcontract part
of the work undertaken by force account, so long as the contracts for material and equipment and
the subcontracts are let in compliance with the appropriate competitive bidding requirements;

» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-level] citations and any
notifications sent to affected entities. Auditor of State staff should document on the Audit Executive
Summaries, force account citations in the GAGAS report or if you have recommended that the Auditor of
State send the entity [or the State Tax Commissioner] the communication required by these changes
notifying the entities of the decreased’® force account limits. Certified Public Accountants auditing force
accounts should follow the guidance in Ohio Rev. Code § 117.12.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: For ODOT projects, ODOT forms may be used in place of an Auditor of State form. You should
test whichever form is appropriate for your project.

1. Read the minutes, inquire of management, and scan expenditures to reasonably determine if any capital
construction or maintenance activity relating to a street or other public way took place during the audit
period. Determine if such projects were undertaken using force accounts.

2. If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment or ODOT forms. Trace wage rates, etc. to entity
supporting documentation on a test basis.

3. Inspect the Auditor of State’s project assessment or ODOT forms prepared by the entity and determine
that work undertaken by force account for construction, reconstruction, widening, resurfacing, or repair
of a street or other public way was documented to not exceed the amounts documented in the Summary
of Requirements above.

4. Obtain supporting documentation of the labor fringe benefits or overhead rates, or materials overhead
rates and review for reasonableness. (See clarified guidance in the requirements regarding the Safe
Harbor Rule.)

5. Compare the actual projects’ costs with the project assessment form estimates. Inquire of management
for reasons for any change orders or apparent excessive costs compared with the project estimates.

70 For a municipal corporation, the reduced limit shall be one-third of that municipal corporation’s force account limits
for the construction, reconstruction, widening, resurfacing or repair of a street or other public way. [Ohio Rev. Code
§ 117.16(C)(1)(c)] Refer to Ohio Rev. Code § 117.16 (C) & (D) if an entity violates force account restrictions for 2
or more times or related to a joint project.

76



2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests
Section 2B-1

Evaluate for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations, such as successive estimations just under the bid amount.

6. Whether such projects have been undertaken or not, add language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of
the Auditor of State form; with the bidding limits; or with both.

7. If the “force account” limits have been violated — that is, the municipal corporation did the work by
force account even though it should have been bid — then the Auditor of State is required to notify the
entity [and possibly the State tax commissioner] of the penalty provisions. Auditors should indicate in
this block of the OCS if the Auditor of State is to notify the entity\State tax commissioner of any of the
penalty provisions. Auditor of State auditors should include this in the executive summary. IPAs should
notify the Auditor of State Center for Audit Excellence.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-2 Compliance Requirement: Ohio Rev. Code §§ 117.16(A); 5517.02, 5517.021 and 5543.19 — Force
accounts - Counties.

Summary of Requirements:

AOS Force Account Project Assessment Form (See note below for Ohio Department of
Transportation Projects)

A county engineer, when authorized by the county commissioners, may utilize county labor and materials
when undertaking the construction, reconstruction, improvement, maintenance, or repair of roads. Before
undertaking force account activity for construction or reconstruction, including widening and
resurfacing, of roads, an estimate of the cost of the road work must be compiled using the Auditor of
State’s force account project assessment form. Effective June 30, 2023, when the estimated cost of the total
project, including labor,” exceeds $70,000 per mile, the county commissioners must invite and receive
competitive bids from private contractors for completing the road work. [Ohio Rev. Code § 5543.19 (A)]

Note: Neither Ohio Rev. Code § 5543.19(A) nor § 117.16(A) require using the Auditor of State’s force
account project assessment form for the improvement, maintenance or repair of roads. However, §
5543.19(B) explicitly requires force account assessment forms for construction, reconstruction,
improvement, maintenance or repair of bridges or culverts.

The Auditor of State’s prescribed form [required by Ohio Rev. Code § 117.16(A)] for this purpose can be
found on our website at the following link:
http://www.ohioauditor.gov/references/development/ElectronicForce AccountProjectAssessmentForm.xls

Clarified Guidance for Force Accounts Undertaken as part of a Federally-Funded Local Project
Agreement with ODOT:

Local governments that are performing Force Account work as part of a Federally-funded (in whole or in
part) project under an LPA agreement with ODOT can no longer use the safe harbor rates. This is due to
changes brought about by the Uniform Guidance Act and the Federal Highway Administration’s
termination of Ohio’s waiver program. While local governments that are party to an LPA agreement with
ODOT may not use safe harbor percentages for projects beginning-in20+6-erlater, ODOT does provide
alternative guidance for Force Accounts in their CMS Manual (ODOT Construction and Material
Specifications manual). Auditors testing Assistance Listing nos., 20.205, 20.219, or 23.003 as a major
program should be aware of this during their single audit compliance testing.

Clarified Guidance for Force Accounts Undertaken Strictly by the Local (i.e., NOT as part of a
Federally-Funded Local Project Agreement with ODOT):

Where local governments undertake a project by Force Account solely under their own local authority,
local governments are permitted to apply the safe harbor percentages in computing their estimated costs. If
the local government uses the safe harbor percentages, the auditor may accept them without further analysis.
Or, as an alternative, the local government may develop its own percentages for the add-ons for labor fringes
and overhead costs, and materials overhead costs; however, the local government must be able to provide
documentation to its auditor to justify the reasonableness of the self-computed percentage add-ons.

Joint Projects (See note below for Ohio Department of Transportation Projects)

Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits
of the participating parties be applied [Ohio Rev. Code § 117.161]. Participating entities shall not aggregate
their respective limits, and the share of each entity shall not exceed its respective force account limit.
Calculating the proper project force account limits and the share thereof to each participating party should

"I Pursuant to 2008 Op. Att’y. Gen. No. 2008-007, any work subcontracted to private contractors should be included
in the total cost of the project to determine if the project should be bid.
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be memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits under
Ohio Rev. Code § 117.16(C) or (D).

Bid Specifications (See note below for Ohio Department of Transportation Projects)

Various terms, such as road maintenance and repair, construction and reconstruction, are not defined
in the Ohio Rev. Code sections discussed in the individual subsections below. We indicate in each such
section that the Auditor of State will accept definitions from the entity’s legal counsel, and\or county
engineer, as appropriate, unless the definitions are palpably and manifestly arbitrary or incorrect. If the
entity’s legal counsel, and\or county engineer, as appropriate, did not define the indicated terms for the
entity, indicate the same in your draft report. Consult with CFAE and the AOS’s Legal department
concerning any issues involving a potential finding or citation as directed in the Audit Findings section of
the Implementation Guide.

A county engineer, when authorized by the county commissioners, may utilize county labor and materials
when undertaking the construction, reconstruction, improvement, maintenance, or repair of bridges and
culverts. Before undertaking force account activity, an estimate of the cost of the bridge/culvert work must
be compiled using the Auditor of State’s force account project assessment form. Effective June 30, 2023,
when the estimated cost of the work exceeds $233,000, the county commissioners must invite and receive
competitive bids from private contractors for completing the bridge/culvert work [Ohio Rev. Code §
5543.19 (B)].

On the first day of July of every year beginning in 2024, the threshold amounts established in this section
shall increase by an amount not to exceed the lesser of five percent, or the percentage amount of any increase
in the department of transportation's construction cost index as annualized and totaled for the prior calendar
year. The director of transportation shall notify each appropriate county engineer of the increased amount.
[Ohio Rev. Code § 5543.19 (C)] The July 1, 2021 to June 30, 2023 force account limit for locals are
$101,702 for Bridges/Culverts and $30,516 per mile. The July 1, 2023 to June 30, 2024 force account limit
for locals are $233,000 for Bridges/Culverts and $70,000 per mile. The July. 1, 2024 to June 30, 2025 force
account limit for locals are $244,650 for Bridges/Culverts and $73.500 per mile,

(https://www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-operations/force-

account ).

Note: The following clarifies how all entity types subject to force account limits should measure these
limits for fractions of miles (The amounts in the example are relevant to force accounts effective June
30, 2023. See above for current rates to use.):

“A county must bid a project involving construction or reconstruction of a road if it exceeds $70,000 per
mile. However, it is unclear whether the limit for a 1.5 mile project would be $105,000 ($70,000 for the
first mile, $35,000 for the partial second mile), or $140,000 ($70,000 for each mile — full or partial — of
the project). We determined that it was appropriate to consider the legislative intent separately for
projects under one mile and for projects exceeding one mile.

For projects exceeding one mile, we determined that the intent of these statutes was to apply the limits
proportionally for partial miles. In other words, for the example of the county cited above, the applicable
force account limit would be $105,000.

For projects less than a mile, the interpretation above would cause problems. In the example of a county
commencing a small road repair project of one-tenth of a mile, a proportional limit would require the
county to bid the project if it exceeded $7,000 (one tenth of the $70,000 per mile limit). We did not
believe that this was the result intended by the legislature, so for projects of less than a mile, the entire
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per mile limit (in the case of the county in our example, $70,000) will apply. In other words, any project
that is less than a mile (regardless of distance) is to be treated as if it were a mile and subjected to the
entity’s corresponding monetary limit.”

Note: The following applies to Ohio Department Of Transportation Projects AND county projects
performed in conjunction with the Ohio Department Of Transportation (AOS Bulletin 2015-003)

Force Account Limits (Ohio Rev. Code § 5517.02)

On July 1, 2013, the statutory limits for ODOT force account projects increased from $25,000 to $30,000
per mile of highway and from $50,000 to $60,000 for any traffic control signal or any other single project.
The changes also require the ODOT Director to increase these limits on the first day of July of every
odd-numbered year beginning in 2015 by an amount to not exceed the lesser of three per cent or the
percentage increase in ODOT’s construction cost index, as annualized and totaled for the two prior
calendar years. The July 1, 2021 to June 30, 2023 rates are $32,159 per mile of highway and $64,318 per
traffic signal or other single project. The July 1, 2023 to June 30, 2025 rates are $33,124 per mile of
highway and $66,248 per traffic signal or other single project. The Director shall publish the applicable
amounts on ODOT’s website
(https://www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-operations/force-
account).

Work Exempt from Competitive Bidding/Force Account Requirements (Ohio Rev. Code §
5517.021)
Certain work that may be undertaken by ODOT that does not require competitive bidding:

e Replace any single span bridge in its substantial entirety or widen any single span bridge,
including necessary modifications to accommodate widening the existing substructure and wing
walls. The deck area of the new or widened bridge may not exceed 700 square feet as measured
around the outside perimeter of the deck.

e Replace the bearing, beams, and deck of any bridge on that bridge’s existing foundation if the
deck area of the rehabilitated structure does not exceed 800 square feet.

o Construct or replace any single cell or multi-cell culvert whose total waterway opening does not
exceed 52 square feet.

e Pave or patch an asphalt surface if the operation does not exceed 120 tons of asphalt per lane-
mile of roadway length. The department may not perform a continuous resurfacing operation
under this section if the cost of work exceeds the amounts established in Ohio Rev. Code §
5517.02.

e Approach roadway work, extending not more than 150 feet as measured from the back side of
the bridge abutment wall or outside the edge of the culvert, as applicable. The length of the
approach guardrail shall be in accordance with ODOT’s design requirements and shall not be
included in the approach work size limitation.

These projects are not subject to the force account requirements of Ohio Rev. Code § 117.16, do not
require an estimate, and are exempt from audit for force account purposes except to determine
compliance with applicable size or tonnage restrictions.

Force Account Assessment Forms (Ohio Rev. Code § 117.16)

Ohio Rev. Code § 117.16 requires that, before undertaking a project by force account, a public entity
must estimate the cost of the project using a form approved by the Auditor of State. With projects
constructed by or in conjunction with ODOT, an estimate may be prepared using the Department’s
automated system (currently the Enterprlse Informatlon Management System (EIMS );—which-replaced
3 A , § 4) or other internal standardized
forms Such estimates are acceptable in lieu of the Audltor of State’s force account project assessment
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form provided all the necessary elements of an estimate, as required by Ohio Rev. Code § 117.16, are
included.

However, whether prepared using the AOS form, the electronic ODOT system, or another standard
ODOT form, an estimate is required to be completed and documentation supporting the estimate should
be retained for ALL projects, unless specifically exempted by Ohio Revised Code. If the total estimated
cost exceeds the statutory limits defined in Ohio Revised Code, the project must be competitively bid.

Ohio Attorney General Opinion 2008-007% briefly provides:

» Completing the Auditor of State’s force account project assessment form estimating the cost of the
work constitutes commencement of the project for purposes of determining which force account
limit is in effect and applicable to the project;

» A public office may acquire material and equipment pursuant to contract, and may subcontract part
of the work undertaken by force account, so long as the contracts for material and equipment and
the subcontracts are let in compliance with the appropriate competitive bidding requirements;

» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-level] citations and any
notifications sent to affected entities. Auditor of State staff should document on the Audit Executive
Summaries, force account citations in the GAGAS report or if you have recommended that the Auditor of
State send the entity [or the State Tax Commissioner] the communication required by these changes
notifying the entities of the decreased’” force account limits. Certified Public Accountants auditing force
accounts should follow the guidance in Ohio Rev. Code § 117.12.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: For ODOT projects, ODOT forms may be used in place of an Auditor of State form. You should
test whichever form is appropriate for your project.

1. Read the minutes, inquire of management, and scan expenditures to reasonably determine if any road
capital construction or maintenance activity took place during the audit period. Determine if such
projects were undertaken using force accounts.

2 For a county, the reduced limit shall be one-third of that county’s force account limits for construction or
reconstruction of a road and one-third of that county’s force account limits for construction, reconstruction,
maintenance or repair of a bridge or culvert. [Ohio Rev. Code § 117.16(C)(1)(a)] Refer to Ohio Rev. Code § 117.16
(C) & (D) if an entity violates force account restrictions for 2 or more times or related to a joint project.
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2. If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment or ODOT forms. Trace wage rates, etc. to entity
supporting documentation on a test basis.

3. Inspect the Auditor of State’s project assessment or ODOT forms prepared by the county engineer and
determine that work undertaken by force account for construction, reconstruction, widening, or
resurfacing of roads was documented to not exceed the amounts documented in the Summary of
Requirements above.

4. Inspect the county engineer’s project assessment or ODOT forms, and determine whether work
undertaken by force account to construct, reconstruct, improve, maintain, or repair bridges and culverts
was documented to not exceed the amounts in the Summary of Requirements above.

5. Obtain supporting documentation of the labor fringe benefits or overhead rates, or materials overhead
rates and review for reasonableness. (See clarified guidance in the requirements regarding the Safe
Harbor Rule.)

6. Compare the actual projects’ costs with the project assessment form estimates. Inquire of management
for reasons for any change orders or apparent excessive costs compared with the project estimates.
Evaluate for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations, such as successive estimations just under the bid amount.

7. Whether such projects have been undertaken or not, add language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of
the Auditor of State form; with the bidding limits; or with both.

8. Ifthe “force account” limits have been violated — that is, the county did the work by force account even
though it should have been bid — then the Auditor of State is required to notify the entity [and possibly
the State tax commissioner] of the penalty provisions. Auditors should indicate in this block of the OCS
if the Auditor of State is to notify the entity\State tax commissioner of any of the penalty provisions.
Auditor of State auditors should include this in the executive summary. IPAs should notify the Auditor
of State Center for Audit Excellence.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-3 Compliance Requirement: Ohio Rev. Code §§ 117.16(A); 5517.02, 5517.021 and 5575.01 — Force
accounts - Townships

Summary of Requirements:

AOS Force Account Project Assessment Form (See note below for Ohio Department of
Transportation Projects)

In the maintenance and repair of roads the board of township trustees may use force account labor
provided the board has first caused the county engineer to complete the Auditor of State’s prescribed force
account project assessment form. In the construction and reconstruction of roads the board of township
trustees may use force account labor if the board finds it to be in the best interest of the public provided the
board has first caused to be made by the county engineer an estimate of the cost of the work.

Note: Force account assessment forms are not required for road maintenance or repair projects, or road
construction or reconstruction projects of less than one-third of the applicable force account limit. [Ohio
Rev. Code § 5575.01(C)]

The Auditor of State’s prescribed form [required by Ohio Rev. Code § 117.16(A)] for this purpose can be
found on our website at the following link:
http://www.ohioauditor.gov/references/development/ElectronicForce AccountProjectAssessmentForm.xls

Clarified Guidance for Force Accounts Undertaken as part of a Federally-Funded Local Project
Agreement with ODOT:

Local governments that are performing Force Account work as part of a Federally-funded (in whole or in
part) project under an LPA agreement with ODOT can no longer use the safe harbor rates. This is due to
changes brought about by the Uniform Guidance Act and the Federal Highway Administration’s
termination of Ohio’s waiver program. While local governments that are party to an LPA agreement with
ODOT may not use safe harbor percentages for projects beginningin2046-erlater, ODOT does provide
alternative guidance for Force Accounts in their CMS Manual (ODOT Construction and Material
Specifications manual). Auditors testing Assistance Listing nos., 20.205, 20.219, or 23.003 as a major
program should be aware of this during their single audit compliance testing.

Clarified Guidance for Force Accounts Undertaken Strictly by the Local (i.e., NOT as part of a
Federally-Funded Local Project Agreement with ODOT):

Where local governments undertake a project by Force Account solely under their own local authority,
local governments are permitted to apply the safe harbor percentages in computing their estimated costs. If
the local government uses the safe harbor percentages, the auditor may accept them without further analysis.
Or, as an alternative, the local government may develop its own percentages for the add-ons for labor fringes
and overhead costs, and materials overhead costs; however, the local government must be able to provide
documentation to its auditor to justify the reasonableness of the self-computed percentage add-ons.

Joint Projects (See note below for Ohio Department of Transportation Projects)

Joint projects undertaken by 2 or more of the affected entities require that the higher force account limits
of the participating parties be applied [Ohio Rev. Code § 117.161]. Participating entities shall not aggregate
their respective limits, and the share of each entity shall not exceed its respective force account limit.
Calculating the proper project force account limits and the share thereof to each participating party should
be memorialized in the contracts or other agreements between the parties. One of the participating entities
shall complete the force account project form prior to proceeding by force account. An entity shall not
proceed with a joint force account project if any one of them is subject to reduced force account limits under
Ohio Rev. Code § 117.16(C) or (D).

Bid Specifications (See note below for Ohio Department of Transportation Projects)
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Various terms, such as road maintenance and repair, construction, and reconstruction are not defined
in the Ohio Rev. Code sections discussed in the individual subsections below. We indicate in each such
section that the Auditor of State will accept definitions from the entity’s legal counsel, and\or county
engineer, as appropriate, unless the definitions are palpably and manifestly arbitrary or incorrect. If the
entity’s legal counsel, and/or county engineer, as appropriate, did not define the indicated terms for the
entity, indicate the same in your draft report. Consult with the AOS’s Legal department concerning any
issues involving a potential finding or citation. 1PAs auditing force accounts should follow the guidance
in Ohio Rev. Code § 117.12.

Effective June 30, 2023, force accounts may not be used and bidding is required when the total estimated
cost of the project, including labor, for maintenance and repair of roads exceeds $105,000. [Ohio Rev.
Code § 5575.01(A)]

Effective June 30, 2023, bids from private contractors should be sought when the total estimated cost of the
project, including labor, for construction or reconstruction of roads exceeds $35,000 per mile. However,
force accounts may be used if the board finds it in the best interest of the public. In this case, private
contractor bids must have been received, considered, and rejected, and the force account work must be
performed in compliance with the plans and specifications upon which the bids were based.®® [Ohio Rev.
Code § 5575.01(B)]

On the first day of July of every year beginning in 2024, the threshold amounts established in divisions (A)
and (B) of this section shall increase by an amount not to exceed the lesser of five per cent, or the percentage
amount of any increase in the department of transportation's construction cost index as annualized and
totaled for the prior calendar year. The director of transportation shall notify each appropriate county
engineer of the increased amount. [Ohio Rev. Code § 5575.01(D)] The July 1, 2021 to June 30, 2023 force
account limit for locals are $45,774 bid limits and $15,258 per mile. The July 1, 2023 to June 30, 2024
force account limit for locals are $105,000 bid limits and $35,000 per mile. The July 1, 2024 to June 30,
2025 force account limit for locals are $110,250 bid limits and $36,750 per mile,
(https://www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-operations/force-

account ).

Note: The following clarifies how all entity types subject to force account limits should measure these
limits for fractions of miles (The amounts in the example are relevant to force accounts effective June
30, 2023. See above for current rates to use.):

“A township must bid a project involving construction or reconstruction of a road if it exceeds $35,000
per mile. However, it is unclear whether the limit for a 1.5 mile project would be $52,500 ($35,000 for
the first mile, $17,500 for the partial second mile), or $70,000 ($35,000 for each mile — full or partial —
of the project). We determined that it was appropriate to consider the legislative intent separately for
projects under one mile and for projects exceeding one mile.

For projects exceeding one mile, we determined that the intent of these statutes was to apply the limits

proportionally for partial miles. In other words, for the example cited above, the applicable force account
limit would be $52,500.

For projects less than a mile, the interpretation above would cause problems. In the example of a
township commencing a small road repair project of one-tenth of a mile, a proportional limit would
require the township to bid the project if it exceeded $3,500(one tenth of the $35,000 per mile limit). We
did not believe that this was the result intended by the legislature, so for projects of less than a mile, the
entire per mile limit (in the case of our example, $35,000) will apply. In other words, any project that is
less than a mile (regardless of distance) is to be treated as if it were a mile and subjected to the entity’s
corresponding monetary limit.”
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Note: The following applies to Ohio Department Of Transportation Projects AND township projects
performed in conjunction with the Ohio Department Of Transportation (AOS Bulletin 2015-003)

Force Account Limits (Ohio Rev. Code § 5517.02)

On July 1, 2013, the statutory limits for ODOT force account projects increased from $25,000 to $30,000
per mile of highway and from $50,000 to $60,000 for any traffic control signal or any other single project.
The changes also require the ODOT Director to increase these limits on the first day of July of every
odd-numbered year beginning in 2015 by an amount to not exceed the lesser of three per cent or the
percentage increase in ODOT’s construction cost index, as annualized and totaled for the two prior
calendar years. The July 1, 2021 to June 30, 2023 rates are $32,159 per mile of highway and $64,318
per traffic signal or other single project. The July 1, 2023 to June 30, 2025 rates are $33,124 per mile of
highway and $66,248 per traffic signal or other single project. The Director shall publish the applicable
amounts on ODOT’s website
(https://www.transportation.ohio.gov/wps/portal/gov/odot/programs/maintenance-operations/force-
account).

Work Exempt from Competitive Bidding/Force Account Requirements (Ohio Rev. Code §
5517.021)
Certain work that may be undertaken by ODOT that does not require competitive bidding:

e Replace any single span bridge in its substantial entirety or widen any single span bridge,
including necessary modifications to accommodate widening the existing substructure and wing
walls. The deck area of the new or widened bridge may not exceed 700 square feet as measured
around the outside perimeter of the deck.

e Replace the bearing, beams, and deck of any bridge on that bridge’s existing foundation if the
deck area of the rehabilitated structure does not exceed 800 square feet.

e Construct or replace any single cell or multi-cell culvert whose total waterway opening does not
exceed 52 square feet.

e Pave or patch an asphalt surface if the operation does not exceed 120 tons of asphalt per lane-
mile of roadway length. The department may not perform a continuous resurfacing operation
under this section if the cost of work exceeds the amounts established in Ohio Rev. Code §
5517.02.

e Approach roadway work, extending not more than 150 feet as measured from the back side of
the bridge abutment wall or outside the edge of the culvert, as applicable. The length of the
approach guardrail shall be in accordance with ODOT’s design requirements and shall not be
included in the approach work size limitation.

These projects are not subject to the force account requirements of Ohio Rev. Code § 117.16, do not
require an estimate, and are exempt from audit for force account purposes except to determine
compliance with applicable size or tonnage restrictions.

Force Account Assessment Forms (Ohio Rev. Code § 117.16)

Ohio Rev. Code § 117.16 requires that, before undertaking a project by force account, a public entity
must estimate the cost of the project using a form approved by the Auditor of State. With projects
constructed by or in conjunction with ODOT, an estimate may be prepared using the Department’s
automated system (currently the Enterprise Information Management System (EIMS), which replaced
the Transportation Management System (TMS), effective June 16, 2014) or other internal standardized
forms. Such estimates are acceptable in lieu of the Auditor of State’s force account project assessment
form provided all the necessary elements of an estimate, as required by Ohio Rev. Code § 117.16, are
included. However, whether prepared using the AOS form, the electronic ODOT system, or another
standard ODOT form, an estimate is required to be completed and documentation supporting the estimate
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should be retained for ALL projects, unless specifically exempted by Ohio Revised Code. If the total
estimated cost exceeds the statutory limits defined in Ohio Revised Code, the project must be
competitively bid.

Ohio Attorney General Opinion 2008-007% briefly provides:

» Completing the Auditor of State’s force account project assessment form estimating the cost of the
work constitutes commencement of the project for purposes of determining which force account
limit is in effect and applicable to the project;

» A public office may acquire material and equipment pursuant to contract, and may subcontract part
of the work undertaken by force account, so long as the contracts for material and equipment and
the subcontracts are let in compliance with the appropriate competitive bidding requirements;

» The estimate of the cost of road, bridge or culvert work must include the cost of materials and
equipment that would be acquired by contract, and the cost of work that would be performed
pursuant to a subcontract, if the project were undertaken by force account. If the total exceeds the
applicable force account limit, the whole project must be competitively bid;

» Failure to comply with competitive bidding requirements when contracting for materials or
equipment as part of a force account project, or when subcontracting work performed on a force
account project, constitutes a violation of the force account limits as well as the applicable
competitive bidding law.

Noncompliance

Note: These laws require the Auditor of State to track all published [GAGAS-level] citations and any
notifications sent to affected entities. Auditor of State staff should document on the Audit Executive
Summaries, force account citations in the GAGAS report or if you have recommended that the Auditor of
State send the entity [or the State Tax Commissioner] the communication required by these changes
notifying the entities of the decreased”® force account limits. IPAs auditing force accounts should follow
the guidance in Ohio Rev. Code § 117.12.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: For ODOT projects, ODOT forms may be used in place of an Auditor of State form. You should
test whichever form is appropriate for your project.

1. Read the minutes, inquire of management, and scan expenditures to reasonably determine if any road
capital construction or maintenance activity took place during the audit period. Determine if such
projects were undertaken using force accounts.

2. Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as less than one-third of the applicable force account limit for a road
maintenance or repair project or less than one-third of the applicable force account limit for a road

3 For a township, the reduced limit shall be one-third of that township’s force account limits for maintenance and
repair of a road or one-third of that township’s force account limits for construction and reconstruction of a township
road. [Ohio Rev. Code § 117.16(C)(1)(b)] Refer to Ohio Rev. Code § 117.16 (C) & (D) if an entity violates force
account restrictions for 2 or more times or related to a joint project.
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construction or reconstruction project. If so, no Auditor of State force account project assessment
form would have been required to have been completed.

Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as the amount noted in the Summary of Requirements above or less for
maintenance and repair of roads.

Inspect the estimates prepared by the county engineer and determine that work undertaken by force
account was documented as the amount per mile or less noted in the Summary of Requirements above
for construction or reconstruction of roads.

If the bids from private contractors were taken for construction or reconstruction of roads but the
board used the force account anyway, determine that the board documented that the private contractor
bids were received, considered, and rejected, and the board’s rationale for why using the force account
approach was in the best interest of the public. Compare the force account’s documented project
specifications with the plans and specifications upon which the private contractor bids were based.

If such projects were undertaken, inspect a representative number of the entity’s completed Auditor of
State Uniform Force Account Project Assessment or ODOT forms. Trace wage rates, etc. to entity
supporting documentation on a test basis.

Obtain supporting documentation of the labor fringe benefits or overhead rates, or materials overhead
rates and review for reasonableness. (See clarified guidance in the requirements regarding the Safe
Harbor Rule.)

Compare the actual projects’ costs with the project assessment form estimates. Inquire of management
for reasons for any change orders or apparent excessive costs compared with the project estimates.
Evaluate for reasonableness of the estimates. Be alert for indications of “bid-splitting” or deliberate
attempts to evade bid limitations, such as successive estimations just under the bid amount.

Whether such projects have been undertaken or not, add language to the audit management
representation letter affirming or disaffirming the existence of projects subject to the applicable force
account provisions.

Note: with “force account” provisions, it is possible to have non-compliance with the preparation of
the Auditor of State or ODOT form; with the bidding limits; or with both.

If the “force account” limits have been violated — that is, the township did the work by force account
even though it should have been bid — then the Auditor of State is required to notify the entity [and
possibly the State tax commissioner] of the penalty provisions. Auditors should indicate in this block
of the OCS if the Auditor of State is to notify the entity\State tax commissioner of any of the penalty
provisions. Auditor of State auditors should include this in the executive summary. [PAs should notify
the Auditor of State Center for Audit Excellence.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-4 Compliance Requirement: Ohio Rev. Code §§ 117.111(A), 304.01, 304.02, 955.013, 1306. 01,
1306.02(A), 1306.04(B), and 1306.11 - Security controls over counties’ electronic (i.e. internet)
transactions.

Summary of Requirement: The AOS must inquire into the method, accuracy and effectiveness of any
procedure a county office adopts under Ohio Rev. Code § 304.02 to secure electronic signatures or records
relating to county business that is conducted electronically under Chapter 1306 of the Ohio Revised Code.™

Other statutes relevant to this requirement:

Per Ohio Rev. Code § 304.01:
(B) "County office" means any officer, department, board, commission, agency, court, or other
instrumentality of a county.

(D) Electronic record” means a record created, generated, sent, communicated, received, or stored by
electronic means.

(E) "Electronic signature" means an electronic sound, symbol, or process attached to or logically associated
with a record and executed or adopted by a person with the intent to sign the record.

» Note: The signature can be by a county employee or a citizen transacting business with a county
office.

Ohio Rev. Code § 304.02: Prior to a county office using electronic records and electronic signatures, under
Chapter 1306 of the Ohio Revised Code and except as otherwise provided in § 955.013 of the Ohio Revised
Code, a county office shall adopt, in writing, a security procedure to verify that an electronic signature,
record, or performance is that of a specific person or for detecting changes or errors in the information in
an electronic record. A security procedure includes, but is not limited to, a procedure requiring algorithms
or other codes, identifying words or numbers, encryption, or callback or other acknowledgment procedures.

Ohio Rev. Code § 955.013 permits paying dog and kennel registration fees by financial transaction devices
(e.g. credit cards), including via the internet.

Ohio Rev. Code § 1306.02(A) provides that Chapter 1306 of the Ohio Revised Code, the Uniform
Electronic Transactions Act, generally applies to electronic records and electronic signatures relating to a
transaction.

Ohio Rev. Code § 1306.04(B) provides that Sections 1306.01 to 1306.23 of the Ohio Revised Code apply
only to transactions between parties each of which has agreed to conduct transactions by electronic means.

Ohio Rev. Code § 1306.01:

(G) "Electronic record" means a record created, generated, sent, communicated, received, or stored by
electronic means. A record or contract that is secured through blockchain technology is considered to be in
an electronic form and to be an electronic record.

(H) "Electronic signature" means an electronic sound, symbol, or process attached to or logically associated
with a record and executed or adopted by a person with the intent to sign the record. A signature that is
secured through blockchain technology is considered to be in an electronic form and to be an electronic
signature.

4 Note: Since the legislature has mandated this step, we should deem it to be qualitatively material.
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(P) Defines “transaction” as an action or set of actions occurring between two or more persons relating to
the conduct of business, commercial, or governmental affairs.

Ohio Rev. Code § 1306.11(A): An electronic record of information generally satisfies record retention
laws.

AOS Note: While not a statutory mandate, auditors should consider whether testing this requirement
at a service organization is necessary based upon the assessed audit risks and materiality of the service
organization(s)’s activities. If deemed necessary to test, update planning and include the steps in your
service organization procedures within the audit project. Results of testing these procedures at a service
organization would not result in noncompliance.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Determine the electronic records and electronic signatures relating to a county office’s electronic (i.e.
internet) transactions. These include:

a. Cash receipts where a county office accepts credit/debit cards electronically (i.e., via the internet).
b. Other types of internet transactions.

2. Obtain and read the writfen security procedure the county office (or its internet transaction service
organization’®) adopted to safeguard each type of electronic (i.e. internet) transaction. Note: Because
the service organization processes most elements of these transactions, it is sufficient if the service
organization adopts security procedures. If the service organization requires the county office to adopt
“user control” security procedures, we should consider whether the county office has implemented
these controls. (Often the service organization’s contract or response to a county office’s RFP will
describe the security procedures.)

a. Retain a copy or summary of the procedure in the permanent file.
b. Update systems’ documentation as needed.”’

Assess the effectiveness of the design of controls and determine that they have been “implemented.”
(AOS staff can refer to AOSAM 30500.65-.71)

75 As noted on the previous page, Ohio Rev. Code § 955.013 separately addresses electronic / internet sales of dog
licenses. Direct deposits do not fall under Ohio Rev. Code § 117.111 or Ohio Rev. Code § 304.02.

76 Companies providing internet transaction services may be service organizations. We should consider service
organization implications per AU-C 402 depending upon the materiality of the transactions.

77 AOS staff should update the RCEC where needed to incorporate electronic (i.e. internet) transactions, including
controls and procedures designed to safeguard electronic transactions. Also, consider the appropriate degree of Data
& Information Technology Audit (DITA) involvement. AOS audit staff must consult with DITA when a government
has a complex IT environment (AOSAM 30500.51-.55). Also consider that the nature of electronic transactions and
signatures subject to this law may require DITA assistance.
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3. Determine whether results from the steps above regarding the design and implementation of controls
related to securing electronic signatures and electronic records relating to internet transactions result in
any management comments, significant deficiencies or material weaknesses. We must also report as a
noncompliance finding. Since the statute explicitly refers to a security procedure adopted in writing,
we should report the absence of a security procedure adopted in writing.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant deficiencies/material
weaknesses, and management letter comments):
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2B-5 Compliance Requirement: Ohio Admin. Code 3745-27-15 through 18 - Landfill Financial
Assurance Responsibility and Certifications. Ohio Admin. Code 3745-503-05 and 3745-503-20 — Solid
Waste Transfer Facility Financial Assurance Responsibility and Certifications.

The following is only a summary. When auditing a government managing a landfill or solid waste
transfer facility, auditors should obtain and read copies of the applicable Ohio Administrative Code
rules.

Governments owning or managing landfills or solid waste transfer facilities must annually certify financial
information related to their ability to finance closure and post-closure care liabilities to the Ohio EPA.
These reports are due within 180 days of fiscal year end.

An index to the relevant Ohio Administrative Code requirements for landfills follows:

» §3745-27-15: Solid waste facility erserap-tire-transperter final closure requirements (Section (L)
describes the local government test)

» §3745-27-16: Solid waste facility final post-closure care requirements (Section (L) describes the
local government test)

» §3745-27-17: Wording of financial assurance instruments (Section (H) describes the wording for
the letter governments assured under the local government test must submit to Ohio EPA).

» §3745-27-18: Only applies when OEPA director mandates corrective action for a landfill, such as
to remediate landfill groundwater contamination described in § 3745-27-10. (Section (M) describes
the local government requirements, if applicable.)

An index to the relevant Ohio Administrative Code requirements for solid waste transfer facilities follows:

» § 3745-503-05: Solid waste transfer facility final closure requirements (Section (L) describes the
local government test)

» § 3745-503-20: Wording of financial assurance instruments (Section (H) describes the wording
for the letter governments assured under the local government test must submit to OEPA).

I. The Federal EPA adopted a regulation (40 C.F.R. § 258.74(f)) allowing governmental solid waste
landfills (GSWLFs) and governmental solid waste transfer facilities (GSWTFs) to potentially avoid the
expenses of third-party financial instruments (such as letters of credit, insurance or establishing trust
funds’®) to assure current final closure, post-closure care and/or corrective measures cost estimates and
any other environmental obligations to the extent they meet certain financial tests. The Federal EPA
placed the responsibility for monitoring compliance with this rule on the states. In response, the Ohio
EPA adopted regulations that parallel the Federal regulation in most aspects. The Ohio EPA’s
requirements are in II, III and I'V below.

Note: The underlined revisions below are not changes to the Ohio Admin. Code. Instead they are
intended to clarify how the requirements apply (or don’t apply).

78 In this Ohio Admin. Code section, a trust fund may differ from the GASB definition. If the government elects to
assure liabilities with a trust fund, see the definition in Ohio Admin. Code 3745-27-15(F), which among other
requirements, states: ‘“The trustee shall be an entity that has the authority to act as a trustee and whose trust operations
are regulated and examined by a federal or state agency.”
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II. Ohio Admin. Code 3745-27-15(L)(3)(a)(iv) & 3745-27-15(L)(3)(b)(ii) (closure) and 3745-27-
16(L)(3)(a)(iv) & 3745-27-16(L)(3)(b)(ii) (post-closure care) state that:

A Government need not obtain third-party instruments for the following liabilities up to 43% of the
local government’s total revenue,”® provided that it meets the tests described in III & IV below.

1. Landfill closure and post-closure care liabilities

2. GSWTF closure liabilities

In other words, a landfill or GSWTF must obtain a third-party instrument (e.g., insurance, trust fund,
or bond) for all current final closure, post-closure care and/or corrective measure cost estimates and
any other environmental obligations, exceeding 43% of total revenue.

III. Ohio Admin. Code 3745-27-15(L)(2) (for closure costs) and 3745-27-16(L)(2) (for post-closure care
costs) include the following identical four requirements. Governmental landfills and GSWTF must:

a. Prepare GAAP financial statements
1. The opinion must be unqualified, per 40 C.F.R. § 258.74(f)(1)(iii)(D)

b. The government must not have operated at a deficit > or = 5% of total revenue in either of the
previous two years. (This requirement appears to apply to the government overall, not just to the
landfill or GSWTF fund. See definitions of revenue and deficit in the footnote below.)

c. There must not have been a default in outstanding GO bonds. (This applies to any GO bonds, not
just those that might relate to a landfill or GSWTF fund.)

d. No outstanding GO bonds can be less than investment grade (BBB for Standard and Poor’s or Baa
for Moody’s).

1. (Note that 3745-27-15(L)(3)(b)(i) (closure) and 3756-27-16(L)(3)(b)(i) (post-closure
care) repeat this prohibition of having GO bonds of less than investment grade. See
discussion in IV below.)

IV. Finally, the law also requires complying with one of the two following alternatives.

First Alternative -- 3745-27-15(L.)(3)(a) (for_the closure liability) and 3745-27-16(L)(3)(a) (for the
post-closure care liability):
Note: The first alternative is required only if the government does not have outstanding investment grade
GO bonds. This can occur two ways:
e The government has no outstanding GO bonds, or
e The government has outstanding GO bonds, but they are rated lower than BBB by Standard
and Poor’s or Baa for Moody’s.

The first alternative also requires a landfill or GSWTF to have:
i.  (Cash + marketable securities) / total expenditures > 5%, AND
ii.  Debt service / total expenditures < 20%, AND
iii.  Ratio of long term debt issued & outstanding / capital expenditures must be <2.0.
iv.  Requirement iv. is the same as III above. (That is, it restates the “43%” requirement.)

Second Alternative 3745-27-15(1)(3)(b) (for the closure liability) and 3745-27-16(1L)(3)(b) (for the
post-closure care liability)

The second alternative lists two requirements, which are the same as requirements Il and I11(d) above:

7 Terms defined in the State Support Document for the Local Government Financial Test are printed in boldface type

the first time they appear. A-eopy-ofthis-document-was-sentto-eachregion:
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(1) the government has GO bonds outstanding at year end, and their ratings cannot be less than
BBB (Standard and Poors) or Baa (Moody’s).
(ii) the closure + post-closure care liability must be less than 43% of total revenue.

But if a government has met II and III(d), it has already met this second alternative, and therefore needn’t
consider the first alternative.

V. Reporting requirements:

a.

The GAAP statements must comply with GASB Statement No. 18 disclosures (this requirement
does not appear in the Ohio Administrative Code, but is included in the Federal regulation 40
C.F.R. §258.74(H)(1)(ii)).

The following applies for liability amounts exceeding 43% of revenue: Ohio Admin. Code 3745-
27-15(C)(1)(a) requires the closure financial assurance instrument for a sanitary landfill facility,
solid waste transfer facility, or solid waste incinerator to contain an itemized written estimate, in
current dollars, of the cost of closure. The closure cost estimate shall be based on the closure costs
at the point in the operating life of the facility when the extent and manner of its operation would
make the closure the most expensive, and shall be based on a third party conducting the closure
activities.

Ohio Admin. Code 3745-503-05(L) allows a local government solid waste transfer facility to use
the local government test described in (L) below in lieu of executing a financial assurance
instrument meeting the requirements set forth in section (E) of that regulation. Ohio Admin. Code
3475-503-05(L) requires the government:

i. Per (L)(1), by resolution, create a local governmental financial test fund to
accumulate an amount equal to or greater than the closure liability. Therefore, this
requires full funding. The fund cannot have negative net position under GAAP. (In
other words, any deficits require the government to obtain a financial assurance
instrument such as letter of credit, etc.) You should read Section (L) for more detail
on this requirement.

ii. Per (L)(2) and (3), satisfy II, III and one of the alternatives in IV, described above.

The CFO must prepare a letter listing current final closure, post-closure care and/or corrective
measures cost estimates and any other environmental obligations, and certify whether the
government meets I1l.a.-d. (above), and also certify that the government is assuring a liability <
43% of annual operating revenues.

Audited financial statements must be kept as part of the “facility’s operating record.”

Accountants must also issue an agreed-upon procedures report. The procedures must note whether
amounts used for the ratios in III above in the CFO’s letter agree to the audited GAAP statements.

VI. Definitions:

To assure that the CFO’s letter is appropriate, it is critical that the financial information be consistent
with the definitions in the State Support Document for the Local Government Financial Test (the
Document). For example, the Document explains that “total expenditures” should not include capital

project, internal service or fiduciary fund expenditures/expenses. A-—eopy-of-the Docnmenthasbeen
sent-to-each-regional-office:
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The Federal EPA informed us they do not intend to update the Document for GASB Statement No. 34.
Therefore, we believe the amounts for the accounts described above appearing in the CFO’s letter (cash
and marketable securities, revenues, etc.) should be derived from the governmental and proprietary
fund financial statements, not from the entity-wide financial statements.

Other

a. The Federal regulation gives state directors the option of allowing governments to discount the
liability. However, Ohio does not permit discounting. Also, paragraph 42 of GASB Statement
No. 18 prohibits discounting.

b. Both the Federal and State regulations refer to governmental financial statements as Annual
Comprehensive Financial Reports. However, while the Federal and State rules require GAAP
reporting, there appears to be no explicit requirement to prepare an Annual Comprehensive
Financial Report. In the Auditor of State’s opinion, basic financial statements complying with
GAAP, including GASB Statement No. 18 and including segment information (if applicable) are
sufficient.

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: These procedures relate to the local government test. If a government uses other assurance
methods, auditors must read the applicable Ohio Admin. Code 3745-27, 3745-503 or 3745-580
requirements and design appropriate tests and reports. (The Suggested Audit Procedures in this
section need tested if applicable to the entity. The Agreed Upon Procedure does not satisfy all of the
compliance requirements tested in this section.)

For AOS staff: If the reporting differs from the example AUP available to AOS staff on the Intranet,
you must submit your draft report to the Center for Audit Excellence for review.

For landfills, determine whether the estimate of closure, post-closure care and corrective measures
liabilities have been updated through the most recent balance sheet date. For SWTFs, determine
whether estimate of closure liabilities has been updated through the most recent balance sheet date.
These estimates should include an increase for the annual inflation factor, calculated by dividing the

annual implicit price deflator published in February and dividing it by the deflator for the previous year
see_Ohio_Admin. Code 3745-27-15(D)(3), 3745-27-16(D)(2), 3745-27-18(E)2) and 3745-555-

610(Q). Such estimates may require corroboration by an environmental specialist. (The auditor may
need to consider AU-C 620, Using the Work of a Specialist.)

Compare the format of the CFO’s letter to the EPA with the example included in Ohio Admin. Code
3745-27-17(H) for GSWLF or Ohio Admin. Code 3745-503-20(H) for GSWTF.

Prepare the agreed-upon procedures report and cross reference the information in the letter to
supporting work paper. (Those work papers would support that the closure / post-closure care liabilities
were < 43% of revenue, that bonds were investment grade, etc.). An example report is available to
AOS staff on the Intranet under Documents/Audit Resources/Reporting and Practice Aids/
AUPS/Report Shells.

If the government cannot meet the government test or has closure / post-closure care liabilities
exceeding 43% of annual revenue, inquire which method the government has selected to assure these
amounts. If the government has (1) established a final closure and/or post-closure care trust fund; (2)
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secured a surety bond guaranteeing payment; (3) secured a surety bond guaranteeing performance; (4)
3) obtained an irrevocable letter of credit or; (5)4) obtained commercial insurance to finance these
liabilities, then inspect documentation that the required funds, bonds, letter of credit, or insurance have
been obtained, and are in force.

5. The local government requirements in Ohio Admin. Code 3745-27-15, 16, 18, Ohio Admin. Code
3745-503-05 mandate GAAP financial statements.

o Read the draft financial statements to determine if they meet the GAAP display and disclosure
requirements for these assets/guarantees/commitments, etc. in GASB Statement No. 18, 17 (Cod.
L10.115).

6. For GSWTF, per Ohio Admin. Code 3745-503-05(L), determine whether the Local Government
Financial Test Fund (LGFT) has accumulated resources at least equal to the current estimate of the cost
of closure. Also refer to the formulas in Section (L) for guidance:

(1) The local government shall, by resolution, establish a restricted LGFT fund specifically for
funding the estimated cost of closure of the solid waste facility. The LGFT fund shall be
established to accumulate an amount at least equal to the current estimate of the cost of closure.
The LGFT fund shall be maintained throughout the operating life of the solid waste facility.

(2) For a new facility, the first payment into the LGFT fund shall be calculated using the average
daily waste receipt and the approved volume of the solid waste facility provided in the permit
to install, registration, or license, as applicable.

(3) For existing facilities, annual payments to the LGFT fund shall be calculated based on the
amount of waste that was accepted for disposal at the facility as listed on the annual report for
the previous operating year, unless an alternative calculation or amount is authorized by Ohio
EPA.

(4) Note that landfill financial assurance for closure and post-closure care must be funded in full
in accordance with GASB Statement No. 18 (Cod. L10), upon approval of the permit to install.

The GSWLEF in Ohio Admin. Codes 3745-27-15(L) and 3745-27-16(L) do not specify the
establishment of a restricted fund and do not allow for a pay-in period.

(5) Resources can be from charges for services, legal transfers from another fund or other
allowable sources.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-6 Compliance Requirement: Ohio Rev. Code §§ 135.14(B)(7), 135.142, 135.22, 135.35, 319.04,
321.46, 507.12, 733.27, and 733.81 - Education Requirements

Summary of Requirements:

Subdivision Treasurers® (Ohio Rev. Code § 135.22)

Subdivision treasurers must complete annual continuing education programs provided by the Treasurer of
State (TOS). The TOS issues certificates indicating that the treasurer has successfully completed the
continuing education program.

The continuing education requirement does not apply to a subdivision treasurer who annually provides a
notice of exemption to the Auditor of State, certified by the Treasurer of State (and confirmable through
the TOS searchable database weblink below) that the treasurer is not subject to the continuing education
requirements because the treasurer invests or deposits public funds in the following investments only (Ohio
Rev. Code § 135.22):

(1) Interim deposits pursuant to Ohio Rev. Code §§ 135.14(B)(3) or 135.145 (IntraFi Network Deposits

(formerly CDARS), Government Insured Deposit Program (GIDP), and similar programs);
(2) STAR Ohio*? pursuant to Ohio Rev. Code § 135.14(B)(6);
(3) No-load money market mutual funds pursuant to Ohio Rev. Code § 135.14(B)(5)

Specific requirements apply to the officials listed below:

County Treasurers (Ohio Rev. Code § 321.46)
Newly-elected county treasurers must complete education programs (26 hours) approved by the Auditor of
State (13 hours) and the Treasurer of State (13 hours) between December 1 and the first Monday in
September following that person’s election [Ohio Rev. Code § 321.46(A)]. For instance, a treasurer elected
in November 2020, taking office in 2021, would be required to receive the initial 26 hours of training
between December 1, 2020 and September 2021.

County treasurers who are appointed or specially elected to fill a county treasurer vacancy shall complete
initial education requirements within four months after taking the oath of office. [Ohio Admin. Code 113-
5-05]. If the specially elected or appointed county treasurer cannot reasonably complete their initial training
requirements, the auditor of state and treasurer of state may enter into a written agreement with the county
treasurer to extend the timeline. [Ohio Admin. Code 113-5-05].

After completing one year in office, a county treasurer must take not fewer than 24 hours of continuing
education approved by the Auditor of State (12 hours) and the Treasurer of State (12 hours) in each biennial
cycle commencing January 1 of an odd-numbered year and ending on December 31 in the following even-
numbered year. [Ohio Rev. Code § 321.46; Ohio Admin. Code 113-5-03; Ohio Admin. Code 113-5-04].

80 Ohio Rev. Code § 135.22 training applies only to treasurers of “subdivisions” as that term is defined in Ohio Reyv.
Code § 135.01(L). Municipal corporations that have adopted a charter under Art. XVIII of the Ohio Constitution and
that have adopted charter provisions or ordinances that set forth “special provisions” regarding the deposit or
investment of the chartered municipal corporation’s public money are not “subdivisions” under Ohio Rev. Code §
135.01(L). A treasurer of an agricultural society does not need to comply with the continuing education requirements
of Ohio Rev. Code § 135.22. The following treasurers must complete training required by Ohio Rev. Code § 135.22:
“in the case of any subdivision, the treasurer, or officer exercising the functions of a treasurer, of such subdivision. In
the case of a board of trustees of the sinking fund of a municipal corporation, the board of commissioners of the
sinking fund of a school district, or a board of directors or trustees of any union or joint institution or enterprise of two
or more subdivisions not having a treasurer, such term means such board of trustees of the sinking fund, board of
commissioners of the sinking fund, or board of directors or trustees.” Ohio Rev. Code § 135.01(M); Ohio Rev. Code
§ 135.22(A).
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For example, a newly-elected treasurer taking office in 2021, would complete one year in office in
September 2022 and the biennial cycle for continuing education would start January 1, 2023 and end
December 31, 2024. Auditors should wait until the expiration of the applicable biennial time period to
determine whether existing treasurers (as opposed to those newly-elected) have completed the continuing
education requirements.

To determine the biennial cycle for the county treasurers during the audit period.

1. When was the treasurer sworn in?

2. What is one-year (12 months) after the date noted in step 1?

3. What is the next odd numbered year following the date from step 2?
The biennial cycle starts January 1 of the odd numbered year from step 3 and ends on December 31 of the
following even numbered year.

County treasurers may carry forward up to six hours received from the Auditor of State plus up to six hours
received from the Treasurer of State in excess of 24 from the current to the next biennial cycle. [Ohio Rev.
Code § 321.46(B)(3)(b)]

A treasurer who fails to complete the initial education programs before taking office cannot invest.
Investment authority transfers immediately to the county investment advisory committee until full
compliance with the initial education programs is determined by the Treasurer of State. [Ohio Rev. Code §
321.46(E)]

A treasurer who fails to complete the initial or continuing education programs required by Ohio Rev. Code
§ 321.46 is restricted to investing in the Ohio subdivision fund pursuant to Ohio Rev. Code § 135.35(A)(6),
no-load money market mutual funds pursuant to § 135.35(A)(5), or in certificates of deposit pursuant to
Ohio Rev. Code § 135.35(A)(3), or savings or deposit accounts pursuant to Ohio Rev. Code § 135.35(A)(3).
[Ohio Rev. Code § 321.46(F)]. A county treasurer who has failed to complete the continuing education
programs and invests in other than these investments is subject to possible suspension of the treasurer’s
authority to invest county funds and to manage the county portfolio.

County Auditors (Ohio Rev. Code § 319.04)

An elected county auditor needs to complete at least 16 hours of continuing education courses during the
first year of each full term, and to complete at least eight more hours by the end of that term. The county
auditor needs at least two hours of ethics and substance abuse training in the total 24 hours of required
courses. The County Auditors Association of Ohio (the Association) must approve each course. Ifa county
auditor teaches an approved course, the county auditor shall receive credit for it. The Association shall
keep track of the hours completed by each county auditor and, upon request will issue a statement of the
number of hours of continuing education the county auditor has successfully completed. The Association
shall send this information to the Auditor of State’s office and to the Tax Commissioner each year. The
Auditor of State shall issue a certificate of completion to each county auditor who completes the continuing
education courses required by this section. If a county auditor does not adhere to the requirements stated
above, the Auditor of State shall issue a “notice of failure” to that county auditor. This notice is for
informational purposes only and does not affect any individual’s ability to hold the office of county auditor.
Also, each board of county commissioners shall approve reasonable amounts required by the county auditor
to cover the costs incurred when meeting the above requirements.

Village Fiscal Officers (Ohio Rev. Code § 733.27)

In addition to the requirements in the following section, a village clerk, clerk-treasurer, or fiscal officer
must attend training for new village clerks, clerk-treasurers, or fiscal officers and annual continuing
education programs provided by the Auditor of State pursuant to Ohio Rev. Code § 117.44 (Ohio Rev.
Code § 733.27). The Auditor of State interprets this section as requiring a newly-elected clerk or clerk-
treasurer or an appointed fiscal officer to attend the new fiscal officer’s training offered by the Auditor of
State between December 1 and the following February 15, and any other annual training offered by the
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Auditor of State. Continuing fiscal officers must attend the annual update sessions only.

Municipal and Township Fiscal Officers - Fiscal Integrity Act

“Fiscal officer” includes city auditor, city treasurer, village fiscal officer, village clerk-treasurer, village
clerk, and for chartered municipalities, any officer with duties and functions similar to those of the city or
village officers previously stated (Ohio Rev. Code § 733.81 (A)) and a township clerk/fiscal officer (Ohio
Rev. Code § 507.12).

A newly elected or appointed fiscal officer shall complete at least six hours of initial education programs
before commencing, or during the first year of office. An additional eighteen hours of continuing education
must be completed within the fiscal officer’s first term. Twelve hours of training shall be completed for
each subsequent term.®' (Ohio Rev. Code §§ 507.12(B)-(C) and 733.81(C)-(D)) Consider the following
training guidelines:
e Training obtained under Ohio Rev. Code §§ 117.44, 109.43 or 135.22 can be applied to the required
hours.
e For fiscal officers who are appointed to fill a vacancy, these requirements shall be required
proportionate to the time remaining in the vacated office. Refer to Ohio Admin. Code § 117-14-
01 to determine the appropriate hour rates based on the appointment date and type of fiscal officer.
e Two hours of ethics instruction shall be included in the continuing education requirements for each
term.
o CPAs serving as a fiscal officer may apply hours of continuing education completed under Ohio
Rev. Code § 4701.11.
e Fiscal officers who teach approved continuing education course(s) may apply that credit in the
same manner as if they had attended the course.

In_addition, Ohio Rev. Code § 507.12(D)(2)._states, “(2). A _township fiscal officer may apply to_the
continuing education hours required by division (C) of this section any hours of continuing education

completed under section 135.22 of the Ohio Revised Code after being elected or appointed as a townshi

The Auditor of State is responsible for conducting education programs and continuing education courses
for fiscal officers. Training may also be conducted by the Ohio township association or Ohio municipal
league if approved by the Auditor of State (Ohio Rev. Code §§ 507.12(A) and 733.81(B)). The Auditor of
State shall also verify completion of initial education programs and continuing education courses.
Certificates of completion shall be issued by the Auditor of State. A “failure to complete” notice will be
issued by the Auditor of State for those fiscal officers who fail to complete the requirements. The notice is
issued at two deadlines: 1) if newly-elected fiscal officers do not complete 6 hours of training during their
first year of office, and 2) if any fiscal officer does not complete their required total hours by the end of
their term. This does not affect the individual’s ability to hold office and is for informational purposes only
(Ohio Rev. Code §§ 507.12(E) and 733.81(F)).

81 Per Ohio Admin. Code 117-14-01(C) — For the purposes of this section, a nonelected municipal fiscal officer, who
has been hired to fill such a position, shall have a term equivalent to that of an elected township fiscal officer, whose
term is governed by section 507.01 of the Ohio Revised Code. Thus, a nonelected municipal fiscal officer's term shall
be four years, and such term shall begin on the first day of April in 2016. All subsequent such terms shall begin on the
first day of April quadrennially thereafter.

98



2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests
Section 2B-6

Auditor of State

AOS developed an on-line training database. The database includes a list of approved training, which is
maintained by our training department. Fiscal Officers must register and create a personal username and
password for the Auditor of State’s Fiscal Integrity site for reporting purposes. Training is then reported
by choosing the training courses and dates attended. Fiscal officers are required to self-report their hours,
otherwise they will not receive credit for the training. Fiscal Officers can access and print their certificates
via the Fiscal Integrity Act portal available at http://www.ohioauditor.gov/fiscalintegrity/default.html. The
following linked guidance shows how to enter training support into the portal for a new election cycle
period without overwriting the prior reporting period: Adding a New Term.pdf (ohioauditor.gov).

Fiscal officers who have obtained a license, CPA or CPIM (Center for Public Investment Management),
are not required to report their hours as the training requirements for these certifications are more stringent
than the Fiscal Integrity Act. The only exception are those fiscal officers with the CPIM certification, they
will have to report ethics and certified public records training. License numbers are reported in the database
and verified by the Auditor of State training staff twice annually.

All Local Governments
No investment shall be made in commercial paper or bankers acceptances unless the following have
completed additional training® for making those investments. The type and amount of additional training
shall be approved by the Treasurer of State:

» School treasurer [Ohio Rev. Code § 135.142(B)]

> County investing treasurer®® [Ohio Rev. Code § 135.35(A)(8)]

» For other local governments: Treasurer or governing board [Ohio Rev. Code § 135.14(B)(7)]
Refer to Ohio Compliance Supplement section 2A-16_for additional information regarding commercial

aper and bankers acceptances.

TOS CPIM Confirmation and FAQ’s

Auditors should contact the Treasurer of State’s office at CPIM@tos.ohio.gov website-inclades-an-online
sea%ehabl%@%[—repe&da%ab&se“ef Wtreasurers receiving TOS-approved certifications and
exemptions. i i : —Auditors can also review
TOS policies and FAQs related to TOS CPIM requlrements at https://www.tos.ohio.gov/center-for-public-
investment-management/ this-tink. However, the TOS website does not include CPIM for AOS-approved
courses for county treasurers. Auditors should refer to the Continuing Education Hours Report under
County Treasurer’s box on the AOS website at https://ohioauditor.gov/trainings/treasurers.html to obtain
a listing of AOS-approved CPIM received by county treasurers. CPIM training requirements are by
calendar year.

Auditors can also refer to AOS/TOS Frequently Asked Questions (FAQ’s) regarding training requirements
for county and local subdivision treasurers on our website listed as Training Requirements for County
Treasurers  or  as Training  Requirements  for  Treasurers  of  Subdivisions  at:
https://ohioauditor.gov/trainings/docs/2021/CPIM_FAQs.pdf.

82 While not specified in statute, the TOS has indicated that this training need only be completed once. It is not intended
to be an annual requirement.

8 Ohio Rev. Code § 135.35(A)(8) applies to the investing authority. However, the treasurer is the investing authority,
except in the rare circumstance county commissioners determine a treasurer is not complying with county policies,
per Ohio Rev. Code § 135.34.
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Timing of Training

New public officials should be able to receive technical training prior to actually taking office. Additionally,
payment for training attendance under these circumstances, even prior to taking office, is a proper public
expenditure and should not be questioned in an audit. (See also
http://ohioauditor.gov/ocs/2019/191205%200TA %20L etter.pdf)

Suggested Audit Procedures - Compliance (Substantive) Tests:

Note: Testing requirements related to commercial paper and bankers acceptances should be completed in
OCS 2A-16 when applicable.

nties (Audii d Treasurer,
1. Obtain certlﬁcates of completion for the last biennial period®*. (Note: For efficiencies, auditors may

be able to obtain these certifications usingthe-weblink-abovefor from the Treasurer of State (email
CPIM@tos.0hio.goy) and the Auditor of State).

a. For County Auditors, Review the County Auditor Association’s statement documenting attendance
or confirm by reviewing the County Auditor Continuing Education Status Report located at:
https://ohioauditor.gov/references/confirmations/hours.html.

b. Determine if the Auditor obtained sufficient CPE.

All other Subdivisions as outlined in Qhio Rey. Code § 135.01(L)*’

2. Obtain annual certificates of completion to determine that the Fiscal Officer earned at least six (6.0)
hours of CPIM Training or obtain the notice of exemption to the Auditor of State that the treasurer is
not subject to continuing education requirements. (Note: For efficiencies, auditors may be able to
obtain these certifications usingthe from the Treasurer of State (email CPIM@zos.ohio.gov) weblink
for-theTreaswrer-of-State).

MWMWWLQMMW

If a newly elected or appointed municipal or township fiscal officer® has completed the first year of

their term during the years being reviewed OR the fiscal officer’s term ended during the years being

reviewed. Obtain evidence that fiscal officers have received the required training.

a. Newly elected, hired or appointed fiscal officers must complete six (6) hours of initial education
courses before commencing their term in office or within the first year in office and 18 hours of
additional continuing education courses before the end of their first term in office.

b. Re-elected fiscal officers must complete 12 hours of continuing education course before the end of
each subsequent term (including two (2) hours of ethics training.

Evidence of training may be obtained from the Fiscal Officer, or by searching the Fiscal Integrity Act portal.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):

8 If the official’s biennial cycle did not end during the audit period or the official was not in office at the end of the
biennial cycle, no testing would be required.

8 Note this is for fiscal officers whose term begins after 3-23-2015.
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2B-7 Compliance Requirement: Various ORC Sections - Fraud and Abuse; Conflict of Interest; Ethics.

Ohio Rev. Code § 102.03 - Restrictions and prohibitions.

» This section restricts the conduct of public officials and employees with respect to their official
positions. Per Ohio Rev. Code § 3314.03(A)(11)(e) and Ohio Ethics Comm’n, Advisory Op. No.
2010-01 (https://www.ethics.ohio. gov/adv1ce/op1n10ns/2010 01 pdf) Ohio Rev Code Chapter 102
apphes to commumty schools : : ALY p ay :

awafded—by—ﬂ&%gevemmg—&uféheﬂty;No person Who isa member of the governing authorlty of a

community school under Chapter 3314 may be a member of a board of education. [Ohio Rev. Code
§ 3313.131]

Ohio Rev. Code § 3314.02(E)(2) further restricts the following from membership of community
school governing authorities:
(1) A person who owes the state money or is in dispute over whether the person owes the state
any money concerning the operation of a community school that has closed.
(2) A person who would otherwise be subject to refusal, limitation, or revocation of a license
to teach, if the person were a licensed educator,
(3) A person who has pleaded guilty to or has been convicted of a theft in office or a similar
offense, and
(4) A person who has not submitted to a criminal records check.®’

Ohio Rev. Code § 3314.02(E)(4) indicates for a community school that is not sponsored by a school
district or education service center:

(1) No present or former member (or immediate relative®®) of the governing authority shall be
an owner, employee, or consultant of the sponsor/operator, unless at least one year has
elapsed since conclusion of the person’s membership on the governing authority

Or if the community school is sponsored by a school district or education service center, no present
or former member (or immediate relative) of the governing authority shall:

(1) Be an officer of the district board or service center governing board that serves as the
sponsor, unless at least one year has elapsed since conclusion of the person’s membership
on the governing authority

(2) Serve as an employee of, or consultant for, the department, division, or section of the
sponsoring district or service center that is responsible for sponsoring, unless at least one
year has elapsed since conclusion of the person’s membership on the governing authority

» Present and former public officials or employees are prohibited during their public employment or
for twelve months thereafter from representing any person on any matter in which the public official
or employee personally exercised administrative discretion as a public official or employee. (Also
known as the revolving door statute.) [Ohio Rev. Code § 102.03(A)(1)]

» Division (A) of Ohio Rev. Code § 102.03 shall not be construed to prohibit performing ministerial
functions, including, but not limited to, the filing or amending tax returns, applications for permits

and licenses, incorporation papers, and other similar documents. [Ohio Rev. Code § 102.03(A)(7)]

» Public officials and employees are prohibited from using or authorizing the use of the authority or

87 Any person who has not submitted to a criminal records check is prohibited from engaging in the financial day-to-
day management of the community school.

8 Immediate relatives are limited to spouses, children, parents, grandparents, and siblings, as well as in-laws residing
in the same household as the person serving on the governing authority. [Ohio Rev. Code § 3314.02(E)(1)]
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influence of office or employment to secure anything of value or to promise or to offer anything of
value that is of such a character as to manifest a substantial and improper influence upon the public
official or employee with respect to that person’s duties. [Ohio Rev. Code § 102.03(D)]

» Public officials and employees are prohibited from soliciting or accepting anything of value that is
of such character as to manifest a substantial and improper influence upon that public official or
employee with respect to that person’s duties. [Ohio Rev. Code § 102.03(E)]

Ohio Rev. Code sections governing interests in contracts by elected officials

» Ohio Rev. Code § 305.27 Prohibits county commissioners from having an interest in a county
contract.

» Ohio Rev. Code § 511.13 Prohibits any member, officer or employee of a board of township
trustees from having an interest in any contract the trustees approve.

» Ohio Rev. Code § 731.02 Prohibits members of a city legislative authority from having an interest
in any contract with the city.

» Ohio Rev. Code § 731.12 Prohibits members of a village legislative authority from having an
interest in any contract with the village.

» Ohio Rev. Code § 3313.33 Prohibits board of education members from having a pecuniary interest
in a board contract, or from being employed by the board. However, there are exceptions, per Ohio
Rev. Code § 3313.33(C). You should refer to the statute for details of the exceptions. Note: this
statute does not apply to community schools unless the sponsor mandates it through the sponsor
contract.

Ohio Rev. Code § 2921.42 - Having an unlawful interest in a public contract. ¥

This section prohibits such interests.”” Ohio Rev. Code § 3314.03(A)(11)(e) requires community schools
to comply with Ohio’s Ethics Laws, which, among other things, requires public officials to disclose
conflicts of interest and prohibits them from having an interest in a contract awarded by their public office.
For example, a community school’s Treasurer should not loan money to a community school they work

for, as thls could Vlolate Oth Rev. Code § 2921 42, Eﬁfeeh%e—k‘}afeké@,—}@@érMembefs—eﬁa—eemmﬁﬁﬁy

Ohio Rev. Code § 9.833(F) expressly permits a subdivision’s officials or employees to serve on the
governing board of the program administrator of a governmental self-insurance program, if his or her
government participates in that program.

Ohio Rev. Code § 3314.02(E)(6) - (8) - No employees of a school district or ESC shall serve on the
governing authority of a community school sponsored by that school district or ESC. No person who is a

% 1t is permissible for a public official to have an interest in a public contract if (1) the contract covers necessary
services or supplies for the official's public office, (2) the services or supplies cannot be obtained elsewhere for the
same or lower cost or are being furnished to the public office as part of an ongoing relationship that started prior to
the official's involvement with the office, (3) the treatment given to the public office is either preferential to or the
same as the treatment given to other clients, and (4) the public office is aware of the official's interest in the contract
and the official does not participate in any deliberations regarding the contract. [Ohio Rev. Code § 2921.42(C)]

%2016 O.E.C. No 2016-01 discusses in greater detail exceptions and considerations related to Ohio Rev. Code §
2921.42.
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member of a school district board of education shall serve on the governing authority of any community
school.”!

Each member of the governing authority shall annually file a disclosure statement setting forth reperting
the names of any immediate relatives or business associates employed by any_of the following within the
previous three years by-either-the (1) sponsor or operator of the community school, (2) school district or
ESC that has contracted with the community school, or (3) vendor that is or has engaged in business with
the community school.

Ohio Rev. Code § 2921.41- Theft in office.

Public officials committing theft of public property (or services), or who use their offices in committing
such acts, or permit their offices to be so used, are in violation of this Section. Ohio Rev. Code § 2913.01(K)
defines “theft.”

Ohio Rev. Code § 2921.421 - Assistants and employees of prosecutors, law directors, and solicitors. This
section provides procedures for employing persons associated in the private practice of law in these offices.

Ohio Rev. Code § 3329.10 - Purchases of school textbooks and supplies:

Superintendents, principals, teachers, and supervisors are prohibited from acting as sales agents for
textbook companies including companies offering electronic textbooks. These school officials are also
prohibited from representing companies selling school apparatus or equipment. (Not applicable to
community schools.)

Ohio Rev. Code § 117.103(B)— The auditor of state shall create training material detailing Ohio’s fraud-
reporting system and the means of reporting fraud, waste, and abuse. The auditor of state shall provide the
training material about the Ohio fraud-reporting system and the means of reporting fraud to employees and
elected officials of a political subdivision. Current employees and elected officials as of the effective date
of this amendment shall complete the training within 90 days of a date specified by the auditor of state
unless good cause exists for noncompliance. Each new employee or elected official shall confirm receipt
of this material within thirty days after taking office or beginning employment. The training shall be
required every four years for each employee or elected official. The auditor of state shall provide a model
form on the audltor of state’s web site
(F . .

htwm;vwwdd@ggyﬂwgmm) to be prlnted and used by public employees and elected
officials to sign and verify their receipt of material as required by this section. The auditor of state shall
confirm, when conducting an audit under Ohio Rev. Code § 117.11, that public employees and elected
officials have been provided material as required by this division.

Note: The Auditor of State is-eurrenthy-developingthe HB33fraud-training material-and-will issued a AQS

Bulletin 2024-005 to all public officials enumerating the process and specified timeframe within which all

pubhc ernployees and elected 0fﬁc1als must complete the tralmng Hﬁtﬂ—th+s—bul4eﬂ-ﬂ—ts—pubhshed—&nd—m

aﬂd—pfe—HrBéé—fequemem& The tramm created by the AQS, is an_on- demand Vlrtual tralnln tha
employees can self-register for free and is available, along with Frequently Asked Questions, on the AQS
webpage at _http://www.ohioauditor.gov/trainings/fraud.html. CPE certificates will be provided once the

training 1s viewed. These certificates should be collected from employees and retained for audit. Current
employees and elected officials are required to complete the initial training within the timeline listed in the

1 We interpret these requirements to mean that representatives of the community school’s sponsor organization are
prohibited from being voting members of the community school’s governing authority. A sponsor is statutorily
required to be actively monitoring and present at community school board meetings. While representatives of the
sponsor organization may make their wishes known during the board meetings, they are prohibited from voting.

103


http://www.ohioauditor.gov/trainings/fraud.html
http://www.ohioauditor.gov/trainings/fraud.html

2025 Ohio Compliance Supplement Indirect Laws & Statutorily Mandated Tests
Section 2B-7

chart below. The training may be viewed earlier than the start date listed; however, must be completed no
later than the end date listed by entity type unless good cause exists for completion at a later date.

End Date

Entity Type Start Date (90 days from start date)
County, City, Village, Township July 1, 2024 September 28, 2024
State Agency August 1, 2024 October 29, 2024
Traditional School (including
Joint Vocational School Districts
Educational Service Centers, & September 1, 2024 November 29, 2024
STEM/STEAM Schools)
Community School September 1, 2024 November 29, 2024
All other entities Qctober 1, 2024 December 29, 2024

Notes:

1. Ohio Rev. Code § 117.103 requires the training of employvees and elected officials of political

subdivisions. If an entity’s board members are neither employees of the entity (receives a W-2
nor elected officials of the entity, then they are not required to take the fraud training required by

Ohio Rev. Code § 117.103,
2. The Auditor of State’s Office permits entities to upload the fraud training video (obtained directl

from AOS upon request) to_their own Learning Management System (LMS), and produce their
own certificates/reports/proof of completion,

1979 Op. Att’y. Gen. No. 1979-111 - Incompatibility of public offices: A public officer or employee may
be prohibited from holding another public position. The Attorney General maintains a listing of
incompatible public offices (http://www.ohioattorneygeneral.gov/About-AG/Service-
Divisions/Opinions/Compatibility-of-Public-Offices-or-Positions)

Note: You may find evidence of possible violations of Ohio Rev. Code §§ 102.03, 2921.41, 2921.42, and
2921.421 from various audit tests. These sections are criminal violations. Auditor of State staff should
consult with the State Auditor's Legal Division whenever you suspect possible violations of these sections.
Independent public accountants should consult with their own legal counsel.

Suggested Audit Procedures - Compliance (Substantive) Tests:

1. Determine how the entity identifies possible interests on the part of officials and employees in matters
coming before them for official action. For example, are officials and employees required to report the
outside businesses and organizations they work for to the entity?

2. Inquire if any correspondence was received from the Ohio Ethics Commission regarding ethical
violations.”” If so, read correspondence regarding ethical violations and document the impact of any

violations on the audit.

3. Inquire if any conflicts of interest or unethical transactions occurred during this year.

92 Auditors and IPAs should not contact the Ethics Commission. If evidence comes to your attention concerning
possible ethics violations, IPAs and AOS staff should follow this guidance from the Ohio Compliance Supplement
Implementation Guide.
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Inquire if the entity is aware of any other fraud. (AU-C 240 requires this step. If you already
documented this in the FRAQ, you need not repeat this step here.)

If the school district purchased textbooks (including electronic textbooks) or school apparatus or
equipment during this year, determine how the school assured that no one on the purchasing committee
(superintendents, principals, teachers, and supervisors) acted as sales agents for those companies.

10.

11.

12.

13.

Determine if the entity’s employees and elected officials completed the required training about the
fraud reporting system within 90 days of the date specified by AOS in Bulletin 2024-005. Inquire
regarding the entity’s process for obtaining and maintaining confirmations from new employees and
elected officials signing off that they have received training material about the fraud reporting system.

Select a small number of new employees and elected officials and confirm they were provided the fraud

training materials within thirty (30) days after taking office or beginning employment as required.

Inquire regarding the entity’s process for ensuring employees and elected officials are viewing the fraud
training every four years.>

For traditional schools that sponsor community schools, inquire whether any employees of the
school district or ESC serve on the governing authority of a community school sponsored by the school
district or ESC.

For traditional schools, inquire whether the district board members serve on the governing authority
of ANY community school.

For community schools:
a. Inquire whether any of the governing board members are also employees or governing
board members of the sponsoring traditional school or ESC.
b. Determine whether the Treasurer loaned the community school money. This would include
previous loans still being repaid during the current audit period, or money loaned to the
school during the current audit period.

% Any.internal control comments resulting from an entity not having developed a process to_ensure all employees or

elected officials have taken the fraud training every four years should be documented in the working papers and
communicated verbally to management in the initial audit under these new training requirements.
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Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-8 Compliance Requirement: Ohio Rev. Code §§ 109.43,121.22, 149.351, 149.43,3314.037 and AOS
Bulletin 2021-007 & 2019-003 — Ohio Sunshine Laws’*

This section is re-organized and appears different from other sections of the OCS, with the
requirements and associated testing interspersed in the “Test Procedures” section. The requirements
are numbered and associated testing follows in italicized text.

FAQs are available from both the Public Office and Auditor viewpoints. See Sunshine Laws and
StaRS Frequently Asked Questions for additional guidance as necessary.

The Auditor of State issued Bulletin 2021-007 announcing a change in the interpretation of Public Records
and Open Meetings Laws applicability to community schools. However, this new interpretation will not be
applied to community school audits until further notice. For fiscal year 2624 2025, auditors should continue
to test community school requirements as outlined in the OCS.

Summary of Requirements

The Sunshine Law incorporates two acts, the Ohio Public Records Act Ohio Rev. Code § 149.43 and the
Ohio Open Meetings Act Ohio Rev. Code § 121.22. As provided in the Acts and Ohio Rev. Code § 109.43,
during an annual/biennial audit pursuant to Ohio Rev. Code Chapter 117 the AOS will test for compliance
with these statutes. A brief description of the Acts follow.”

AOS will be testing for statutory compliance with the Ohio Public Records Act and Ohio Open Meetings
Act, and reporting those results with more emphasis. The General Assembly has empowered the public to
ensure their local governments are acting transparently in carrying out the peoples’ business by creating
these two self-help statutes. If a citizen believes a public office has violated either Act, they can file an
action in the appropriate court.

Ohio Public Records Act - Ohio Rev. Code § 149.43
This Act requires that a public office make public records?® available for inspection or copying. The time
required for a response depends on the type of request.

1. Ifarequestisto INSPECT public records, the response must be prompt.

2. If COPIES are requested, those copies must be provided within a reasonable period of time.

As is often noted, the terms "promptly" and "reasonable period of time" are not defined by a specific period
of time. Rather, these terms have been interpreted by courts to mean "without delay" and "with reasonable

% We should not test for University Foundations or Courts or Clerk of Courts.

% For full details of all requirements and exceptions see the Ohio Sunshine Law Manual (AG_Yellowbook) at:
https://www.ohioattorneygeneral.gov/Legal/Sunshine-Laws.

% Ohio courts routinely treat text messages and emails sent by public officials and employees in the same manner as

any_ other records, regardless of whether messages and emails are on publicly issued or privately-owned devices.
(Source: Ohio Sunshine Law Manual (AG Yellowbook) https://www.ohioattorneygeneral.gov/Legal/Sunshine-Laws).
If the content or information. in the message or email documents the functions or activities of the public office, the
message or email is a public record regardless of whether it is on a privately-owned device.

In_addition, the Ohio_Supreme Court has found that merely attaching a document to a public record does not
automatically _incorporate that document into_the public_record. Rather, the document must be affirmatively
incorporated by making a notation on it referring to the public record to which it is attached. (Source: Ohio Sunshine
Law Manual (AG Yellowbook))
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speed,”™ and the ultimate determination of "reasonableness" will differ in each case depending on the
particular facts and circumstances of a request.”® Additionally, courts have held that a "prompt" or
"reasonable period of time" includes the time for a public office to: (1) identify the responsive records; (2)
locate and retrieve records from place of storage; (3) review, analyze and make necessary redactions (or
legal review); (4) prepare the requests; and (5) provide for delivery.

Not all documents and information maintained by a public office are subject to disclosure under the Act. In
these instances, it may be necessary to withhold records such as when the document is not a public record,
or redact information from the response, such as social security numbers. When redacting information from
a request, the public office is required to notify the requester of any redaction or make the redaction plainly
visible.” Additionally, where the request is denied, in whole or in part, including redactions, the public
office must provide the requester with a reason, including the legal authority for the denial/redaction.'®

Because the Public Records Act is a self-help statute, if a person believes the public office has violated the
Act in any way, he or she must initiate a legal action themselves. Neither the AOS nor any other public
official can do so on their behalf. More general information can be found in the Ohio Sunshine Manual
found at http://www.ohioauditor.gov/open.html. For more specific information, both citizens and public
offices should consult their legal counsel.

Ohio Open Meetings Act — Ohio Rev. Code § 121.22

This Act requires that all meetings of any public body be open to the public. The minutes of regular and
special meetings are to be promptly recorded and open to the public for inspection. Executive session may
be held at a regular or special meeting, but must be entered into and returned from during the public meeting.
To enter into executive session requires a roll call vote while ending an executive session only requires a
notation in the minutes that the body has returned to open session. But both instances must occur during
the public portion of the meeting. Matters that can be discussed during executive session are specifically
limited by Ohio Rev. Code § 121.22(G); actions and decisions must occur during the open meetings. The
minutes need to only reflect the general subject matter of discussions in executive sessions.

7 State ex rel. Office of Montgomery Cty. Pub. Defender v. Siroki, 108 Ohio St.3d 207, 2006-Ohio-662, at,§16; State
ex rel. Consumer News Serv., Inc. v. Worthington City Bd. of Educ., 97 Ohio St.3d 58, 2002-Ohio-5311, at,937; State
ex rel. Wadd v. City of Cleveland, 81 Ohio St.3d 50, 53, 1998-Ohio-444.

%8 State ex rel. Morgan v. Strickland, 121 Ohio St.3d 600, 2009-Ohio-1901, at 917 ("Given the broad scope of the
records requested, the governor's office's decision to review the records before producing them, to determine whether
to redact exempt matter, was not unreasonable."); State ex rel. Dispatch Printing Co. v. Johnson, 106 Ohio St.3d 160,
2005-Ohio-4384, at 44 (delay due to "breadth of the requests and the concerns over the employees' constitutional
right of privacy" was not unreasonable); State ex rel. Consumer News Serv., Inc. v. Worthington City Bd. of Educ., 97
Ohio St.3d 58, 2002-Ohio-5311; State ex rel. Striker v. Cline (5th Dist.), 2010-Ohio-3592 (provision of records within
nine business days was a reasonable period of time to respond to a records request.); State ex rel. Holloman v. Collins
(10th Dist.), 2010-Ohio-3034 (Assessing whether there has been a violation of the public records act, the critical time
frame is not the number of days between when respondent received the public records request and when relator filed
his action. Rather, the relevant time frame is the number of days it took for respondent to properly respond to the
relator's public records request.).

% Ohio Rev. Code § 149.43(B)(1).
19 Ohio Rev. Code § 149.43(B)(3).
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Every public body shall establish a reasonable method'®" of notifying the public of the time and place of all
regularly scheduled meetings and the time, place, and purpose of all special meetings. A special meeting
requires twenty-four hour notice to the news media that have requested notification, except in the event of
an emergency requiring immediate action, whereby notice shall be immediate.

Because the Open Meetings Act is a self-help statute, if a person believes the public office has violated the
Act in any way, he or she must initiate a legal action themselves. Neither the AOS nor any other public
official can do so on their behalf. More general information can be found in the Ohio Sunshine Manual
found at http://www.ohioauditor.gov/open.html. For more specific information, both citizens and public

offices should consult their legal counsel.

Meetings of a public body may eentinae—te be presented by teleconference, videoconference, or other

similar electronic technology afterdaly12021+. However, the Open Meeting Actyineclading the period-from
Fuly12021-throughFebruary 16, 2022-and-after June-30,2022; requires members of a public body be

191 Ohio Rev. Code § 121.22(F); Katterhenrich v. Fed. Hocking Local School Dist. Bd. of Edn., 121 Ohio App.3d 579,
587 (4th Dist. 1997) (“Typically, one would expect regular meetings to be scheduled well in advance ....”).
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present in-person to be counted in the quorum and to vote.'” These Open Meeting Act requirements may
not apply to charter municipalities, charter counties, and/or limited home-rule townships which have
adopted charter language directly contrary or a valid ordinance or resolution to the same effect.

Suggested Audit Procedures - Compliance (Substantive) Tests:

NOTE: For all procedures below, those entities, such as counties, that have multiple departments, agencies,
elected officials, and/or oversight boards should be tested on a rotating basis. Test half of the departments,
agencies, elected officials, and/or oversight boards each year, unless there has been a change, then test
in the year of the change. The public office’s main policy & public body should be tested annually (i.e.
County Commissioner policy followed by various departments, agencies, elected officials, and/or
oversight boards). Charter entities may have different requirements depending on their charters. Therefore,
requirements/testing for charter entities may differ. In addition, for entities listed on Exhibit 6 of the legal
matrix in the Implementation Guide, see the columns on the matrix indicating whether the Public Records
Act and/or Open Meetings Act are applicable. Steps below citing Ohio Rev. Code § 149.43 are from the
Public Records Act, and those citing Ohio Rev. Code § 121.22 are from the Open Meetings Act.

1. The public office shall create and adopt a policy for responding to public records requests. Except for
the exception noted in Ohio Rev. Code § 149.43(B)(7)(c), the public records policy may not: (a) limit
the number of public records that the public office will make available to a single person, (b) limit the
number of public records that it will make available during a fixed period of time, and (c) establish a
fixed period of time before it will respond to a request for inspection or copying of public records,
unless that period is less than eight hours. [Ohio Rev. Code § 149.43(E)(2)]

Obtain the public office’s Public Records Policy and scan it to be sure the policy did not limit the
number of responses that will be made to a particular person or limit the number of responses
during a specified period of time, unless the exception noted above applies, or establish a fixed
period of time before it will respond unless that period is less than eight hours.

2. Select five (or total population if less than five) public records requests from the audit period to ensure:
(Note: one selection of five (or total population if less than five) is sufficient for each policy tested no
matter how many departments follow that policy. In addition, if there are no denials or redactions
pulled in the selection, auditors do not need to pull an additional selection.)

a. Public records are promptly prepared and sent to the requestor, and/or promptly prepared and
made available for inspection by the requestor within a reasonable time. [Ohio Rev. Code §
149.43(B)(1)]

b. If arequest is denied, in part or in whole, the public office shall provide the requester with an
explanation, including legal authority. [Ohio Rev. Code § 149.43(B)(3)]

c. The public office shall notify the requester of any redaction(s) or make them plainly visible
and provided an explanation, including legal authority. [Ohio Rev. Code § 149.43(B)(1)]

103 Effective October 3, 2023, Ohio Rev. Code § 5126.0223 allows a county board of developmental disabilities to
establish a policy that allows board members to attend a meeting of the county board via means of electronic
communication. A member who attends via electronic communication is considered present at the meeting, is counted
for purposes of establishing a quorum and may vote at the meeting. In addition, the Ohio Rev. Code permits virtual
participation for the open meetings act under Ohio Rev. Code § 121.22(C) for the following boards: Board of Directors
of a Port Authority (Ohio Rev, Code § 4582.60) and Board of Supervisors of a Soil and Water Conservation District
(Ohio Rev. Code § 940.39).
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3. A public office shall have a copy of its current records retention schedule at a location readily available
to the public. [Ohio Rev. Code § 149.43(B)(2)]
Ascertain whether the public office has a records retention schedule, and that it is readily available
to the public.

4. The public office shall distribute the public records policy to the employee who is the records custodian
or records manager or employee who otherwise has custody of the records of that office. The public
office shall require that employee to acknowledge receipt of the copy of the public records policy. [Ohio
Rev. Code § 149.43(E)(2)]

Determine whether written evidence exists that the Public Records Policy was provided to the
records custodian/manager.

5. If the public office has established a manual or handbook of its general policies and procedures, the
public office shall include the public records policy in the manual or handbook. [Ohio Rev. Code §
149.43(E)(2)]

Ascertain whether the public office’s public records policy was included in policy manuals.

6. The public office shall create a poster describing their public records policy and shall post it in a
conspicuous place in all public locations of that public office. [Ohio Rev. Code § 149.43(E)(2)]
Ascertain whether the public office’s poster describing the policy is displayed conspicuously in all
branches of the public office.

7. The appropriate records commission'® shall review the schedules of records retention and disposition,
as well as any applications for the one-time disposal of obsolete records. [Ohio Rev. Code §§ 149.38,
149.39, 149.41, 149.411, 149.412, and 149.42]

If submitted, obtain up to five applications for one-time disposal of obsolete records, and also
review the schedules of records retention and dispositions for the audit period. In both instances,
confirm approval by the appropriate records commission. (Note: the records retention schedule is
not the same policy as the public records policy. Review the OCS Legal Matrix, OCS 2B-8 Step 7
Applicability tab to determine the section of the ORC which applies to the public office. “No
Records Authority” indicates this step is not applicable.)

8. All elected officials or their designees (see clarification regarding designees on Step #5 of 2B-8 Exhibit
A) shall attend public records training approved by the Attorney General. [Ohio Rev. Code §
149.43(E)(1)] Training is required to be three hours for every term of office. [Ohio Rev. Code §
109.43(B)]'” Community school administrators are required to complete annual training on public
records and open meeting laws. [Ohio Rev. Code § 3314.037]

1% 2013 Op. A’y Gen. No. 13-006 defined the term “special taxing district” as used in Ohio Rev. Code § 149.412.
To determine the appropriate records commission for a “special taxing district,” it must be determined if the entity”
is subject to the jurisdiction of another records commission established in Qhio Rev. Code § 149.” Based on this test,
a county veterans service commission and a county board of developmental disabilities are subject to the jurisdiction
of a county commission under Ohio Rev. Code § 149.38. A county soil and water conservation district, a single county

alcohol, drug addiction, and mental health service district, a general health district, and a combined general health
district are subject to the jurisdiction of a special taxing district records commission under Ohio Rev. Code § 149.412.

105 Newly elected public officials should be able to receive training prior to actually taking office. (See also
http://ohioauditor.gov/ocs/2019/191205%200TA%20Letter.pdf)
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1'% (or his/her designee) successfully attended a certified

three-hour Public Records Training for each term of office. Obtain proof of attendance and include
it in the permanent file for future reference.

Note: The Attorney General’s Office (AGO) currently uploads an attendance roster for
each certified public records training provided by its office to its external website. The
roster is now proof of attendance from the AGO to attendees. The attendance rosters are
located  here:  hitps://www.ohioattorneygeneral.gov/Legal/Sunshine-Laws/Sunshine-
Laws-Training-Attendance-Reports. All attendees are notified at the trainings where the
rosters are posted. The Auditor of State’s Office provides certificates as proof of
attendance. Additionally, the AGO may contract with other state agencies, political
subdivisions, or other public or private entities to conduct the training programs and
seminars. AOS auditor should consult with Legal to determine whether any other trainings
qualify as a certified public records training. See Ohio Rev. Code § 109.43(D).

Determine whether each community school governing authority member, or community school
administrative staff (designated fiscal officer, chief administrative officer, and all individuals
performing supervisory or administrative services) completed annual training on public records
and open meetings laws.

9. Every public body, by rule, shall establish a reasonable method whereby any person may determine the
time and place (er-means) of all regularly scheduled meetings, and the time, place (er—means) and
purpose of all special and emergency meetings. [Ohio Rev. Code § 121.22(F)]

a.

A public body shall not hold a special meeting unless it gives at least twenty-four hours'
advance notice to the news media that have requested notification, except in the event of an
emergency requiring immediate official action.

In the event of an emergency, the member or members calling the meeting shall notify the news
media that have requested notification immediately of the time, place, and purpose of the
meeting.

Determine whether the public office notified the general public and news media of when and where
meetings during the audit period are to be held.

10. The minutes of a regular or special meeting of any public body shall be promptly prepared, filed and
maintained and shall be open to public inspection. [Ohio Rev. Code § 121.22(C)]

Determine whether the minutes of public meetings during the audit period were:

O SR

Prepared promptly — a file is created following the date of the meeting
Filed — placed with similar documents in an organized manner
Maintained - retained, at a minimum, for the audit period

Open to public inspection — available for public viewing or request.

11. An executive session requires a majority of a quorum by roll call vote at a regular or special meeting
for the sole purpose of the consideration of only the following matters: [Ohio Rev. Code § 121.22(G)]

a.
b.
c.

d.
e.

Specified employment matter of public employee/official;

Purchase of property for public purpose or sale/disposition of property;

Conferences with an attorney for the public body concerning disputes that are the subject of
pending or imminent court action;

Preparing for, conducting or reviewing negotiations or bargaining sessions;

Matters required to be kept confidential by federal law or regulations or state statutes;

106 Does not include judges or clerks of courts. See Ohio Rev. Code § 109.43(A)(2). In addition, Ohio law does not
require STEM school officials to attend the training, since they are not elected officials, and Chapter 3326 does not
contain a provision requiring it.
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f.  Specialized details of security arrangements and emergency response protocols;
Consideration of trade secrets for hospitals;

Confidential information related to marketing plans, business strategy, trade secrets, or
personal financial statements of an applicant for economic development assistance.

B

Review the minutes from the audit period and determine if executive sessions were only held at
regular or special meetings.

Review the minutes of meetings held during the audit period and the purpose for going into an
executive session (when applicable). Confirm the purpose correlates with one of the matters listed
in a-h above.

Determine whether formal governing board actions from the audit period were adopted in open
meetings.

AOS staff should consult with the assistant legal counsel assigned to their region regarding any non-
compliance or questions related to these requirements or violations of Ohio Rev. Code § 149.351
(destruction of records) related to these records. Further, any conclusions in the final audit report
or management letter comments must be reviewed and approved by AOS Legal. Include any
directly-relevant documentation accompanying the consultation, along with all relevant factual
information.

NOTE: If the entity is compliant with all applicable 11 tests above and there are no violations of
Ohio Rev. Code §149.351 (destruction of records) related to these records, as applicable, it has earned
a single star under the StaRS rating. Staff should then test best practices in Exhibit A to this section.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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2B-8 Exhibit A: AOS Bulletin 2019-003 — Star Rating System (StaRS)'"’

The best practices testing is strictly to determine the optional StaRS rating above one star if the entity
has chosen to implement one or more best practices. The best practices will not have any bearing on
determining compliance with Ohio Sunshine Laws, and the auditors shall not issue control
deficiencies related to the best practices. It is within the discretion of the entity to implement none,
some or all of the suggested best practices.

Sunshine Law Star Rating System (StaRS):

If the public office implements best practices beyond what is required by law, our office will recognize that
achievement. The StaRS level each public office has achieved will be posted on the Auditor of State’s
website.

StaRS Overview:

A public office MUST be compliant with all the applicable statutory requirements listed above to become
eligible for consideration for a StaRS Award. To achieve a higher level reflected in the StaRS levels chart
below, a public office should adopt the best practices from the list of suggested best practices provided by
the AOS (which follows the StaRS chart) to enhance transparency consistent with the spirit of the Sunshine
Laws. These procedures and practices are not required by law but are suggested to help public offices meet
and fully address the requirements of the law. Each public office’s StaRS level will be based on compliance
and the number of best practices implemented.

StaRS Levels:

{ Open and Transparent Government - Meets all Sunshine Law
7\/ requirements.

i |

{ y Achievement in Open and Transparent Government -
7\ ?\ 4 Implemented 1-2 best practices

{ y { Outstanding Achievement in Open and Transparent
7\ ?\ 7 7\/ Government - Implemented 3-4 best practices

{ y y { Highest Achievement in Open and Transparent Government
~ 7“5 7~ | - Implemented 5 or more best practices
.0 0 0. fhi P

Non-Compliant Non-compliant - Sunshine Law requirements are not fully
achieved.

StaRS Best Practices:
To achieve additional success toward a more open and transparent government operation, the AOS suggests
the following be implemented; these suggestions are not required by Ohio’s Sunshine Laws.

NOTE: For those entities, such as counties, that have multiple departments, agencies, elected officials,
and/or oversight boards that have adopted their own public record policies should be tested on a rotating
basis. Test half of the departments, agencies, elected officials, and/or oversight boards each year,
unless there has been a change to the policy, then test in the year of the change. The public office’s main
policy should be tested annually (i.e. County Commissioner policy followed by various departments,

107 We should not test for University Foundations or Courts or Clerk of Courts.
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agencies, elected officials, and/or oversight boards). Charter entities may have different requirements
depending on their charters. Therefore, requirements/testing for charter entities may differ.

In order to meet each best practice identified below, the public office must address a majority of the
elements of that best practice.

1. The public office employs some method to track public records requests. For example, the public office
uses a log or similar tracking method. The tracking method should include a majority of these elements.
Additionally, a sample log is included in Appendix A of AOS Bulletin 2019-003.

a.
b.

c.
d.
€.

Date in-person, verbal, written or email request received (date stamp written requests)

Name of Requester (only if voluntarily provided; requests can be under a pseudonym or made
anonymously)

Type of records requested

Date requests were fulfilled

Name of person fulfilling request

Determine whether the public office tracks public records requests and what method is used. Select
five (or total population if less than five) and review the tracking method for evidence of the
majority of the elements listed above.

2. To assist the public in making a request for records, the public office has an optional standard request
form that is available to requestors to use if they wish, as well as for the staff to use when a request is
made via phone (Example: Appendix A). The informational fields can include:

a.

b.
c.
d

The date of the request in order to be tracked.

A description of the records requested (agendas, minutes, resolutions, budgets, etc.).

The format the requestor would like the records produced in (paper, electronic, etc.).

The method the requestor would like to receive the requested records (in person, via e-mail,
standard mail, electronic media, etc.).

If the public office has a website, is the form available in order to submit a request on the
website, or to download and submit by email, mail, fax, or in person.

Determine whether the public office makes available a standard request form for public records
requests by mail, in person, or on the phone, and confirm the request form includes a majority of
the elements listed above.

3. The public office provides an acknowledgement to the requestor when a public records request is
received, consistent with the manner in which the request was made.

a.

b.

The acknowledgement by phone, email or mail provides a “tracking” number (date of request
for example) the requestor can reference.

The acknowledgement is recorded in the public records log or similar tracking method by date
and method that request was submitted to the office.

The acknowledgement should be made in a reasonable period of time to assure requestor their
request has been received and is being processed.

Determine whether and how the public office acknowledges public records requests with a tracking
number for requestor and was recorded. Select five (or total population if less than five) and
confirm that acknowledgements are made/issued within a reasonable period of time.

4. To assist the public in making a request for records, the public office has publicized (website, public
records poster, etc.) the name or office title of the records custodian and his/her contact information.
Further, the public office’s staff has been trained on how to route public records requests to the record
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custodian, who also has been trained on fulfilling the public records requests, including guidelines for
negotiating ambiguous or large requests.
Review the Public Records Policy to verify the policy identifies the employee or office title of the
public records custodian and the contact’s telephone number, email and mailing address. Obtain
evidence of training received by the public office’s staff and public records custodian such as a
Certificate of Public Records Training.

5. As tested in #8 of the requirements, all elected officials or their designees shall attend public records
training once during a term. The applicable required Certified Public Records Training for all elected
officials or their designees was completed within the first year of taking office or each subsequent term.
To receive a star for this best practice, if a designee is an elected official whose term of office ends
during the audit period, the best practice must be satisfied with respect to the designee and each elected
official for whom the designee is taking the training. A designee can use a single CPRT to satisfy his
or her own requirement to attend and to satisfy the requirement of the officials for whom he or she is a
designee, as long as the designee and the officials’ first year of office is the same year. In addition,
community school administrators are required to complete annual training on public records and open
meeting laws. The applicable required Certified Public Records Training and the annual training for
community school administrators was completed within the first four months of employment or the
beginning of each school year for rehires/retained personnel.

Determine whether each elected official'®(or his/her designee) successfully attended the required

Public Records Training within one year of taking office.
Note: The Attorney General’s Office (AGO) currently uploads an attendance roster for
each certified public records training provided by its office to its external website. The
roster is now proof of attendance from the AGO to attendees. The attendance rosters are
located  here: https://'www.ohioattorneygeneral.gov/Legal/Sunshine-Laws/Sunshine-
Laws-Training-Attendance-Reports. All attendees are notified at the trainings where the
rosters are posted. The Auditor of State’s Office provides certificates as proof of
attendance. Additionally, the AGO may contract with other state agencies, political
subdivisions, or other public or private entities to conduct the training programs and
seminars. AOS auditor should consult with Legal to determine whether any other trainings
qualify as a certified public records training. See Ohio Rev. Code § 109.43(D).

Determine whether each community governing authority member, or community school
administrative staff (designated fiscal officer, chief administrative officer, and all individuals
performing supervisory or administrative services) completed annual training on public records
and open meetings laws within four months of hire or the beginning of each school year for
rehires/retained personnel.

6. The public office has an online presence and it provides details regarding upcoming events and the
operations of the office. Some examples may include:

Agendas of meetings in advance.

Public records policy.

Records retention policy.

Meeting schedule of the public office and any of its committees.

Minutes of all meetings of the public office and any of its committees.

o0 op

108 Elected official does not include judges. See Ohio Rev. Code § 109.43(A)(2).
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Confirm on the public office website that the majority of the items are available. For the minutes
available for public meetings held during the audit period, confirm the corresponding agendas
were published in advance of meetings.

7. The public office has an online presence that provides access to official documents that may be
routinely requested by the public or media. Some examples may include, but are not limited to:
a. Annual Budget

b. Annual Report

c. Compensation for Public Officials

d. Most recent Audit Report

e. Contact information and hours of various departments

Confirm on the public office website that the majority of the items including but not limited to those
listed are available.

After testing best practices, complete the StaRS Best Practices section of the Executive Summary or
IPA Portal.
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CHAPTER 3
STEWARDSHIP

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. The laws and regulations in this chapter have stewardship
considerations that we have deemed significant and therefore require compliance testing.

Important:
1. The following sections should be performed ANNUALLY if applicable to your entity:
a. Commissaries - Section 3-7
b. Furtherance of Justice (FOJ)- Section 3-14
c¢. Law Enforcement Trust (LET) and Drug Law Enforcement Funds — Section 3-17

2. Auditors can generally rotate substantive compliance testing in Court Sections 3-8 thru 3-13 and
Sections 3-15 and 3-16 every other audit cycle. (If the Township is cycling back from an AUP to
a GAGAS audit, then 3-15 & 3-16 should be evaluated for applicability & tested in this current
cycle.) However, applicable Court Sections must be tested in any audit period when the court
activity is material. For example, there are several compliance requirements in these sections. (Not
all of them apply to all entity types.) You should divide the applicable requirements approximately
in half, and test half of them with each audit.

a. This applies to annual and biannual audits.

i. For example, if you audited cafeteria plans for a village’s 2018 and 2019 audit and
found them to be compliant, you normally can omit this test for the 2020 and 2021
audit.

ii. This also applies if AUP were performed in the prior year(s). Auditors should
select about half of the applicable steps for testing for the audit. Because of the
lesser significance of most Chapter 3 requirements, we require no risk assessment
or other documentation supporting the steps selected for testing. (Except auditors
should apply b. and c. below.)

b. You should not rotate / omit a specific compliance test if the prior audit identified
noncompliance or if evidence supports an elevated risk of noncompliance for the current
audit.

¢. You should test new Compliance Supplement requirements in the first year of their
applicability.

3. General Sections 3-1 thru 3-5 may be rotated and tested every 3™ audit cycle
a. You should not rotate / omit a specific compliance test if the prior audit identified
noncompliance or if there was a change in fiscal officer since the prior audit and the
compliance requirement would have been performed by the new fiscal officer.
b. Section 3-3 must be tested in an audit period in which any officials are selected in your
payroll sample.

4. 1If (1) controls exist to help assure compliance with a specific requirement, and (2) you obtain
satisfactory results from testing the controls’ operating effectiveness you may be able to limit or
omit substantive testing of the requirement.

a. Unlike Single Audit requirements, we do not require you to test controls. You should select
the most efficient audit strategy that results in sufficient evidence.

b. Some of the requirements in this chapter are more likely to be subject to formal controls
than are others.
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c. The AOS believes it is acceptable to rely on the results of prior audit’s tests of controls if
auditors apply the proper “updating” procedures. That is, auditors may use the concepts
from AU-C 330.13 -- .14.

d. This approach only requires tests of operating effectiveness once every third year, not every
third audit.

i. However, the auditor must apply procedures in each intervening year to determine
whether continued reliance is appropriate. For example, per AU-C 330.14(a), it is
inappropriate to rely on a control that has changed since the auditor’s last test of
its operating effectiveness.

5. Some steps in the chapter include additional guidance about the extent of testing applicable to that
specific compliance requirement.

6. Auditors can normally use the extent of testing described in this chapter. However, if auditors
identify specific risks related to specific compliance steps in this chapter, working papers should
document these risk assessments, whether they be favorable (which may support less testing) or
unfavorable (suggesting additional testing).

This Ohio Compliance Supplement chapter provides a simplified process for assessing the government’s
compliance with these requirements. Auditors can generally complete these tests using inquiry, observation
and, occasionally, certain other limited substantive procedures, such as inspection of documents or limited
vouching.

As stated above, auditors should divide the steps subject to cycling approximately in half, and budget a
similar amount for cyclic tests each audit to avoid audit cost fluctuations every other audit unless the risk
of noncompliance warrants testing of these requirements every audit.

The Sample Questions and Procedures this chapter presents are merely examples of procedures you
might use. You should add to, modify, or omit these procedures as appropriate in the circumstances. If
existing control tests or substantive compliance tests satisfy these objectives, the auditor should cross-
reference this work to these sections.

NOTE: Red text throughout this Ohio Compliance Supplement is related
to COVID-19 and the Infrastructure Investment and Jobs Act (IIJA).

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

The legal matrix is depicted in a separate Excel file at:
https://ohioauditor.gov/references/compliancemanuals.html . Entities are included alphabetically in
the tab titled “OCS — Exhibit 5”. See tab titled “OCS — Exhibit 6” for entity types not listed in Exhibit
5.
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STEWARDSHIP
3-1 Compliance Requirement: Ohio Rev. Code § 9.38 - Deposits of public money.

Note: As stated on pg. 1 of Chapter 3, this section may be performed every 3" audit cycle if noted
requirements met. See further guidance on pg. 1 of Chapter 3.

Summary of Requirement: Public money must be deposited with the treasurer of the public office or to a
designated depository on the business day following the day of receipt. Public money collected for other
public offices must be deposited by the first business day following the date of receipt.

For example, a government employee, other than the fiscal officer collecting funds and issuing a receipt,
must deposit the funds with the government’s fiscal officer on the business day following the day of receipt.
As an alternative to depositing the funds with the government’s fiscal officer, the employee instead may
deposit funds with the government’s designated depository on the business day following the day of receipt.

If the amount of daily receipts does not exceed $1,000 and the receipts can be safeguarded, public offices
may adopt a policy permitting their officials who receive this money to hold it past the next business day,
but the deposit must be made no later than 3 business days after receiving it. If the public office is governed
by a legislative authority (counties, municipalities, townships, and school districts), only the legislative
authority may adopt the policy. The policy must include provisions and procedures to safeguard the money
during the intervening period. If the amount exceeds $1,000 or a lesser amount cannot be safeguarded, the
public official must then deposit the money on the first business day following the date of receipt.

Note: This section does not require the fiscal officer to deposit receipts with the designated depository on
the business day following the day of receipt, or any other specified time. However, if the fiscal officer is
holding significant amounts of cash and checks for an unreasonable period, you should make an internal
control recommendation.

Auditors should be aware of this requirement, especially when testing governments with multiple cash
collection points. Auditors should consider whether controls over cash collection points are adequate,
including whether cash is timely deposited.

Also: Prisoners placing personal phone calls from the phones located in the county and city jails must place
collect phone calls. To enable prisoners to place collect calls the County Sheriff and/or the City Police
Chief may enter into agreements/contracts with long distance carriers. Often times to attract business, long
distance carriers offer incentives such as refunds and/or rebates based on usage. Jail officials and employees
must deposit rebates and refunds in accordance with Ohio Rev. Code § 9.38.

Sample Questions and Procedures:

Note: To enhance efficiencies, we should integrate the tests below with the financial audit tests. We should
only cite noncompliance if we determine significant amounts of cash are not deposited within the required
time frames.

1. Systems documentation should include collection points receiving significant amounts of cash.

2. When testing cash collections, document the date collected vs. the date deposited to the CFO or the
date the “collector” deposited to a designated depository.

Wi ing. d lated AOS COVID-19 FAQs listed |
4
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3. Read any new contract/agreement between the county sheriff/police chief and his/her long distance
carrier. If incentives are granted, review the accounting treatment of the incentives. Determine if phone
contract monetary refunds and or rebates were paid into the treasury in accordance with Ohio Rev.
Code § 9.38.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-2
This section intentionally left blank.
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3-3 Compliance Requirements: Various Ohio Rev. Code sections — Appointments, compensation,
contracts, etc.

Note: As stated on pg. 1 of Chapter 3, this section may be performed every 3" audit cycle if noted
requirements met. However, this section MUST be tested in an audit period in which ANY officials
are selected in your payroll sample. See further guidance on pg. 1 of Chapter 3.

Summary of Requirement: All of these various sections set out authority for appointing and/or
compensating officials and employees of the various entities. For additional information and salary
schedules for elected officials, see the Elected Officials’ Compensation Exhibit 4 in the OCS
Implementation Guide. Virtual participation (i.e. tele or web conference) does not constitute attendance
for compensation under Ohio Rev. Code § 121.22(C) which indicates board members must “be present in
person” to be considered present [See footnote 1 and OCS section 2B-8 for exceptions to this rule].

Schools:

§ 3311.19 and 3313.12 - School board compensation and mileage (amended by H.B. 2)
§ 3313.24 - Compensation of School Treasurer”

§ 3314.02(E) - Compensation of School Board

Note: Start-up or conversion school governing authorities may provide, by resolution,
requirements for compensation of their members. The maximum number of governing authorities
of start-up® community schools on which a person can serve at the same time is five (unless the
person serves in a volunteer capacity on all such boards, with no compensation under this section
and the operator (if the school has one) is a nonprofit organization). Each member may be
compensated.:

e no more than $125 per meeting or a total of $5,000 per year for all of the governing authorities
on which the individual serves

o for attendance at an approved training program, provided that such compensation shall not
exceed $60 a day for attendance at a training program three hours or less, and 8125 a day for
attendance at a training program lasting longer than three hours. (AOS interpretation is that
the community schools governing board or sponsor must approve the training program, and
compensation for attendance at approved training programs must be included in the 35,000
compensation limit for the entire school year.

! The Ohio Rev. Code permits virtual participation for the open meetings act under Ohio Rev. Code § 121.22(C) for
the following boards: Board of Directors of a Port Authority (Ohio Rev. Code § 4582.60), Board of Supervisors of a
Soil and Water Conservation District (Oth Rev. Code § 940 39)and a County Board of Developmental Disabilities
(Oth Rev. Code § 5126. 0223) S 4 i a 4

2 Ohio law states that a treasurer’s salary must be fixed and payable from the General Fund. If federal funds are used
to compensate a school treasurer, consult the appropriate FACCR to determine testing steps, if applicable.

3 A new start-up school means a community school other than one created by converting all or part of an existing
public school or educational service center building, as designated in the school’s contract pursuant to division (A)(17)
of Ohio Rev. Code § 3314.03. However, per Ohio Rev. Code § 3314.02(B)(5), a school established as a conversion
school that later changes to a sponsor that is not a traditional public school or ESC, shall then be deemed a start-up
school. Auditors may check the AOS master community school spreadsheet for the schools designation as a start-up
or conversion school.

-



2025 Ohio Compliance Supplement Stewardship
Section 3-3

§ 3319.01 - Appointment and duties of superintendent (including compensation)

§ 3319.02 - Appointment of other (school) administrators, evaluation; renewal; vacation leave

§ 3319.08 - Teacher employment and reemployment contract

§ 3319.10 - Employment and status of substitute teachers

§ 3319.081 - Contracts for non-teaching employees

§ 3319.0810 - Contracts for transportation staff

§ 2921.43(A)(1) and Ohio Ethics Comm’n, Advisory Op. No. 2008-01 — Compensation of school
employees by outside organizations*

Courts:

§§ 141.04 and 141.05 - Compensation of judges (court of common pleas, including probate court judges)
§ 2151.13 - Employees; compensation (courts).

§ 1907.16 and 1907.17 - Compensation of (county court) judges

§§ 2303.03, 2501.16, and 2501.17 - Officers and employees (courts of appeals); Clerk of Common Pleas
Court to serve as Clerk of Court of Appeals.

§ 1907.20 - Clerks (court of common pleas)

§ 1901.11 - Compensation of judges (Municipal Court)

§§ 1901.31 and 1901.32 - Clerks; deputy clerks; bailiffs (Municipal court)

§ 141.04 (A) (3) - Compensation of judges (appellate court judges)

Libraries:
§ 3375.32 - Meeting of boards of library trustees; organization; election of clerk; bond.

§ 3375.36 - Treasurer of library (deputy clerk)
§ 3375.40 - Powers of boards of library trustees (compensation of employees)

Municipalities:
§§ 731.07,731.08, and 731.13 and 1973 Op. Att’y. Gen. No. 73-063, 1981 Op. Att’y. Gen. No. 81-011 and
1983 Op. Att’y. Gen. No. 83-036 - Compensation (municipal officials)

Counties:

Chapter 325 - Compensation of county officials: auditor, 325.03; treasurer, 325.04; sheriff, 325.06°;
common pleas clerk, 325.08; recorder, 325.09; commissioners, 325.10; prosecutor, 325.11; engineer,
325.14, 315.12; coroner, 325.15; vacation and holiday pay, 325.19; 1999 Op. Att’y. Gen No. 99-033 — in-
term increase in compensation based on change in population according to decennial census (see AOS
Bulletin 1999-015, 2001-001, 2016-001 & 2019-001); 2021 Op. Att’y Gen No. 21-021 — determining the
effective date of the results of the federal decennial census for county officer salaries.

Townships:

4 Ohio Ethics Comm’n, Advisory Op. No. 2008-01 prohibits a school employee (including coaches, teachers,
administrators, supervisors, district officials, management level employees regardless of his or her duties) from being
compensated for services provided for a school-related activity by any source other than the employing school. That
is, booster groups and school support organizations are prohibited from promising or providing any compensation to
a school employee for performing their duties at a school or school-related activity. This opinion applies to officials
and employees of all school districts, educational service centers (ESCs), and community schools operating under
Ohio Rev. Code § 3314.03.
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§§ 505.24 (trustees)® (see also compliance requirement 1-23), 505.60 (insurance - also see compliance
requirement 3-15), 507.09 (fiscal officer)’ - compensation for township officials, 511.10 — appointment of
personnel-holidays-maintenance uniforms, and 505.71 — compensation for joint ambulance district trustees.
Also, 1999 Op. Att’y. Gen. No 99-015 — Definition of “budget” for purposes of compensation (see AOS
Bulletin 1999-008).

Note: IRS Notice 2013-54 and Department of Labor Technical Release 2013-03 states that employers may
only reimburse employees’ premiums for non-employer sponsored health care with post-tax dollars (i.e.,
employers must withhold taxes prior to making reimbursement). Such reimbursements are not used in
computing allowable “gross salary” as prescribed in Ohio Rev. Code §§ 505.24 and 505.09. Additional
considerations for reimbursement arrangements are outlined in OCS 3-15.

County Hospitals:
§ 339.03 - Board of county hospital trustees; powers and duties
§ 339.06 — Powers and duties of board of county hospital trustees

Municipal Hospitals:
§ 749.33 - Employment and compensation of superintendents, physicians, and employees (municipal
hospitals)

Universities:

Ohio State University [§ 3335.02(A)], Ohio University [§ 3337.01(A)], Miami University [§ 3339.01(A)],
Bowling Green and Kent State Universities [§ 3341.02(E)], Central State University [§ 3343.05], Cleveland
State University [§ 3344.01(A)], Wright State University [§ 3352.01(A)], Youngstown State University [§
3356.01], University of Akron [§ 3359.01(A)], University of Toledo [§ 3364.01(B)], University of
Cincinnati [§ 3361.01(A)], Shawnee State University [§ 3362.01(A)], Community College Districts [§
3354.06], Technical Colleges [§ 3357.06], State Community Colleges [§ 3358.03].

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Auditors should consider whether governments have historically demonstrated effective
internal controls over payroll. Additionally, adequate training of payroll personnel and supervisory
monitoring controls can help mitigate the risk of noncompliance with compensation compliance
requirements.

¢ Bach salaried township trustee shall certify the percentage of time spent working on matters to be paid from the
township general fund and from other township funds in such proportions as the kinds of services performed. A
noncompliance citation would be issued instead of a Finding for Adjustment if the Township has reasonable
supporting documentation (such as detailed time and effort records, timesheets, etc.). In addition, the certification
should be signed retroactively and attached to the time and effort records. Refer to OCS 1-23 for further guidance.

7 A township fiscal officer may be compensated from the township general fund or from other township funds based
on the proportion of time the township fiscal officer spends providing services related to each fund. A township fiscal
officer must document the amount of time the township fiscal officer spends providing services related to each fund
by certification specifying the percentage of time spent working on matters to be paid from the township general fund
or from other township funds in such proportions as the kinds of services performed. Refer to OCS 1-23 for further
guidance.

9
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Sample Questions and Procedures:

Except for the tests below, much of the information above will be utilized in payroll disbursement
testing.

1. If elected or appointed officials, who have a salary set by statute (i.e. Township & County), were
included in your payroll test, agree their pay rate to OCS Implementation Guide Exhibit 4 amounts -
these officials cannot receive PERS pick up if the additional compensation (in the form of PERS
pickup) would result in receiving total compensation greater than the statutory limit. Therefore, we
should calculate salary plus PERS pickup, if applicable, and compare this total compensation to the
statutory limit. Compensation amounts exceeding the statutory limit should be findings for recovery if
they meet the threshold guidelines in the OCS Implementation Guide.

2. For community schools, inquire whether its board members also serve on the boards of other
community schools. If so, inquire how the community school assures it is not paying these board
members more than the statutory limit. (See the requirements described above per Ohio Rev. Code §
3314.02(E)(5).)

3. Per footnote 2, regarding school treasurer compensation, compare total compensation per the payroll
register to the amount in the treasurer’s contract. If the register reports compensation exceeding the
contract amount, determine if these payments were allowable per the footnote.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):

10
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3-4 Compliance Requirements: Ohio Rev. Code §§ 9.03, 124.57, 124.59, 124.61, 3315.07(C) and
3501.054 - Political activities prohibited.

Note: As stated on pg. 1 of Chapter 3, this section may be performed every 3" audit cycle if noted
requirements met. See further guidance on pg. 1 of Chapter 3.

Summary of Requirements:

Ohio Rev. Code § 9.03 - Political subdivision newsletters and other means of communication.

No governing body of a political subdivision shall use public funds to publish, distribute, or communicate
information that supports or opposes the nomination or election of a candidate for public office, the
investigation, prosecution, or recall of a public official, or the passage of a levy or bond issue. In addition,
no public funds shall be used to compensate any employee of the political subdivision for time spent on
any activity to influence the outcome of an election for any of the purposes described above. However,
public funds may be used to publish information about the political subdivision’s finances, activities, and
governmental actions in a manner that is not designed to influence the outcome of an election or the passage
of a levy or bond issue. Public funds may also be used to compensate an employee for attending a public
meeting to present such information in such a manner even though the election, levy, or bond issue is
discussed or debated at the meeting.

However, this Section specifically exempts Alcohol Drug Addiction and Mental Health (ADAMH) Boards
from the prohibition against using public funds to support a levy or a bond issue. ADAMH Boards are
specifically authorized by Ohio Rev. Code § 340.03(A)(7) to use their public funds to obtain further
financial support for their activities.

Ohio Rev. Code § 124.57 - Political activity prohibited.
This section imposes restrictions upon the political activity of employees in the classified service of the
State, counties, cities, city school districts, and civil service townships.

Ohio Rev. Code § 124.59 - Payment for appointment or promotion prohibited.
Applicants for appointment or promotion in the classified service shall not pay for appointments or
promotions.

Ohio Rev. Code § 124.61 - Abuse of political influence.

Public officials (or potential public officials) shall not use or promise to use, any official authority or
influence in order to secure or aid any person in securing any office or employment in the classified service,
or any promotion or increase of salary therein, as a reward for political influence or service.

Ohio Rev. Code § 3315.07(C) - Support of school ballot issues.

No board of education shall use public funds to support or oppose the passage of a school levy or bond
issue or to compensate any school district employee for time spent on any activity intended to influence the
outcome of a school levy or bond issue election. However, the law specifically allows a school board to
allow its employees to attend public meetings during working hours to give informational presentations
regarding the district’s finances and activities, even if the purpose of the meeting is to debate the passage
of the school levy or bond issue.

Ohio Rev. Code § 3501.054 — Administering and conducting elections.

No public official that is responsible for administering or conducting an election in this state shall

collaborate with, or accept or expend any money from, a nongovernmental person or entity for any costs or

activities related to voter registration, voter education, voter identification, get-out-the-vote, absent voting,

election official recruitment or training or any other election-related purpose other than the collection of

any fee that is authorized by law, the use of any building to conduct an election, including as a polling place
11
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on election day, or the donation of food for precinct election officials at a polling place on election day.

Sample Questions and Procedures:

1. Inquire if the CFO is aware of these requirements and what controls the entity has established to prevent
violations. Controls should include:
a. Policies or published notifications to employees regarding these requirements.
b. A requirement for a person knowledgeable of these requirements to review and approve
payment requests.

2. Inquire if the CFO is aware of any possible violations. Ifso, or if other evidence comes to your attention
suggestion violations may have occurred, investigate the allegations as needed.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-5 Compliance Requirement: Ohio Rev. Code §§ 3.06, 3.061, and 3.30 (and various others specific to
Universities) - Bonding requirements

Note: As stated on pg. 1 of Chapter 3, this section may be performed every 3" audit cycle if noted
requirements met. See further guidance on pg. 1 of Chapter 3.

Summary of Requirement: These sections provide requirements for bonding certain public officials and
employees.

General

Ohio Rev. Code § 3.06 - Unless other statutes prescribe a bond for particular officials (such as for the
officials listed in Tables 1 and 2 of Bonding Exhibit 2 in the OCS Implementation Guide), Ohio Rev. Code
§ 3.06(B) permits “. . . any department or instrumentality of the state or any county, township, municipal
corporation, or other subdivision or board of education or department or instrumentality thereof, may
procure a blanket bond from any duly authorized corporate surety covering officers, clerks and employees,
other than. . .” treasurers or tax collectors and any officer, clerk or employee required by law to execute or
file an individual official bond to qualify for office or employment.

Ohio Rev. Code § 3.06 also requires “Any such blanket bond shall be approved as to its form and sufficiency
of the surety by the officer or governing body authorized to require it.” Note: While blanket bonds are
required, there is a distinction between blanket bonds and insurance policies (as outlined in Exhibit 2 of the
OCS Implementation Guide)

Ohio Rev. Code § 3.061 now permits an “Employee dishonesty and faithful performance of duty policy”
in lieu of surety bonds for some officers, employees, or appointees (See Ohio Compliance Supplement
Implementation Guide Exhibit 2 for those specific positions, they are highlighted in yellow in the included
tables). Additionally, a person who becomes covered under an employee dishonesty and faithful
performance of duty policy during the individual's term or employment and who remains covered under the
employee dishonesty and faithful performance of duty policy for the duration of the individual's term or
employment shall be considered qualified to hold the office or employment, without maintaining bond for
the duration of the individual's term or employment as required by law. [Ohio Rev. Code § 3.061(D)(3)]

Ohio Rev. Code § 3.30 — Refusal or neglect to give bond deemed refusal of office. A person who becomes
subject to a policy adopted under Ohio Rev. Code § 3.061 during the person's term of office or employment
is deemed to have vacated the office when the person fails to document proof of insurance coverage and
the vacancy shall be filled as provided by law.

Bonding Exhibit 2 in the OCS Implementation Guide includes:
e Table 1: Those required by statute to give bond (min specified),
e Table 2: Those required by statute to give bond (with no amount specified), and
e Table 3: Those for which the board may require to give bond

Some additional bonding requirements not included in the tables mentioned above are:
Universities (all universities listed below require Attorney General approval of their bonds unless
otherwise indicated):

Ohio State University [§ 3335.05], Ohio University [none specified], Miami University [none specified],
Bowling Green and Kent State Universities [§ 3341.03], Central State University [§ 3343.08], Cleveland
State University [§ 3344.02], Wright State University [§ 3352.02], Youngstown State University [§
3356.02], University of Akron [§ 3359.02], University of Toledo [§ 3364.02, which does not require
Attorney General approval;—effeetiveJuly1-2006], University of Cincinnati [§ 3361.02], Shawnee State

University [§ 3362.02, which does not require Attorney General approval;-effeetive-September29-2005],
13
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Community College Districts [none specified], Technical Colleges [none specified], State Community
Colleges [§ 3358.06], University Branch Districts [§ 3355.051].

These compliance requirements apply to all state universities except Ohio and Miami Universities and the
Medical College of Ohio at Toledo, and are also not specified for certain other types of institutions. If a
deficiency is noted for institutions not listed above, treat it as a potential management comment rather than
a noncompliance finding.

Sample Questions and Procedures:
[See the OCS Implementation Guide Exhibit 2 — Public Officers’ Bond for details of requirements. :

1. Inquire of the client:

a. How they determine who is required to be bonded and/or insured with an Employee dishonesty
and faithful performance of duty policy,

b. Whether or not they have blanket bonds on officials or employees,

c. How they determine whether employees are eligible for such blanket bonding? (Note: None of
the bond requirements in Tables 1 or 2 in Exhibit 2 in the OCS Implementation Guide may be
substituted with a blanket bond. However, those highlighted yellow may instead have an
Employee dishonesty and faithful performance of duty policy)

d. [If the amount of the bond is not specified by statute], how they determined whether amounts
of the bonds are commensurate with the duties of their office, i.e., amount of funds for which
the individual is responsible, limits of liability, etc. (Note: If the bond seems unreasonable,
consider issuing a management comment.)

Assess the answers to the above questions and consider whether compliance citations or recommendations
are necessary for any responses.

2. Obtain a few representative bonds and/or Employee dishonesty and faithful performance of duty
policies, and determine amounts:
a. meet or exceed requirements in Table 1 in Exhibit 2 in the OCS Implementation Guide, or
b. are commensurate with duties of their office/position and meet or exceed amounts established
by the governing authority for those listed in Tables 2 or 3 in Exhibit 2 in the OCS
Implementation Guide

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-6
This section intentionally left blank.
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3-7 Compliance Requirement: Ohio Rev. Code §§ 307.93(F), 341.25, 753.22, and 2301.58 -
Establishment and accounting treatment for commissaries.

Note: As stated on pg. 1 of Chapter 3, this section should be performed ANNUALLY if applicable to
your entity.

Summary of Requirements: Commissaries may be established by:
o a sheriff of a county jail, [Ohio Rev. Code § 341.25]
o the director of public safety or the joint board workhouse, [Ohio Rev. Code § 753.22]
o the director of a community-based or district community-based correctional facility, or [Ohio Rev.
Code § 2301.58]
e the corrections commission of a multicounty, municipal-county, or multicounty-municipal
correctional center. [Ohio Rev. Code § 307.93]

Once a commissary is established, all persons incarcerated must be given commissary privileges, and a
commissary fund must be established. In addition, the commissary fund rules and regulations for the
operation of the commissary must be established by the office establishing the commissary for the
correctional facility. The commissary fund must be managed in accordance with the procedures established
by the Auditor of State’s Office, which are included in the Ohio County Sheriff’s Manual
(https://ohioauditor.gov/publications.html) and AOS Bulletin 1997-011 Appendix 1%. The revenue
generated in the commissary fund in excess of operating costs is considered profit.

For Counties: The profits must be expended for the purchase of supplies and equipment, life skills training,
education and/or treatment services for the benefit of persons incarcerated in the correctional facility, pay
salary and benefits for employees of the sheriff who work in or are employed for the purpose of providing
service to the commissary, to purchase technology designed to prevent contraband from entering the jail,
or to pay for construction or renovation of a jail facility to provide medical or mental health services. [Ohio
Rev. Code § 341.25(B)(3)]

For Municipalities: The profits must be expended for the purchase of supplies and equipment for the benefit
of persons incarcerated in the workhouse, and to pay salary and benefits for employees of the workhouse
who work in or are employed for the sole purpose of providing service to the commissary. [Ohio Rev. Code
§ 753.22]

Sample Questions and Procedures:

1. Read the commissary funds rules and regulations to determine if they are consistent with requirements
listed above.

2. Scan selected expenditures from this fund. Determine that expenditures were for the benefit of those
incarcerated (see list of acceptable expenditures above). Note: We do not require high levels of
assurance from this procedure. Therefore, the sample sizes we require to obtain high assurance do not
apply. Scanning alone should normally be sufficient, unless we have reason to suspect there are
significant control or compliance issues.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):

8 AOS Bulletin 1997-011 Appendix 1 permits correctional facilities to issue a check to an inmate for the balance of
the inmate’s commissary account. The Auditor of State will also permit correctional facilities to develop reasonable
policies and procedures for the use of debit cards, in lieu of a check, when disbursing remaining balances, less amounts
owed to the correctional facility, of inmate commissary funds.
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3-8 Compliance Requirement: Ohio Rev. Code § 2335.34 — Courts - Lists of unclaimed costs. Ohio
Rev. Code § 2335.34-.35 - Disposition of unclaimed fees and costs.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

Summary of Requirements: On the first Monday of January, the clerk of each

» common pleas court clerk (or clerks from divisions of a common pleas court, such as a juvenile

court clerk, domestic relations court clerk, etc.)

» court of appeals clerk

» probate judge clerk

» sheriff
shall make two certified lists of unclaimed fees and costs outstanding for one year, and post the list in
her/his office and the courthouse for 30 days. One list is required to be posted in his/her office and the
other list shall be posted at a public area of the courthouse or published on the web site of the court or
officer, on the second Monday of January. Both lists must be posted for a period of 30 days. [Ohio Rev.
Code § 2335.34]

After the aforementioned 30-day period, the clerk or sheriff must pay the money to the county treasury,
except for unclaimed moneys that are for restitution payments for crime victims. Each such officer shall
indicate in her/his cashbook and docket the disposition of each unclaimed item. [Ohio Rev. Code §
2335.35(A)]

All the moneys remaining unclaimed that are for restitution payments for crime victims must be sent to the
reparations fund (State treasury) created under Ohio Rev. Code § 2743.191, with a list from the clerk or
other officer responsible for the collection and distribution of restitution payments specifying the amounts
and individual identifying information of the funds. [Ohio Rev. Code § 2335.35(B)]

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

1. Describe procedures used to assure the list is maintained completely and accurately (these objectives
will usually be addressed by the procedures used to maintain other required court records).

2. Show me how you reconcile the unclaimed amounts to balances held in the bank.

3. Show me your most recent listing of unclaimed funds.

4. How much was paid to the county for unclaimed funds during the year under audit?

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-9 Compliance Requirement: Ohio Rev. Code § 1907.20 - Records required of county courts.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

Summary of Requirement: County courts must maintain a general index and a docket.

On the first Monday of each January, the clerk must list all cases more than one year past for which money
has been collected but unclaimed. The clerk must transmit notice of unclaimed funds to the party or to the
party’s attorney. All the moneys remaining unclaimed that are for restitution payments for crime victims
shall be sent to the reparations fund (State treasury) created under Ohio Rev. Code § 2743.191, with a list
from the clerk or other officer responsible for the collection and distribution of restitution payments
specifying the amounts and individual identifying information of the funds. All other moneys still
unclaimed each April 1 must be paid to the county treasury. (Note: the funds remain the property of the
potential claimant per Ohio Rev. Code § 1907.20(D))

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

1. Are the aforementioned records maintained? (/Note: We will normally know this from performing
financially-related audit procedures.)

2. Describe procedures used to assure that these records are complete and accurate (e.g., supervisory
reviews). Note: We include this step here for emphasis, though it should be part of the financial audit

tests and does not require additional testing for Ohio Rev. Code purposes.

3. Show me an example of the correspondence you send regarding unclaimed funds to the party or to their
attorney.

4. How do you identify amounts unclaimed for more than one year?
5. Show me your reconciliation of cash balances to the detailed listing of unclaimed funds.

6. How much was paid to the county for unclaimed funds during April of the year under audit?

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-10 Compliance Requirement: Ohio Rev. Code § 1901.31 - Municipal court records.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

Summary of Requirement: Municipal court clerks must maintain a general index and a docket. [Ohio
Rev. Code § 1901.31(E)]

On the first Monday of each January, the clerk must list all cases more than one year past for which money
has been collected but unclaimed. On the first Monday in January each year, the clerk must transmit notice
of unclaimed funds to the party or to the party’s attorney. All the moneys remaining unclaimed that are for
restitution payments for crime victims shall be sent to the reparations fund (State treasury) created under
Ohio Rev. Code § 2743.191, with a list from the clerk or other officer responsible for the collection and
distribution of restitution payments specifying the amounts and individual identifying information of the
funds. All other moneys still unclaimed each April 1 must be paid to the municipal treasury (or county
treasury, if it is a county-operated municipal court). [Ohio Rev. Code § 1901.31(G)]

(Note: the funds remain the property of the potential claimant. That is, the government is holding this cash
similar to an agent on behalf of the claimant.)

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

1. Are the aforementioned records maintained? (/Note: We will normally know this from performing
financially-related audit procedures.)

2. Describe procedures used to assure that these records are complete and accurate (e.g., supervisory
reviews). Note: We include this step here for emphasis, though it should be part of the financial audit
tests and does not require additional testing for Ohio Rev. Code purposes.

3. Show me an example of the correspondence you send regarding unclaimed funds to the party or to their
attorney.

4. How do you identify amounts unclaimed for more than one year?
5. Show me your reconciliation of cash balances to the detailed listing of unclaimed funds.

6. How much was paid to the county for unclaimed funds in April following the year under audit?

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-11 Compliance Requirement: Ohio Rev. Code § 1905.21 - Docket; disposition of receipts. Ohio
Rev. Code § 733.40 - Disposition of fines and other moneys for mayor’s court.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

Summary of Requirements: The mayor of a municipal corporation and a mayor's court magistrate shall
keep a docket. [Ohio Rev. Code § 1905.21]

All moneys collected shall be paid by the mayor into the municipality on the first Monday of each month.
At the first regular meeting of the legislative authority each month, the mayor shall submit a full statement
of all money received, from whom and for what purposes received, and when paid into the treasury. [Ohio
Rev. Code § 733.40]

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

The financial audit procedures would normally include these steps. It is sufficient to cross-reference results
from financial audit procedures satisfying these requirements to this step without the need for any other
procedures.

1. Do you maintain a docket?

2. How do you assure that the docket is maintained completely and accurately?

3. Do you submit the required statement each month? Show me (pick a few monthly statements
and have personnel walk you through them).

4. Describe procedures used to assure that the statement is complete and accurate.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-12 Compliance Requirements: The following is a list of courts and of the related statutory provisions
(all references are to the Ohio Revised Code Section) for the collection, custody, and disbursement of fees,
fines, costs, and deposits.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

2746.01 All courts of record (primarily in civil cases)

2746.02 All courts of record (in criminal and juvenile cases and some civil actions
related to criminal cases)

2746.03 Supreme Court, courts of appeals, Court of Claims (in addition to the
charges applicable in all courts of record)

2746.04 Courts of common pleas (in certain civil cases, in addition to the charges
applicable in all courts of record)

2746.05 Juvenile courts (in addition to the charges applicable in all courts of record
and the courts of common pleas)

2746.06 Probate courts (in addition to the charges applicable in all courts of record

and the courts of common pleas, subject to any waiver of fees for combat
zone casualties under Ohio Rev. Code § 2101.164 and any reduction of
fees that Ohio Rev. Code § 2101.20 allows the judge to make)

2746.07 Municipal courts (in addition to the charges applicable in all courts of
record and the courts of common pleas)
2746.08 County courts (in addition to the charges applicable in all courts of record

and the courts of common pleas)

Municipal Court

1901.26 Costs for operation of the court and special projects’

1901.261 Additional fees for computerization of court or office of clerk of court™
1901.262 Fee for dispute resolution

1901.31 Clerk of Court, powers and duties

2951.021 Supervision fees (Probation)

2949.094(A) 15% Add-on fee for indigent alcohol treatment fund

4511.193 Fee for indigent alcohol treatment fund

Mayor’s Court

733.40 Disposition of fines and other moneys

1907.261 Fees for computerization of clerk of court office * (applies per 1905.02)
2949.094(A) 15% Add-on fee for indigent alcohol treatment fund'®

4511.193 Fee for indigent alcohol treatment fund

® Ohio Rev. Code § 1901.26(A)(1)(b)(i) authorizes municipalities to establish fees for services related to a municipal
court performed by officers or other employees of the municipal corporation's police department or marshal's office
of any of the services specified in Ohio Rev. Code § 311.17 and § 509.15. The act provides that no fee in the schedule
may be higher than the fee specified in Ohio Rev. Code § 311.17 for the performance of the same service by the
sheriff. If a fee set by municipal ordinance conflicts with a fee for the same service established in a statute or rule of
court, the fee established in the statute or rule applies.

10 Per Ohio Rev. Code § 733.40, distribution of the 15% referenced in § 2949.094(A) depends on whether, it was a
moving violation based on a statute or an ordinance. If the fine was collected based on violation of a statute then the
money goes into the County Treasury; if the fine was collected based on a violation of a municipal ordinance, then
the 15% goes into the municipal treasury.
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County Court
1907.20
1907.24
1907.26
1907.261
1907.262
2949.094(A)
4511.193

Probate Court
325.28
2101.12
2101.15
2101.16
2101.162
2101.163
2101.17
2101.20
2333.26
3113.34
3705.21
5310.05
5310.06
5310.15

Juvenile Court
325.28
2151.54
2151.541
2949.094(B)
4511.193

Section 3-12

Clerk of county court, powers and duties

Schedule of fees and costs and disposition

Disposition of fees and costs

Additional fees for computerization of court or office of clerk of court™
Fee for dispute resolution

15% Add-on fee for indigent alcohol treatment fund

Fee for indigent alcohol treatment fund

Receipt for fees

Records to be kept; indexes

Probate judge to file itemized account of fees to county auditor

Fees

Additional fees for computerization of court or office of clerk of court*
Fee for dispute resolution

Fees from county treasury

Reduction of fees (if collected fees exceed court salary costs)

Fees of probate court

Additional fee for marriage license; fee for domestic violence shelter
Registration of marriages, divorces, dissolutions, annulments
Assurance fund rate

Monthly payments of money to treasurer of state, investment of funds
Miscellaneous Fees

Receipt for fees

Fees and costs generally

Additional fees for computerization of court or office of clerk of court*
15% Add-on fee for indigent alcohol treatment fund

Fee for indigent alcohol treatment fund

Court of Common Pleas

325.28
2301.031
2303.20
2303.201

2303.22
2335.35
2335.37
2335.241

3109.14

2743.75(D)(1)
2951.021
4505.14
4519.59
4519.63
4519.69

Receipt for fees
Fee for computerization of domestic relations division
Fees and costs generally
Computerizing court or paying cost of computerized legal research (amended by
SB 177)*
Costs and fees taxed upon writs
Disposition of unclaimed fees and costs
Payment of certain costs to county treasury
Interest on certificates of judgment; computerization of court/ clerk’s office (Note:
Ohio Rev. Code § 2335.241 is not subject to the computerization fee restrictions
of AOS Bulletin 2005-003.)
Fees for birth and death records and disposition of divorce or dissolution filings;
Children’s trust fund
Filing fee for disputes over denial of access to public records
Supervision Fees (Probation)
Fees for lists of title information
Fees for certificate of title
Preparation and furnishing title information; Fees
Fee for processing physical inspection certificate
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Court of Common Pleas (Continued)

5310.05 Assurance fund rate

5310.06 Monthly payments of money to treasurer of state, investment of funds

5310.15 Miscellaneous Fees

Court of Appeals

2501.16 Clerk of Court, powers and duties; fees for special projects

2303.20 Fees & Costs Generally (applies via 2501.16 & 2303.03)

2953.35/.36.39 Fee associated with Court Notice of Order to seal or expunge records

All Courts

2335.30 Posting table of fees

2743.70 Fine to fund reparations payments (collection and remittance to state)

2937.22 Surcharge for Bail for offenses other than traffic offenses or moving violations

2949.091 Execution of sentence (collection and remittance to state)

2949.094 Additional court cost for alcohol treatment and drug law enforcement funds (fee
per offender, not moving violation)

4511.19(G)(5)(a) Fine for enforcement and education fund

4513.263 Occupant restraining devices

5503.04 Disposition of fines and moneys arising from bail forfeitures in State Highway

Patrol cases.

The clerks of various courts receive cash in payment of various court fees, costs, and fines, as well as
contingent deposits pending the outcome of legal proceedings. Such monies normally may be deposited in
banks or savings and loan associations pending distribution in accordance with statutory specifications or
as directed by the court.

All moneys collected during a month and owed to the state shall be transmitted on or before the twentieth
day of the following month by the clerk of the court to the treasurer of the state [Ohio Rev. Code §§
1907.24(C), 2303.201(C), 2743.70 (A)(2), 2949.091(A) (all courts) & (B), and 3109.14]. Except, all
moneys collected for an offense other than a traffic offense that is not a moving violation shall be
transmitted on the first business day of each month by the clerk of court to the treasurer of state. [Ohio Rev.
Code § 2743.70(A)(1)]

* Per AOS Bulletin 2005-003, it is the AOS’s opinion that a government cannot use these fees to
compensate court employees who use a computer in their ordinary duties. Rather, the AOS believes the
Ohio Legislature intended that such fees are to be used to procure and maintain computer systems or to
computerize courts. This would include procuring services for installing, updating, and maintaining court
computer systems (e.g., computer programmers or computer engineers). These services may be provided
by employees or staff of the court and, in these circumstances, fees could be expended for employee or staff
expenses as properly documented to demonstrate the percentage of time spent on such activities. However,
employees and staff should not be compensated from computerization fees when using the court’s computer
systems as end-users.
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POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

Note: The Ohio Revised Code sections listed in this step are provided primarily for your reference. When
testing the collection and distributions of fines, auditors must refer to the applicable statutes governing the
amounts to collect and amounts and methods of distribution, regardless of whether listed here. These tests
should be part of the financial audit of the court.

1. Inquire and examine how the court updates its fines and fees schedule for new fines/fees and changes
to existing legislation. Ask the court to demonstrate how it updated its fines/fees schedule for the most
recent statutory change and ensures the fines/fees collected are properly distributed to the appropriate
fund. (e.g., Ohio Rev. Code § 2303.201 imposes an additional fee of $15 to a custody, visitation or
parentage action for the juvenile division of the court of common pleas) (Typically, we only require a
low degree of assurance over compliance with this requirement. However, where courts are a material
audit cycle, auditors should evaluate general IT controls (AOS staff should complete the RCEC) for
automated court systems. When fine schedules are stored as standing data in an automated system
subject to adequate general IT controls, examining one fine or fee that changed, normally provides
sufficient evidence that the proper fine was charged. We also do not require staff to test all fine amounts
set by statute. Instead, the objective should be to determine if the court is conscientious in updating its
fine schedule timely and accurately.)

2. Inquire as to how the court spends computerization fees. Determine whether the accounting system
can segregate computerization fees received and spent; or how the court otherwise determines that these
fees were only spent on permissible computerization activities per AOS Bulletin 2005-003.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-13 Compliance Requirement: Ohio Rev. Code §§ 2743.70 and 2949.091 - Additional costs in
criminal cases in all courts to fund reparations payments; additional court costs for state general revenue
fund.

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle; however, this section MUST be tested in ANY audit period
when the court activity is material. See further guidance on pg. 1 of Chapter 3.

Summary of Requirements: These sections generally require the court in which any person is convicted
of or pleads guilty to any offense other than a traffic offense which is not a moving violation, to impose and
collect additional fines to be used for the state’s reparations fund. The court may not waive the payment of
this additional cost except for court costs imposed under Ohio Rev. Code § 2949.091 when the court
determines that the offender is indigent and waives the payment of all court costs imposed upon the indigent
offender.

POSSIBLE NONCOMPLIANCE RISK FACTORS:

Note: Due to the large volume of over the counter cash receipts and the complexity of statutory fines
and fees, the risk of noncompliance in courts is inherently higher. In assessing the risk of
noncompliance, auditors should consider whether courts have historically demonstrated effective
internal controls and compliance with applicable requirements. Additionally, adequate training of
court personnel, segregation of duties, and supervisory monitoring controls can help mitigate the risk
of noncompliance with court requirements.

Sample Questions and Procedures:

Note: The Ohio Rev. Code sections listed in this step are provided primarily for your reference. When
testing the collection and distributions of fines, auditors must refer to the applicable statutes governing the
amounts to collect and amounts and methods of distribution, regardless of whether listed here. These tests
should be part of the financial audit of the court.

Inquire and examine how the court updates its fines and fees schedule and ensures the fines/fees collected
are properly distributed to the appropriate funds. Ask the court to show you a few state fund reparations
costs and determine they were distributed reasonably. (Typically, we only require a low degree of assurance
over compliance with this requirement. However, where courts are a material audit cycle, auditors should
evaluate general IT controls (AOS staff should complete the RCEC) for automated court systems.)

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-14 Compliance Requirements: Ohio Rev. Code §§ 325.071, 325.06, 325.12, 325.18 — Counties-
Furtherance of Justice (FOJ)

Note: As stated on pg. 1 of Chapter 3, this section should be performed ANNUALLY if applicable to
your entity.

Summary of Requirements:

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(A) prescribe sheriffs’ salaries. Note that the additional 1/8 salary
paid to sheriffs per Ohio Rev. Code § 325.06(B) is not includable in the FOJ calculation.

Per Ohio Rev. Code § 325.12, the prosecutors annual FOJ appropriation equals 2 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.“

Refer to the AOS Ohio County Sheriff’s Manual for further guidance:
https://ohioauditor.gov/publications.html.

Sample Questions and Procedures:
1. Show me any policies and procedures you have for administering this fund.
2. Did you file the required annual report of expenditures for this fund? Show me a copy of it.

3. Show me documentation that the expenditures from this fund were proper and in accordance with your
policies and procedures. Auditors should scan expenditure documentation and determine whether
appropriate documentation is being maintained (i.e. receipts, invoices, affidavits, etc.), and whether
expenditures appear reasonable in nature (i.e. proper public purpose). If significant unusual items are
noted, auditors should perform the disbursement testing procedures included in the audit program
below.

FOJ Audit Program Steps:

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 §§ 325.071 and 325.12(E). Determine whether any unexpended funds have been redeposited to
the County Treasury as required. "’

2. Examine the county’s computation of amounts payable from the general fund to the FOJ account per
Ohio Rev. Code §§ 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 § 325.13 to allocate any additional funds to the FOJ account.

! The statute requires the sheriff and prosecutor to repay monies to the county treasury that are “unexpended” rather
than unencumbered. Therefore, amounts encumbered should not be considered when determining the amount to

redeposit into the county treasury.
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3. Per AOS Bulletin 1997-014, 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 Bulletin
1981-007. 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:

a. Do officers receiving cash sign a form or prenumbered, duplicate receipt for all money received?

b. 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)?

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

e. 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.

f.  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 cashbook.

Foot the reconciliation.
Agree the bank balance per the reconciliation to the bank account statement balance.
c. Scan reconciling items for reasonableness.
e 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.
d. Agree the book balance per the reconciliation to the FOJ account balance.
e. Trace payment of the remaining year-end FOJ balance to a receipt / revenue into the county
treasury, as Ohio Rev. Code §§ 325.071 (sheriff) and 325.12(E) (prosecutors) requires.

o

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 8 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. [2005 Op. Att’y. Gen. No. 2005-035] Also see AOS Bulletin 2004-
010.

8. Select a representative group of disbursements from the year end FOJ report, listing the check number,
date, amount, and payee, and determine:
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the amount per the report agrees with the canceled check or receipt.

the check is properly endorsed and signed by the Sheriff.

c. the expenditure is for furtherance of justice (almost everything counts except personal items—see
the guidance in Bulletin 1981-007 and 1997-014). (Note: Travel expenses must be made on a
reimbursement basis. Per diem allowances are unallowable. See Bulletin 1981-007 and 2017 Op.
Att'y. Gen. No. 2017-018)

d. 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. Note that a mere assertion by the officer that an
expenditure is confidential is not sufficient to negate the documentation requirements.

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

f. that checks do not appear to have been altered.

g. whether amounts agree among related documents, and that computations (footings, extensions,

etc.) are correct.

o e

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-15 Compliance Requirements: Ohio Rev. Code §§ 505.60 and 505.601, AOS Bulletins 2015-002
and 2017-002, and 2005 Op. Att’y. Gen. No. 2005-038, 2013-022, 2015-021, 2017-007, and 2017-026 —
Township - Reimbursement of insurance premiums

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle if noted requirements met. See further guidance on pg. 1 of
Chapter 3. (If the Township is cycling back from an AUP to a GAGAS audit, then this section should
be evaluated for applicability & tested in this current cycle.)

Summary of Requirements:

With the enactment of the Affordable Care Act (ACA), as noted in Bulletins 2015-002 and 2017-002,
Federal authorities have issued various guidance which suggest that some practices in Ohio Rev. Code §§
505.60 and 505.601 may constitute violations of provisions of that voluminous legislation and may subject
townships engaging in the same to penalty.

The IRS issued Notice 2015-17 in which it is indicated that an employer payment plan which involves the
employer’s reimbursement to employees for some or all of their health insurance premiums incident to a
policy secured other than through the employer constitutes a group health plan which is subject to regulation
under the Patient Protection and Affordable Care Act (ACA). On that basis, the IRS indicates that any such
reimbursement plan, since it limits the amount of payments, is in violation of the ACA, and may subject
the employer to fines and penalties. The Federal 21* Century Cures Act amends the ACA effectiveJanuary
120172 This act creates an exception for “Qualified Small Employer Health Reimbursement
Arrangements”'? in which qualified eligible employers who make health care reimbursements may do so
without threat of penalty. To qualify, a township must employ fewer than 50 full-time or full-time
equivalent (FTE) employees and does not offer a group health plan to any of its employees. The following
conditions must also apply:
1. Itis provided uniformly to all eligible employees;
2. Itis funded solely by the eligible employer;
3. No salary reduction contributions are made under the reimbursement plan; and
4. Payments and reimbursements for any year do not exceed $4;950-00-$6,150 per employee ($16;600
$12,450 if the arrangement provides for payments or reimbursements for family members of
employee). '
See the AOS Bulletin 2017-002 for details.

Employers may make premium reimbursements if their program is “integrated”, under Federal regulations,
into a group health care plan offered by the employer, and they may utilize so-called 125 payment plans.
Absent the provision by the public employer of health care insurance coverage, neither premium
reimbursement nor a 125 premium payment plan is permissible under relevant provisions of the Patient
Protection and Affordable Care Act, as said enactment has been interpreted by the Internal Revenue Service.
See AOS Bulletin 2015-002, 2015 Op. Att’y. Gen. No. 2015-021, and 2017 Op. Att’y. Gen. No. 2017-026.

Currently included in the Ohio Rev. Code:
Generally, Ohio Rev. Code § 505.60 permits townships to procure their own healthcare coverage, while

13 Cafeteria plans may qualify as Qualified Small Employer Reimbursement Arrangements.

14 The cap on payments and reimbursements is adjusted each year for inflation. 26 U.S.C. § 9831(d)(2)(B)(iii). Fer
a—table—of —the —amounts—applicable—for—each—year,—see Source: https://www.irs.gov/publications/pl5b

29


http://www.ohioauditor.gov/publications/bulletins/technical-bulletins.html
https://www.irs.gov/publications/p15b
https://www.healthcare.gov/small-businesses/learn-more/qsehra/

2025 Ohio Compliance Supplement Stewardship
Section 3-15

Ohio Rev. Code § 505.601 permits townships to opt not to procure their own plans, but still reimburse
officers’ and employees’ for their healthcare premiums. Ohio Rev. Code § 505.60 specifically permits
townships to procure the following forms of healthcare coverage: hospitalization, surgical care, major
medical care, disability, dental care, eye care, medical care, hearing aids, prescription drugs, or sickness
and accident insurance. In addition, Ohio Rev. Code § 505.60 allows townships to reimburse a
township officer or employee for out-of-pocket premiums for insurance policies, including long-term
care insurance. The reimbursement is permitted for a township officer or employee who is denied
coverage under a township health care plan established pursuant to Ohio Rev. Code § 505.60, or who
elects not to participate in the township’s plan. The township may reimburse for each out-of-pocket
premium attributable to the coverage provided for the officer or employee for insurance benefits that
the board could have provided under Ohio Rev. Code § 505.60(A). The reimbursement for the officer,
employee, and their immediate dependent cannot exceed an amount equal to the average premium paid
by the township under any health care plan it procures [Ohio Rev. Code § 505.60(D)] and cannot be
reimbursed for immediate dependents if they elect not to participate in the plan (2017 Op. Att’y. Gen.
No. 2017-007).2

Requirements governing township-procured health insurance coverage apply equally to township-paid
coverage through a health insuring corporation contract as follows:
e that an officer or employee may decline coverage under either method without affecting the
availability of coverage to other officers and employees
e that either method may provide the same kinds of coverage
e that coverage under either method is to be paid from the same township sources used to pay
employee and officer compensation
e that immediate dependents may be covered under either method
e that reimbursement of an officer or employee for premiums paid for alternative coverage (e.g.,
through a spouse) is only for the part of the premium paid for the same kinds of coverage
offered by the township's plan, whether it be provided through insurance or a health insuring
corporation contract

The statute does not permit reimbursements for:
e deductibles
e the employer’s portion of premiums
e healthcare expenses related to family members, not on the township healthcare plan

If a township opts not to procure its own health insurance, it still is permitted to reimburse any township
officer or employee for each out-of-pocket premium that the officer or employee incurs pursuant to
Ohio Rev. Code § 505.601. However, pursuant to Ohio Rev. Code § 505.601, the township must meet
the following three conditions:
1. The board of township trustees adopts a resolution stating that the township has chosen not to
procure a health care plan and has chosen instead to reimburse its officers and employees for
each out-of-pocket premium,

2. The resolution provides for a uniform maximum monthly or yearly payment amount for each
officer and employee,

3. The resolution states the specific benefits, pursuant to Ohio Rev. Code § 505.60(A), that will
be reimbursed.

Ohio Rev. Code § 505.601 (reimbursement when a township does not offer health insurance to its
officers/employees) covers reimbursements made to township officers/employees for dependent health
care coverage. Reimbursement is only for the part of the out-of-pocket premium attributable to the
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coverage provided for the officer or employee for insurance benefits that the board could have provided
under Ohio Rev. Code § 505.60(A), and that the reimbursement covers immediate dependents in
addition to the officer or employee.

2005 Op. Att’y. Gen. No. 2005-038 states that townships are not authorized to directly pay the employer
of a township officer or employee’s spouse for the cost of family coverage under a health care plan provided
to the spouse by the spouse’s employer. Auditors should consider appropriate findings if such direct
payments are identified. However, the officer or employee can be directly reimbursed for the out-of-pocket
premium attributable to that officer or employee for health care coverage provided through the employer
of a spouse as outlined in Ohio Rev. Code §§ 505.60 and 505.601.

In 2013, the IRS issued Notice 2013-54 and the Department of Labor issued Technical Release 2013-03
which indicate that employers may reimburse employees’ premiums for non-employer sponsored health
care with only post-tax dollars (i.e., employers must withhold taxes prior to making reimbursement), but
that these reimbursements need not be used in computing allowable “gross salary” as prescribed in Ohio
Rev. Code § 505.24 and § 505.09.

2013 Op. Att’y. Gen. No. 2013-022 states a board of township trustees may reimburse a township officer
or employee pursuant to Ohio Rev. Code § 505.601 for monthly Medicare Parts A, B, and D premium
payments made by the officer or employee, so long as the benefits provided by Medicare Parts A, B, and D
are consistent with the benefits identified in the township resolution stating that the township has chosen
not to procure a health care plan under Ohio Rev. Code § 505.60 and the reimbursement does not exceed
the uniform monthly or yearly payment amount set by that resolution.

Auditors should refer to AOS Bulletin 2015-002 for additional information regarding auditing health care
reimbursements.

Sample Questions and Procedures:
1. Inquire and scan the records to determine if the township reimbursed any officer or employees for
insurance benefit premiums during the period under Ohio Rev. Code § 505.60 or § 505.601?

2. If the Township has one employee:

a. Review the resolution authorizing reimbursement. (We should maintain a copy in the permanent
file so we need not repeat this step each audit.)

b. Review the township’s procedures for ensuring reimbursements meet the requirements of [Ohio
Rev. Code § 505.60(A) or the reimbursement resolution from Ohio Rev. Code § 505.601].

c. Review a few employees’ reimbursement transactions to determine if they were allowable, and
whether sufficient documentation exists to support the reimbursements.

d. Determine reimbursement was made from the general fund, or from other allowable funds in
relation to the services or activities that are normally payable from those funds.

3. If more than one employee, determine for premium reimbursements if the Township’s program is
“integrated”, under Federal regulations, into a group health care plan offered by the public employer,
and if, therefore, the public employer may utilize so-called 125 payment plans. If they operate a
cafeteria plan, see OCS section 3-16.

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-16 Compliance Requirements: Ohio Rev. Code §§ 305.171 and 505.603" - “Cafeteria Plans™'®

Note: As stated on pg. 1 of Chapter 3, auditors can generally rotate substantive compliance testing
in this section every other audit cycle if noted requirements met. See further guidance on pg. 1 of
Chapter 3. (If the Township is cycling back from an AUP to a GAGAS audit, then this section should
be evaluated for applicability & tested in this current cycle.)

Summary of Requirements:

Counties'’

A board of county commissioners may offer, to a county officer or employee, benefits through a cafeteria
plan meeting the requirements of section 125 of the "Internal Revenue Code of 1986," 100 Stat. 2085, 26
U.S.C. 125, as amended, and, as part of that plan, may offer the county officer or employee the option of
receiving a cash payment in any form permissible under such cafeteria plans. Any cash payment made to a
county officer or employee under this provision shall not exceed twenty-five per cent of the cost of
premiums or payments that otherwise would be paid by the board for benefits for the county officer or
employee under the health care policy or plan provided by the county as permitted by Ohio Rev. Code §
305.171(A).

A board of county commissioners may also duly establish an “opt-out payment plan” which provides that
any county officer or employee, who is not covered under a health care plan or policy by the county as
permitted by Ohio Rev. Code § 305.171, may receive cash payment in lieu of benefit. Any cash payment
made to a county officer or employee under this provision shall not exceed twenty-five per cent of the cost
of premiums or payments that otherwise would be paid by the board for benefits for the county officer or
employee under the health care policy or plan provided by the county as permitted by Ohio Rev. Code §
305.171(A). Further, no cash payment in lieu of a benefit may be made under the provision unless the
officer or employee provides a signed statement with the following information:

» an affirmation that the individual is covered under another plan for that type of coverage

» the name of the employer (if any) that sponsors the coverage

» the name of the carrier that provides the coverage

» the policy or plan number for the coverage

15 In addition to providing the benefits to township officers and employees under section 505.60, 505.601, or 505.602
of the Ohio Rev. Code, a board of township trustees may offer a health and wellness benefit program through which
the township provides a benefit or incentive to township officers, employees, and their immediate dependents to
maintain a healthy lifestyle, including, but not limited to, programs to encourage healthy eating and nutrition, exercise
and physical activity, weight control or the elimination of obesity, and cessation of smoking or alcohol use. (Ohio
Rev. Code § 505.603(B))

The township fiscal officer may deduct from a township employee's salary or wages the amount authorized to be paid
by the employee for one or more qualified benefits available under section 125 of the "Internal Revenue Code of
1986," 26 U.S.C. § 125, and under the sections listed in division above, if the employee authorizes in writing that the
township fiscal officer may deduct that amount from the employee's salary or wages, and the benefit is offered to the
employee on a group basis and at least ten per cent of the township employees voluntarily elect to participate in the
receipt of that benefit. The township fiscal officer may issue warrants for amounts deducted under this division to pay
program administrators or other insurers for benefits authorized under this section or those sections listed above. (Ohio
Rev. Code § 505.603(C))

16 According to Internal Revenue Code [26 U.S.C. § 125 (b)] cafeteria plan amounts are not included in gross income
of a participant, unless the participants are greater than $150,000 $335;000. (Source: ‘Highly compensated employee’
in https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-plans-definitions.

17 See also 2019 Op. Att'y. Gen. No. 2019-026.
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Townships
In addition to or in lieu of providing benefits to township officers and employees under Ohio Rev. Code §

505.60, 505.601, or 505.602, a board of township trustees may offer benefits to officers and employees
through a cafeteria plan that meets the requirements of section 125 of the "Internal Revenue Code." To
offer benefits through a cafeteria plan, the township must adopt a policy authorizing an officer or employee
to receive a cash payment in lieu of a benefit otherwise offered to township officers or employee. This cash
payment may not exceed twenty-five percent of the cost of premiums or payments that otherwise would be
paid by the board for benefits for the officer or employee.

Ohio Rev. Code § 505.603 further requires that no cash payment in lieu of a benefit be made unless the
officer or employee provides a signed statement with the following information:

an affirmation that the individual is covered under another plan for that type of coverage

the name of the employer (if any) that sponsors the coverage

the name of the carrier that provides the coverage

the policy or plan number for the coverage

YV VYV

Sample Questions and Procedures:
Note:

e Steps 1 — 3 only apply when the entity adopts or amends a cafeteria plan during the audit period,
or in the initial year it is tested for compliance.
e Reviewing the permanent file should address steps 1 — 3 for years in which there is no amendment.

1. Do you offer your officers and employees benefits through a cafeteria plan?
Note: None of the steps below apply if the entity does not have a cafeteria plan.

2. Inquire if the entity worked with their legal counsel and\or accountants to design and administer the
plans properly. If so, secure any documentation legal counsel or the accountants have supplied to the
township.

3. Review the policy document for conformance with the requirements.

4. Describe your procedures for ensuring reimbursements met the requirements of Ohio Rev. Code §
305.171 or 505.603.

5. Show me [number] of signed statements with the attestations and the required information.

6. Calculate or review the entity’s calculations that cash in lieu of payments does not exceed 25% of the
cost to the entity for providing the benefit (that is no longer being received).

Inquire with the appropriate person to determine how health care reimbursements are recorded.

For UAN entities: Use the wage base earning report — detail and summary. For periods before 2015,
use the wage detail report.

7. Determine if the employees’ W-2 forms reflect additional income for the benefit if applicable.

8. For a selection of employees, determine that payments were made from the general fund or from other
allowable funds in relation to the services or activities that are normally payable from those funds.
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Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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3-17 Compliance Requirements: Ohio Rev. Code §§ 2925.03(F), 2929.18, 2981.11, 2981.13 and 2981.14
- Law Enforcement Trust (LET) and Drug Law Enforcement Funds

Note: As stated on pg. 1 of Chapter 3, this section should be performed ANNUALLY if applicable to
your entity.

Summary of Requirements:
Note: This section is only applicable when related fines, forfeitures, or penalties are distributed to the entity,
and/or when they have unspent balances from previous distributions.

Refer to the AOS Ohio County Sheriff’s Manual for further guidance:
https://ohioauditor.gov/publications.html.

Law Enforcement Trust Funds
Several different receipts require activity to be tracked/monitored in a Law Enforcement Trust Fund
(Procedure No. 1 below) including:

Mandatory Drug Fines

Ohio Rev. Code § 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 Ohio Rev. Code § 2929.18 of the Revised Code to the county,
township, municipal corporation, park district. . . 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.'® (Procedure

No.—3 below)

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. (Procedure No. 2 &
3. below)

Ohio Rev. Code § 2925.03(F)(2) provides guidance on preparing an internal control policy indicating it
must:
A. address the agency's use®” and disposition of all fine moneys so received,
B. provide for the keeping of detailed financial records of:
1. the receipts of those fine moneys,
2. the general types of expenditures made out of those fine moneys, and
3. the specific amount of each general type of expenditure.
C. not provide for or permit the identification of any specific expenditure that is made in an ongoing
investigation.

18 Payments are made electronically to the Ohio Treasurer of State through the Reparations Rotary. A report is
available on the AOS Intranet showing which entities made payments
(Documents/Audit Resources/Confirmation_Listings/Calendar _Year Entities/State/Reparations Rotary Report).

19 These proceeds should be recorded in a LET fund when received from the clerk.

20 Ohio 2017 Op. Att’y. Gen. 2017-018 states, in part, that “personal property purchased by a county prosecuting
attorney ... with ... law enforcement trust fund moneys ... constitutes county property.” As county property, the board
of county commissioners are vested with the title to all property of the county. As such, the board of county
commissioners must follow Ohio Rev. Code § 307.12 when disposing of property and this section does not provide
for the gifting/donating of property to a private individual.

35


https://ohioauditor.gov/publications.html
https://ohauditor.sharepoint.com/:f:/r/sites/Intranet/Shared%20Documents/Audit_Resources/Confirmation_Listings/Calendar_Year_Entities/State/Reparations%20Rotary%20Report?csf=1&web=1&e=l4FXfV

2025 Ohio Compliance Supplement Stewardship
Section 3-17

Note: The following are to be considered public records open for inspection under Ohio Rev. Code §
149.43:

1. The written internal control policy,

2. All financial records of the receipts of those fine moneys,

3. The general types of expenditures made out of those fine moneys, and

4. The specific amount of each general type of expenditure by an agency.

Forfeitures and Seizures
Care of Property in Law Enforcement Custody Ohio Rev. Code § 2981.11
Ohio Rev. Code § 2981.11(B)(1) provides that any law enforcement agency that receives or uses certain
proceeds or forfeited monies shall adopt and comply with an internal control policy that provides for
keeping detailed records of:(Procedure No. 2 below)

A. the amount of property acquired by the agency and the date property was acquired;

B. the disposition of the property, which shall include, but not be limited to, both of the following:

1. The manner in which it was disposed, the date of disposition, detailed financial records
concerning any property sold, and the name of any person who received the property. The
record shall not identify or enable identification of the individual officer who seized any item
of property.

2. An itemized list of the specific expenditures made with amounts that are gained from the sale
of the property and that are retained by the agency, including the specific amount expended on
each expenditure, except that the policy shall not provide for or permit the identification of any
specific expenditure that is made in an ongoing investigation and shall be open to public
inspection during the agency’s regular business hours.

Sale of forfeited property Ohio Rev. Code § 2981.13
Each County Sheriff, township, municipal corporation, park district that receives proceeds from the sale of
forfeited property and contraband seized during law enforcement activities must:

A. Establish a law enforcement trust fund [Ohio Rev. Code § 2981.13(C)(1)],

B. File a report with the County Auditor/Municipal Corp./Board of Township Trustees/Park
Commissioner/or Attorney General, no later than the thirty-first day of January the next calendar
year, verifying that the proceeds and forfeited moneys were expended only for the purposes
authorized and specifying the amounts expended for each authorized purpose. [Ohio Rev. Code §
2981.13(C)(3)], (Procedure No. 5 below)

C. Write/adopt and comply with an internal control policy relating to proceeds and forfeited money
addressing [Ohio Rev. Code § 2981.13(C)(2)(a)]: (Procedure No. 2 below)

1. The use and disposition of all the proceeds and forfeited moneys,

2. The general type of expenditures to be made out of the proceeds and forfeited moneys received,
and

3. The records to be maintained.

Forfeiture under federal law Ohio Rev. Code § 2981.14

Ohio Rev. Code § 2981.14(B) states, A law enforcement agency or prosecuting authority shall not directly
or indirectly transfer or refer any property seized by the agency or authority to any federal law enforcement
authority or other federal agency for purposes of forfeiture under federal law unless the value of the seized
property exceeds $100,000%!, excluding the potential value of the sale of contraband, or the property is
being transferred or referred for federal criminal forfeiture proceedings. (Procedure No. 4 below)

Drug Law Enforcement Fund

21 Such transfers may result in federal reporting requirements under Treasury or Justice Equitable Sharing Programs
(see Assistance Listing # 16.922 and/or 21.016)
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Non-Mandatory Drug Fines

An additional fine imposed under Ohio Rev. Code § 2929.18(A) or (B)(4) does not require distribution to
LET funds under Ohio Rev. Code § 2925.03(F). Instead, fines imposed under Ohio Rev. Code §
2929.18(B)(4) must be used as provided in Ohio Rev. Code § 2925.03(H). This section requires fines to
be used solely for the support of one or more eligible community addiction services providers. (Procedures
No. 6-7 below)

Sample Questions and Procedures:

Law Enforcement Trust Fund Testing
1. The following activity should be accounted for in a Law Enforcement Trust Fund, inquire with the
client (including related courts and/or law enforcement agencies) and review supporting audit
information in order to determine whether they have any of the following and account for it accordingly:
a. Receipts of Mandatory Drug fines,
b. Expenditures of Mandatory Drug fine proceeds from previous periods, or
c. Receipt or use of forfeited or seized property.
If there were none, skip to # 6

2. Obtain any internal control policy(ies) and if applicable determine if it is written in accordance with:
a. Ohio Rev. Code § 2925.03(F)(2) — For Mandatory Drug Fines;
b. Ohio Rev. Code § 2981.11(B)(1) — For Care of Property in Law Enforcement Custody;
¢. Ohio Rev. Code § 2981.13(C)(2)(a) — For Sale of forfeited property

3. Determine if the law enforcement agency implemented the written internal control policies.
(We should test this via procedures we use to determine if controls have been implemented. These
might include a walk-through and scanning a few disbursements and the related documentation and
financial records. AOS Auditors see AOSAM 30500.68.)

4. Test this LET activity using the following procedures:
a. Obtain the bank accounts and related support documentation and test the bank reconciliation(s)
through:

i.  Footing the reconciliation(s).

ii. Agreeing the bank balance per the reconciliation(s) to the bank account statement
balance(s).

iii. Scanning 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.

iv. Agreeing the book balance per the reconciliation(s) to the accounting record’s balance.

b. Auditors should scan expenditure documentation and determine whether appropriate
documentation is being maintained (i.e. receipts, invoices, affidavits, etc.), and whether
expenditures appear reasonable in nature (i.e. proper public purpose and in accordance with the
internal control policy and related statutes above). If significant unusual items are noted, or if
auditor judgment dictates, auditors should:

i. Test selected disbursements and supporting documentation (e.g. invoices, etc.) to
determine if they were used only for the purposes described above. (Note: 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.) (Note: Per diem
allowances for travel are unallowable. See 2017 Op. Att'y. Gen. No. 2017-018.)

c. Inquire about any transfers of property seized by the agency or authority to any federal law
enforcement authority.
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i. Evaluate the value of transferred property and if applicable test requirements of Treasury
or Justice Equitable Sharing Programs (see Assistance Listing # 16.922 and/or 21.016)

5. Ifthey had sales of forfeited property, determine whether they complied with the reporting requirement
in Ohio Rev. Code § 2981.13(C)(3). Review the report for accuracy and completeness.

Drug Law Enforcement Fund Testing

6. Inquire with the client (including related courts and/or law enforcement agencies) and review
supporting audit information in order to determine whether there were any additional fines (referred to
above as Non-Mandatory Drug fines) imposed under Ohio Rev. Code § 2929.18(A) or (B)(4).
If there were none, no further testing is required.

7. This activity should be accounted for in a Drug Law Enforcement Fund. Test this activity using the
following procedures:
a. Obtain the bank accounts and related support documentation and Test the bank reconciliation(s)
through:

i. Footing the reconciliation(s).

ii. Agreeing the bank balance per the reconciliation(s) to the bank account statement
balance(s).

iii. Scanning 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.

iv. Agreeing the book balance per the reconciliation(s) to the accounting record’s balance.

b. Auditors should scan expenditure documentation and determine whether appropriate
documentation is being maintained (i.e. receipts, invoices, affidavits, etc.), and whether
expenditures appear reasonable in nature (i.e. proper public purpose and in accordance with
Ohio Rev. Code § 2925.03(H)). If significant unusual items are noted, or if auditor judgment
dictates, auditors should:

i. Test selected disbursements and supporting documentation (e.g. invoices, etc.) to
determine if they were used only for the purposes described above. (Note: 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.)

Conclusion: (effects on the audit opinions and/or footnote disclosures, significant
deficiencies/material weaknesses, and management letter comments):
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