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TRIMBLE, JULIAN & GRUBE, INC.

“SERVING OHIO LOCAL GOVERNMENTS”

1445 Worthington Woods Boulevard Telephone 614.846.1899
Suite B Facsimile 614.846.2799
Worthington, Ohio 43085

Independent Auditor’s Report

Board of Education

Vermilion Local School District
1230 Beechview Drive
Vermilion, Ohio 44808-1170

We have audited the accompanying general purpose financial statements of the Vermilion Local School District, Erie
County (the“Digtrict”) asof and for the fiscal year ended June 30, 2001, aslisted in the table of contents. These general
purpose financia statements are the responsibility of the District’s management. Our responsibility is to express an
opinion on these general purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States. Those standardsrequire that we plan and perform the audit to obtain reasonabl e assurance
about whether the general purpose financial statements are free of material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disclosuresin the general purpose financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall general purposefinancial statement presentation. Webelievethat our audit providesareasonable
basis for our opinion.

In our opinion, the general purpose financial statements referred to above present fairly, in all material respects, the
financial position of the Vermilion Local School District, Erie County, as of June 30, 2001, and the results of its
operations and the cash flows of its proprietary fund types and nonenxpendable trust fund for the fiscal year then ended
in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated December 10, 2001, on our
consideration of the District’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report isanintegral part of an audit performed in accordance
with Gover nment Auditing Standards and should be read in conjunction with thisreport in considering the results of our
audit.

Our audit was performed for the purpose of forming an opinion on the general purpose financial statements of the
Digtrict, taken asawhole. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U. S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organi zations, and isnot arequired part of thegeneral purposefinancial statements. Such
information has been subjected to the auditing procedures applied inthe audit of the general purposefinancial statements
and, in our opinion, isfairly stated, in all material respects, in relation to the general purpose financial statementstaken
asawhole.

Trimble, Julian & Grube, Inc.
December 10, 2001
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VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY, OHIO
COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES (DEFICIT)
ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUND
FOR THE FHISCAL YEAR ENDED JUNE 30, 2001

Fiduciary
Governmental Fund Types Fund Type
Total
Specia Debt Capital Expendable (Memorandum
General Revenue Service Projects Trust Only)
Revenues:
From local sources:
TaxXes. . . . . $11,562,520 $156,835 $11,719,355
Tuition. . . .. ... .. 194,425 194,425
Earningsoninvestments. . . . . .. .. .. 202,939 $4,505 $13,397 220,841
Other local revenues. . . . . . .. .. ... 131,182 364,766 4,539 500,487
Otherrevenue. . . . ... ... ....... 2,778 2,778
Intergovernmental - State. . . . . .. .. .. 6,138,960 200,634 17,478 $70,046 6,427,118
Intergovernmental - Federal. . . . . . . . .. 567,559 567,559
Total revenues. . . . . . ... ... ... 18,230,026 1,140,242 174,313 70,046 17,936 19,632,563
Expenditures:
Current:
Instruction:
Regular. . .. ... ............ 7,707,337 92,899 46,471 7,846,707
Specid . .. ... 1,504,148 265,231 1,769,379
Vocational . . . .. .. .. ... ... .. 151,857 151,857
Other. .. .. ..... .. ........ 174,208 554 174,762
Support services:
Pupil . ... 571,395 288,362 859,757
Instructional staff. . . . . ... ... ... 734,244 151,159 1,178 203 886,784
Board of Education. . . . . ... .. ... 80,124 80,124
Administration. . . . .. ... ... ... 1,051,292 6,658 1,057,950
Fscal . . ... .. ... .. .. 469,408 6,261 3,005 478,674
Business . . .. .............. 132,055 132,055
Operations and maintenance. . . . . . . . 1,927,850 17,226 1,945,076
Pupil transportation. . . . . ... ... .. 1,000,947 1,000,947
Central . . ... .............. 39,273 207 39,480
Community services. . . . . ... ... .. 115,596 115,596
Extracurricular activities. . . . . ... ... 313,291 116,876 11,574 441,741
Facilitiesservices . . . .. .. .. .. ... 4,694 24,292 28,986
Capitdoutlay . . .. ............ 178,594 392,000 570,594
Debt service:
Principa retirement . . . . ... ... ... 124,057 88,025 85,000 297,082
Interest and fiscal charges. . . . . . . ... 20,975 62,401 83,376
Total expenditures. . . . . .. ... ... 16,185,749 1,565,139 150,406 47,856 11,777 17,960,927
Excess of revenues
over (under) expenditures. . . . . .. .. 2,044,277 (424,897) 23,907 22,190 6,159 1,671,636
Other financing sources (uses):
Operating transfersin. . . . . .. .. .. 1,200 1,200
Operating transfersout. . . . . ... .. (1,200) (1,200)
Proceeds of capita lease transaction . . . 178,594 392,000 570,594
Proceedsfromsaleof assets . . . . . .. 9,106 9,106
Total other financing sources (uses) . . . . 186,500 393,200 579,700
Excess of revenues and
other financing sources over (under)
expenditures and other financing (uses). . 2,230,777 (31,697) 23,907 22,190 6,159 2,251,336
Fund balance (Deficit), July 1. . . . . . . .. (304,482) 214,338 179,146 7,137 197,699 293,838
Decreasein reservefor inventory . . . . . . . (2,993) (2,993)
Fund balance, June30. . . . . . .. .. ... $1,923,302 $182,641 $203,053 $29,327 $203,858 $2,542,181

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY, OHIO
COMBINED STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN RETAINED EARNINGS/FUND BALANCE
ALL PROPRIETARY FUND TYPES AND NONEXPENDABLE TRUST FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

Fiduciary
Proprietary Fund Type< Fund Type
Total
Internal Nonexpendable (Memorandum
Enterprise Service Trust Only)
Operating revenues:
Tuitionandfees. . . . ... .. .. ... .. $109,698 $109,698
Sdles/chargesfor services. . . . . . ... .. 426,394 $112,695 539,089
Investment earnings. . . . . ... .. .. .. $4,383 4,383
Total operatingrevenues. . . . . ... ... 536,092 112,695 4,383 653,170
Operating expenses:
Personal services . . . . ... ... 277,133 277,133
Contractservices . . . . . . . .. .. .. .. 22,602 121,460 144,062
Materidsand supplies. . . . . . . ... ... 310,804 310,804
Depreciation. . . . . ... ... ... .... 25,289 25,289
Other. . . . ... ... . . . 4,000 4,000
Clamsexpense . . . . ... ... ...... 131,621 131,621
Tota operatingexpenses. . . . .. ... .. 635,828 253,081 4,000 892,909
Operatingincome(loss) . . . . ... ... .. (99,736) (140,386) 383 (239,739)
Nonoperating revenues (expenses):
Operatinggrants. . . . . . .. ... ..... 130,407 130,407
Federal commodities . . . . . .. ... ... 43,248 43,248
Interestrevenue. . . . .. ... .. .. ... 14,480 14,480
Total nonoperatingrevenues. . . . . . . .. 188,135 188,135
Netincome(loss). . . . ... ......... 88,399 (140,386) 383 (51,604)
Retained earnings/fund balance July 1. . . . . 228,080 146,133 72,839 447,052
Retained earnings/fund balance June 30. . . . $316,479 $5,747 $73,222 $395,448

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.



VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY, OHIO
COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND NONEXPENDABLE TRUST FUND

Cash flows from operating activities:
Cash received from tuitionand fees. . . . . . .
Cash received from sales/service charges. . . .
Cash payments for personal services. . . . . .
Cash payments for contract services . . . . . .
Cash payments supplies and materials . . . . .
Cash payments for claimsexpenses. . . . . . .
Cash payments for other expenses . . . . . . .

Net cash used in
operating activities. . . . . ... ... ...

Cash flows from noncapital financing activities:
Cash received from operating grants. . . . . .

Net cash provided by noncapital
financing activities. . . . .. ... ... ..

Cash flows from capital and related
financing activities:
Acquisition of capital assets. . . . . . ... ..

Net cash used in capital and related
financing activities . . . . . ... ... ...

Cash flows from investing activities:
Interestreceived. . . .. ... .. .. ... ..

Net cash provided by investing activities . . .

Net increase (decrease) in
cashand cash equivalents. . . . . ... .. ..
Cash and cash equivalents at beginning of year .
Cash and cash equivalentsat end of year. . . . .
Reconciliation of operating income (loss) to
net cash used in operating activities:
Operatingincome(loss) . . . . .. ... ...
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation. . . . . ... ..........
Federal donated commodities. . . . . . . ..
Interest reported as operating income. . . . .
Changes in assets and liabilities:
Decreasein suppliesinventory . . . . . ..
Decreasein accountsreceivable. . . . . . .
Decreasein accounts payable. . . . . . ..
Increase in accrued wages & benefits. . . .
Increase in compensated absences payable .
Decrease in pension obligation payable . . .
Decreasein claimspayable . . . . . .. ..
Decreasein deferred revenue . . . . . . . .
Net cash used in
operating activities. . . . .. ... ... ...

FOR THE FHISCAL YEAR ENDED JUNE 30, 2001

Fiduciary
Proprietary Fund Types Fund Type
Total
Internal Nonexpendable (Memorandum
Enterprise Service Trust Only)

$110,045 $110,045
426,426 $112,695 539,121
(265,270) (265,270)
(22,602) (121,460) (144,062)
(271,116) (271,116)
(233,755) (233,755)
($4,000) (4,000)
(22,517) (242,520) (4,000) (269,037)
130,998 130,998
130,998 130,998
(59,127) (59,127)
(59,127) (59,127)
14,480 4,383 18,863
14,480 4,383 18,863
63,834 (242,520) 383 (178,303)
220,656 277,899 72,839 571,394
$284,490 $35,379 $73,222 $393,091
($99,736) ($140,386) $383 ($239,739)

25,289 25,289

43,248 43,248
(4,383) (4,383)

9,854 9,854

379 379
(5,788) (5,788)

4,519 4,519

7,392 7,392
(48) (48)
(102,134) (102,134)

(7,626) (7,626)
($22,517) ($242,520) ($4,000) ($269,037)

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 1- DESCRIPTION OF THE SCHOOL DISTRICT

The Vermilion Loca School District (the “District”) is located in Erie County and
encompasses al of the City of Vermillion and portions of surrounding townships.

The District was established in 1944 through the consolidation of existing land areas and
school districtsand isorganized under Sections2 and 3, Article V1 of the Constitution of the
State of Ohio. Under such laws there is no authority for a school district to have a charter
or adopt local laws. The legidlative power of the school district is vested in the Board of
Education, consisting of five members elected at large for staggered four-year terms.

The District ranks as the 207" largest by enrollment among the 682 public and community
school districts in the State, and the 2™ largest in Erie County. It currently operates 2
elementary schools, 1 middle school, and 1 comprehensive high school. The District
employs 105 non-certified and 156 certified employeesto provide servicesto 2,530 students
in grades K through 12 and various community groups.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financia statements of the District have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body
for establishing governmental accounting and financial reporting principles. The District's
significant accounting policies are described below.

A. Reporting Entity

TheDistrict’ sreporting entity has been defined in accordance with GA SB Statement No.
14, The Financial Reporting Entity, effective for financia statements for periods
beginning after December 15, 1992. A reporting entity is comprised of the primary
government, component units, and other organi zationsthat areincluded toinsurethat the
financial statementsof the District arenot misleading. Theprimary government consists
of al funds, departments, boards, and agencies that are not legally separate from the
District. For the District, this includes general operations, food service, and student
related activities of the District. Component units are legally separate organizations for
which the District is financially accountable.




VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

TheDistrictisfinancially accountablefor an organizationif the District appointsavoting
majority of the organization’ sgoverning board and (1) the District isableto significantly
influence the programsor services performed or provided by the organization; or (2) the
Digtrict is legally entitled to or can otherwise access the organization’s resources; the
Digtrict is legally obligated or has otherwise assumed the responsibility to finance the
deficits of, or provide financial support to, the organization or the District is obligated
for the debt of the organization. Component units may also include organizations that
arefiscally dependent onthe District inthat the District approvesthe budget, theissuance
of debt, or the levying of taxes for the organization. The financia statements of the
reporting entity include only those of the District (the primary government). TheDistrict
has no component units. The following organizations are described due to their
relationship to the District.

Jointly Governed Organizations:

EHOVE Joint Vocational School

Thevocational school district isaseparate body politic and corporate, established by the
Ohio Revised Code (ORC) to provide vocational and special education needs of the
students. The school accepts non-tuition students from the District asamember school,
however, it isconsidered a separate political subdivision and isnot considered to be part
of the District.

Lake Erie Education Computer Association (LEECA)

The Lake Erie Education Computer Association (LEECA) is a jointly governed
organization among thirty school districts. The jointly governed organization was
formed for the purpose of applying modern technology (with the aid and other electronic
equipment) to administrative and instructional functionsamong member districts. Each
of the governments of these schools supports LEECA based upon a per pupil charge,
dependent upon the software package utilized. The LEECA assembly consists of a
superintendent or designated representative from each participating school district and
a representative from the fiscal agent. LEECA is governed by a Board of Directors
chosen from the general membership of the LEECA assembly.




VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

The Board of Directors consists of a representative from the fiscal agent, the chairman
of each of the operating committees, and at least one Assembly member from each
county in which participating school districts are located. The degree of control
exercised by any participating school districtislimited to itsrepresentation onthe Board.
Financial information can be obtained by contacting the Treasurer at the Lorain County
Board of Education, who serves as the fiscal agent, at 1885 Lake Avenue, Elyria, Ohio
44035.

Related Organization:

The Ritter Public Library

The Ritter Public Library isadistinct political subdivision of the State of Ohio created
under Chapter 3375 of the Ohio Revised Code. The Library is governed by a Board of
Trustees appointed by the District’s Board of Education. The Board of Trustees
possessesits own contracting and budgeting authority, hiresand fires personnel and does
not depend on the District for operational subsidies. Although the District does serve as
the taxing authority and has issued tax related debt on behalf of the Library, itsroleis
limited to aministerial function. The determination to request approval of atax, therate
and the purpose are discretionary decisions made solely by the Board of Trustees.
Financia information can be obtained from the Ritter Public Library, Clerk/Treasurer,
at 5680 Liberty Avenue, Vermilion, Ohio 44089.

TheDistrict a so participatesin two insurance group purchasing pools, described in Note
12.

B. Fund Accounting

TheDistrict uses funds and account groupsto report itsfinancial position and the results
of its operations. A fund is a separate accounting entity with a self-balancing set of
accounts. An account group, on the other hand, isafinancial reporting device designed
to provide accountability for certain assets and liabilities that are not recorded in the
funds because they do not directly affect net expendable available financial resources.
Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain school district activities or
functions. Funds are classified into three categories: Governmental, Proprietary and
Fiduciary. Each category is divided into separate fund types.

10



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
GOVERNMENTAL FUNDS

Governmental Funds are those through which most governmental functions of the
Digtrict are financed. The acquisition, use and balances of the District's expendable
financial resources and the related liabilities (except those accounted for in Proprietary
Funds) are accounted for through Governmental Funds. The following arethe District's
Governmental Fund Types:

General Fund - The General Fund is the general operating fund of the District and
is used to account for all financial resources except those required to be accounted
for in another fund. The General fund balance is available to the District for any
purpose provided it is expended or transferred in accordance with applicable Ohio
Statute.

Special Revenue Funds - Special Revenue Funds are used to account for the
proceeds of specific revenue sources (other than expendable trusts, or major capital
projects) that are legally restricted to expenditures for specified purposes.

Debt Service Funds - The Debt Service Funds are used to account for the
accumul ation of resourcesfor, and the payment of, general long-term debt principal,
interest, and related costs.

Capital ProjectsFunds- The Capital Projects Fundsare used to account for financial
resources to be used for the acquisition of construction of major capital facilities
(other than those financed by Proprietary Funds).

PROPRIETARY FUNDS

Proprietary Funds are used to account for the District's ongoing activities which are
similar to those often found in the private sector, where the determination of net income
isnecessary or useful to sound financial administration. Thefollowing arethe District's
Proprietary Fund Types:

11



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Enterprise Funds - Enterprise Funds are used to account for operations that are (a)
financed and operated in amanner similar to private business enterprises--wherethe
intent of the governing body is that the costs (expenses, including depreciation) of
providing goods or servicesto the general public on a continuing basis be financed
or recovered primarily through user charges; or (b) where the governing body has
decided that periodic determination of revenuesearned, expensesincurred, and/or net
income is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

Internal Service Funds - The Internal Service Funds are used to account for the
financing of goods or services provided by one department or agency to other
departments or agencies of the District, or to other governmental units, on a
cost-reimbursement basis.

FIDUCIARY FUNDS

Trust and Agency Funds - These funds are used to account for assets held by the
District in a trustee capacity or as an agent for individuals, private organizations,
other governmental units, and/or other funds. These include Expendable Trust,
Nonexpendable Trust, and Agency funds. Expendable Trust fundsare accounted for
in essentially the same manner as Governmental funds. Nonexpendable Trust funds
areaccounted for in essentially the same manner as Proprietary funds. Agency funds
are custodial in nature (assets equal liabilities), and do not involve the measurement
of results of operations. Agency funds are presented on a budgetary basis, with note
disclosure, if applicable, regarding items, which, in other funds, would be subject to
accrual.

ACCOUNT GROUPS

To make a clear distinction between fixed assets related to specific funds and those of
genera government, and between long-term liabilitiesrelated to specific fundsand those
of genera nature, the following account groups are used:

General Fixed Assets Account Group - This group of accounts is established to
account for all fixed assets of the District, other than those accounted for in the
Proprietary Funds and Nonexpendable Trust Fund.

12



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

General Long-Term Obligations Account Group - This group of accounts is
established to account for all long-term obligations of the District, other than those
accounted for in the Proprietary Funds and Nonexpendable Trust Fund.

C. Measurement Focus/Basis of Accounting

The accounting and financial reporting treatment applied to afund is determined by its
measurement focus. All Governmental funds and the Expendable Trust fund are
accounted for using a current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on
the balance sheet. Operating statements of these funds present increases (revenues and
other financing sources) and decreases (expenditures and other financing uses) in net
current assets.

All Proprietary funds and the Nonexpendable Trust fund are accounted for on aflow of
economic resources measurement focus. With thismeasurement focus, all assetsand all
liabilitiesassociated with the operations of these funds areincluded on the balance sheet.
Proprietary Fund Type operating statements present increases (revenues) and decreases
(expenses) in net total assets.

Themodified accrual basisof accountingisfollowed for Governmental and Expendable
Trust funds. Under the modified accrual basis of accounting, revenues are recognized
when they become both measurabl e and available to finance expenditures of the current
period, which for the District is 60 days after the June 30 year-end. Revenues accrued
at the end of the year include taxes, (to the extent they areintended to finance the current
fiscal year), interest, and accounts (student fees and tuition). Current property taxes
measurabl e as of June 30, 2001, but which areintended to financefiscal 2002 operations,
have been recorded as deferred revenues. Delinquent property taxes measurable and
available (received within 60 days) are recognized as revenue, at year-end. Taxes
availablefor advance and recognized as revenue but not received by the District prior to
June 30, 2001 are reflected as a reservation of fund balance for future appropriations.
The District is prohibited by law from appropriating this revenue in accordance with
ORC Section 5705.35, since an advance of revenue was not requested or received prior
to the fiscal year-end.

13



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Nonexchange transactions, in which the District receives value without directly giving
egual valueinreturn, include property taxes, grants, entitlements, and donations. Onthe
modified accrual basis, revenue from property taxesis recognized in the fiscal year for
which the taxes are levied and the resources are available. Revenue from grants,
entitlements, and donations is recognized in the fiscal year in which all eligibility
requirements have been met and the resources are available.

TheDistrict reports deferred revenue on its combined balance sheet. Deferred revenues
arise when a potential revenue does not meet both the "measurable”’ and "available"
criteria for recognition in the current period. Deferred revenues also arise when
resources are received by the District before it hasalegal clam to them, as when grant
monies are received prior to the recognition of qualifying expenditures. In subsequent
periods, when both revenue recognition criteria are met, or when the government has a
legal claim to the resources, the liability for deferred revenue is removed from the
combined balance sheet and revenue is recognized.

Expenditures (decreasesin net financial resources) arerecognized inthe period inwhich
thefund liability isincurred with the following exceptions: general long-term obligation
principa and interest are reported only when due; however, costs of accumulated unpaid
vacation and sick leave are reported as expendituresin the period in which they will be
liguidated with available financial resources rather than in the period earned by
employees. Allocations of cost, such as depreciation and amortization, are not
recognized in Governmental funds.

The Proprietary and Nonexpendable Trust funds are accounted for on the accrual basis
of accounting. Under theaccrual basisof accounting, revenuesarerecorded when earned
and expenses are recorded at thetime liabilitiesare incurred. The fair value of donated
commaodities used during the year is reported on the operating statement as an expense,
with a like amount reported as donated commodities revenue. Unused donated
commaodities are reported as deferred revenues.

On the accrua basis of accounting, revenue from nonexchange transactions, such as
grants, entitlements, and donations, isrecognized inthefiscal year inwhichall eligibility
requirements have been met. The Proprietary funds receive no revenue from property
taxes.

14



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
D. Budgets

The budgetary processis prescribed by provisions of the Ohio Revised Code and entails
the preparation of budgetary documents within an established timetable. The major
documents prepared are the tax budget, the certificate of estimated resources, and the
appropriation resolution, all of which are prepared on the budgetary basis of accounting.
The certificate of estimated resources and the appropriation resolution are subject to
amendment throughout the year with the legal restriction that appropriations cannot
exceed estimated resources, as certified. The specific timetable for fiscal year 2001 is
asfollows:

1. Prior to January 15 of the preceding year, the Superintendent and Treasurer submit
to the Board of Education a proposed operating budget for the fiscal year
commencing the following July 1. The budget includes proposed expenditures and
the means of financing for al funds. Public hearings are publicized and conducted
to obtain taxpayers comments. The expressed purpose of this budget document is
to reflect the need for existing (or increased) tax rates.

2. By no later than January 20, the Board-adopted budget isfiled with the Erie County
Budget Commission for tax rate determination.

3. Priorto April 1, the Board of Education accepts, by formal resolution, the tax rates
asdetermined by the Budget Commission and receivesthe Commission's Certificate
of Estimated Resources, which states the projected revenue of each fund. Prior to
June 30, the District must revise its budget so that total contemplated expenditures
from any fund during the ensuing year will not exceed the amount stated in the
Certificate of Estimated Resources. Therevised budget then servesasabasisfor the
appropriation measure. On or about July 1, the Certificateisamended to include any
unencumbered bal ancesfrom the preceding year asreported by the District Treasurer.
The Certificate may be further amended during the year if projected increases or
decreasesin revenue areidentified by the District Treasurer. The amounts reported
in the budgetary statement reflect the amounts set forth in the final Amended
Certificate issued for fiscal year 2001.

15



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

4. By July 1, the annual appropriation resolution is legally enacted by the Board of
Education at the fund, function, and object level of expenditures, which arethelegal
levels of budgetary control. (State statute permits a temporary appropriation to be
effective until no later than October 1 of each year.) Resolution appropriations by
fund must be within the estimated resources as certified by the County Budget
Commission and the total of expenditures and encumbrances may not exceed the
appropriation totals.

5. All funds, other than Agency funds, are legally required to be budgeted and
appropriated. Short-term interfund loans are not required to be budgeted since they
represent atemporary cash flow resource, and are intended to be repaid.

6. Any revisions that alter the total of any fund appropriation or ater total function
appropriationswithin afund, or alter object appropriations within functions must be
approved by the Board of Education.

7. Formal budgetary integrationisemployed asamanagement control deviceduringthe
year for all funds consistent with the general obligation bond indenture and other
statutory provisions. All departments/functionsand fundscompleted the year within
the amount of their legally authorized cash basis appropriation.

8. Appropriation amounts are as originally adopted, or as amended by the Board of
Education through the year by supplemental appropriations, which either reall ocated
or increased the original appropriated amounts.

All supplemental appropriationswerelegally enacted by theBoard during fiscal 2001
in the following amounts:

Increase/(Decrease)
General Fund $ 86,003
Special Revenue Funds 123,583
Capital Projects Funds 70,047
Enterprise Funds 41,588
Internal Service Fund (155,927)
Expendable Trust Fund 5,000
Nonexpendable Trust Fund 3,500
Total Net Increase $173,794
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VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

9. Unencumbered appropriations lapse at year-end. Encumbered appropriations are
carried forward to the succeeding fiscal year and need not be reappropriated. Cash
disbursements plus encumbrances may not legally exceed budgeted appropriations
at the fund, function and/or object level.

Encumbrance accounting is utilized with District funds in the normal course of
operations, for purchase orders and contract-related expenditures. An encumbrance
is a reserve on the available spending authority due to commitment for a future
expenditure and does not represent a liability. For Governmental Fund Types,
encumbrances outstanding at year-end (not recognized as accounts payable) appear
as a reserve to the fund balance on a GAAP basis and as the equivalent of
expenditures on a non-GAAP budgetary basis in order to demonstrate legd
compliance. Note 16 provides areconciliation of the budgetary and GAAP basis of
accounting. Encumbrances for Enterprise funds are disclosed in Note 13 to the
financial statements.

E. Cash and Investments

To improve cash management, cash received by the District is pooled. Moniesfor al
funds, including Proprietary funds, aremaintained inthispool. Individual fundintegrity
ismaintained through the District’ srecords. Eachfund’ sinterest inthepool ispresented
as “Equity in Pooled Cash and Cash Equivalents’ (both restricted and unrestricted) on
the combined balance sheet.

During 2001, investments were limited to the State Treasury Asset Reserve of Ohio
(STAR Ohio) and repurchase agreements.

Except for nonparticipating investment contracts, investments are reported at fair value,
which isbased on quoted market prices. Nonparticipating investment contracts such as
repurchase agreements are reported at cost.

STAR Ohioisaninvestment pool managed by the State Treasurer’ sOffice, which allows
governments within the State to pool their funds for investment purposes. STAR Ohio
is not registered with the SEC as an investment company, but does operate in amanner
consistent with Rule 2a7 of the Investment Company Act of 1940. Investmentsin STAR
Ohio are valued at STAR Ohio’ s share price, which isthe price the investment could be
sold for on June 30, 2001.
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VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

The District allocates investment earnings to the General, Other Grants, Education
Foundation, District Managed Student Activity, Auxiliary Services, Expendable Trust,
and Food Service funds. The following funds were credited more interest than would
have been received based upon their share of the District’s investments during fiscal

2001
Interest Interest Based
Actudly upon Share of Interest Assigned
Received Investments from Other Funds
Genera Fund $202,939 $148,654 $54,285

TheDistrict utilizesafinancial institution to service bonded debt asprincipal andinterest
payments come due. The District also has a segregated bank account for self-insurance
monies held separate from the District’s central bank account. Although the self-
insurance plan was terminated by the District during the fiscal year, abalance remained
in this account at June 30, 2001. These interest bearing depository accounts are
presented on the combined balance sheet as* Cash with Fiscal Agent” since they are not
required to be deposited into the District treasury.

An analysis of the Treasurer’ s investment account at year end is provided in Note 4.
F. Inventory

Inventoriesfor all Governmental fundsarevalued at cost (first-in/first-out method). The
purchase method is used to account for inventories. Under the purchase method,
inventoriesare recorded as expenditureswhen purchased; however, material amounts of
inventories at period-end are reported as assets of the respective fund, which are equally
offset by afund balance reserve, which indicates they are unavailable for appropriation
even though they are a component of reported assets.

Inventoriesof Proprietary fundsarevalued at thelower of cost (first-in/first-out method)
or market and expensed when used rather than when purchased.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
G. Fixed Assetsand Depreciation

1. General Fixed Assets Account Group

General fixed assets are capitalized at cost (or estimated historical cost) and updated
for the cost of additions and retirements during the year in the General Fixed Assets
Account Group. Donated fixed assets are recorded at their fair market values as of
thedatedonated. TheDistrict followsthe policy of not capitalizing assetswith acost
of less than $500 and a useful life of less than one year. The costs of normal
maintenance and repairsthat do not add to the value of the asset or materially extend
an asset’s life are not capitalized. No depreciation is recognized for assets in the
General Fixed Assets Account Group. The District has not included infrastructure
in the General Fixed Asset Account Group.

2. Proprietary Funds and Non-Expendable Trust Funds

Equipment reflected in these funds are stated at historical cost or estimated historical
cost and updated for the cost of additions and retirements during the year. Donated
fixed assets are recorded at their fair market values as of the date donated.
Improvements are capitalized and depreciated over the remaining useful life of the
related fixed asset. Depreciation hasbeen provided, where appropriate, on astraight-
line basis over the following estimated useful lives:

Asset Life (years)

Furniture, Fixtures and Equipment 15-20
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

H. Intergovernmental Revenues

In Governmental funds, entitlements and non-reimbursable grants (to the extent such
grants and entitlements relate to the current fiscal year) are recorded as receivables and
revenue when measurable and available. Reimbursement type grants are recorded as
receivables and revenues when the related expenditures are incurred. Grants for
Proprietary fund operations (excluding commodities) are recognized as non-operating
revenuesin the accounting period in which they are measurable and earned. TheDistrict

currently participates in various state and federal programs categorized as follows:

Entitlements
General Fund
State Foundation Program
State Property Tax Relief

Debt Service Fund
State Property Tax Relief

Non-Reimbursable Grants
Special Revenue Funds
Teacher Development
Management Information Systems
Title VI-B
Titlel
Title VI
Ohio Reads
Summer Intervention
Extended L earning Opportunity
School Net
Professional Development
Drug-Free Schools
Early Childhood Education
TitleVI-R
Preschool for the Handicapped
Goals 2000
Tech Literacy Challenge
School to Work
Community Alternative Funding

20

Non-Reimbursable Grants - (Continued)

Capital Projects Fund

SchoolNet

Reimbursable Grants

General Fund

Driver Education
Vocation Education Travel/Salary

Specia Revenue Fund

Telecommunications Act

Proprietary Funds
National School Lunch Program
Donated Commodities

(Food Distribution)
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Grants and entitlements amounted to approximately 35% of the District's operating
revenue during the 2001 fiscal year.

I. Compensated Absences

Compensated absences of the District consist of vacation leave and sick leave to the
extent that payment to the employee for these absences are attributable to services
aready rendered and are not contingent on a specific event that is outside the control of
the District and the employee.

In accordance with the provisions of GASB Statement No. 16, Accounting for
Compensated Absences, a liability for vacation leave is accrued if a) the employees
rights to payment are attributabl e to services already rendered; and b) it is probabl e that
the employer will compensate the employees for the benefits through paid time off or
other means, such as cash payment at termination or retirement. A liability for severance
is accrued using the vesting method; i.e., the liability is based on the sick leave
accumulated at the balance sheet date by those employees who are currently eligible to
receive termination (severance) payments, as well as those employees expected to
become eligible in the future. For purposes of establishing aliability for severance on
employees expected to become eligibleto retirein thefuture, all employeeswith at least
5 years of service with the District, regardless of age, were considered expected to
become dligible to retire in accordance with GASB Statement No. 16.

The total liability for vacation and sick leave payments has been calculated using pay
ratesin effect at the balance sheet date, and reduced to the maximum payment allowed
by labor contract and/or statute, plus any applicable additional salary related payments.

Accumulated vacation and severance of Governmental Fund Type employees meeting
the above requirements have been recorded in the appropriate Governmental fund asa
current liability to the extent that the amounts are expected to be payable within the
current available period. The balance of the liability is recorded in the General Long-
Term Obligations Account Group. Vacation and sick leave for employees meeting the
aboverequirementswho are paid from Proprietary fundsisrecorded as an expensewhen
earned.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
J. Long-Term Obligations

Ingeneral, Governmental fund payablesand accrued liabilitiesarereported asobligations
of the funds, regardiess of whether they will be liquidated with current resources,
however, compensated absences and contractually required pension contributions that
will be paid from Governmental funds are reported as a liability in the General Long-
Term Obligations Account Group to the extent that they will not be paid with current
available expendable financial resources. Payments made more than sixty days after
year-end are generally considered not to have been paid with current available financial
resources. Bonds, capital |eases, and the solvency assistance advance are reported as a
liability of the General Long-Term Obligations Account Group until due.

Long-term debt and other obligations financed by Proprietary funds are reported as
liabilities in the appropriate Proprietary funds.

K. Fund Equity

Reserved fund balances indicate that portion of fund equity, which is not available for
current appropriation or is legally segregated for a specific use. Fund balances are
reserved for encumbrances, debt service, suppliesinventory, tax revenue unavailablefor
appropriation, textbooks, BWC refunds, and bus purchases. In addition, although the
nonexpendabl etrust fund usesthetotal economic resources measurement focus, thefund
equity isreserved for theamount of principal endowment. Thereservefor property taxes
represents taxes recognized as revenue under GAAP but not available for appropriation
under State statute. The unreserved portions of fund equity reflected for the
Governmental funds are available for use within the specific purposes of those funds.

L. Contributed Capital

Contributed capital reported in the Enterprise Funds represents resources provided from
other funds, other governments, or private sources that is not subject to repayment.
Theseassetsarerecorded at their fair market value on the date contributed. Depreciation
onthoseassetsacquired or constructed with contributed resourcesisexpensed and closed
to unreserved retained earnings at year-end. Contributed capital did not change during
fiscal 2001.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
M. Statutory Reserves
TheDistrictisrequired by statelaw to set aside certain (cash basis) General fund revenue

amounts, as defined by statute, into various reserves. During the fiscal year ended June
30, 2001, the reserve activity was as follows:

Capital Budget
Textbook Maintenance  Stabilization BWC
Reserve Reserve Reserve Refunds

Balance, July 1, 2000 $ 202,082 $ 41,547 $ 145,873 $ 0
Required Set-Aside 407,381 407,381 667
Elimination of budget

Stabilization Reserve (146,540) 146,540
Offset Credits (45,000) (106,032)
Qualifying Expenditures (450,000) (558,725)
Cash Balance, June 30, 2001 114,463 (215,829) 0 146,540
Carried Forward to FY 2002 $ 114,463 $(215,829) $ 0 $146,540

The District had offsets and qualifying disbursements during the year that reduced the
capital maintenance set-aside amount below zero, this extra amount may be used to
reduce the set-aside requirements of future years. This negative amount is therefore
presented as being carried forward to the next fiscal year.

Effective April 10, 2001, Am. Sub. Senate Bill 345 amended ORC Section 5705.29
effectively eliminating the requirement for the District to establish and maintain abudget
stabilization reserve. As of June 30, 2001, the School Board has not taken action to
designate these funds for a specific use. Monies representing BWC refunds that were
received prior to April 10, 2001, have been shown as arestricted asset and reserved fund
balance in the general fund since allowable expenditures are restricted by State statute.
All remaining monies previously reported in the budget stabilization reserve are now
reported as unreserved and undesignated fund balance in the General fund. The District
is still required by state law to maintain the textbook reserve and capital acquisition
reserve.

Additionally, the District received asubsidy mandated to be spent on bus purchases. As
of June 30, 2001, $5,525 was unspent and is thus reported as restricted cash at fiscal
year-end.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

A schedule of the restricted assets at June 30, 2001 follows:

Amount restricted for bus purchases $ 5,525
Amount restricted for textbooks 114,463
Amount restricted for BWC refunds 146,540
Total restricted assets $266,528

N. Interfund Transactions

During the course of normal operations, the District has numerous transactions between
funds. The most significant may include:

1. Transfersof resourcesfrom onefund to another fund. Theresourcestransferred are
to be expended for operations by the receiving fund and are recorded as operating
transfers, with the exception of Agency funds, which do not report transfers of
resources as operating transfers.

2. Reimbursementsfrom onefundto another aretreated asexpenditures/expensesinthe
reimbursing fund and areduction in expenditures/expenses in the reimbursed fund.

3. Short-term interfund loans made pursuant to Board of Education Resolution are
reflected as“interfund loansreceivable or payable.” Such interfund loansarerepaid
inthefollowing fiscal year. The District has no interfund loans outstanding at June
30, 2001.

4. Quasi-external transactions are similar to the purchase of goods or services from a
vendor; i.e., thefund which provides aservice recordsrevenue, and the fund, which
receives that service records an expenditure/expense.

5. Residua equity transfers are non-recurring or non-routine permanent transfers of
equity, generally made when afund is closed.

6. Long-term interfund loans that will not be repaid within the next year are termed
“advances’ and are shown asreservations of fund balances on the combined balance
sheet for those funds that report advances to other funds as assets because they are
not spendable, available resources.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

An analysis of the District’s interfund transactions for fiscal year 2001 is presented in
Note 5.

0. Statement of Cash Flows

In September 1989, the GASB issued Statement No. 9, Reporting Cash Flows of
Proprietary and Non-expendable Trust Funds and Governmental Entities That Use
Proprietary Fund Accounting. The District has presented a statement of cash flows for
its Proprietary and Nonexpendable Trust funds. For purposes of the statement of cash
flows, the District considers cash equivalents to include all short term investments
(maturity of 90 days or less from date of purchase).

P. Financial Reporting for Proprietary and Similar Fund Types

The District's financial statements have been prepared in accordance with GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting. TheDistrict accountsfor
its Proprietary activities in accordance with all applicable GASB pronouncements, as
well as pronouncements of the Financial Accounting Standards Board (FASB) and its
predecessors issued on or before November 30, 1989, unless those pronouncements
conflict with or contradict GASB pronouncements.

Q. Parochial Schools

Within the District boundaries, the St. Mary School is operated through the Toledo
Catholic Diocese. Current state legislation provides funding to this parochial school.
These monies are received and disbursed on behalf of the parochia school by the
Treasurer of theDistrict, asdirected by the parochial school. Thereceipt and expenditure
of these state monies by the District arereflected in a Special Revenue fund for financial
reporting purposes.

R. Restricted Assets
Restricted assets in the General fund represent cash and cash equivalents set aside to
establish textbooks, bus purchase, and BWC refunds. These reserves are required by

State statute.  Fund balance reserves have also been established. See Note 2.M. for
statutory reserves.
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VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
Estimates
The preparation of financial statementsin conformity with GAAP requires management

to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results may differ from those estimates.

. Memorandum Only - Total Columns

Total columnson the general purposefinancial statementsare captioned (Memorandum
Only) to indicate that they are presented only to facilitate financial analysis. Datain
these columns do not present financial position, results of operations, or changes in
financial position in conformity with generally accepted accounting principles. Neither
is such data comparable to a consolidation. Interfund eliminations have not been made
in the aggregation of this data.

NOTE 3- ACCOUNTABILITY AND COMPLIANCE

A.

Changein Basis of Accounting

In prior years, the District has reported Agency funds using the modified accrual basis
of accounting. For fiscal 2001, Agency funds are reported using the budget (cash) basis
of accounting. No restatement isrequired because Agency funds do not report results of
operations.

Changein Accounting Principle

GASB Statement No. 33, Accounting and Financia Reporting for Nonexchange
Transactions, was implemented during fiscal 2001. In accordance with this statement,
certain types of revenue received by the District for which no valueis given in return,
including derived tax revenues, imposed nonexchange transactions, government-
mandated nonexchange transactions, and voluntary nonexchange transactions may have
been reported in amanner inconsistent with prior fiscal years; however, the adoption of
this statement had no effect on fund balances/retained earnings as previously reported by
the District at June 30, 2000.
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NOTE 3- ACCOUNTABILITY AND COMPLIANCE - (Continued)
C. Deficit Fund Balances

Deficit fund balances at June 30, 2001 included the following individual fund deficits:

Deficit Balance
Special Revenue Funds
Miscellaneous State Grants $ @
Titlel (489)
Miscellaneous Federal Grants (7,010)

Thesedeficits, caused by the application of generally accepted accounting principles, will
be funded by anticipated future intergovernmental revenues or other subsidies not
recognized and recorded at June 30. The General fund provides transfers for deficit
balances; however, transfers are made when cash is needed rather than when accruals
occur. These funds complied with Ohio State law which does not permit cash fund
deficit at year end.

D. Agency Funds

The following are accruals for the agency fund, which, in another fund type, would be
recognized on the combined bal ance sheet:

ASSETS
Taxes - Current and Delinquent $232,668

E. Budgetary Compliance

In accordance with the Ohio revised Code Section 5705.39, the following funds had
appropriationsin excess of estimated resources for the fiscal year ended June 30, 2001

Fund Type Estimated Total
Fund Resources Appropriations Excess

Specia Revenue Funds:

District Managed
Student Activity Fund $113,293 $115,294 $2,001
Titlel 244,447 294,164 49,717

Internal Service Fund:
Computer Network 38 594 556
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NOTE 3- ACCOUNTABILITY AND COMPLIANCE - (Continued)

In accordance with Ohio Revised Code Section 5704.41 (B), the following fund had
expenditures plus encumbrances in excess of appropriations for the fiscal year ended
June 30, 2001:

Fund Type Expenditures
Fund Appropriations Plus Encumbrances Excess

Specia Revenue Fund:
Ohio Reads $94,918 $98,918 $4,000

Disclosure is presented at the fund level, rather than at the function and object level
within the fund due to the practicality of determining these values.

NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS
State statutes classify monies held by the District into three categories.

Activedepositsare public deposits necessary to meet current demands on thetreasury. Such
monies must be maintained either as cash in the District treasury, in commercia accounts
payable or withdrawable on demand, including negotiable order of withdrawal (NOW)
accounts, or in money market deposit accounts.

Inactive deposits are public deposits the Board of Education has identified as not required
for use within the current two-year period of designation of depositories. Inactive deposits
must either be evidenced by certificates of deposit maturing not later than the end of the
current period of designation of depositories, or by savingsor deposit accountsincluding, but
not limited to, passbook accounts.

Interim deposits are deposits of interim monies. Interim moniesarethose monies, which are
not needed for immediate use, but which will be needed before the end of the current period
of designation of depositories. Interim deposits must be evidenced by time certificates of
deposit maturing not more than one year from the date of deposit or by savings accounts,
including passbook accounts.
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NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS - (Continued)

Protection of the District's deposits is provided by the Federal Deposit Insurance
Corporation, by eligible securities pledged by the financial institution as security for
repayment, by surety company bondsdeposited with the Treasurer by thefinancial institution
or by asingle collateral pool established by the financial institution to secure the repayment
of al public moneys deposited with the institution.

Interim monies may be deposited or invested in the following securities:

1.

United States Treasury Notes, Bills, Bonds, or any other obligation or security issued by
the United States Treasury or any other obligation guaranteed asto principal and interest
by the United States;

Bonds, Notes, Debentures, or any other obligations or securities issued by any federal
government agency or instrumentality, including but not limited to, the Federal National
Mortgage Association, Federal Home Loan Bank, Federal Farm Credit Bank, Federal
Home Loan Mortgage Corporation, Government National Mortgage Association, and
Student Loan Marketing Association. All federal agency securities shall be direct
issuances of federal government agencies or instrumentalities;

Written repurchase agreements in the securities listed above provided that the market
value of the securities subject to the repurchase agreement must exceed the principal
value of the agreement by at least 2% and be marked to market daily, and that the term
of the agreement must not exceed 30 days;

Bond and other obligations of the State of Ohio;

No-load money market mutual funds consisting exclusively of obligations described in
division (1) or (2) and repurchase agreements secured by such obligations, provided that
investments in securities described in this division are made only through eligible
institutions;

The State Treasurer’ sinvestment pool (STAR Ohio);

Certain bankers' acceptancesand commercia paper notesfor aperiod not to exceed 180

days from the date of purchase in an amount not to exceed 25% of the interim moneys
available for investment at any one time; and,

29



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS - (Continued)

8. Under limited circumstances, corporate debt instruments rated in either of the two
highest rating classifications by at least two nationally recognized rating agencies.

Investmentsin stripped principal or interest obligations, reverse repurchase agreements and
derivativesareprohibited. Theissuance of taxable notesfor the purpose of arbitrage, theuse
of leverage and short selling are also prohibited. An investment must mature within five
yearsfromthedate of purchase unless matched to aspecific obligation or debt of the District,
and must be purchased with the expectation that it will be held to maturity. Investments may
only be made through specified dealers and institutions. Payment for investments may be
made only upon delivery of the securities representing the investments to the Treasurer or
qualified trustee or, if the securities are not represented by a certificate, upon receipt of
confirmation of transfer from the custodian.

Cash on Hand: At year-end, the District had $5,320 in undeposited cash on hand, whichis
included on the combined balance sheet as part of “Equity in Pooled Cash and Cash
Equivaents’, but is not included in the total amount of deposits reported below.

Cashwith Fiscal Agent: Atyear end, atotal of $30,324 wason depositinthe District’ sself-
insurance account and clearance account for bonded debt. This amount isincluded in the
total amount of depositsreported below; however, thisamount isnot part of theinternal cash
pool reported on the combined balance sheet as equity in pooled cash and cash equivalents.

The following information classifies deposits and investments by categories of risk as
defined in GASB Statement No. 3, Deposits With Financial Institutions, Investments
(including Repurchase Agreements), and Reverse Repurchase Agreements.

Deposits: At year-end the carrying amount of the District’ s deposits was $118,644 and the
bank balance was $357,912. Of the bank balance:

1. $216,674 was covered by federal deposit insurance; and
2. $141,238 was uninsured and uncollateralized. Although all statutory requirements for

the deposit of money had been followed, noncompliancewith federal requirementscould
potentially subject the District to a successful claim by the FDIC.
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NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS - (Continued)

Investments. The District’ sinvestments are required to be categorized to give an indication
of thelevel of risk assumed by the District at year end. Category 1 includesinvestmentsthat
areinsured or registered or for which the securities are held by the District or itsagent in the
District’sname. Category 2 includes uninsured and unregistered investments for which the
securities are held by the counterparty’ s trust department or agent in the District’s name.
Category 3 includesuninsured and unregistered investmentsfor which thesecuritiesareheld
by the counterparty, or by its trust department or agent, but not in the District’s name.
STAROhio isan unclassified investment sinceit is not evidenced by securitiesthat exist in
physical or book entry form.

Category of Risk Fair
3 Vaue
Repurchase Agreement $33,996 $ 33,996
Not Subject to Categorization:
Investment in State Treasurer’ s Investment Pool 3,867,785
Total Investments $33,996 $3,901,781

The classification of cash, cash equivalents, and investments on the combined bal ance sheet
isbased on criteriaset forthin GASB Statement No. 9, Reporting Cash Flows of Proprietary
and Non-Expendable Trust Funds and Governmental Entities That Use Proprietary Fund

Accounting.

A reconciliation between the classifications of cash, cash equivalents, and investments on
the combined balance sheet per GASB Statement No. 9 and the classifications of deposits
and investments presented above per GASB Statement No. 3 is as follows:

Equity in Pooled Cash

and Cash Equivalents [nvestments
GASB Statement No. 9 $ 3,995,421 $ 0
Investments of the Cash
Management Pool:
Repurchase Agreement (33,996) 33,996
State Treasurer’s Investment Pool (3,867,785) 3,867,785
Cash on Hand (5,320)
Cash with Fiscal Agent 30,324
GASB Statement No. 3 $ 118,644 $3,901,781
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NOTE 5- INTERFUND TRANSACTIONS

The following isareconciliation of the District’ s operating transfers for fiscal year 2001:

Fund Transfersin Transfers (Out)
General Fund $(1,200)
Specia Revenue Fund

Drug-Free Grant $1,200
Totals $1,200 $(1,200)

NOTE 6 - PROPERTY TAXES

Property taxes are levied and assessed on a caendar year basis. Distributions from the
second half of the calendar year occur in anew fiscal year and are intended to finance the
operations of that year. Property taxesinclude amountslevied against al real, public utility
and tangible (used in business) property located in the District. Real property taxes and
public utility taxes are levied after November 1 on the assessed value listed as of the prior
January 1, the lien date. Assessed values are established by State law at 35% of appraised
market value.

Public utility property taxes are assessed on tangible personal property, aswell asland and
improvements. Real property is assessed at 35% of market value and personal property is
assessed at 100% of market value, except for the personal property of rura electric
companies, whichisassessed 50% of market value, and railroads, which are assessed at 29%
of market value.

Tangible personal property taxes attach as alien and are levied on January 1 of the current
year. Tangible personal property assessments are 25% of true value. The first $10,000 of
assessed value is exempt from taxation. The District receives a state subsidy in lieu of tax
revenue which would otherwise have been collected.
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The assessed values upon which the fiscal year 2001 taxes were collected were as follows:

2000 Second-Half 2001 First-Half
Collections Collections
Amount Percent Amount Percent
Agricultural/Residential
and Other Redl Estate $255,072,860 83.58 $294,079,820 83.88
Public Utility Personal 28,142,140 9.23 27,007,210 841
Tangible Personal Property 21,953,109 7.19 29,494,887 7.71

$305,168,109 100.00 $350,581,917 100.00

Tax rate per $1,000 of

assessed valuation:

Operations $69.99 $69.30
Debt Service .50 .50
Library 1.00 1.00

Real property taxes are payable annually or semi-annually. If paid annually, payment isdue
January 20; if paid semi-annually, the first payment is due January 20 with the remainder
payable by June 20.

Tangible personal property taxes paid by multi-county taxpayers are due September 20.
Single county taxpayers may pay annually or semiannually. If paid annually, payment isdue
April 30; if paid semiannually, thefirst payment isdue April 30, with the remainder payable
by September 20.

The Erie County Treasurer collects property taxes on behalf of the District. The County
Auditor periodicaly remits to the District its portion of the taxes collected. These tax
"advances' are based on statutory cash flow collection rates. Fina "settlements' are made
each February and August.

Accrued property taxes receivabl e represent delinquent taxes outstanding and real property,
personal property, and public utility taxes which became measurable as of June 30, 2001.
Although total property tax collections for the next fiscal year are measurable, they are not
(exclusive of advances) intended to finance current year operations. Thenet receivable(total
receivable less amount available intended to finance the current year) is therefore offset by
acredit to deferred revenue.
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NOTE 6 - PROPERTY TAXES - (Continued)

Taxesavailablefor advance and recognized asrevenue, but not received by the District prior
to June 30, 2001, arereflected asareservation of fund balancefor future appropriations. The
District is prohibited, by law, from appropriating this revenue in accordance with ORC
Section 5705.35, since an advance of revenue was not requested or received prior to the
fiscal year end. Available tax advances at June 30, 2001 totaled $1,041,170 in the General
fund, $18,761 and in the Debt Service fund.

NOTE 7 - RECEIVABLES

Receivables at June 30, 2001 consisted of taxes, accounts (rent and student fees), and
intergovernmental grants and entitlements (to the extent such grants and/or entitlements
relateto the current fiscal year). All receivablesare considered collectiblein full dueto the
ability to foreclose for the nonpayment of taxes, the stable condition of state programs, and
the current year guarantee of federal funds.

A summary of the principal items of receivablesfollows:

Amounts

Genera Fund

Taxes - Current and Delinquent $12,220,251

Accounts 12,645
Special Revenue Funds

Due from other governments 27,433
Debt Service Fund

Taxes - Current and Delinquent 162,970
Enterprise Funds

Due from other governments 18,963
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NOTE 8- FIXED ASSETS

A summary of the changesin the General Fixed Assets Account Group during thefiscal year

follows:
Balance Balance
July 1, 2000 Additions Deletions June 30, 2001

Land/Improvements $ 401,410 $ 401,410
Buildings/lmprovements 12,174,616 $396,694 12,571,310
Furniture/Equipment 4,421,719 369,150 4,790,869
Vehicles 1,359,755 84,281 $(261,888) 1,182,148
Totd $18,357,500 $850,125 $(261,888)  $18,945,737

A summary of the Proprietary fixed assets at June 30, 2001 follows:

Buildings, Furniture, and Equipment $1,215,140
Less: Accumulated Depreciation (740,916)
Net Fixed Assets $ 474.224

NOTE 9- CAPITALIZED LEASES- LESSEE DISCLOSURE

In prior years, the District has entered into capitalized leases for the acquisition of copiers.
During the current fiscal year, the District entered into new Capital leasesfor the acquisition
of copiersand stadium bleachers. The new |leases have been accounted for asacapital outlay
expenditure and other financing source.

Each of the leases meet the criteria of acapital |ease as defined by FASB Statement No. 13,
Accountingfor L eases, which definesacapital |lease generally asonewhichtransfersbenefits
and risks of ownership to the lessee. Fixed assets acquired by lease have been capitalized
inthe General Fixed Asset Account Group in the amount of $644,252, which isequal to the
present value of the future minimum lease payments as of the date of their inception. A
corresponding liability wasrecorded in the General Long-Term Obligations Account Group.

Capital lease payments have been reclassified and are reflected as debt service expenditures
in the Combined Financial Statements of Revenue, Expenditures and Changes in Fund
Balances - All Governmental Fund Types and Expendable Trust Fund. Principal payments
infiscal 2001 totaled $34,057 inthe General fund and $88,025 in the Special Revenuefunds.
These expenditures are reflected as program/function expenditures on a budgetary basis.
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NOTE 9- CAPITALIZED LEASES - LESSEE DISCLOSURE - (Continued)

Thefollowing isaschedul e of the future minimum lease paymentsrequired under the capital
leases and the present value of the future minimum lease payments as of June 30, 2001.

Generd

Fiscal Y ear Long-Term
Ending June 30 Obligations

2002 $147,191

2003 135,495

2004 127,518

2005 125,923

Total future minimum lease payments 536,127
Less: amount representing interest (75,966)

Present value of future minimum lease payments $460,161

NOTE 10- LONG-TERM OBLIGATIONS

A. The genera obligation library bonds are voted issues for library construction and

improvement projects. General obligation bondsaredirect obligationsof the District for
which itsfull faith, credit, and resources are pledged. These bonds are payable from a
.50 mill tax levied on all taxable property in the District. Accordingly, such unmatured
obligations are accounted for in the Genera Long-Term Obligations Account Group.
Payments of principal and interest relating to these bonds are recorded as expenditures
in the Debt Service fund.

During a prior fiscal year, the District issued unvoted long-term “energy conservation”
notes, under authority of H.B. 264. Energy conservation notes outstanding are general
obligations of the District, for which the District’s full faith and credit are pledged for
repayment. Accordingly, these notes are accounted for in the General Long-Term
Obligations Account Group. Payments of principal and interest relating to these notes
are recorded as expenditures in the General fund; however, unlike general obligation
bonds, Ohio statute allowsfor theissuance of these noteswithout voter approval, and the
subsequent repayment of the notes from operating revenues.
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NOTE 10 - LONG-TERM OBLIGATIONS - (Continued)

B. Thefollowing isadescription of the District’s notes and bonds outstanding as of June
30, 2001:

Interest Issue  Maturity Balance Retired in Balance
Rate Date Date July 1, 2000 Fiscal 2001 June 30, 2001

Energy
Conservation Notes  6.2% 08/08/91 12/01/01 $ 180,000 $ (90,0000 $ 90,000

General
Obligation Bonds Variable 05/01/93 12/01/08 1,185,000 (85,000) 1,100,000

Total $1,365,000 $(175,000)  $1,190,000

C. Thefollowingisasummary of the District’ s future annual debt service requirementsto
maturity for energy conservation notes and general obligation bonds:

Fiscd

Year Ending Principal Interest Total
2002 $ 190,000 $ 60,218 $ 250,218
2003 105,000 51,774 156,774
2004 115,000 45,779 160,779
2005 130,000 39,039 169,039
2006 140,000 31,755 171,755

2007- 2009 510,000 44,110 554,110
Totd $1,190,000 $272,675 $1,462.675
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NOTE 10 - LONG-TERM OBLIGATIONS - (Continued)

D. During the year ended June 30, 2001, the following changes occurred in the liabilities
reportedinthe General Long-Term Obligations Account Group. Compensated absences
and the pension obligation will be paid from the fund in which the employee was paid.

Balance Balance
July 1, 2000 Increase Decrease June 30, 2001

Compensated Absences $1,535,723 $(358,961) $1,176,762
Pension Obligation 133,286 $116,996 (133,286) 116,996
Capital Leases 11,649 570,594 (122,082) 460,161
General Obligation Bonds 1,185,000 (85,000) 1,100,000
Energy Conservation Notes 180,000 (90,000) 90,000
Total $3,045,658 $687,590 $(789,329) $2,943,919

E. Legal Debt Margin

The Ohio Revised Code provides that voted net general obligation debt of the District
shall never exceed 9% of the total assessed valuation of the District. The code further
providesthat unvoted indebtedness shall not exceed 1/10 of 1% of the property valuation
of the District. The code further provides that unvoted indebtedness for energy
conservation measures shall not exceed 9/10 of 1% of the property valuation of the
District. The effects of these debt limitations at June 30, 2001 are a voted debt margin
of $30,655,426 (including available funds of $203,053), an unvoted debt margin of
$350,582, and an unvoted energy conservation debt margin of $3,065,237.
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NOTE 11 - SOLVENCY ASSISTANCE ADVANCE

In fiscal 1999, as aresult of being declared to be in a state of “Fisca Emergency” by the
Auditor of the State of Ohio, the District received an advance of funds from the State of
Ohio’s Solvency Assistance Fund. During fiscal 2001, the District retired this obligation.
The repayment has been reported as aprincipal retirement expenditure in the General fund,
which received the proceeds of the advance.

Principal Principal
Outstanding Outstanding
6/30/00 Additions  Deductions _ 6/30/00

General Fund
Solvency Assistance Advance 0% $674,000 $ 0 $(6740000 $ 0

Total $674,000 $ 0 $(674,000) $ 0

NOTE 12 - RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
During fiscal year 2000 the School District contracted with the Lake Erie Regional Council
of Governmentsfor property insurance. All board members, administrators, and employees
are covered under a school liability policy with Nationwide Insurance Company with a
$5,000,000 aggregate limit. Vehicles are covered by Nationwide Insurance Company.
Automobile liability has a $2,000,000 combined single limit of liability. The Treasurer is
covered by a surety bond in the amount of $100,000.

Settled claimshave not exceeded thiscommercial coveragein any of the past threeyearsand
there have been no significant reductions in insurance coverage from last year.

The District provides group life insurance and accidental death and dismemberment

insurance to its employees. Life insurance is provided through the American United Life
Insurance Company.
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NOTE 12 - RISK MANAGEMENT - (Continued)

During thefiscal year, the District terminated its self-insured plan and contracted with Lake
Erie Regional Employee Protection Plan (LEEP) to provided medial/surgical and dental
benefits for its employees and their covered dependents. LEEP is a shared risk pool
comprised of thirteen school districts with Lorain County. As of June 30, 2001, the
estimated remaining claims liability from the previous plan was $29,632. In the event that
actual claims payments are less than the estimate, excess funds held by the fiscal agent (see
Note 2.E.) would be returned to the District.

The participating districts pay monthly contributionsthat are placed in acommon fund, from
which eligible claims and expenses are paid for employees (and their covered dependents)
of participating school districts. Claims are paid for al participants regardless of claims
flow. This plan contains a stop-loss provision of $125,000 per participant.

Premium contributions are determined annually based on the claims experience of the
individual districts. Premiumscan beincreased or decreased by upto 15% of theprior year’s
contribution. Member districts may become liable for additional contributions to fund the
liability of the pool. Inthe event of termination, all participating districts’ claimswould be
paid without regard to their individual account balances. The LEEP Board of Directors has
authority to return moniesto an exiting district subsequent to the settlement of all claimsand
expenses. This plan provides amedical/surgical and dental plan with a$100 deductible for
family coverage and $50 deductible for single coverage.

Post employment health care is provided to plan participants or their beneficiaries through

the respective retirement systems discussed in Note 15. As such, no funding provisions are
required by the District.
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NOTE 12 - RISK MANAGEMENT - (Continued)
OSBA WORKER'S COMPENSATION GROUP RATING

For fiscal year 2001, the District participated in the Ohio School Boards Association
Workers Compensation Group Rating Program (GRP), an insurance purchasing pool. The
intent of the GRP isto achieve the benefit of areduced premium for the District by virtue of
its grouping and representation with other participants in the GRP. The workers
compensation experience of the participating school districtsis calculated as one experience
and acommon premium rate is applied to al school districtsin the GRP. Each participant
pays its workers' compensation premium to the State based on the rate for the GRP rather
than itsindividual rate. Total savings are then calculated and each participant’s individual
performance is compared to the overall savings of the GRP. A participant will then either
receive money from or be required to contribute to the * Equity Pooling Fund”. This*“equity
pooling” arrangement insuresthat each participant sharesequally inthe overall performance
of the GRP. Participation in the GRP islimited to school districts that can meet the GRP's
selection criteria. Thefirm of GatesMcDonald & Co. provides administrative, cost control
and actuarial servicesto the GRP.
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NOTE 13- SEGMENT INFORMATION - ENTERPRISE FUNDS

The District maintains three Enterprise funds to account for the operations of food service,
uniform school supplies, and Saturday enrichment. The table below reflects the more
significant financial data relating to the enterprise funds of the Vermilion Local School
District as of and for the fiscal year ended June 30, 2001.

Uniform

Food School Saturday
Service Supplies  Enrichment Totd
Operating Revenues $ 426,394 $109,698 $536,092
Depreciation 25,289 25,289
Operating Income (L0oss) (118,525) 18,789 (99,736)
Federal Donated Commodities 43,248 43,248
Operating Grants 130,407 130,407
Fixed Assets:

Additions 59,127 59,127
Net Income 69,610 18,789 88,399
Net Working Capital 181,651 51,659 $211 233,521
Total Assets 732,714 53,809 211 786,734
Long-Term Liahilities payable

from fund revenues 19,221 19,221
Total Equity 636,654 51,659 211 688,524
Encumbrances

at June 30, 2001 32,470 2,804 35,274
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NOTE 14 - DEFINED BENEFIT PENSION PLANS
A. School Employees Retirement System

The District contributes to the School Employees Retirement System of Ohio (SERS),
a cost-sharing multiple employer defined benefit pension plan. SERS provides basic
retirement and disability benefits, cost-of-living adjustments, and death benefitsto plan
members and beneficiaries. Authority to establish and amend benefitsis established by
Chapter 3309 of the Ohio Revised Code. SERS issuesa publicly available, stand alone
financial report that includes financial statements and required supplementary
information. Thereport may be obtained by writing to the School Empl oyees Retirement
System, 45 North Fourth Street, Columbus, Ohio 43215-3634.

Plan members are required to contribute 9% of their annual covered salary and the
District is required to contribute at an actuarially determined rate, which was 14% for
2001; 4.2% was the portion to fund pension obligations. The contribution rates of plan
members and employers are established and may be amended by the School Employees
Retirement Board, up to maximum amounts allowed by State statute. The District’s
required contributions for pension obligations to SERS for the fiscal years ended June
30,2001, 2000, and 1999 were $383,814, $195,604, and $206,353, respectively; 54% has
been contributed for fiscal year 2001 and 100% for the fiscal years 2000 and 1999.
$175,704, which represents the unpaid contribution for fiscal year 2001, is recorded as
aliability within the respective funds and the General Long-Term Obligations Account
Group.

B. State TeachersRetirement System

TheDistrict contributesto the State Teachers Retirement System of Ohio (STRS), acost-
sharing multiple employer public employee retirement system administered by the State
Teachers Retirement Board. STRS provides basic retirement benefits, disability,
survivor, and health care benefits based on eligible service credit to members and
beneficiaries. Benefits are established by Chapter 3307 of the Ohio Revised Code.
STRSissues apublicly available financia report that includes financia statements and
required supplementary information for STRS. The report may be obtained by writing
tothe State TeachersRetirement System, 275 East Broad Street, Columbus, Ohio 43215-
3771.
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NOTE 14 - DEFINED BENEFIT PENSION PLANS - (Continued)

Plan members are required to contribute 9.3% of their annual covered salary and the
District is required to contribute 14%; 9.5% was the portion used to fund pension
obligations. Contribution rates are established by the State Teachers Retirement Board,
upon recommendation of its consulting actuary, not to exceed statutory maximum rates
of 10% for members and 14% for employers. The District’ s required contributions for
pension obligations to STRS for the fiscal years ended June 30, 2001, 2000, and 1999
were $1,311,802, $1,127,834, and $1,086,030, respectively; 85% has been contributed
for fiscal year 2001 and 100% for the fiscal years 2000 and 1999. $202,864, which
represents the unpaid contribution for fiscal year 2001, is recorded as a liability within
the respective funds.

C. Social Security System

Effective July 1, 1991, all employees not otherwise covered by SERS or STRS have an
option to choose Socia Security or SERS/STRS. Asof June 30, 2001, members of the
Board of Education have elected Social Security. TheBoard' sliability is6.2% of wages
paid.

NOTE 15- POSTEMPLOYMENT BENEFITS

The District provides comprehensive health care benefits to retired teachers and their
dependents through STRS, and to retired non-certified employees and their dependents
through SERS. Benefits include hospitalization, physicians' fees, prescription drugs, and
reimbursement of monthly Medicare premiums. Benefit provisions and the obligations to
contribute are established by the Systems based on authority granted by State statute. Both
systems are funded on a pay-as-you-go basis.

The State Teachers Retirement Board has statutory authority over how much, if any, of the
health care costs will be absorbed by STRS. Most benefit recipients are required to pay a
portion of health care cost in the form of a monthly premium. By Ohio law, the cost of
coveragepaid from STRSfundsshall beincluded intheempl oyer contribution rate, currently
14% of covered payroll. Through June 30, 2001, the Board all ocated employer contributions
equal to 4.5% of covered payroll to the Health Care Reserve Fund. For the District, this
amount equal ed $356,445 during the 2001 fiscal year.
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NOTE 15- POSTEMPLOYMENT BENEFITS - (Continued)

STRS pays health care benefits from the Health Care Reserve Fund. The balance in the
Health Care Reserve Fund was $3.419 hillion at June 30, 2000 (the latest information
available). For the year ended June 30, 2000 net health care costs paid by STRS were
$283.137 million there were 99,011 eligible benefit recipients.

For SERS, coverage is made available to service retirees with 10 or more fiscal years of
qualifying service credit, disability, and survivor benefit recipients. Membersretiring on or
after August 1, 1989, with less than 25 years of service credit must pay a portion of their
premium for health care. The portion isbased on years of service up to amaximum of 75%
of the premium.

For thisfiscal year, employer contributionsto fund health care benefitswere 9.8% of covered
payroll. In addition, SERS levies a surcharge to fund health care benefits equal to 14% of
the difference between a minimum pay and the member’ s pay, pro-rated for partial service
credit. For fiscal year 2001, the minimum pay has been established at $12,400. The
surcharge, added to the unall ocated portion of the 14% employer contribution rate, provides
for maintenance of the asset target level for the health care fund.

Thetarget level for thehealth carereserveis 150% of annual health care expenses. Expenses
for health care at June 30, 2000 (the latest information available), were $140.7 million and
the target level was $211.0 million. At June 30, 2000, SERS had net assets available for
payment of health care benefits of $252.3 million and there were approximately 50,000
participants receiving health care benefits. For the District, the amount to fund health care
benefits, including surcharge, equaled $243,731 during the 2001 fiscal year.

NOTE 16 - BUDGETARY BASISOF ACCOUNTING

Whilereporting financial position, results of operations, and changesin fund balanceisdone
on a GAAP basis, the budgetary basis, as provided by law, is based upon accounting for
certain transactions on abasis of cash receipts and disbursements.

The Combined Statement of Revenue, Expenditures, and Changesin Fund Balances- Budget
and Actual Comparison (Non-GAAP Budgetary Basis) - All Governmental Fund Typesis
presented on the budgetary basis to provide a meaningful comparison of actual results with
the budget. The mgor differences between the budget basis and the GAAP basis are that:
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NOTE 16 - BUDGETARY BASISOF ACCOUNTING - (Continued)

(@) Revenues are recorded when received in cash (budget basis) as opposed to when

susceptible to accrual (GAAP basis);

(b) Expenditures are recorded when paid in cash (budget basis) as opposed to when the

liability isincurred (GAAP basis);

(c) In order to determine compliance with Ohio law, and to reserve that portion of the
applicable appropriation, encumbrancesarerecorded asthe equivalent of an expenditure
(budget basis) as opposed to a reservation of fund balance for Governmental Funds

(GAAP basis).

The adjustments necessary to convert the results of operations for the year on the budget

basisto the GAAP basis for the governmental funds are as follows:

Excess of Revenues and Other Financing Sour ces
Over/(Under) Expenditures and Other

Budget Basis

Net Adjustment for
Revenue Accruals

Net Adjustment for
Expenditure Accruals

Net Adjustment for Other
Financing Sources (Uses)

Encumbrances (Budget Basis)

GAAP Basis

Financing Uses

Governmental Fund Types

Specia Debt Capital
Generdl Revenue Service Projects
Fund Funds Funds Funds
$1,452,353  $(135,182) $26,040 $ 8,883
(290,452) 22,335 (2,133)
665,843 (360,255)
119,244 391,533
283,789 49,872 13,307
$2,230,777 $ (31,697) $23,907 $22,190
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NOTE 17 - CONTINGENT LIABILITIES
A. Grants

The District receives significant financial assistance from numerous federal, state and
local agenciesin the form of grants. The disbursement of funds received under these
programs generally requires compliance with terms and conditions specified in the grant
agreements and is subject to audit by the grantor agencies. Any disallowed claims
resulting from such audits could become a liability of the Genera fund or other
applicable funds; however, in the opinion of management, any such disallowed claims
will not have a material effect on any of the financial statements of the individual fund
typesincluded herein or on the overall financial position of the District at June 30, 2001.

B. Litigation

TheDistrictisparty to legal proceedings. The District management isof the opinion that
ultimate disposition of these claimsand legal proceedingswill not have amaterial effect,
if any, on the financial condition of the District.

C. State School Funding Decision

On September 6, 2001, the Ohio Supreme Court issued its latest opinion regarding the
State’s school funding plan. The decision identified aspects of the current plan that
require modification if the plan isto be considered constitutional, including:

* A changein the school districts that are used as the basis for determining the base
cost support amount. Any change in the amount of funds distributed to school
districtsasaresult of thischange must beretroactiveto July 1, 2001, although atime
line for distribution is not specified.

* Fully funding parity aid no later than the beginning of fiscal year 2004 rather than
fiscal year 2006.

The Supreme Court relinquished jurisdiction over the case based on anticipated
compliance with its order.

47



VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY, OHIO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTE 17 - CONTINGENT LIABILITIES - (Continued)

Ingenera, it isexpected that the decision would result in anincreasein Statefunding for
most Ohio school districts. However, as of December 10, 2001, the Ohio General
Assembly isstill analyzing theimpact this Supreme Court decision will have on funding
for individual school districts. Further, the State of Ohio, in amotion filed September
17, 2001, asked the Court to reconsider and clarify the parts of the decision changing the
school districts that are used as the basis for determining the base cost support amount
and the requirement that changes be made retroactive to July 1, 2001.

On November 2, 2001, the Court granted thismotion for reconsideration. The Court may
re-examine and redetermine any issue upon such reconsideration.

Asof thedate of thesefinancia statements, the District isunableto determinethe effect,
if any, thisdecision will have onitsfuture State funding and on its financial operations.

NOTE 18- SIGNIFICANT SUBSEQUENT EVENTS
On October 2, 2001, the District issued $995,000 in energy conservation notes. The notes

have afinal maturity date of December 1, 2016, and bear interest from 2.60% to 5.20%. In
accordance with Ohio statute, these notes will be repaid from operating revenues.
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VERMILION LOCAL SCHOOL DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

(D)
FEDERAL GRANTOR/ PASS-THROUGH CASH OTHER CASH OTHER
SUB GRANTOR/ CFDA GRANT FEDERAL FEDERAL FEDERAL FEDERAL
PROGRAM TITLE NUMBER NUMBER RECEIPTS RECEIPTS DISBURSEMENTS DISBURSEMENTS
U. S DEPARTMENT OF AGRICULTURE
PASSED THROUGH THE
OHIO DEPARTMENT OF EDUCATION:
Nutrition Grant Cluster:
(A) (B) Food Distribution 10.550 N/A $35,621 $43,248
(A) (C) National School Lunch Program 10555 N/A $125,201 $125,254
Total Nutrition Grant Cluster and U.S. Department of Agriculture 125,291 35,621 125,254 43,248
U.S. DEPARTMENT OF EDUCATION
PASSED THROUGH THE
OHIO DEPARTMENT OF EDUCATION:
Title! - Grantsto Local Educational Agencies 84.010 046821-C1-S1-00 49,717 75,985
Titlel - Grantsto Local Educational Agencies 84.010 046821-C1-S1-01 186,176 148,349
Total Title! 235,893 224,334
Special Education Grant Cluster:
(E)  TitleVI-B - Education for the Handicapped Act 84.027 046821-6B-SF-00P 0 19,472
(3] Title VI-B - Education for the Handicapped Act 84.027 046821-6B-SF-01P 203,511 182,726
Total TitleVI-B 203,511 202,198
(E)  Special Education Preschool Handicapped 84.173 046821-PG-S1-00P 0 1,811
(E)  Specia Education Preschool Handicapped 84.173 046821-PG-S1-01P 11,216 7,797
Total Special Education Preschool Handicapped 11,216 9,608
Total Special Education Grant Cluster 214,727 211,806
Drug-Free Schools Grant 84.186 046821-DR-S1-00 1,762 5,476
Drug-Free Schools Grant 84.186 046821-DR-S1-01 6,647 7,843
(F)  Drug-Free Schools Grant 84.186 N/A 6 6
Total Drug-Free Schools 8,415 13,325
Goals 2000 84.276 046021-G2-A2-01 156 156
Eisenhower Professional Development Grant 84.281 046821-MS-S1-01 8,719 8,719
(F)  Eisenhower Professional Development Grant 84.281 N/A 8,908 8,908
Total Eisenhower Professional Development Grant 17,627 17,627
Title VI - Innovative Education Programs 84.298 046821-C2-S1-00 5,738 8,198
Title VI - Innovative Education Programs 84.298 046821-C2-S1-01 6,003 5,239
Total Title VI 11,741 13,437
Tech Literacy Challenge 84.318 046821-TF-VM-01P 4,658 4,658
Title VI-R - Class Size Reduction Subsidy 84.340 046821-CR-S1-00 8,899 17,399
Title VI-R - Class Size Reduction Subsidy 84.340 046821-CR-S1-01 36,094 22,617
Total TitleVI-R 44,993 40,016
Total U. S. Department of Education 538,210 525,359
U.S. DEPT. OF LABOR
PASSED THROUGH THE
OHIO DEPARTMENT OF EDUCATION:
School to Work - Continuous |mprovement Grant 17.249 N/A 12,229 4,525
Total U. S. Department of Labor 12,229 4,525
U.S. DEPARTMENT OF HEALTH
AND HUMAN SERVICES
PASSED THROUGH THE
OHIO DEPARTMENT OF MENTAL RETARDATION
AND DEVELOPMENTAL DISABILITIES:
Community Alternative Funding System Program 93.778 N/A 618 618
Total U. S. Department of Health and Human Services 618 618
Total Federal Financial Assistance $676,348 $35,621 $655,756 $43,248

(A)  Included as part of "Nutrition Grant Cluster" in determining major programs.

(B)  The Food Distribution Program is a non-cash, in kind, federal grant. Commodities are valued at fair market prices.

(C)  Comingled with state and local revenue from sales of lunches/breakfast assumed expenditures were made on afirst-in, first-out basis.

(D)  Thisschedule was prepared on the cash basis of accounting.
(E)  Included as part of "Special Education Grant Cluster" in determining major programs.
(F)  Passed Through Huron-Erie-Ottawa Eductional Service Center.
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TRIMBLE, JULIAN & GRUBE, INC.

“SERVING OHIO LOCAL GOVERNMENTS”

1445 Worthington Woods Boulevard Telephone 614.846.1899
Suite B Facsimile 614.846.2799
Worthington, Ohio 43085

Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of General Purpose Financial Statements
Performed in Accordance With Government Auditing Standards

Board of Education

Vermilion Loca School District
1230 Beechview Drive
Vermilion, Ohio 44808-1170

We have audited the general purpose financia statements of Vermilion Local School District as of
and for thefiscal year ended June 30, 2001, and have issued our report thereon dated December 10,
2001. Weconducted our audit in accordancewith auditing standardsgenerally acceptedinthe United
States of Americaand the standards applicableto financial audits contained in Gover nment Auditing
Sandards, issued by the Comptroller General of the United States.

Compliance

Aspart of obtaining reasonabl e assurance about whether Vermilion Local School District’s general
purposefinancial statementsarefreeof material misstatement, we performed tests of itscompliance
with certain provisions of laws, regulations, contracts, and grants, noncompliance with which could
have a direct and material effect on the determination of general purpose financial statement
amounts. However, providing an opinion on compliance with those provisionswas not an objective
of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
instances of noncompliance that are required to be reported under Gover nment Auditing Standards
as 2001-VLSD-001 and 2001-VLSD-002. We aso noted certain immaterial instances of
noncompliance, which we have reported to management of Vermilion Local School District in a
separate letter dated December 10, 2001.
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Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion
onthegeneral purposefinancia statementsand not to provide assurance on theinternal control over
financial reporting. However, we noted certain mattersinvolving theinternal control over financial
reporting and its operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to the significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgement, could adversely
affect Vermilion Local School District’ s ability to record, process, summarize and report financia
data consistent with the assertions of management in the financial statements. The reportable
conditions are described in the accompanying schedule of findings as items 2001-V L SD-001and
2001-VLSD-002.

A material weaknessis a condition in which the design or operation of one or more of the internal
control components does not reduce to arelatively low level the risk that misstatementsin amounts
that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not necessarily
disclose al matters in the internal control that might be reportable conditions and, accordingly,
would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses. However, we believe that the reportable conditions described above are not material
weaknesses. However, we also noted other matters involving the internal control over financial
reporting that do not require inclusion in this report that we have reported to management of
Vermilion Loca School District in a separate letter dated December 10, 2001.

Thisreport is intended for the information and use of the management and Board of Education of

theVermilion Local School District, federal awarding agencies and pass-through entities, and isnot
intended to be and should not be used by anyone other than these specified parties.

Trimble, Julian & Grube, Inc.
December 10, 2001

51



TRIMBLE, JULIAN & GRUBE, INC.

“SERVING OHIO LOCAL GOVERNMENTS”

1445 Worthington Woods Boulevard Telephone 614.846.1899
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Worthington, Ohio 43085

Report on Compliance With Requirements Applicableto Its
Major Federal Program and on Internal Control Over Compliance
in Accordance With OMB Circular A-133

Board of Education

Vermilion Loca School District
1230 Beechview Drive
Vermilion, Ohio 44808-1170

Compliance

We have audited the compliance of Vermilion Local School District with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133,
Compliance Supplement that are applicable to its major federal program for the fiscal year ended
June 30, 2001. Vermilion Local School District’'s major federal program is identified in the
summary of auditor’ s results section of the accompanying schedule of findings. Compliance with
the requirements of laws, regulations, contracts and grants applicable to its major federal program
are the responsibility of Vermilion Local School District’s management. Our responsibility is to
express an opinion on Vermilion Loca School District’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicableto financial audits contained in Gover nment
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audit of States, Local Gover nments, and Non-Profit Organizations. Those standardsand OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance occurred with the types of compliance requirements referred to above that
could have a direct and material effect on amajor federal program. An audit includes examining,
on a test basis, evidence about Vermilion Loca School District’'s compliance with those
requirementsand performing such other proceduresaswe considered necessary in the circumstances.
We believe that our audit provides areasonable basis for our opinion. Our audit does not provide
alegal determination on Vermilion Local School District’s compliance with those requirements.
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In our opinion, Vermilion Local School District complied, in all material respects, with the
requirements referred to above that are applicable to its magjor federal programs for the fiscal year
ended June 30, 2001.

Internal Control Over Compliance

Themanagement of Vermilion Local School District isresponsiblefor establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and
grants applicable to federal programs. In planning and performing our audit, we considered
Vermilion Local School District’sinternal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our auditing
proceduresfor the purpose of expressing our opinion on complianceandto test and report oninternal
control over compliance in accordance with OMB Circular A-133.

Our consideration of theinternal control over compliance would not necessarily discloseall matters
in the internal control that might be material weaknesses. A material weaknessis a condition in
which the design or operation of one or more of theinternal control components does not reduce to
arelatively low level therisk that noncompliance with applicable requirements of laws, regulations,
contracts and grantsthat would be material in relation to amajor federal program being audited may
occur and not be detected within atimely period by employeesin the normal course of performing
their assigned functions. We noted no matters involving the internal control over compliance and
its operation that we consider to be material weaknesses.

This report is intended for the information and use of management, the Board of Education of

Vermilion Local School District, federal awarding agencies and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties.

Trimble, Julian & Grube, Inc.
December 10, 2001
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VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY
JUNE 30, 2001

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 § .505

1. SUMMARY OF AUDITOR’SRESULTS

(d@D()

Type of Financial Statement
Opinion

Unqualified

(d)(D)(ii)

Were there any material control
weakness conditions reported at the
financial statement level
(GAGAS)?

No

(d)(D)(ii)

Were there any other reportable
control weakness conditions
reported at the financial statement
level (GAGAS)?

Yes

(d)(D)(iii)

Was there any reported non-
compliance at the financial
statement level (GAGAS)?

Yes

(d)(D)(iv)

Were there any material internal
control weakness conditions
reported for major federal
programs?

No

(d)(D)(iv)

Were there any other reportable
internal control weakness
conditions reported for major
federal programs?

No

@DV

Type of Major Programs
Compliance Opinion

Unqualified

(d)(D)(vi)

Arethere any reportable findings
under § .510?

No




VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY
JUNE 30, 2001

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 § .505

1. SUMMARY OF AUDITOR'SRESULTS - (Continued)

(d)(2)(wii) Major Program: TitleI: CFDA #384.010
(d)(2)(wiii) Dollar Threshold: Type A/B Type A: >$300,000

Program Type B: al others
(d)(1)(ix) Low Risk Auditee? Yes

2. FINDING RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

Finding Number 2001-VLSD-001

Ohio Revised Code Section 5705.39 in part requires that the total appropriation from each fund
should not exceed total estimated revenues plus available balances.

It was noted during the audit that the total appropriations exceeded thetotal estimated revenues plus
available balances in the following funds:

Fund Type Estimated Total
Fund Resources Appropriations Excess
Specia Revenue Funds:
District Managed
Student Activity Fund $113,293 $115,294 $2,001
Title1 244 447 294,164 49,717
Internal Service Fund:
Computer Network 38 594 556

With appropriations exceeding revenues, the District is spending monies that are not lawfully
appropriated for those purposes and can thus cause a fund deficit.
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VERMILION LOCAL SCHOOL DISTRICT
ERIE COUNTY
JUNE 30, 2001

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 § .505

2. FINDING RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS - (Continued)

We recommend that the District comply with the Ohio Revised Code and Auditor of State Bulletin
97-010 by keeping more accurate appropriations versus estimated revenue recordsand amending the
budget prior to year end. If it is determined that estimated revenues will be greater than initially
anticipated, the District should amend its official estimate in order to provide for any additional
appropriations; however, appropriations should not exceed estimated revenues. In addition, the
District should monitor its budgetary process on aregular basis.

Finding Number 2001-VLSD-002

Ohio Revised Code Section 5705.41 (B) requires that no subdivision isto expend money unless it
has been appropriated.

It was noted during the audit that the District had expenditures plus encumbrances exceeding
appropriations plus prior year carryover in the following:

Fund Type Expenditures
Fund Appropriations Plus Encumbrances Excess

Specia Revenue Fund:
Ohio Reads $94,918 $98,918 $4,000

With expenditures plusencumbrances exceeding appropriations, the District isunlawfully expending
monies that have not been appropriated.

We recommend that the District comply with Ohio Revised Code and the Auditor of State Bulletin
97-010 by monitoring expenditures so they do not exceed lawful appropriations and amending the
budget prior to year end. This may be achieved by monitoring the budget more closely on a
continual basis.

3. FINDINGS AND QUESTIONED COSTSFOR FEDERAL AWARDS

None
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VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY
JUNE 30, 2001

SCHEDULE OF PRIOR AUDIT FINDINGS

OMB CIRCULAR A-133 § .505

NONCOMPLIANCE STATUS EXPLANATION IF NOT
FULLY IMPLEMENTED

2000-46821-001; Not Corrected The District’ s Treasurer is aware of

Ohio Revised Code Section this requirement and is preparing

5705.39 monthly amendmentsto monitor the
available resources and
appropriations.

2000-46821-002; Not Corrected The District’ s Treasurer is aware of

Ohio Revised Code Section
5705.41 (B)

this requirement and is preparing
monthly amendmentsto monitor the
appropriations and expenditures on
amore regular basis.
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88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

VERMILION LOCAL SCHOOL DISTRICT

ERIE COUNTY

CLERK'S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in the Office
of the Auditor of State pursuant to Section 117.26, Revised Code, and which is filed
in Columbus, Ohio.

desan Toubbitt

CLERK OF THE BUREAU

CERTIFIED
JANUARY 22, 2002
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