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Julian & Grube, Inc.

Serving Ohio Local Governments

333 County Line Rd. West, Westerville, OH 43082 Phone: 614.846.1899 Fax: 614.846.2799

Independent Auditor’s Report

Tri-County Educational Service Center
Wayne County

741 Winkler Drive

Wooster, Ohio 44691

To the Governing Board:
Report on the Financial Statements

We have audited the accompanying cash-basis financial statements of the governmental activities, the major fund, and
the aggregate remaining fund information of the Tri-County Educational Service Center, Wayne County, Ohio, as of
and for the fiscal year ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the Tri-County Educational Service Center’s basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for preparing and fairly presenting these financial statements in accordance with the cash
accounting basis Note 2 describes. This responsibility includes determining that the cash accounting basis is
acceptable for the circumstances. Management is also responsible for designing, implementing and maintaining
internal control relevant to preparing and fairly presenting financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to opine on these financial statements based on our audit. We audited in accordance with auditing
standards generally accepted in the United States of America and the financial audit standards in the Comptroller
General of the United States’ Government Auditing Standards. Those standards require us to plan and perform the
audit to reasonably assure the financial statements are free from material misstatement.

An audit requires obtaining evidence about financial statement amounts and disclosures. The procedures selected
depend on our judgment, including assessing the risks of material financial statement misstatement, whether due to
fraud or error. In assessing those risks, we consider internal control relevant to the Tri-County Educational Service
Center's preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not to the extent needed to opine on the effectiveness of the Tri-County
Educational Service Center's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of management’s accounting policies and the reasonableness of their significant
accounting estimates, as well as our evaluation of the overall financial statement presentation.

We believe the audit evidence we obtained is sufficient and appropriate to support our audit opinions.



Tri-County Educational Service Center
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective cash
financial position of the governmental activities, the major fund, and the aggregate remaining fund information of the
Tri-County Educational Service Center, Wayne County, Ohio, as of June 30, 2018, and the respective changes in cash
financial position thereof for the fiscal year then ended in accordance with the accounting basis described in Note 2.

Accounting Basis

Ohio Administrative Code § 117-2-03(B) requires the Tri-County Educational Service Center to prepare its annual
financial report in accordance with accounting principles generally accepted in the United States of America. We draw
attention to Note 2 of the financial statements, which describes the basis applied to these statements. The financial
statements are prepared on the cash basis of accounting, which is a basis other than generally accepted accounting
principles. We did not modify our opinion regarding this matter.

Other Matters
Other Information

We applied no procedures to management’s discussion & analysis as listed in the table of contents. Accordingly, we
express no opinion or any other assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 29, 2018, on our
consideration of the Tri-County Educational Service Center’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. That
report describes the scope of our internal control testing over financial reporting and compliance, and the results of
that testing, and does not opine on internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering the Tri-County
Educational Service Center’s internal control over financial reporting and compliance.

9,0&;,,,, s Muide, thne.

Julian & Grube, Inc.
October 29, 2018
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Tri-County Educational Service Center
Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

The discussion and analysis of the Tri-County Educational Service Center's (the "ESC") financial
performance provides an overall review of the ESC's financial activities for the fiscal year ended June 30,
2018. The intent of this discussion and analysis is to look at the ESC's performance as a whole; readers
should also review the notes to the basic financial statements to enhance their understanding of the ESC's
financial performance.

Financial Highlights

Key financid highlightsfor fiscal year 2018 are as follows:

aq Intotal, net position increased $116,630, which represents a 2 percent increase from fiscal year 2017.
Using this Annual Report

This annual report consists of a series of financial statements and notes to those statements. The
statements are organized so the reader can understand the ESC as a whole, entire operating entity. The
statements then proceed to provide an increasingly detailed look at specific financial activities.

The Statement of Net Position and Satement of Activities provide information about the activities of the
whole ESC. Fund financial statements provide the next level of detail. For governmental funds, these
statements tell how services were financed in the short-term as well as what remains for future spending.
The fund financial statements also look at the ESC's most significant fund with all other non-major funds
presented in total in one column. For fiscal year 2018, the general fund is the ESC's most significant
fund.

Basis of Accounting

The ESC has elected to present its financial statements on the cash basis of accounting. This cash basis of
accounting is a comprehensive basis of accounting other than generally accepted accounting principles.
The cash basis of accounting involves the measurement of cash and cash equivalents and changes in cash
and cash equival ents resulting from cash receipt and disbursement transactions.

Essentialy, the only assets reported on this strictly cash receipt and disbursement basis presentation in a
statement of net position will be cash and cash equivalents. The statement of activities reports cash
receipts and disbursements, or in other words, the sources and uses of cash and cash equivaents.
Therefore, when reviewing the financial information and discussion within this annual report, the reader
should keep in mind the limitations resulting from the use of the cash basis of accounting.

Reporting the ESC asa Whole

Statement of Net Position and the Statement of Activities

While this document contains the large number of funds used by the ESC to provide programs and
activities, the view of the ESC as a whole looks at al financid transactions and asks the question, "How

did we do financially during fiscal year 20187" The statement of net position and the statement of
activities answer this question.



Tri-County Educational Service Center
Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

These two statements report the ESC's net position and changes in net position. This change in net
position is important because it tells the reader that, for the ESC as a whole, the financial position of the
ESC has improved or diminished. The causes of this change may be the result of many factors, some
financial, some not. Non-financial factors include the ESC's facility conditions, required educational
programs, and other factors.

In the statement of net position and the statement of activities, governmental activities include the ESC's
programs and services, including instruction, support services, and operation of non-instructional
Services.

Reporting the ESC's Most Significant Fund
Fund Financial Satements

The analysis of the ESC's major fund begins on page 8. Fund financial reports provide detailed
information about the ESC's mgjor fund. The ESC uses many funds to account for financial transactions.
However, these fund financial statements focus on the ESC's most significant fund. The ESC's mgjor
governmental fund isthe general fund.

Governmental Funds - Most of the ESC's activities are reported in governmental funds, which focus on
how money flows into and out of those funds and the balances left at year-end available for spending in
future periods. These funds are reported using the cash basis of accounting. The governmental fund
statements provide a detailed short-term view of the ESC's genera government operations and the basic
services it provides. Governmental fund information helps determine whether there are more or less
financial resources that can be spent in the near future to finance educational programs.

Proprietary Fund - The ESC maintains one type of proprietary fund. Interna service funds are an
accounting device used to accumulate and allocate costs internally among the ESC' s various functions.
The ESC uses an internal service fund to account for its health insurance benefits. Because this service
predominately benefits governmental functions, it has been included within the governmental activitiesin
the government-wide financial statements.

Reporting the ESC's Fiduciary Responsibilities

Fiduciary funds - Fiduciary funds are used to account for resources held for the benefit of parties outside
the ESC. These funds are not reflected in the government-wide financia statements because the resources
are not available to support the ESC's own programs. The accounting for the fiduciary fundsis much like
that used for proprietary funds. The ESC does not report any fiduciary funds.



Tri-County Educational Service Center
Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

The ESC asa Whole
Table 1 provides asummary of the ESC’s net position for fiscal year 2018 compared to 2017.

(Tablel)
Net Position —Cash Basis

Governmentd Activities

2018 2017

Assets

Equity in Pooled Cash and Cash Equiva ents $ 5,117,053 $ 5,038,052
Cash and Cash Equivdents with Fiscad Agent 1,113,288 1,075,659
Total Assets $ 6,230,341 $ 6,113,711
Net Position

Restricted for Other Purposes $ 70,380 $ 70,446
Unrestricted 6,159,961 6,043,265
Total Net Position $ 6,230,341 $ 6,113,711

Net position of the governmental activities increased $116,630, which represents a 2 percent increase
from fiscal year 2017.

A portion of the ESC's net position, $70,380 or 1 percent, represents resources subject to externa

restrictions on how they may be used. The remaining balance of the government-wide unrestricted net
position of $6,159,961 may be used to meet the ESC's ongoing obligations.

This space intentionally blank



Tri-County Educational Service Center
Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

Table 2 shows the changesin net position for fiscal year 2018 as compared to fiscal year 2017.

(Table?2)
Changesin Net Position —Cash Basis

Governmentd Activities

2018 2017
Receipts
Program Receipts
Charges for Services and Sales $ 11,690,374 $ 10,712,517
Operating Grants, Contributions and Interest 1,073,477 1,390,064
Total Program Receipts 12,763,851 12,102,581
General Receipts
Grants and Entitlements not Restricted to

Specific Programs 779,623 893,854
Investment Earnings 45,167 27,444
Miscellaneous 63,147 45,736
Total General Receipts 887,937 967,034
Total Receipts 13,651,788 13,069,615
Program Disbursements
Instruction:

Regular 1,391,888 1,263,793

Specid 3,502,391 3,237,559

Adult/Continuing Education 18,055 0
Support Services:

Pupils 2,013,421 2,329,343

Instructiona Staff 406,299 411,054

Governing Board 48,048 91,810

Administration 897,509 841,427

Fiscd 358,795 292,822

Business 11,136 15,795

Operaion and Maintenance of Plant 155,509 162,987

Centrd 4,201,936 3,544,586
Operation of Non-Instructiona Services:

Community Services 530,171 652,992
Total Program Disbursements 13,535,158 12,844,168
Change in Net Position 116,630 225,447
Net Position Beginning of Year 6,113,711 5,888,264
Net Position End of Year $ 6,230,341 $ 6,113,711

Fluctuations among individual program receipts and disbursements are aresult of a changein how certain
consultant services are provided.
7



Tri-County Educational Service Center
Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

Governmental Activities

Total governmental disbursements of $13,535,158 were offset by program receipts of $12,763,851 and
general receipts of $887,937.

Program recei pts supported 94 percent of the total governmental disbursements.

The primary sources of receipts for governmental activities are derived from charges for services and
sales provided to other entities. This receipt source represents 86 percent of total governmental receipts.

The statement of activities shows the cost of program services and the charges for services and grants
offsetting those services. Table 3 shows, for governmental activities, the total cost of services and the net
cost of services. That is, it identifies the cost of these services supported by unrestricted State
entitlements.

(Table3)
Governmental Activities—Cash Basis
Total Costs of Services Net Costs of Services
2018 2017 2018 2017

Program Disbursements
Instruction:

Regular $ 1,391,888 $ 1,263,793 $ 132,884 $ 153,633

Specid 3,502,391 3,237,559 (288,885) (35,855)

Adult/Continuing Education 18,055 0 (16,068) 0
Support Services:

Pupils 2,013,421 2,329,343 253,595 417,351

Instructiona Staff 406,299 411,054 123,658 117,898

Governing Board 48,048 91,810 20,625 37,125

Administration 897,509 841,427 246,281 201,846

Fisca 358,795 292,822 145,067 98,613

Business 11,136 15,795 4,781 6,387

Operation and Maintenance of Plant 155,509 162,987 62,698 62,277

Centrd 4,201,936 3,544,586 829,360 582,121
Operation of Non-Instructiond Services:

Community Services 530,171 652,992 (742,689) (899,809)
Total $ 13535158  $ 12,844,168 $ 771307 _$ 741,587
The ESC’'s Funds

The ESC’ s governmental funds are accounted for using the cash basis of accounting.

The ESC's governmental funds reported a combined fund balance of $5,117,053, an increase of $79,001
in comparison with the prior year.

The general fund’s fund balance increased $87,342 in 2018 from general operations.
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Wayne County, Ohio
Management’ s Discussion and Analysis
For the Fiscal Year Ended June 30, 2018
(Unaudited)

Current I ssues

The Tri-County ESC is dedicated to serving its local school districts by providing valuable services as
needed. The Board and administration closely monitor its receipts and disbursements in accordance with
Board policy to remain financially viable. While many outside factors can affect the economy, including
state funding reductions to ESCs, the Tri-County ESC continues to provide the best services possible and
to befiscally responsible.

Contacting the ESC's Financial Management

This financia report is designed to provide the citizens supported by the districts, investors, and creditors
with a genera overview of the ESC's finances and to show the ESC's accountability for the money it
receives. If you have any questions about this report or need additiona financial information, contact
Mary Workman, Treasurer, Tri-County ESC, 741 Winkler Drive, Wooster, Ohio 44691, or by calling
330-345-6771.



Tri-County Educational Service Center
Wayne County, Ohio
Satement of Net Position - Cash Basis
June 30, 2018

Governmentad
Activities

Assets

Equity in Pooled Cash and Cash Equivalents $ 5,117,053
Cash and Cash Equivalents with Fiscal Agent 1,113,288
Total Assets 6,230,341
Net Position

Restricted for Other Purposes 70,380
Unrestricted 6,159,961
Total Net Position $ 6,230,341

See accompanying notes to the basic financial statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Statement of Activities- Cash Basis
For the Fiscal Year Ended June 30, 2018

Governmental Activities
Instruction:
Regular
Special
Adult/Continuing Education
Support Services:
Pupils
Instructional Staff
Governing Board
Administration
Fiscal
Business
Operation and Maintenance of Plant
Central
Operation of Non-Instructional Services:
Community Services

Totals

Net (Disbursements)
Recelpts and Changes

Program Cash Receipts in Net Position
Chargesfor Operating
Cash Services Grants and Governmental
Disbursements and Sales Contributions Activities
$ 1,391,888 $ 1,240,756 $ 18,248 $ (132,884)
3,502,391 3,739,725 51,551 288,885
18,055 34,123 0 16,068
2,013,421 1,648,693 111,133 (253,595)
406,299 202,057 80,584 (123,658)
48,048 27,423 0 (20,625)
897,509 648,316 2,912 (246,281)
358,795 200,317 13,411 (145,067)
11,136 6,355 0 (4,781)
155,509 92,811 0 (62,698)
4,201,936 3,372,576 0 (829,360)
530,171 477,222 795,638 742,689
$ 13,535,158 $ 11,690,374 $ 1,073,477 (771,307)
General Receipts

Grants and Entitlements not Restricted to Specific Programs 779,623
Investment Earnings 45,167
Miscellaneous 63,147
Total General Receipts 887,937
Changein Net Position 116,630
Net Position Beginning of Year 6,113,711
Net Position End of Year $ 6,230,341

See accompanying notes to the basic financia statements.

11




Tri-County Educational Service Center
Wayne County, Ohio
Satement of Assets and Fund Balances- Cash Basis
Governmental Funds
June 30, 2018

Other Totd
Governmenta Governmenta
Generd Funds Funds

Assets

Equity in Pooled Cash and Cash Equivalents $ 5,057,657 $ 59,396 $ 5117,053
Fund Balances

Restricted $ 0 $ 70,380 $ 70,380
Committed 83,664 0 83,664
Assigned 197,078 0 197,078
Unassigned 4,776,915 (10,984) 4,765,931
Total Fund Balances $ 5,057,657 $ 59,396 $ 5,117,053

See accompanying notes to the basic financial statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Reconciliation of Total Governmental Fund Balancesto
Net Position of Governmental Activities- Cash Basis
June 30, 2018

Total Governmental Fund Balances

Amountsreported for governmental activitiesin the
statement of net position are different because:

Aninterna service fund is used by management to charge the costs
of insurance to individual funds. The assets of the internal
service fund are included in governmental activitiesin the
statement of net position.

Net Position of Governmental Activities

See accompanying notes to the basic financia statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Satement of Receipts, Disbursements and Changes
in Fund Balances - Cash Basis - Governmental Funds
For the Fiscal Year Ended June 30, 2018

Other Total
Governmental Governmental
Genera Funds Funds
Receipts
Intergovernmental $ 1,589,930 $ 273,406 $ 1,863,336
Investment Income 39,454 0 39,454
Tuition and Fees 863,845 0 863,845
Gifts and Donations 4,764 0 4,764
Charges for Services 10,527,106 0 10,527,106
Miscellaneous 46,248 100 46,348
Total Receipts 13,071,347 273,506 13,344,853
Disbursements
Current:
Instruction:

Regular 1,377,580 19,384 1,396,964

Special 3,465,171 46,948 3,512,119

Adult/Continuing Education 18,055 0 18,055

Support Services:

Pupils 1,898,961 116,960 2,015,921

Instructional Staff 326,048 80,629 406,677

Governing Board 48,048 0 48,048

Administration 897,089 3,214 900,303

Fiscal 345,203 14,331 359,534

Business 11,136 0 11,136

Operation and Maintenance of Plant 155,509 0 155,509

Central 3,909,857 0 3,909,857

Operation of Non-Instructional Services:

Community Services 531,348 381 531,729
Total Disbursements 12,984,005 281,847 13,265,852
Net Change in Fund Balances 87,342 (8,341) 79,001
Fund Balances Beginning of Year 4,970,315 67,737 5,038,052
Fund Balances End of Year $ 5,057,657 $ 59,396 $ 5,117,053

See accompanying notes to the basic financial statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Reconciliation of the Statement of Receipts, Disbursements and Changes
in Fund Balances of Governmental Funds to the Statement of Activities- Cash Basis
For the Fiscal Year Ended June 30, 2018

Net Change in Fund Balances - Total Gover nmental Funds $ 79,001

Amounts reported for governmental activitiesin the
statement of activities are different because:

Internal service funds charge insurance costs to other funds. The entity-
wide statements eliminate governmental fund disbursements and
related internal service fund charges. Governmental activities
report allocated net internal service fund receipts (disbursements). 37,629

Change in Net Position of Governmental Activities $ 116,630

See accompanying notes to the basic financial statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Satement of Fund Net Position - Cash Basis
Proprietary Fund
June 30, 2018

Assets
Cash and Cash Equivalents with Fiscal Agent

Net Position
Unrestricted

See accompanying notes to the basic financia statements.
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Tri-County Educational Service Center
Wayne County, Ohio
Satement of Receipts, Disbursements and Changesin Fund Net Position - Cash Basis
Proprietary Fund
For the Fiscal Year Ended June 30, 2018

Governmentd
Activities -
Interna
Service Fund
Operating Receipts
Charges for Services $ 1,856,952
Operating Disbursements
Purchased Services 366,393
Claims 1,458,643
Total Operating Disbursements 1,825,036
Operating Income 31,916
Non-Operating Receipts
Interest 5713
Change in Net Position 37,629
Net Position Beginning of Year 1,075,659
Net Position End of Year $ 1,113,288

See accompanying notes to the basic financia statements.
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Tri-County Educational Service Center
Wayne County, Ohio

Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2018

Note 1 - Description of the Educational Service Center

The Tri-County Educationa Service Center (the “ESC”) is a body politic and corporate established for the
purpose of exercising the rights and privileges conveyed to it by the constitution and laws of the State of Ohio.
The ESC isan educational service center as defined by Section 3311.05 of the Ohio Revised Code. The ESC
operates under an elected governing board of nine members and provides services to the public schools in
Holmes, Wayne and Ashland Counties. The Board controls the ESC’ s instructional support services.

Reporting Entity

A reporting entity is comprised of the primary government, component units and other organizations that are
included to ensure that the financial statements are not misleading. The primary government of the ESC
consgists of al funds, departments, boards and agencies that are not legally separate from the ESC. For the
ESC, thisincludes general operations, and related special education, supervisory and administrative and fiscal
activities of the ESC.

Component units arelegally separate organizationsfor which the ESC isfinancially accountable. TheESCis
financially accountable for an organization if the ESC appoints a voting magjority of the organization's
governing board and (1) the ESC is able to significantly influence the programs or services performed or
provided by the organization; or (2) the ESC is legally entitled to or can otherwise access the organization's
resources, the ESC is legally obligated or has otherwise assumed the responsibility to finance deficits of, or
provide financia support to, the organization; or the ESC is obligated for the debt of the organization.
Component units may also include organizations that are fiscally dependent on the ESC in that the ESC
approves the budget, the issuance of debt, or the levying of taxes. The ESC does not have any component
units.

The ESC is associated with the Tri-County Computer Service Association (TCCSA), a jointly governed
organi zation; the Ohio Association of School Business Officials (OASBO)/CompManagement, Inc. Workers
Compensation Group Rating Program (GRP), the Schools of Ohio Risk Sharing Authority Board (SORSA)
and the Jefferson Health Plan, which are public entity risk pools. These organizations are presented in Notes 11
and 12.

Note 2 - Summary of Significant Accounting Policies

Asdiscussed further in the Basis of Accounting section of thisnote, thesefinancia statementsare presented on
the cash basis of accounting. This cash basis of accounting differs from accounting principles generally
accepted in the United States of America (GAAP). Generaly accepted accounting principles include all
relevant Governmental Accounting Standards Board (GA SB) pronouncements, which have been applied to the
extent they are applicable to the cash basis of accounting. Following are the more significant of the ESC’s
accounting policies.

A. Basisof Presentation

The ESC's basic financia statements consist of government-wide statements, including a statement of net
position and a statement of activities, and fund financial statements which provide a more detailed level of
financial information.

18



Tri-County Educational Service Center
Wayne County, Ohio

Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2018

Government-wide Financial Statements The statement of net position and the statement of activitiesdisplay
information about the ESC as a whole. These statements include the financial activities of the primary
government, except for fiduciary funds. The activity of the internal service fund is aso eliminated to avoid
"doubling up" receipts and disbursements.

The statement of net position presentsthe financial condition of the governmentd activitiesof the ESC at fiscal
year-end. The statement of activities presents acomparison between direct disbursementsand program receipts
for each program or function of the ESC's governmental activities. A function isagroup of related activities
designed to accomplish a mgjor service or regulatory program for which the government is responsible.
Program receiptsinclude charges paid by the recipient of the goods or services offered by the program, grants
and contributionsthat are restricted to meeting the operational or capital requirements of aparticular program,
and interest earned on grantsthat isrequired to be used to support aparticular program. General receiptsare
receiptswhich are not classified as program receipts, with certain limited exceptions. The comparison of direct
disbursements with program receipts identifies the extent to which each governmental function is self-
financing on a cash basis or draws from the general receipts of the ESC.

Fund Financial Statements During the year, the ESC segregatestransactionsrelated to certain ESC functions
or activitiesin separate fundsin order to aid financial management and to demonstratelegal compliance. Fund
financial statements are designed to present financial information of the ESC at this more detailed level. The
focus of governmental fund financial statementsison major funds. Each mgjor fund is presented in aseparate
column. Nonmajor funds are aggregated and presented in a single column. The internal service fund is
presented in a single column on the face of the proprietary fund statements.

B. Fund Accounting

The ESC uses funds to maintain its financia records during the year. A fund is defined as a fiscal and
accounting entity with asdlf balancing set of accounts. There are two categories of funds. governmental and
proprietary.

Governmental Funds The ESC classifies funds financed primarily from intergovernmental receipts (e.g.
grants), and other exchange and nonexchange transactions as governmental funds. ThefollowingistheESC's
major governmental fund:

General fund Thegeneral fund isused to account for and report all financia resources not accounted
for and reported in another fund. The general fund balanceisavailablefor any purpose provideditis
expended or transferred according to the general laws of Ohio.

The other governmental funds of the ESC account for grants and other resources to which the ESC isbound to
observe constraints imposed upon the use of the resources.

Proprietary Funds The ESC classifies funds financed primarily from user charges for goods or services as
proprietary. The ESC'sonly proprietary fund is an internal service fund.

Internal servicefund Theinternal service fund accountsfor the financing of servicesprovided by one

department or agency to other departments or agencies of the ESC on acost reimbursement basis. The
ESC'sonly internal service fund accountsfor aself-insurance program for employee medical benefits.
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C. Basisof Accounting

The ESC' s financial statements are prepared using the cash basis of accounting. Except for modifications
having substantial support, receipts are recorded in the ESC’ s financial records and reported in the financial
statements when cash is received rather than when earned and disbursements are recorded when cash is paid
rather than when a liability is incurred. Any such modifications made by the ESC are described in the
appropriate section in this note.

Asaresult of the use of this cash basis of accounting, certain assets and deferred outflows of resources and
their related revenues (such as accounts receivable and revenue for billed or provided services not yet
collected) and certain liabilities and deferred inflows of resources and their rel ated expenses (such asaccounts
payable and expensesfor goods or servicesreceived but not yet paid, and accrued expenses and liabilities) are
not recorded in these financial statements.

D. Budgetary Process

Although not legally required, the ESC adopts its budget for all funds. The budget includes the estimated
resources and expenditures for each fund and consists of three parts; Part (A) includes entitlement funding
from the State, Part (B) includesthe cost of all other lawful expendituresof the ESC (which are apportioned by
the State Department of Education to each local Governing Board under the supervision of the ESC), and Part
(C) includes the adopted appropriation resolution.

Infiscal year 2004, the ESC requirement to file budgetary information with the Ohio Department of Education
waseliminated. Even though the budgetary processfor the ESC was discretionary, the ESC continued to have
its Governing Board approve appropriations and estimated resources. The ESC’s Governing Board adoptsan
annual appropriation resolution, which is the Governing Board’ s authorization to spend resources and sets
annual limits on expenditures plus encumbrances at the level of control selected by the Governing Board. The
leve of control has been established by the Governing Board at the fund level for al funds.

E. Cash and Cash Equivalents

Toimprove cash management, all cash received by the ESC ispooled. Moniesfor al fundsaremaintainedin
this account or temporarily used to purchase short term investments. Individual fund integrity is maintained
through ESC records. Interest in the pool is presented as "equity in pooled cash and cash equivalents' on the
financia statements.

The ESC participatesin the Jefferson Health Plan insurance consortium for self-insurance. These moniesare
held separate from the ESC'’ s central bank account and are reflected in the financial statements as*“ cash and
cash equivalents with fiscal agent.”

During fiscal year 2018, the ESC invested in STAR Ohio. STAR Ohio (the State Treasury Asset Reserve of
Ohio), is an investment pool managed by the State Treasurer’ s Office which allows governments within the
State to pool their fundsfor investment purposes. STAR Ohioisnot registered with the SEC asaninvestment
company, but has adopted Governmental Accounting Standards Board (GASB), Statement No. 79, Certain
External Investment Pools and Pool Participants. The ESC measurestheir investment in STAR Ohio at the net
asset value (NAV) per share provided by STAR Ohio. The NAV per shareis calculated on an amortized cost
basisthat provides an NAV per share that approximates fair value.
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For the fiscal year 2018, there were no limitations or restrictions on any participant withdrawals due to
redemption notice periods, liquidity fees, or redemption gates. However, notice must be given 24 hoursin
advance of all deposits and withdrawals exceeding $25 million. STAR Ohio reserves the right to limit the
transaction to $100 million, requiring the excess amount to be transacted the following business day(s), but
only to the $100 million limit. All accounts of the participant will be combined for these purposes.

Following Ohio statutes, the Governing Board has, by resolution, specified thefundsto receive an all ocation of
interest earnings. Interest receipts credited to the general fund during fiscal year 2018 amounted to $39,454,
which includes $947 assigned from other ESC funds.

Investments of the cash management pool and investmentswith an original maturity of three months or lessat
the time they are purchased by the ESC are presented on the financia statements as cash equivalents.

F. Inventory and Prepaid Items

The ESC reports disbursements for inventory and prepaid items when paid. Theseitems are not reflected as
assetsin the accompanying financial statements.

G. Capital Assets

Acquisitions of property, plant and equipment are recorded as disbursementswhen paid. Theseitemsare not
reflected as assets in the accompanying financial statements.

H. Interfund Receivables/Payables

The ESC reports advances-in and advances-out for interfund loans. Theseitemsare not reflected asassetsand
liabilities in the accompanying financial statements.

I. Accumulated Leave

In certain circumstances, such as upon leaving employment or retirement, employees are entitled to cash
payments for unused leave. Unpaid leave is not reflected as a liability under the ESC's cash basis of
accounting.

J. Employer Contributionsto Cost-Sharing Plans

The ESC recogni zes the disbursement for employer contributionsto cost-sharing pension planswhen they are
paid. Asdescribedin Notes7 and 8, the employer contributionsinclude portionsfor pension benefitsand for
postemployment health care benefits.

K. Fund Balance

In accordance with Governmental Accounting Standards Board Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions, the ESC classifiesitsfund balance based on the purpose for which

the resources were received and the level of constraint placed on the resources. The classifications are as
follows:
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Nonspendable— The nonspendable fund balance category includes amounts that cannot be spent becausethey
arenot in spendableform, or legally or contractually required to be maintained intact. The “not in spendable
form™ criterion includes items that are not expected to be converted to cash. It aso includes the long-term
amount of loans receivable, as well as property acquired for resale, unless the use of the proceeds from the
collection of those receivables or from the sale of those propertiesis restricted, committed or assigned.

Restricted — Fund balance is reported as restricted when constraints placed on the use of resources are either
externally imposed by creditors (such asthrough debt covenants), grantors, contributorsor laws or regulations
of other governments or isimposed by law through constitutional provisions.

Committed — The committed fund balance classification includes amountsthat can be used only for the specific
purposes imposed by aformal action (resolution) of the ESC Governing Board. Those committed amounts
cannot be used for any other purpose unless the ESC Governing Board removes or changes the specified use
by taking the same type of action (resolution) it employed to previously commit those amounts. Committed
fund balance also incorporates contractual obligations to the extent that existing resources in the fund have
been specifically committed for use in satisfying those contractual requirements.

Assigned — Amountsin the assigned fund balance classification areintended to be used by the ESC for specific
purposes but do not meet the criteriato be classified asrestricted or committed. In governmental funds other
than the general fund, assigned fund balance represents the remaining amount that is not restricted or
committed. Inthe genera fund, assigned amounts represent intended uses established by policies of the ESC
Governing Board. The Governing Board has by resolution authorized the Treasurer to assign fund balance. The
Governing Board may also assign fund balance as it does when appropriating fund balance to cover a gap
between estimated receipt and appropriations in the subsequent year’ s appropriated budget.

Unassigned — Unassigned fund balance is the residual classification for the general fund and includes all
spendable amounts not contained in the other classifications. In other governmental funds, the unassigned
classification is used only to report a deficit balance resulting from overspending for specific purposes for
which amounts had been restricted, committed or assigned.

The ESC applies restricted resources first when disbursements are incurred for purposes for which either
restricted or unrestricted (committed, assigned and unassigned) amounts are available. Similarly, within
unrestricted fund balance, committed amounts are reduced first followed by assigned and then unassigned
amounts when disbursements are incurred for purposes for which amounts in any of the unrestricted fund
balance classifications could be used.

L. Net Position

Net position isreported asrestricted when there are limitationsimposed on itsusethrough external restrictions
imposed by creditors, grantors, or laws or regulations of other governments. Net position restricted for other
purposes primarily includes amounts for activities associated with assisting the instructional staff with the
content and process of providing learning experiences for pupils.

The ESC'spolicy isto first apply restricted resources when a cash disbursement isincurred for purposes for
which both restricted and unrestricted net position are available.
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M. Interfund Transactions

Exchange transactions between funds are reported as receipts in the seller funds and as disbursementsin the
purchaser funds. Subsidies from one fund to another without a requirement for repayment are reported as
interfund transfers. Interfund transfers are reported as other financing sources/usesin governmenta fundsand
after nonoperating receipts/cash disbursementsin proprietary funds. Repaymentsfrom fundsresponsible for
particular cash disbursements to the funds that initially paid for them are not presented in the financia
statements.

N. Pensionsand OPEB

For purposes of measuring the net pension and net other postemployment benefits (OPEB) liabilities,
information about the fiduciary net position of the retirement plans and additions to/deductions from their
fiduciary net position have been determined on the same basis asthey are reported by the retirement systems.
For this purpose, pension and health care benefit payments (including refunds of member contributions) are
recognized when due and payable in accordance with the terms of the plan. The retirement systems report
investments at fair value.

O. Implementation of New Accounting Policies

For thefiscal year ended June 30, 2018, the ESC has (to the extent it appliesto the cash basis of accounting)
implemented Governmental Accounting Standards Board (GASB) Statement No. 75, Accounting and
Financial reporting for Postemployment Benefits other than Pensions, GASB Statement No. 81, Irrevocable
Flit-Interest Agreements, GASB Statement No. 85, Omnibus 2017 and GASB Statement No. 86, Certain
Debt Extinguishments.

GASB Statement No. 75 requires recognition of the entire net postemployment benefits other than pensions
(other postemployment benefits or OPEB) liability and a more comprehensive measure of postemployment
benefits expense for OPEB provided to the employees of state and local governmental employers through
OPEB plans that are administered through trusts or equivalent arrangements. See Note 8 for further
information.

GASB Statement No. 81 requires that a government that receives resources pursuant to an irrevocable split-
interest agreement recognize assets, liabilities, and deferred inflows of resources at the inception of the
agreement. Furthermore, it requires that a government recognize assets representing its beneficial interestsin
irrevacable split-interest agreements that are administered by a third party, if the government controls the
present service capacity of the beneficial interests. This Statement also requires that a government recognize
revenue when the resources become applicable to the reporting period. The implementation of GASB
Statement No. 81 did not have an effect on the financial statements of the ESC.

GASB Statement No. 85 establishes accounting and financial reporting requirements for blending component

units, goodwill, fair value measurement and application, and postemployment benefits. Theimplementation of
GASB Statement No. 85 did not have an effect on the financia statements of the ESC.

23



Tri-County Educational Service Center
Wayne County, Ohio

Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2018

GASB Statement No. 86 addressesthe reporting and disclosure requirements of certain debt extinguishments
including in-substance defeasance transactions and prepai d insurance associated with debt that isextinguished.
Theimplementation of GASB Statement No. 86 did not have an effect on the financia statementsof the ESC.

Note 3 —Compliance

Ohio Administrative Code, Section 117-2-03 (B), requires the ESC to prepare its annual financial report in
accordance with generally accepted accounting principles. However, the ESC prepareditsfinancia statements
on a cash basis, which is a comprehensive basis of accounting other than accounting principles generally
accepted in the United States of America. The accompanying financia statements omit assets and deferred
outflows of resources, liabilities and deferred inflows of resources, net position/fund balances, and disclosures
that, while material, cannot be determined at thistime. The ESC can befined and various other administrative
remedies may be taken against the ESC.

Note 4 - Deposits and I nvestments
State statute classifies monies held by the ESC into three categories.

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

Inactive monies are public deposits that the ESC’s Governing Board has identified as not required for use
within the current five 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 savings or deposit accounts including, but not limited to, passbook accounts.

Interim deposits are deposits of interim monies. Interim monies are those 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 or deposit accounts including passbook accounts.

Protection of the ESC's depositsis provided by the Federal Deposit Insurance Corporation (FDIC), by dligible
securities pledged by the financial ingtitution as security for repayment, or by the financial institutions
participation in the Ohio Pooled Collateral System (OPCS), a collateral pool of eigible securities deposited
with a qualified trustee and pledged to the Treasurer of State to secure the repayment of all public monies
deposited in the financia 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,
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2. Bonds, notes, debentures, or any other obligations or securities issued by any federa
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,

3. Written repurchase agreementsin the securities|isted above provided that the market val ue of
the securities subject to the repurchase agreement must exceed the principa value of the
agreement by at least two percent and be marked to market daily, and that the term of the
agreement must not exceed thirty days;

4, Bonds and other obligations of the State of Ohio;

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

6. The State Treasurer's investment pool (STAR Ohio);

7. Certain bankers acceptances and commercia paper notes for a period not to exceed one
hundred and eighty days in an amount not to exceed forty percent of the interim moneys
available for investment at any one time; and,

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

Investments in stripped principal or interest obligations, reverse repurchase agreements and derivatives are
prohibited. Theissuance of taxable notesfor the purpose of arbitrage, the use of leverage and short selling are
also prohibited. Aninvestment must mature within five years from the date of purchase unless matched to a
specific obligation or debt of the ESC, and must be purchased with the expectation that it will be held to
maturity.

Investments may only be made through specified dealers and ingtitutions. Payment for investments may be

made only upon delivery of the securities representing theinvestmentsto the Treasurer or qualified trustee or,
if the securities are not represented by acertificate, upon receipt of confirmation of transfer from the custodian.
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I nvestments

As of June 30, 2018, the ESC had the following investment and maturity:

Investment
Maturity
Less than Totd
Investment Type NAV 1year Investments
Star Ohio $3,213,924 $3,213,924 100.00%

Interest Rate Risk. Asameans of limiting its exposure to fair value losses arising from rising interest rates
and according to state law, the ESC’ sinvestment policy limitsinvestment portfolio maturitiesto five yearsor
less.

Credit Risk. STAR Ohioisaninvestment pool operated by the Ohio State Treasurer. Itisunclassified sinceit
is not evidenced by securities that exist in physical or book entry form. Ohio law requires STAR Ohio
maintain the highest rating provided by at least one nationally recognized standard rating service. The
weighted average of maturity of the portfolio held by STAR Ohio asof June 30, 2018, is49 daysand carriesa
rating of AAAm by S&P Globa Ratings. The ESC has no investment policy that would further limit its
investment choices.

Concentration of Credit Risk. The ESC placesno limit on the amount that may beinvested in any oneissuer.
The table above includes the percentage to total of each investment type held by the ESC at June 30, 2018.

Funds Held by Fiscal Agent

The ESC participates in the Jefferson Health Plan for employee benefits. The amount held at fiscal year end
for the employee benefit self-insurance fund was $1,113,288. All benefit deposits are made to the
consortium'’s depository account. Collateral is held by a qualified third-party trustee in the name of the
Consortium.

Note 5 — State Funding

The ESC is funded by the State Governing Board from State funds for the cost of Part (A) of the budget.
Part (B) of the budget isfunded in thefollowing way: $6.50 timesthe Average Daily Membership (ADM —the
total number of pupils under the School District’ s supervision) isapportioned by the State Board of Education

fromthelocal School District’ sto which the School District provides servicesfrom payments made under the
State’ s foundation program.
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Simultaneoudly, $37.00 times the sum of the ADM is paid by the State Governing Board from State fundsto
the ESC. If additional funding is required and if a mgjority of the boards of education of the participating
Schooal District’s approve, the cost of Part (B) of the budget that isin excess of $43.50 times ADM approved
by the State Governing Board is apportioned to the participating School District’ sthrough reductionsin their
State foundation.

Theloca School District’ sto which the ESC provides services have agreed to pay $6.50 per pupil to provide
additional funding for services provided by the ESC. The State Governing Board initiates and supervisesthe
procedure by which the participating boards approve or disapprove the apportionment.

Note 6 - Risk Management

The ESC isexposed to various risks of lossrelated to torts; theft of, damageto, and destruction of assets; errors
and omissions; injuriesto employees and natural disasters. During fiscal year 2018, the ESC contracted with
the Schools of Ohio Risk Sharing Authority for property and general liability insurance coverage.

General liability coverage is $15,000,000 single occurrence and $17,000,000 annual aggregate limit and no
deductible. WillisRisk Solutionsisthe Program Underwriter. Property coverageisprovided by the pool and
reinsurer Travelers Insurance Company and includes coverage for crime, employee dishonesty and inland
marine. Settled claims have not exceeded this commercia coveragein any of the past threeyears. There has
been no significant reduction in coverage from the prior year.

For fiscal year 2018, the ESC participated in the OA SBO/CompManagement, Inc. Workers' Compensation
Group Rating Program (GRP), an insurance purchasing pool. Theintent of the GRPisto achieve the benefit
of areduced premium for the ESC by virtue of its grouping and representation with other participantsin the
GRP. The workers compensation experience of the participating school ESCs is tiered into groups based
upon past workers' compensation experience. Within each tiered group, acommon premium rateisapplied to
all school ESCswithin that group. Each participant paysitsworkers compensation premium to the state based
ontheratefor the GRP rather than itsindividua rate. Total savingsarethen calculated and each participant’s
individual performanceiscompared to the overall savings percentage of their tiered group. Participationinthe
GRPislimited to school ESCsthat can meet the GRPs selection criteria. Thefirm of CompManagement, Inc.
provides administrative, cost control and actuaria servicesto the GRP.

The ESC holdsall reservesincluding Incurred But Not Reported (IBNR), Shock Stabilization and Fluctuation
reserves.

The ESC is sdlf-insured for employee health insurance claims, but maintains aggregate stop-loss insurance
through Jefferson Health Plan. The Self-Insurance Fund pays covered claims to Jefferson Health Plan and
recovers these costs from premium charges to employees and Midland Council of Governments based on
calculations provided by Jefferson Health Plan’s consultant (Findley Davis, Inc.). The June 30, 2018 loss
reserves estimated by the ESC’ s actuary are as follows:

Internal Service Fund Cash and Cash Equivdents $ 1,113,288
IBNR actuarid liability (141,438)
Fund Surplus $ 971,850
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Note 7 - Defined Benefit Pension Plans
Net Pension Liability

Pensions are acomponent of exchange transactions—between an employer and its employees—of sdariesand
benefitsfor employee services. Pensionsare provided to an employee—on adeferred-payment basis—as part
of the total compensation package offered by an employer for employee services each financial period. The
obligation to sacrifice resources for pensions is a present obligation because it was created as a result of
employment exchanges that already have occurred.

The net pension liability represents the ESC' s proportionate share of each pension plan’s collective actuarial
present value of projected benefit payments attributable to past periods of service, net of each pension plan’s
fiduciary net position. The net pension liability calculation is dependent on critical long-term variables,
including estimated average life expectancies, earnings on investments, cost of living adjustmentsand others.
While these estimates use the best information available, unknowable future events require adjusting this
estimate annually.

Ohio Revised Code limits the ESC’ s obligation for this liability to annualy required payments. The ESC
cannot control benefit terms or the manner in which pensions are financed; however, the ESC doesreceivethe
benefit of employees’ servicesin exchange for compensation including pension.

GASB 68 assumestheliability is solely the obligation of the employer, because (1) they benefit from employee
services; and (2) State statute requires all funding to come from these employers. All contributions to date
have come solely from these employers (which also includes costs paid in the form of withholdings from
employees). State statute requires the pension plans to amortize unfunded liabilities within 30 years. If the
amortization period exceeds 30 years, each pension plan’s board must propose corrective action to the State
legidature. Any resulting legislative change to benefits or funding could significantly affect the net pension
liability. Resulting adjustments to the net pension liability would be effective when the changes are legally
enforceable.

Plan Description - School Employees Retirement System (SERS)

Plan Description — ESC non-teaching employees participate in SERS, a statewide, cost-sharing multiple-
employer defined benefit pension plan administered by SERS. SERS provides retirement, disability and
survivor benefits to plan members and beneficiaries. Authority to establish and amend benefitsis provided
by Ohio Revised Code Chapter 3309. SERS issues apublicly available, stand-alone financial report that
includes financial statements, required supplementary information and detailed information about SERS
fiduciary net position. That report can be obtained by visiting the SERS website at www.ohsers.org under
Employers/Audit Resources.

Age and service requirements for retirement are as follows:
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Hligible to Retire on or before Eligible to Retire on or after
August 1, 2017* August 1, 2017
Full Benefits Any age with 30 years of service credit Age 67 with 10 years of service credit; or
Age 57 with 30 years of service credit
Actuarialy Reduced Age 60 with 5 years of service credit Age 62 with 10 years of service credit; or
Benefits Age 55 with 25 years of service credit Age 60 with 25 years of service credit

*Members with 25 years of service credit as of August 1, 2017, will be included in this plan.

Annual retirement benefits are cal culated based on final average salary multiplied by a percentage that varies
based on year of service; 2.2 percent for thefirst 30 years of service and 2.5 percent for years of service credit
over 30. Final average salary is the average of the highest three years of salary.

When a benefit recipient has received benefits for 12 months, an annual COLA is provided. This COLA is
calculated on the base retirement benefit at the date of retirement and is not compounded. For those retiring
prior to January 7, 2013, the COLA will continueto be athree percent simpleannual COLA. For thoseretiring
after January 7, 2013, beginning in calendar year 2019, the COLA will be based on the average percentage
increase in the Consumer Price Index, capped at three percent.

Funding Policy — Plan members are required to contribute 10 percent of their annual covered salary and the
ESC is required to contribute 14 percent of annual covered payroll. The contribution requirements of plan
members and employers are established and may be amended by the SERS' Retirement Board up to statutory
maximum amounts of 10 percent for plan members and 14 percent for employers. The Retirement Board,
acting with the advice of the actuary, allocates the employer contribution rate among four of the System’s
funds (Pension Trust Fund, Death Benefit Fund, Medicare B Fund, and Health Care Fund). For thefiscal year
ended June 30, 2018, the allocation to pension, death benefits, and Medicare B was 13.5 percent. SERS
allocated 0.5 percent of employer contributions to the Health Care Fund for fiscal year 2018.

The ESC’ s contractually required contribution to SERS was $349,843 for fiscal year 2018.
Plan Description - State Teachers Retirement System (STRS)

Plan Description — ESC licensed teachers and other faculty members participatein STRS Ohio, acost-sharing
multiple-employer public employeeretirement system administered by STRS. STRS providesretirement and
disability benefits to members and death and survivor benefits to beneficiaries. STRS issues a stand-alone
financial report that includes financial statements, required supplementary information and detailed
information about STRS' fiduciary net position. That report can be obtained by writing to STRS, 275 E.
Broad St., Columbus, OH 43215-3771, by calling (888) 227-7877, or by visiting the STRS Web site at

www.strsoh.org.
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New members have a choice of three retirement plans; a Defined Benefit (DB) Plan, aDefined Contribution
(DC) Plan and aCombined Plan. Benefits are established by Ohio Revised Code Chapter 3307. The DB plan
offers an annual retirement allowance based on final average salary multiplied by a percentage that varies
based on years of service. Effective August 1, 2015, the cal culation was 2.2 percent of final average salary for
the five highest years of earnings multiplied by all years of service. Members are dligible to retire at age 60
with five years of qualifying service credit, or at age 55 with 26 years of service, or 31 years of service
regardless of age. Eligibility changeswill be phased in until August 1, 2026, when retirement eligibility for
unreduced benefitswill befive years of service credit and age 65, or 35 years of service credit and at least age
60.

The DC Plan alows members to place al their member contributions and 9.5 percent of the 14 percent
employer contributions into an investment account. Investment allocation decisions are determined by the
member. The remaining 4.5 percent of the 14 percent employer rate is allocated to the defined benefit
unfunded liability. A member is dligible to receive a retirement benefit at age 50 and termination of
employment. The member may elect to receive alifetime monthly annuity or alump sum withdrawal.

The Combined Plan offersfeatures of both the DB Plan and the DC Plan. In the Combined Plan, 12 percent of
the 14 percent member rate goes to the DC Plan and the remaining 2 percent is applied to the DB Plan.
Member contributions to the DC Plan are alocated among investment choices by the member, and
contributionsto the DB Plan from the employer and the member are used to fund the defined benefit payment
at areduced level from the regular DB Plan. The defined benefit portion of the Combined Plan payment is
payable to a member on or after age 60 with five years of service. The defined contribution portion of the
account may be taken as alump sum payment or converted to alifetime monthly annuity after termination of
employment at age 50 or later.

New members who choose the DC plan or Combined Plan will have another opportunity to reselect a
permanent plan during their fifth year of membership. Members may remain in the same plan or transfer to
another STRS plan. The optional annuitization of a member’ s defined contribution account or the defined
contribution portion of amember’s Combined Plan account to alifetime benefit resultsin STRS bearing the
risk of investment gain or loss on the account. STRS has therefore included all three plan options as one
defined benefit plan for GASB 68 reporting purposes.

A DB or Combined Plan member with five or more years of credited service who isdetermined to be disabled
may qualify for a disability benefit. Eligible survivors of members who die before service retirement may
qualify for monthly benefits. New memberson or after July 1, 2013, must have at | east ten years of qualifying
service credit to apply for disability benefits. Membersin the DC Plan who become disabled are entitled only
to their account balance. If a member of the DC Plan dies before retirement benefits begin, the member’s
designated beneficiary is entitled to receive the member’ s account balance.

Funding Policy — Employer and member contribution rates are established by the State Teachers Retirement
Board and limited by Chapter 3307 of the Ohio Revised Code. For thefiscal year ended June 30, 2018, plan
members were required to contribute 14 percent of their annual covered salary. The ESC was required to
contribute 14 percent; the entire 14 percent was the portion used to fund pension obligations. Thefiscal year
2018 contribution rates were equal to the statutory maximum rates.

The ESC’ s contractually required contributions to STRS was $833,600 for fiscal year 2018.
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Net Pension Liability

The net pension liability was measured as of June 30, 2017, and thetotal pension liability used to calculatethe
net pension liability was determined by an independent actuaria valuation as of that date. The ESC's empl oyer
allocation percentage of the net pension liability was based on the employer’ s share of employer contributions
in the pension plan relative to the total employer contributions of all participating employers. Following is
information related to the proportionate share:

SERS STRS Tota
Proportionate Share of the Net
Pension Liability $ 4,947,069 $ 12,621,250 $ 17,568,319
Proportion of the Net Pension
Liahility 0.08279920% 0.05313044%

Actuarial Assumptions - SERS

SERS' total pension liability was determined by their actuariesin accordance with GASB Statement No. 67, as
part of their annual actuarial valuation for each defined benefit retirement plan. Actuarial vauations of an
ongoing plan involve estimates of the value of reported amounts (e.g., salaries, credited service) and
assumptions about the probability of occurrence of events far into the future (e.g., mortality, disabilities,
retirements, employment terminations). Actuarially determined amounts are subject to continual review and
potential modifications, as actual results are compared with past expectations and new estimates are made
about the future.

Projections of benefits for financia reporting purposes are based on the substantive plan (the plan as
understood by the employers and plan members) and include the types of benefits provided at thetime of each
valuation and the historical pattern of sharing benefit costs between the employers and plan membersto that
point. The projection of benefits for financial reporting purposes does not explicitly incorporate the potential
effects of legal or contractual funding limitations.

Actuarial calculationsreflect along-term perspective. For anewly hired employee, actuarial calculationswill
takeinto account the employee's entire career with the employer and a so take into consideration the benefits, if
any, paid to the employee after termination of employment until the death of the employee and any applicable
contingent annuitant. In many cases, actuarial calculationsreflect several decadesof servicewith theemployer
and the payment of benefits after termination.

K ey methods and assumptions used in calculating the total pension liability in the latest actuaria valuation,
prepared as of June 30, 2017, are presented below:

Wage Inflation 3.00 percent

Future Salary Increases, including inflation  3.50 percent to 18.20 percent

COLA or AdHoc COLA 2.50 percent

Investment Rate of Return 7.50 percent net of investment expense, including inflation
Actuarial Cost Method Entry Age Normal (Level Percent of Payrall)
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Mortality rates among active members were based upon the RP-2014 Blue Collar Mortality Table with fully
generational projection and a five year age set-back for both males and females. Mortality among service
retired members and beneficiaries were based upon the RP-2014 Blue Collar Mortality Table with fully
generational projection with Scale BB, 120 percent of male rates and 110 percent of female rates. Mortality
among disabled members were based upon the RP-2000 Disabled Mortality Table, 90 percent for male rates
and 100 percent for female rates, set back five yearsis used for the period after disability retirement.

The actuaria assumptions used in the June 30, 2017 valuation were based on the results of an actuarial
experience study for the period ending July 1, 2010 to June 30, 2015. The assumed rate of inflation, payroll
growth assumption and assumed real wage growth were reduced in the most recent actuarial valuation. The
rates of withdrawal, retirement and disability updated to reflect recent experienceand mortality rateswere also
updated.

Thelong-term return expectation for the Pension Plan Investments has been determined by using a building-
block approach and assumes atime horizon, asdefined in SERS' Satement of | nvestment Policy. A forecasted
rate of inflation serves as the baseline for the return expectation. Various real return premiums over the
baseline inflation rate have been established for each asset class. The long-term expected nominal rate of
return has been determined by cal cul ating an arithmetic weighted average of the expected real return premiums
for each asset class, adding the projected inflation rate, and adding the expected return from rebalancing
uncorrelated asset classes. The target allocation and best estimates of arithmetic real rates of return for each
major assets class are summarized in the following table:

Target Long Term Expected
Asset Class Allocation Real Rate of Return
Cash 100 % 0.50 %
US Stocks 22.50 4.75
Non-US Stocks 22.50 7.00
Fixed Income 19.00 1.50
Private Equity 10.00 8.00
Real Assets 15.00 5.00
Multi-Asset Strategies 10.00 3.00
Total 100.00 %

Discount Rate The total pension liability was calculated using the discount rate of 7.50 percent. The
projection of cash flows used to determine the discount rate assumed the contributions from employers and
from the members would be computed based on contribution requirements as stipulated by State statute.
Projected inflows from investment earnings were calculated using the long-term assumed investment rate of
return (7.50 percent). Based on those assumptions, the plan’s fiduciary net position was projected to be
availableto make all future benefit payments of current plan members. Therefore, thelong-term expected rate
of return on pension plan investments was applied to al periods of projected benefits to determine the total
pension liability.
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Sensditivity of the ESC's Proportionate Share of the Net Pension Liability to Changesin the Discount Rate
Net pension liability is sensitive to changes in the discount rate, and to illustrate the potential impact the
following table presentsthe ESC’ s proportionate share of the net pension liability cal culated using the discount
rate of 7.50 percent, as well as what each plan’s net pension liability would be if it were calculated using a
discount rate that is one percentage point lower (6.50 percent), or one percentage point higher (8.50 percent)
than the current rate.

Current
1% Decrease Discount Rate 1% Increase
(6.50%) (7.50%) (8.50%)
ESC's Proportionate Share
of the Net Pension Liability $ 6,865,247 $ 4,947,069 $ 3,340,205

Actuarial Assumptions - STRS

The total pension liability in the June 30, 2017, actuarial valuation was determined using the following
actuarial assumptions, applied to all periodsincluded in the measurement:

Inflation 2.50 percent

Salary Increases 12.50 percent at age 20 to 2.50 percent at age 65
Investment Rate of Return 7.45 percent, net of investment expenses, including inflation
Payroll Increases 3.00 percent

Cost-of-Living Adjustments 0.00 percent effective July 1, 2017

Post-retirement mortality ratesfor healthy retirees are based on the RP-2014 Annuitant Mortality Tablewith 50
percent of rates through age 69, 70 percent of rates between ages 70 and 79, 90 percent of rates between ages
80 and 84, and 100 percent of ratesthereafter, projected forward generationally using mortality improvement
scale MP-2016. Post-retirement disabled mortality rates are based on the RP-2014 Disabled Mortality Table
with 90 percent of ratesfor malesand 100 percent of ratesfor females, projected forward generationally using
mortality improvement scale MP-2016. Pre-retirement mortality rates are based on RP-2014 Employee
Mortality Table, projected forward generationally using mortality improvement scale MP-2016.

Actuarial assumptions used in the July 1, 2017, valuation are based on the results of an actuarial experience
study for the period July 1, 2011 through June 30, 2016.

STRS' investment consultant develops an estimate range for the investment return assumption based on the

target allocation adopted by the Retirement Board. Thetarget alocation and long-term expected rate of return
for each major asset class are summarized as follows:
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Target Long Term Expected
Asset Class Allocation* Real Rate of Return**
Domestic Equity 2800 % 7.35 %
International Equity 23.00 7.55
Alternatives 17.00 7.09
Fixed Income 21.00 3.00
Real Estate 10.00 6.00
Liquidity Reserves 1.00 225
Total 100.00 %

*Thetarget alocation percentage is effective as of July 1, 2017. Target weights will be phased in over a 24-
month period concluding on July 1, 2019.

**Ten year annualized geometric nominal returns, which include the real rate of return and inflation of 2.25
percent and does not include investment expenses. Over a 30-year period, STRS' investment consultant
indicates that the above target allocations should generate a return above the actuarial rate of return, without
net value added by management.

Discount Rate The discount rate used to measure the total pension liability was 7.45 percent as of June 30,
2017. The projection of cash flows used to determine the discount rate assumes member and employer
contributionswill be made at the statutory contribution ratesin accordance with rate increases described above.

For this purpose, only employer contributionsthat areintended to fund benefits of current plan membersand
their beneficiariesareincluded. Based on those assumptions, STRS' fiduciary net position was projected to be
available to make al projected future benefit payments to current plan members as of June 30, 2017.
Therefore, thelong-term expected rate of return on pension plan investmentsof 7.45 percent wasappliedto all
periods of projected benefit payments to determine the total pension liability as of June 30, 2017.

Senditivity of the ESC's Proportionate Share of the Net Pension Liability to Changesin the Discount Rate
The following table presents the ESC's proportionate share of the net pension liability as of June 30, 2017,
calculated using the current period discount rate assumption of 7.45 percent, as well as what the ESC's
proportionate share of the net pension liability would beif it were calculated using adiscount rate that is one-
percentage-point lower (6.45 percent) or one-percentage-point higher (8.45 percent) than the current
assumption:

Current
1% Decrease Discount Rate 1% Increase
(6.45%) (7.45%) (8.45%)
ESC's Proportionate Share
of the Net Pension Liability $ 18,092,132 $ 12,621,250 $ 8,012,852
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Assumption Changes since the Prior Measurement Date

The Retirement Board approved several changesto the actuarial assumptionsin 2017. Thelong term expected
rate of return was reduced from 7.75 percent to 7.45 percent, theinflation assumption waslowered from 2.75
percent to 2.50 percent, the payroll growth assumption waslowered to 3.00 percent, and total salary increases
rate was|owered by decreasing the merit component of theindividual salary increases, in addition to adecrease
of 0.25 percent dueto lower inflation. The healthy and disabled mortality assumptionswere updated to the RP-
2014 mortality tables with generational improvement scale MP-2016. Rates of retirement, termination and
disability were modified to better reflect anticipated future experience.

Benefit Term Changes since the Prior Measurement Date
Effective July 1, 2017, the COLA was reduced to zero.

Note 8 — Defined Benefit OPEB Plans
Net OPEB Liability

For fiscal year 2018, Governmental Accounting Standards Board (GASB) Statement No. 75, Accounting and
Financial Reporting for Postemployment Benefits Other Than Pensions was effective.  This GASB
pronouncement had no effect on beginning net position asreported June 30, 2017, asthe net OPEB liability is
not reported in the accompanying financial statements. The net OPEB liability has been disclosed below.

OPEB is a component of exchange transactions—between an employer and its employees—of salaries and
benefitsfor employee services. OPEB are provided to an employee—on a deferred-payment basis—aspart of
the total compensation package offered by an employer for employee services each financia period.

The net OPEB liability represents the ESC’ s proportionate share of each OPEB plan’s collective actuarial
present value of projected benefit payments attributable to past periods of service, net of each OPEB plan’s
fiduciary net position. The net OPEB liability calculation is dependent on critical long-term variables,
including estimated average life expectancies, earnings on investments, cost of living adjustmentsand others.
While these estimates use the best information available, unknowable future events require adjusting these
estimates annually.

Ohio Revised Code limits the ESC’ s obligation for this liability to annualy required payments. The ESC
cannot control benefit terms or the manner in which OPEB are financed; however, the ESC does receive the
benefit of employees’ services in exchange for compensation including OPEB.

GASB 75 assumes the liahility is solely the obligation of the employer, because they benefit from employee
services. OPEB contributions come from these empl oyers and health care plan enrollees which pay aportion
of the health care costs in the form of a monthly premium. The Ohio revised Code permits, but does not
require the retirement systems to provide healthcare to eligible benefit recipients. Any change to benefits or
funding could significantly affect the net OPEB liability. Resulting adjustments to the net OPEB liability
would be effective when the changes are legally enforceable. The retirement systems may all ocate aportion of
the employer contributions to provide for these OPEB benefits.
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Plan Description - School Employees Retirement System (SERS)

Health Care Plan Description - The ESC contributesto the SERS Hedlth Care Fund, administered by SERSfor
non-certificated retirees and their beneficiaries. For GASB 75 purposes, this plan is considered acost-sharing
other postemployment benefit (OPEB) plan. SERS' Health Care Plan provides healthcare benefitsto eligible
individuals receiving retirement, disability, and survivor benefits, and to their eligible dependents. Members
who retire after June 1, 1986, need 10 years of service credit, exclusive of most types of purchased credit, to
qualify to participatein SERS' health care coverage. In addition to age and service retirees, disability benefit
recipients and beneficiaries who are receiving monthly benefits due to the death of a member or retiree, are
gigiblefor SERS' health care coverage. Most retirees and dependents choosing SERS' health care coverage
are over the age of 65 and therefore enrolled in a fully insured Medicare Advantage plan; however, SERS
maintains atraditional, self-insured preferred provider organization for itsnon-Medicareretiree population. For
both groups, SERS offers a self-insured prescription drug program. Health care is a benefit that is permitted,
not mandated, by statute. The financial report of the Plan is included in the SERS Comprehensive Annual
Financial Report which can be obtained on SERS website at www.ohsers.org under Employers/Audit
Resources.

Access to health care for retirees and beneficiariesis permitted in accordance with Section 3309 of the Ohio
Revised Code. The Health Care Fund was established and isadministered in accordance with Internal Revenue
Code Section 105(e). SERS' Retirement Board reservesthe right to change or discontinue any health plan or
program. Active employee members do not contribute to the Health Care Plan. The SERS Retirement Board
established the rules for the premiums paid by the retirees for health care coverage for themselves and their
dependents or for their surviving beneficiaries. Premiumsvary depending on the plan selected, qualified years
of service, Medicare eligibility, and retirement status.

Funding Policy - State statute permits SERS to fund the health care benefits through employer contributions.
Each year, after the allocation for statutorily required pensionsand benefits, the Retirement Board may all ocate
the remainder of the employer contribution of 14 percent of covered payroll to the Health Care Fund in
accordance with the funding policy. For fiscal year 2018, 0.5 percent of covered payroll was made to health
care. An additional health care surcharge on employers is collected for employees earning less than an
actuarially determined minimum compensation amount, pro-rated if lessthan afull year of service credit was
earned. For fiscal year 2018, this amount was $23,700. Statutes provide that no employer shall pay a health
care surcharge greater than 2 percent of that employer’s SERS-covered payroll; nor may SERS collect in
aggregate morethan 1.5 percent of thetotal statewide SERS-covered payrall for the health care surcharge. For
fiscal year 2018, the ESC'’ s surcharge obligation was $40,016.

The surcharge, added to the all ocated portion of the 14 percent employer contribution rateisthe total amount

assigned to the Health Care Fund. The ESC'’s contractually required contribution to SERS was $52,510 for
fiscal year 2018.
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Plan Description - State Teachers Retirement System (STRS)

Plan Description — The State Teachers Retirement System of Ohio (STRS) administers a cost-sharing Health
Plan administered for eligible retirees who participated in the defined benefit or combined pension plans
offered by STRS. Ohio law authorizes STRSto offer thisplan. Benefitsinclude hospitalization, physicians
fees, prescription drugs and partial reimbursement of monthly Medicare Part B premiums. Medicare Part B
premium reimbursementswill be discontinued effective January 1, 2020. The Planisincluded inthereport of
STRS which can be obtained by visiting www.strsoh.org or by calling (888) 227-7877.

Funding Policy — Ohio Revised Code Chapter 3307 authorizes STRS to offer the Plan and gives the
Retirement Board discretionary authority over how much, if any, of the health care costs will be absorbed by
STRS. Active employee members do not contribute to the Health Care Plan. Nearly all health care plan
enrollees, for the most recent year, pay a portion of the health care costs in the form of a monthly premium.
Under Ohio law, funding for postemployment health care may be deducted from employer contributions,
currently 14 percent of covered payroll. For thefiscal year ended June 30, 2018, STRS did not allocate any
employer contributions to postemployment health care.

Net OPEB Liability

The net OPEB liability was measured as of June 30, 2017, and thetotal OPEB liability used to calculate the net
OPEB liability was determined by an actuarial valuation as of that date. The ESC's proportion of the net OPEB
liability was based on the ESC's share of contributions to the respective retirement systems relative to the
contributions of al participating entities. Following isinformation related to the proportionate share:

SERS STRS Totd
Proportionate Share of the Net
OPEB Liaility $ 2,244,007 $ 2,072,954 $ 4,316,961
Proportion of the Net OPEB
Lidbility 0.08361500% 0.05313044%

Actuarial Assumptions - SERS

Thetotal OPEB liability isdetermined by SERS' actuariesin accordance with GASB Statement No. 74, aspart
of their annual actuarial valuation for each retirement plan. Actuarial valuations of an ongoing plan involve
estimates of the value of reported amounts (e.g., salaries, credited service) and assumptions about the
probability of occurrence of events far into the future (e.g., mortality, disabilities, retirements, employment
terminations). Actuarially determined amounts are subject to continual review and potential modifications, as
actual results are compared with past expectations and new estimates are made about the future.

Projections of benefits for financia reporting purposes are based on the substantive plan (the plan as
understood by the employers and plan members) and include the types of benefits provided at thetime of each
valuation and the historical pattern of sharing benefit costs between the employers and plan membersto that
point. The projection of benefits for financial reporting purposes does not explicitly incorporate the potential
effects of legal or contractual funding limitations.
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Actuarial calculationsreflect along-term perspective. For anewly hired employee, actuarial calculationswill
take into account the employee's entire career with the employer and a so take into consideration the benefits, if
any, paid to the employee after termination of employment until the death of the employee and any applicable
contingent annuitant. In many cases, actuarial calculationsreflect severa decadesof servicewith theemployer
and the payment of benefits after termination.

K ey methods and assumptions used in cal culating the total OPEB liability inthe latest actuarial valuation date
of June 30, 2017, are presented below:

Wage Inflation 3.00 percent
Future Salary Increases, including inflation  3.50 percent to 18.20 percent
Investment Rate of Return 7.50 percent net of investment expense, including inflation
Municipal Bond Index Rate
Measurement Date 3.56 percent
Prior Measurement Date 2.92 percent
Single Equivalent Interest Rate
Measurement Date 3.63 percent, net of plan investment expense, including price inflation
Prior Measurement Date 2.98 percent, net of plan investment expense, including price inflation
Medical Trend Assumption
Medicare 5.50 percent - 5.00 percent
Pre-Medicare 7.50 percent - 5.00 percent

Mortality rates were based on the RP-2014 Blue Collar Mortality Tablewith fully generational projection and
Scale BB, 120 percent of maleratesand 110 percent of female rates. RP-2000 Disabled Mortality Tablewith
90 percent for male rates and 100 percent for female rates set back five years.

The most recent experience study was completed for the five year period ended June 30, 2015.

The long-term expected rate of return on plan assetsis reviewed as part of the actuaria five-year experience
study. The most recent study coversfiscal years 2010 through 2015, and was adopted by the Board on April
21, 2016. Several factorsare considered in eval uating the long-term rate of return assumption including long-
term historical data, estimatesinherent in current market data, and alog-normal distribution analysisin which
best-estimate ranges of expected future real rates of return were developed by the investment consultant for
each magjor asset class. These ranges were combined to produce the long-term expected rate of return, 7.50
percent, by weighting the expected futurereal rates of return by thetarget asset all ocation percentage and then
adding expected inflation. The capital market assumptions developed by the investment consultant areintended
for use over a 10-year horizon and may not be useful in setting the long-term rate of return for funding pension
plans which covers alonger timeframe. The assumption is intended to be along-term assumption and is not
expected to change absent asignificant changein the asset allocation, achangein theinflation assumption, or a
fundamental change in the market that alters expected returnsin future years.

The target asset allocation and best estimates of arithmetic real rates of return for each major asset class, as
used in the June 30, 2015 five-year experience study, are summarized as follows:
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Target Long Term Expected
Asset Class Allocation Real Rate of Return
Cash 1.00 % 050 %
US Stocks 22.50 4.75
Non-US Stocks 22.50 7.00
Fixed Income 19.00 1.50
Private Equity 10.00 8.00
Real Assets 15.00 5.00
Multi-Asset Strategies 10.00 3.00
Total 100.00 %

Discount Rate The discount rate used to measure the total OPEB liability at June 30, 2017 was 3.63 percent.
Thediscount rate used to measure total OPEB liability prior to June 30, 2017 was 2.98 percent. Theprojection
of cash flows used to determine the discount rate assumed that contributionswill be made from members and
the System at the state statute contribution rate of 2.00 percent of projected covered employee payroll each
year, which includes a1.50 percent payroll surcharge and 0.50 percent of contributionsfrom the basic benefits
plan. Based on these assumptions, the OPEB plan’ sfiduciary net position was projected to becomeinsufficient
to make future benefit payments during thefiscal year ending June 30, 2025. Therefore, thelong-term expected
rate of return on OPEB plan assetswas used to present val ue the proj ected benefit payments through thefiscal
year ending June 30, 2024 and the Fidelity General Obligation 20-year Municipal Bond Index rate of 3.56
percent, as of June 30, 2017 (i.e. municipa bond rate), was used to present value the projected benefit
paymentsfor the remaining yearsin the projection. Thetotal present value of projected benefit paymentsfrom
all yearswasthen used to determine the singlerate of return that was used asthe discount rate. The projection
of future benefit paymentsfor all current plan members was until the benefit payments ran out.

Senditivity of the ESC's Proportionate Share of the Net OPEB Liability to Changesin the Discount Rate
and Changes in the Health Care Cost Trend Rates The net OPEB liability is sensitive to changes in the
discount rate and the health care cost trend rate. The following table presentsthe net OPEB liability of SERS,
what SERS' net OPEB liability would beif it were calculated using adiscount rate that is 1 percentage point
lower (2.63 percent) and higher (4.63 percent) than the current discount rate (3.63 percent). Also shown is
what SERS net OPEB liability would be based on health care cost trend ratesthat are 1 percentage point lower
(6.5 percent decreasing to 4.0 percent) and higher (8.5 percent decreasing to 6.0 percent) than the current rate.

Current
1% Decrease Discount Rate 1% Increase
(2.63%) (3.63%) (4.63%)
ESC's Proportionate Share
of the Net OPEB Liahility $ 2,709,924 $ 2,244,007 $ 1,874,882
Current
1% Decrease Trend Rate 1% Increase
ESC's Proportionate Share
of the Net OPEB Liahility $ 1,820,843 $ 2,244,007 $ 2,804,071
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Actuarial Assumptions- STRS

K ey methods and assumptionsused in the latest actuarial valuation, reflecting experience study resultsused in
the June 30, 2017, actuaria valuation are presented below:

Inflation 2.50 percent

Projected Salary Increases 12.50 percent at age 20 to 2.50 percent at age 65
Investment Rate of Return 7.45 percent, net of investment expenses, including inflation
Payrall Increases 3.00 percent

Cost-of-Living Adjustments (COLA) 0.00 percent effective July 1, 2017
Blended Discount Rate of Return 4.13 percent
Health Care Cost Trends 6.00 percent to 11.00 percent, initial, 4.50 percent ultimate

Projections of benefitsinclude the historical pattern of sharing benefit costs between the employersand retired
plan members.

For healthy retireesthe mortality rates are based on the RP-2014 Annuitant Mortality Tablewith 50 percent of
rates through age 69, 70 percent of rates between ages 70 and 79, 90 percent of rates between ages 80 and 84,
and 100 percent of rates thereafter, projected forward generationally using mortality improvement scale MP-
2016. For disabled retirees, mortality rates are based on the RP-2014 Disabled Mortality Tablewith 90 percent
of rates for males and 100 percent of rates for females, projected forward generationally using mortality
improvement scale MP-2016.

Actuarial assumptions used in the June 30, 2017, valuation are based on the results of an actuarial experience
study for the period July 1, 2011 through June 30, 2016.

Since the prior measurement date, the discount rate wasincreased from 3.26 percent to 4.13 percent based on
the methodology defined under GASB Statement No. 74, Financial Reporting for Postemployment Benefit
Plans Other Than Pension Plans (OPEB) and the long term expected rate of return was reduced from 7.75
percent to 7.45 percent. Valuation year per capita health care costs were updated, and the salary scale was
modified. The percentage of future retirees electing each option was updated based on current data and the
percentage of future disabled retirees and terminated vested participants electing health coverage were
decreased. The assumed mortality, disability, retirement, withdrawal and future health care cost trend rates
were modified along with the portion of rebated prescription drug costs.

Also sincethe prior measurement date, the subsidy multiplier for non-Medicare benefit reci pientswas reduced
from 2.1 percent to 1.9 percent per year of service. Medicare Part B premium reimbursements were
discontinued for certain survivors and beneficiaries and al remaining Medicare Part B premium
reimbursements will be discontinued beginning January 2019. Subsequent to the current measurement date,
the date for discontinuing remaining Medicare Part B premium reimbursements was extended to January 2020.

STRS' investment consultant devel ops an estimate range for the investment return assumption based on the

target allocation adopted by the Retirement Board. Thetarget all ocation and |ong-term expected rate of return
for each major asset class are summarized as follows:
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Target Long Term Expected
Asset Class Allocation* Real Rate of Return**
Domestic Equity 2800 % 7.35 %
I nternational Equity 23.00 7.55
Alternatives 17.00 7.09
Fixed Income 21.00 3.00
Real Estate 10.00 6.00
Liquidity Reserves 1.00 2.25
Total 100.00 %

*Thetarget alocation percentage is effective as of July 1, 2017. Target weights will be phased in over a 24-
month period concluding on July 1, 2019.

**Ten year annualized geometric nominal returns, which include the real rate of return and inflation of 2.25
percent and does not include investment expenses. Over a 30-year period, STRS' investment consultant
indicates that the above target allocations should generate areturn above the actua rate of return, without net
value added by management.

Discount Rate The discount rate used to measure the total OPEB liability was 4.13 percent as of June 30,
2017. The projection of cash flows used to determine the discount rate assumes STRS Ohio continues to
allocate no employer contributions to the health care fund. Based on these assumptions, the OPEB plan’'s
fiduciary net position was not projected to be sufficient to makeall projected future benefit paymentsof current
plan members. The OPEB plan’ s fiduciary net position was projected to become insufficient to make future
benefit payments during the fiscal year ending June 30, 2037. Therefore, thelong-term expected rate of return
on OPEB plan assets was used to determine the present value of the projected benefit payments through the
fiscal year ending June 30, 2036 and the Bond Buyer 20-year municipal bond rate of 3.58 percent as of June
30, 2017 (i.e. municipa bond rate), was used to determine the present val ue of the projected benefit payments
for the remaining yearsin the projection. Thetotal present value of projected benefit paymentsfrom all years
was then used to determine the single rate of return that was used as the discount rate. The blended discount
rate of 4.13 percent, which represents the long-term expected rate of return of 7.45 percent for the funded
benefit payments and the Bond Buyer 20-year municipal bond rate of 3.58 percent for the unfunded benefit
payments, was used to measure the total OPEB liability as of June 30, 2017. A blended discount rate of 3.26
percent which represents the long term expected rate of return of 7.75 percent for the funded benefit payments
and the Bond Buyer 20-year municipa bond rate of 2.85 percent for the unfunded benefit payments was used
to measure the total OPEB liability at June 30, 2016.

Senditivity of the ESC's Proportionate Share of the Net OPEB Liability to Changesin the Discount and
Health Care Cost Trend Rate The following table represents the net OPEB liability as of June 30, 2017,
calculated using the current period discount rate assumption of 4.13 percent, as well as what the net OPEB
liability would beif it were cal culated using adiscount rate that is one percentage point lower (3.13 percent) or
one percentage point higher (5.13 percent) than the current assumption. Also shown isthe net OPEB liability
asif it were calculated using health care cost trend rates that are one percentage point lower or one percentage
point higher than the current health care cost trend rates.
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Current
1% Decrease Discount Rate 1% Increase
(3.13%) (4.13%) (5.13%)
ESC's Proportionate Share
of the Net OPEB Liahility $ 2,782,907 $ 2,072,954 $ 1,511,859
Current
1% Decrease Trend Rate 1% Increase
ESC's Proportionate Share
of the Net OPEB Liahility $ 1,440,199 $ 2,072,954 $ 2,905,732

Note 9 — Fund Balance and Accountability

A. Fund Balance

Fund balance can be classified as nonspendable, restricted, committed, assigned and/or unassigned based
primarily on the extent to which the ESC is bound to observe constraintsimposed upon the use of the resources

in governmental funds.

The congtraints placed on fund balance for the major governmental fundsand al other governmenta fundsare
presented as follows:

Other
Governmenta
Generd Funds Totd

Restricted for:

Grants $ 0 $ 70,380 $ 70,380
Committed for:

Retirement 83,664 0 83,664
Assigned for:

Student and Staff Support 9,569 0 9,569

District Escrow Accounts 16,265 0 16,265

Other Purposes 171,244 0 171,244
Total Assigned 197,078 0 197,078
Unassigned 4,776,915 (10,984) 4,765,931
Total Fund Balance $ 5,057,657 $ 59,396 $ 5,117,053

B. Accountability

Fund balances at June 30, 2018 included the following individual fund deficits:
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Nonmajor Gover nmental Funds:

IDEA Pat B Grants $ 902
Title I 36
IDEA Preschool 8
Miscellaneous Federd Grants 10,038

The genera fund isliable for any deficit and provides transfers when cash is required
Note 10 — Contingencies and Commitments
A. Grants

The ESC received financial assistance from federa and state agencies in the form of grants. The
disbursements of funds received under these programs generally require compliance with termsand conditions
specified in the grant agreements and are subject to audit by the grantor agencies. Any disallowed claims
resulting from such audits could become aliability of the general fund or other applicablefunds. However,in
the opinion of management, any such disallowed claimswill not have amaterial adverse effect on the overall
financial position of the ESC at June 30, 2018.

B. Litigation

The ESCisparty to aclaimsor lawsuit. Although the outcomeis not presently determinable, in the opinion of
the ESC’s management, the resolution of this matter will not have a material adverse effect on the basic
financia statements.

C. Encumbrance Commitments
Significant outstanding encumbrances for governmental funds include $9,569 in the general fund.
Note 11 - Jointly Governed Organization

Tri-County Computer Service Association (TCCSA) is a jointly governed organization comprised of 23
School Disgtrict’s and the ESC, created as aregional council of governments pursuant to State statute. The
jointly governed organization was formed for the purpose of applying modern technology with the aid of
computers and other e ectronic equipment to administrative and instructional functions for member districts.
Each of the governments of these districts support TCCSA based on a per pupil charge dependent upon the
software package utilized. The TCCSA assembly consists of a superintendent or designated representative
from each participating district and arepresentative from the fiscal agent. TCCSA isgoverned by aboard of
directors chosen from the general membership of the TCCSA assembly. The board of directors consists of a
representative from the fiscal agent, the chairman of each operating committee, and at least an assembly
member from each county from which participating districtsarelocated. Financial information can be obtained
by contacting the Treasurer of the TCCSA at 2125 Eagle Pass, Wooster, OH 44691.
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Note 12 — Public Entity Risk Pools

Workers Compensation Group Rating Program The ESC participates in the Ohio Association of School
Business Officials (OA SBO)/CompM anagement, Inc. Workers' Compensation Group Rating Program (GRP).
The GRP is sponsored by OASBO and administered by CompManagement, Inc. Theintent of the GRPisto
achieve the benefit of areduced premium for the ESC by virtue of its grouping and representation with other
participants in the GRP. The ESC pays afee to the GRP to cover the costs of administering the program.

Schools of Ohio Risk Sharing Authority Board The ESC also participates in the Schools of Ohio Risk
Sharing Authority Board (SORSA), an insurance purchasing pool. SORSA’ sbusinessaffairsare conducted by
a nine member Board of Directors consisting of a President, Vice President, Secretary, Treasurer and five
delegates. SORSA was created to provide joint self-insurance coverage and to assist membersto prevent and
reduce losses and injuries to the ESC’ s property and person. It isintended to provide liability and property
insurance at reduced premiums for the participants. SORSA is organized as a nonprofit corporation under
provisions of Ohio Revised Code 2744.

Jefferson Health Plan—The ESC participatesin the Jefferson Health Plan, aclaims servicing pool comprised
of fifty members. Each participant isamember of theassembly. The Plan’ sbusinessand affairs are conducted
by anine member Board of Directors elected from the Jefferson Health Plan’ sassembly. Each member paysa
monthly premium based on their claims history and amonthly administration fee. All participating members
retain their risk and the Plan acts as the claims servicing agent.



Julian & Grube, Inc.
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Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and other Matters Required by Government Auditing Standards

Tri-County Educational Service Center
Wayne County

741 Winkler Drive

Wooster, Ohio 44691

To the Governing Board:

We have audited, in accordance with auditing standards generally accepted in the United States and the Comptroller
General of the United States’ Government Auditing Standards, the financial statements of the governmental activities,
the major fund, and the aggregate remaining fund information of the Tri-County Educational Service Center, Wayne
County, Ohio, as of and for the fiscal year ended June 30, 2018, and the related notes to the financial statements, which
collectively comprise the Tri-County Educational Service Center’s basic financial statements and have issued our
report thereon dated October 29, 2018, wherein we noted the Tri-County Educational Service Center uses a special
purpose framework other than generally accepted accounting principles.

Internal Control Over Financial Reporting

As part of our financial statement audit, we considered the Tri-County Educational Service Center’s internal control
over financial reporting (internal control) to determine the audit procedures appropriate in the circumstances to the
extent necessary to support our opinions on the financial statements, but not to the extent necessary to opine on the
effectiveness of the Tri-County Educational Service Center’s internal control. Accordingly, we have not opined on
1t.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, when performing their assigned functions, to prevent, or detect and timely correct misstatements. A
material weakness is a deficiency, or combination of internal control deficiencies resulting in a reasonable possibility
that internal control will not prevent or detect and timely correct a material misstatement of the Tri-County Educational
Service Center’s financial statements. A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all internal control deficiencies that might be material weaknesses or significant
deficiencies. Given these limitations, we did not identify any deficiencies in internal control that we consider material
weaknesses. However, unidentified material weaknesses may exist.
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Compliance and Other Matters

As part of reasonably assuring whether the Tri-County Educational Service Center’s financial statements are free of
material misstatement, we tested its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could directly and materially affect the determination of financial statement
amounts. However, opining on compliance with those provisions was not an objective of our audit and accordingly,
we do not express an opinion. The results of our tests disclosed an instance of noncompliance or other matters we
must report under Government Auditing Standards which is described in the accompanying schedule of findings and
responses as item 2018-001.

Tri-County Educational Service Center’s Response to Finding

The Tri-County Educational Service Center’s response to the finding identified in our audit is described in the
accompanying schedule of findings and responses. We did not audit the Tri-County Educational Service Center’s
response and, accordingly, we express no opinion on it.

Purpose of this Report

This report only describes the scope of our internal control and compliance testing and our testing results, and does
not opine on the effectiveness of the Tri-County Educational Service Center’s internal control or on compliance. This
report is an integral part of an audit performed under Government Auditing Standards in considering the Tri-County
Educational Service Center’s internal control and compliance. Accordingly, this report is not suitable for any other

purpose.
9“&‘”“’ i ke, thie.

Julian & Grube, Inc.
October 29, 2018
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TRI-COUNTY EDUCATIONAL SERVICE CENTER
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SCHEDULE OF FINDINGS AND RESPONSES
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FINDING RELATED TO THE BASIC FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

Finding Number 2018-001

Noncompliance

Ohio Rev. Code § 117.38 provides each public office shall file a financial report for each fiscal year. The Auditor of
State may prescribe forms by rule or may issue guidelines, or both, for such reports. If the Auditor of State has not
prescribed a rule regarding the form for the report, the public office shall submit its report on the form utilized by
the public office. Ohio Admin. Code § 117-2-03 further clarifies the requirements of Ohio Rev. Code § 117.38.

Ohio Admin. Code § 117-2-03(B) requires the ESC to prepare its annual financial report in accordance with
accounting principles generally accepted in the United States of America (GAAP). The ESC prepared its financial
statements in accordance with the cash basis of accounting in a report format similar to the requirements of
Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements - and Management's
Discussion and Analysis - for State and Local Governments. This presentation differs from GAAP. There would be
variances on the financial statements between this accounting practice and GAAP that, while presumably material,
cannot be reasonably determined at this time.

Failure to prepare proper GAAP financial statements may result in the ESC being fined or other administrative
remedies.

The ESC should prepare its financial statements in accordance with accounting principles generally accepted in the
United States of America (GAAP).

Client Response: Due to the cost requirement of preparing these financial statements according to Generally
Accepted Accounting Principles (GAAP), the Board has determined that preparing year-end statements on a cash-
basis of accounting will accurately reflect the ECS’s financial position and allow for those resources previously
spent on GAAP to be allocated to education purposes.
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TRI-COUNTY EDUCATIONAL SERVICE CENTER

WAYNE COUNTY, OHIO
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
JUNE 30, 2018
Year
Finding Initially Finding

Number | Qccurred Summary Status Additional Information

2017-001 | 2012 Noncompliance - Ohio Administrative Code Section | Not Repeated as finding 2018-
117-2-03(B) requires the ESC to prepare its annual | Corrected 001, the ESC has not
financial report in accordance with accounting changed the accounting
principles generally accepted in the United States of basis it used to prepare its
America (GAAP). The ESC prepared its annual annual financial report from
financial report in accordance with the cash basis of cash basis to GAAP.
accounting.

2017-002 | 2017 Noncompliance — 2 CFR Section 200.430 requires | Corrected N/A

charges to Federal awards for salaries and wages to be
based on records that accurately reflect the work
performed. In fiscal year 2017, employees charged to
the Special Education Grants Cluster did not maintain
semiannual certifications or other documentation to
support the amount charged to each grant.
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