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Auditor of State

April 10, 2007

The attached audit report was completed and prepared for release prior to the commencement of my term
of office on January 8, 2007. Thus, | am certifying this audit report for release under the signature of my
predecessor.

7’)’74/1—7 J/7442/

MARY TAYLOR, CPA
Auditor of State

88 E. Broad St. / Fifth Floor / Columbus, OH 43215-3506
Telephone: (614) 466-4514 (800) 282-0370 Fax: (614) 466-4490
www.auditor.state.oh.us
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LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

FEDERAL AWARDS RECEIPTS AND EXPENDITURES SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2006

FEDERAL GRANTOR Pass Through Federal
Pass Through Grantor Entity CFDA Non-Cash Non-Cash
Program Title Number Number Receipts Receipts Expenditures Expenditures

U.S. DEPARTMENT OF AGRICULTURE
Passed Through Ohio Department of Education
Nutrition Cluster:

School Breakfast Program 05PU-05/06 10.553 $238,131 $0 $238,131 $0
National School Lunch Program LLP1/P4-05/06 10.555 786,610 0 786,610 0
Total Nutrition Cluster 1,024,741 0 1,024,741 0
Food Donation - 10.550 0 57,902 0 57,902
Total U.S. Department of Agriculture 1,024,741 57,902 1,024,741 57,902

U.S. DEPARTMENT OF EDUCATION
Passed Through Ohio Department of Education

Special Education Cluster:

Special Education_Grants to States 6BSD-2005 84.027 1,383 0 202 0

6BSF-2005 273,342 0 118,631 0

(251,743) 0 0 0

6BSF-2006 1,349,881 0 1,195,749 0

Total Special Education_Grants to States 1,372,863 0 1,314,582 0

Special Education_Preschool Grants PGS1-2005 84.173 9,838 0 1,968 0

(10,642) 0 0 0

PGS1-2006 24,574 0 21,860 0

Total Special Education_Preschool Grants 23,770 0 23,828 0

Total Special Education Cluster 1,396,633 0 1,338,410 0

Adult Education_State Grant Program ABS1-2005 84.002 (1,398) 0 4,904 0

ABS1-2006 71,371 0 64,343 0

Total Adult Education_State Grant Program 69,973 0 69,247 0

Title 1 Grants to Local Educational Agencies C1S1-2005 84.010 150,512 0 174,217 0

C1S1-2006 1,050,679 0 960,200 0

C1SD-2006 41,673 0 41,673 0

Total Title 1 Grants to Local Educational Agencies 1,242,864 0 1,176,090 0

Vocational Education_Basic Grants to States 20C1-2005 84.048 4,185 0 7,351 0

20C1-2006 135,458 0 92,063 0

Total Vocational Education_Basic Grants to States 139,643 0 99,414 0
Safe and Drug-Free Schools and Communities_

State Grants DRS1-2005 84.186 (274) 0 0 0

DRS1-2006 19,642 0 16,894 0

Total Safe and Drug-Free Schools and Communities_State Grants 19,368 0 16,894 0

Even Start_State Educational Agencies EVS1-2005 84.213 0 0 23,038 0

Twenty-First Century Community Learning Centers T1S1-2005 84.287 0 0 3,750 0

T1S1-2006 599,990 0 599,990 0

Total Twenty-First Century Community Learning Centers 599,990 0 603,740 0

State Grants for Innovative Programs C2S1-2005 84.298 14,386 0 1,738 0

(6,132) 0 0 0

C2S1-2006 27,953 0 31,398 0

Total State Grants for Innovative Programs 36,207 0 33,136 0

Education Technology State Grants TJS1-2005 84.318 5,911 0 0 0

(10,345) 0 0 0

TJS1-2006 24,203 0 24,257 0

Total Education Technology State Grants 19,769 0 24,257 0

(Continued)



LANCASTER CITY SCHOOL DISTRICT

FAIRFIELD COUNTY

FEDERAL AWARDS RECEIPTS AND EXPENDITURES SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2006

(Continued)
Federal Grantor/ Pass Through Federal
Pass Through Grantor Entity CFDA Non-Cash Non-Cash
Program Title Number Number Receipts Receipts Expenditures Expenditures
U.S. DEPARTMENT OF EDUCATION (continued)
Passed Through Ohio Department of Education (continued)
Comprehensive School Reform Demonstration RFCC-2005 84.332 (1,566) 0 13,232 0
RFCC-2006 1,566 0 1,566 0
Total Comprehensive School Reform Demonstration 0 0 14,798 0
ACNR Intervention OE00-2006 84.346 4,259 0 8,702 0
Improving Teacher Quality State Grants TRS1-2005 84.367 88,934 0 47,833 0
(38,228) 0 0 0
TRS1-2006 275,123 0 290,820 0
Total Improving Teacher Quality Program 325,829 0 338,653 0
Total U.S. Department of Education 3,854,535 0 3,746,379 0
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Passed Through Ohio Department of Mental Retardation and Developmental Disabilities
State Children's Insurance Program - 93.767 34,711 0 34,711 0
Medical Assistance Program - 93.778 245,246 0 245,246 0
Total U.S. Department of Health and Human Services 279,957 0 279,957 0
Totals $5,159,233 $57,902 $5,051,077 $57,902

The accompanying notes to this schedule are an integral part of this schedule.




LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

NOTES TO THE FEDERAL AWARDS RECEIPTS AND EXPENDITURES SCHEDULE
FISCAL YEAR ENDED JUNE 30, 2006

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

The accompanying Federal Awards Receipts and Expenditures Schedule (the Schedule) summarizes
activity of the District’s federal award programs. The schedule has been prepared on the cash basis of
accounting.

NOTE B - SUBRECIPIENTS

The District passes-through certain Federal assistance received from the Ohio Department of Education
to other governments or not-for-profit agencies (subrecipients). As described in Note A, the District
records expenditures of Federal awards to subrecipients when paid in cash.

The subrecipient agencies have certain compliance responsibilities related to administering these Federal
Programs. Under Federal Circular A-133, the District is responsible for monitoring subrecipients to help
assure that Federal awards are used for authorized purposes in compliance with laws, regulations and
the provisions of contracts or grant agreements, and that performance goals are achieved.

Federal Amount

CFDA Provided to
Program Title Number Subrecipients
Twenty-First Century Community Learning Centers 84.287 $599,990
Title 1D Grants to Local Educational Agencies 84.010 41,673

NOTE C - FOOD DONATION

Program regulations do not require the District to maintain separate inventory records for purchased food
and food received from the U.S. Department of Agriculture. This nonmonetary assistance (expenditures),
is reported in the Schedule at the fair market value of the commodities received.

NOTE D — CHILD NUTRITION CLUSTER
Cash receipts from the U.S. Department of Agriculture are commingled with State grants. It is assumed
federal monies are expended first.

NOTE E - TRANSFERS BETWEEN COST CENTERS

In 2003, the grant periods were modified by ODE to agree with the fiscal year of school districts. The
grant periods changed from a 27 month period ending on September 30 to a 12 month period ending on
June 30. Transfers were made between the 2005 and 2006 grant years for the following grants:

Program Title Amount

Special Education Cluster $262,385
Adult Education State Grants Program 1,398
Safe and Drug Free Schools and Communities Program 274
State Grants for Innovative Programs 6,132
Education Technology State Grants Program 10,345
Comprehensive School Reform Demonstration Program 1,566
Improving Teacher Quality State Grants Program 38,228

NOTE F - MATCHING REQUIREMENTS

Certain Federal programs require the District contribute non-Federal funds (matching funds) to support
the Federally-funded programs. The District has complied with the matching requirements. The
expenditure of non-Federal matching funds is not included on the Schedule.



LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

NOTES TO THE FEDERAL AWARDS RECEIPTS AND EXPENDITURES SCHEDULE
FISCAL YEAR ENDED JUNE 30, 2006
(Continued)

NOTE G - REFUNDS
Due to the expiration of period of availability, the following grants were refunded to the Ohio Department
of Education.

Program Title Amount
FYO05 Special Education Access Grant $3,838
FYO05 Even Start 23,038

NOTE H — FEDERAL EMERGENCY MANAGEMENT AGENCY GRANT

During fiscal year 2005, the District erroneously omitted $14,430 in receipts and expenditures from the
Federal Award Receipts and Expenditures Schedule. The grant was passed through the Ohio
Emergency Management Agency (EMA) for reimbursement of damages incurred to buildings. Ohio EMA
requested the District disclose this activity during fiscal year 2006.



Auditor of State
Betty Montgomery

INDEPENDENT ACCOUNTANTS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
REQUIRED BY GOVERNMENT AUDITING STANDARDS

Lancaster City School District
Fairfield County

345 Mulberry Street
Lancaster, Ohio 43130

To the Board of Education:

We have audited the financial statements of the governmental activities, the discretely presented
component unit, the major fund, and the aggregate remaining fund information of the Lancaster City
School District, Fairfield County, Ohio, (the District) as of and for the year ended June 30, 2006, which
collectively comprise the District's basic financial statements and have issued our report thereon dated
December 20, 2006. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained in the
Comptroller General of the United States’ Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial reporting
to determine our auditing procedures to express our opinions on the financial statements and not to opine
on the internal control over financial reporting. Our consideration of the internal control would not
necessarily disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a reportable condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts material to the financial statements we audited may
occur and not be timely detected by employees when performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider material
weaknesses. In a separate letter to the District’'s management dated December 20, 2006, we reported
other matters involving internal control over financial reporting we did not deem reportable conditions.

Compliance and Other Matters

As part of reasonably assuring whether the District's financial statements are free of material
misstatement, we tested its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could directly and materially affect the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express an opinion. The results of our tests disclosed
instances of noncompliance or other matters that we must report under Government Auditing Standards
which are described in the accompanying schedule of findings as items 2006-001 and 2006-002. In a
separate letter to the District’'s management dated December 20, 2006, we reported other matters related
to noncompliance we deemed immaterial.

35 N. Fourth St. / Second Floor / Columbus, OH 43215
Telephone: (614) 466-3402 (800) 443-9275 Fax: (614) 728-7199
www.auditor.state.oh.us




Lancaster City School District
Fairfield County
Independent Accountants’ Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Required by Government Auditing Standards
Page 2

We intend this report solely for the information and use of management, the Board of Education, federal
awarding agencies, and pass-through entities. It is not intended for anyone other than these specified
parties.

Tty Iwtgmsny

Betty Montgomery
Auditor of State

December 20, 2006



Auditor of State
Betty Montgomery

INDEPENDENT ACCOUNTANTS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR FEDERAL PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Lancaster City School District
Fairfield County

345 Mulberry Street
Lancaster, Ohio 43130

To the Board of Education:
Compliance

We have audited the compliance of the Lancaster City School District, Fairfield County, Ohio (the District)
with the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133, Compliance Supplement that apply to each of its major federal programs for the
year ended June 30, 2006. The summary of auditor’s results section of the accompanying schedule of
findings identifies the District's major federal programs. The District's management is responsible for
complying with the requirements of laws, regulations, contracts, and grants applicable to each major
federal program. Our responsibility is to express an opinion on the District’'s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to reasonably assure whether noncompliance occurred with
the types of compliance requirements referred to above that could directly and materially affect a major
federal program. An audit includes examining, on a test basis, evidence about the District’'s compliance
with those requirements and performing other procedures we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the District's compliance with those requirements.

In our opinion, the District complied, in all material respects, with the requirements referred to above that
are applicable to each its major federal programs for the year ended June 30, 2006. However, the results
of our auditing procedures disclosed an instance of noncompliance with those requirements that OMB
Circular A-133 requires us to report, which is described in the accompanying schedule of findings as item
2006-003. In a separate letter to the District's management dated December 20, 2006, we reported an
other matter related to federal noncompliance not requiring inclusion in this report.

35 N. Fourth St. / Second Floor / Columbus, OH 43215
Telephone: (614) 466-3402 (800) 443-9275 Fax: (614) 728-7199
www.auditor.state.oh.us
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Lancaster City School District
Fairfield County
Independent Accountants’ Report on Compliance with Requirements Applicable
to Each Major Federal Program and On Internal Control Over Compliance in Accordance
With OMB Circular A-133, and Federal Awards Receipts and Expenditures Schedule
Page 2

Internal Control Over Compliance

The District's management is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts, and grants applicable to federal programs.
In planning and performing our audit, we considered the District's internal control over compliance with
requirements that could directly and materially affect a major federal program to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on internal
control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal program
being audited may occur and not be timely detected by employees when performing their assigned
functions. We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses. However, we noted a matter involving the internal control over
federal compliance not requiring inclusion in this report, that we reported to the District's management in
a separate letter dated December 20, 2006.

Federal Awards Receipts and Expenditures Schedule

We have audited the financial statements of the governmental activities, the discretely presented
component unit, the major fund and the aggregate remaining fund information of the Lancaster City
School District, Fairfield County, Ohio, as of and for the year ended June 30, 2006, and have issued our
report thereon dated December 20, 2006. Our audit was performed to form opinions on the financial
statements that collectively comprise the District's basic financial statements. The accompanying federal
awards receipts and expenditures schedule provides additional information as required by OMB Circular
A-133 and is not a required part of the basic financial statements. We subjected this information to the
auditing procedures applied in the audit of the basic financial statements. In our opinion, this information
is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

We intend this report solely for the information and use of management, the Board of Education, federal

awarding agencies, and pass-through entities. It is not intended for anyone other than these specified
parties.

Tty Iwtgmsny

Betty Montgomery
Auditor of State

December 20, 2006



LANCASTER CITY SCHOOL DISTRICT

FAIRFIELD COUNTY

SCHEDULE OF FINDINGS

OMB CIRCULAR A -133 § .505

JUNE 30, 2006

1. SUMMARY OF AUDITOR’S RESULTS

(D)) Type of Financial Statement Opinion Unqualified
(d)(Q)(ii) Were there any material control weakness No
conditions reported at the financial statement
level (GAGAS)?
(d)(Q)(i) Were there any other reportable control No
weakness conditions reported at the financial
statement level (GAGAS)?
(d)(Q)(iii) Was there any reported material Yes
noncompliance at the financial statement level
(GAGAS)?
(d)(Q)(iv) Were there any material internal control No
weakness conditions reported for major
federal programs?
(d)(Q)(iv) Were there any other reportable internal No
control weakness conditions reported for
major federal programs?
(d)(D)(v) Type of Major Programs’ Compliance Opinion Unqualified
(d)(1)(vi) Are there any reportable findings under § .510? | Yes
(d)(Q)(vii) Major Programs (list): Title | (CFDA #84.010)
21% Century Community Learning
Centers (CFDA #84.287)
Nutrition Cluster (CFDA #10.553
and CFDA #10.555)
Improving Teacher Quality (CFDA
#84.367)
Medical Assistance Program
(CFDA #93.778)
(d)(Q)(viii) Dollar Threshold: Type A\B Programs Type A: > $ 300,000
Type B: all others
(d)(Q)(ix) Low Risk Auditee? No




LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

SCHEDULE OF FINDINGS
OMB CIRCULAR A -133 § .505
JUNE 30, 2006
(Continued)

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

FINDING NUMBER 2006-001

Noncompliance Finding

Ohio Rev. Code Section 5705.41 (D) prohibits a subdivision or taxing entity from making any contract or
ordering any expenditure of money unless a certificate signed by the fiscal officer is attached thereto.
The fiscal officer must certify that the amount required to meet any such contract or expenditure has been
lawfully appropriated and is in the treasury, or is in the process of collection to the credit of an appropriate
fund free from any previous encumbrance.

There are several exceptions to the standard requirement stated above that a fiscal officer’s certificate
must be obtained prior to a subdivision or taxing authority entering into a contract or order involving the
expenditure of money. The main exceptions are: “then and now” certificates, blanket certificates and
super blanket certificates, which are provided for in sections 5705.41 (D)(1) and 5705.41 (D)(3),
respectively, of the Ohio Revised Code.

1. “Then and Now” Certificates - If the fiscal officer can certify that both at the time that the contract or
order was made (“then”), and at the time that the fiscal officer is completing the certification (“now”), that
sufficient funds were available or in the process of collection, to the credit of a proper fund, properly
appropriated and free from any previous encumbrance, the District can authorize the drawing of a warrant
for the payment of the amount due. The District has thirty days from the receipt of the “then and now”
certificate to approve payment by ordinance or resolution.

Amounts less than $3,000 may be paid by the fiscal officer without a resolution or ordinance upon
completion of the “then and now” certificate, provided that the expenditure is otherwise lawful. This does
not eliminate any otherwise applicable requirement for approval of the expenditures by the District.

2. Blanket Certificates - Fiscal officers may prepare “blanket” certificates if the District has approved
their use and established maximum amounts.

3. Super Blanket Certificates - The District may also make expenditures and contracts for any amount
from a specific line item appropriation account in a specified fund upon certification of the fiscal officer for
most professional services, fuel, oil, food items, and any other specific recurring and reasonably
predictable operation expense. This certification is not to extend beyond the current year. More than one
so-called “super blanket” certificate may be outstanding at a particular time for any line item appropriation.

The District did not properly certify the availability of funds prior to the purchase commitment for twenty-
two percent of expenditures tested. For these items, the District also did not prepare blanket certificates,
super blanket certificates or then and now certificates. Failure to properly certify the availability of funds
can result in overspending funds and negative cash fund balances.

Unless the exceptions noted above are used, prior certification is not only required by statute but is a key
control in the disbursement process to assure that purchase commitments receive prior approval. To
improve controls over disbursements and to help reduce the possibility of the District's funds exceeding
budgetary spending limitations, we recommend the Treasurer certify that the funds are or will be available
prior to obligation by the District. When prior certification is not possible, “then and now” certification
should be used.

10



LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

SCHEDULE OF FINDINGS
OMB CIRCULAR A -133 § .505
JUNE 30, 2006
(Continued)

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

FINDING NUMBER 2006-001

We recommend District officials and employees obtain the Treasurer’s certification of the availability of
funds prior to the commitment being incurred. The most convenient certification method is to use
purchase orders that include the certification language 5705.41(D) requires to authorize disbursements.
The Treasurer should sign the certification at the time the District incurs a commitment, and only when the
requirements of 5705.41(D) are satisfied. The Treasurer should post approved purchase orders to the
proper appropriation code to reduce the available appropriation.

Officials’ Response: This is being monitored now closely and hopefully will not be a problem in later
years.

FINDING NUMBER 2006-002

Noncompliance Finding

Ohio Rev. Code Section 5705.39 provides that total appropriations from each fund shall not exceed the
total of the estimated revenues available for expenditure as certified by the budget commission. In
addition, no appropriation measure is to become effective until the county auditor files a certificate that
the total appropriations from each fund do not exceed the total official estimate or amended official
estimate.

The General and Preschool Handicapped funds had original appropriations in excess of estimated
resources as of September 25, 2005 in the amounts of $1,871,725 and $13,341, respectively.

The deficits were the result of not filing an amended certificate until September 30 and adopting
permanent appropriations on September 25. Appropriations were within estimated revenues available for
expenditure at year end.

We recommend the Board review the Official and Amended Certificates of Estimated Resources when
passing permanent appropriations and amendments to ensure such appropriations do not exceed
certified resources. The Board should not authorize appropriations in excess of the most recent
certificate of estimated resources.

Officials’ Response: This problem was corrected before year end and will not be a problem in future
years.
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LANCASTER CITY SCHOOL DISTRICT
FAIRFIELD COUNTY

SCHEDULE OF FINDINGS
OMB CIRCULAR A -133 § .505
JUNE 30, 2006
(Continued)

| 3. FINDINGS FOR FEDERAL AWARDS

Noncompliance Finding - CAFS Reporting

Finding Number 2006-003

CFDA Title and Number Medical Assistance Program, #93.778

Federal Agency U. S. Department of Health and Human Services
Pass-Through Agency Ohio Department of MRDD

Ohio Adm. Code Section 5101:3-38-10(G)(1) requires the District to submit to ODMRDD a cost report no
later than ninety days after the close of the fiscal year that accurately reflect all medicaid and non-
medicaid units of service provided. The annual cost report must include a statement of reconciliation
comparing District Medicaid revenues to Medicaid allowable and reasonable costs.

The annual CAFS Cost Report (DMR 1537) due for the year ended June 30, 2005, was not completed by
the District. This report should have included all costs incurred for this program, including those that were
not reimbursed until fiscal year 2006.

The District should complete the CAFS Cost Report (DMR 1537) for the fiscal year ended June 30, 2005,
and submit it to ODMRDD.

Officials’ Response: The former Treasurer did not supply the information necessary for Healthcare Billing
Specialists’ to finish the report. All information has been submitted as of January 25, 2007.

12



LANCASTER CITY SCHOOL DISTRICT

FAIRFIELD COUNTY

SCHEDULE OF PRIOR AUDIT FINDINGS

OMB CIRCULAR A -133 § .315 (b)

JUNE 30, 2006

Not Corrected, Partially
Corrected; Significantly
Different Corrective Action

Finding Finding Fully Taken; or Finding No Longer
Number Summary Corrected? Valid; Explain
2005-001 See 2005-007 below
2005-002 ORC Section 5705.36 (A)(1) — No Partially Corrected — repeated
certifying available funds to County in management letter.
Auditor
2005-003 ORC Section 5705.36 (A)(2) — Yes
increasing and reducing amended
certificates
2005-004 ORC Section 5705.39 — No Repeated as Finding #2006-
appropriations exceeding Estimated 002.
Resources
2005-005 ORC Section 5705.41(D) — certifying No Repeated as Finding #2006-
the availability of funds 001.
2005-006 ORC Section 5705.10 —illegal Yes
advances
2005-007 For the Treasurer to indicate approval | Yes
of salaries
2005-008 34 CFR 80.37(b) and 34 CFR Yes
80.40(a) — for subrecipients to submit
cash balances and disbursements,
and monitoring
2005-009 34 CFR 80.21 — cash requests in | Yes

amounts to be disbursed within one
month
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LANCASTER CITY SCHOOLS
Administrative Offices
345 East Mulberry Street
Lancaster, Ohio 43130-4376
Telephone 740-687-7300 Fax 740-687-7303

December 20, 2006

To the Board of Education Members and Citizens
Lancaster City School District:

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of Lancaster City
School District (School District) for the fiscal year ended June 30, 2006. This CAFR includes an opinion
from the Ohio Auditor of State’s Office and conforms to generally accepted accounting principles
(GAAP) as prescribed by the Governmental Accounting Standards Board (GASB). Responsibility for the
accuracy of the data presented and the completeness and fairness of the presentation, including all
disclosures, rests with the School District. To the best of our knowledge and belief, the enclosed data are
accurate in all material respects and are reported in a manner designed to present fairly the financial
position and results of operations of the School District.

State law requires that every general-purpose local government file with the Auditor of State and publish
notice of the availability of their financial statements within 150 days after the close of the year. The
report includes the basic financial statements which provide an overview of the School District’s financial
position and the results of financial operations.

This report will provide the taxpayers of the School District with comprehensive financial data in a format
that enables them to gain a clearer understanding of the School District’s finances. Copies will be made
available to the Fairfield County District Library, major taxpayers, financial rating services, and other
interested parties. We are proud to be one of two school districts in Fairfield County that issues a CAFR.
We intend to continue financial reporting improvements based on management experience and reader
input. Comments on the report are respectfully requested.

CAFR Sections. The CAFR is presented in three sections as follows:

1. Introductory Section, including the transmittal letter, the Certificate of Achievement for
Excellence in Financial Reporting, the School District’s organization chart, and a list of principal
officials.

2. Financial Section, beginning with the Independent Accountants’ Report and including
Management’s Discussion and Analysis, the Basic Financial Statements and Notes that provide
an overview of the School District’s financial position and operating results, the Combining

Statements for nonmajor funds, and other schedules that provide detailed information relative to
the Basic Financial Statements.

3. Statistical Section, presenting selected social and economic data, financial trends, and the fiscal
capacity of the School District.

Sirivine For Excellence



PROFILE OF THE GOVERNMENT

Overview of the School District. The Lancaster City School District is located in the residential-
commercial community of Lancaster, the county seat of Fairfield County, which is approximately thirty
miles south of Columbus.

Lancaster was founded November 10, 1800, by Colonel Ebenezer Zane, a trail blazer who, in 1797, laid
out “Zane’s Trace,” a trail through Ohio which stretches from Wheeling, West Virginia, to Limestone,
Kentucky. His sons, Noah and John, laid out the original town from Pearl Street on the east to Front
Street (now Memorial Drive) on the west and included Chestnut, Main, Wheeling, and Mulberry Streets
running east and west between Pearl and Front Streets. The town was named New Lancaster at the
request of the early German settlers from Lancaster, Pennsylvania, but was shortened to Lancaster in
1805.

General William Tecumseh Sherman was born in Lancaster, and his home on downtown Main Street is
maintained by the State of Ohio as a Civil War Museum. Thomas Ewing, born in Lancaster in 1789, was
one of the first graduates of Ohio University and later became a lawyer, a United States Senator,
Secretary of the Treasury, and an advisor to President Lincoln.

Lancaster is home to the annual Lancaster Festival and the Zane Square Festival as well as the Heritage
Tour, an annual tour of the beautiful and historic buildings and homes in Lancaster.

The Lancaster City School District was organized in the mid 1850’s and continues to operate in the
picturesque and historical setting of the Lancaster area. Over the years, in order to meet the needs of a
growing community, the School District has expanded many times, and particularly in the mid 1950’s and
1960’s. The School District educates students from kindergarten through grade twelve. During fiscal
year 2006 the School District was comprised of a high school (serving about 1300 students in grades 10-
12), a freshman school, two junior high schools (serving grades 7-8) appropriately named General
Sherman Junior High and Thomas Ewing Junior High, and eight elementary schools. As of June 30,
2006, the citizens of Lancaster have an investment of $6,871,139 net of depreciation in School District
land, buildings, furniture and equipment, and vehicles.

Statutorily, the School District operates under standards prescribed by the Ohio State Board of Education
as provided in division (D) of Section 3301.07 of the Ohio Revised Code, to provide education services
authorized by charter, and further mandated by State and Federal agencies. The School District operates
under a locally elected Board of Education which consists of five members. The Board controls the
School District’s twelve instructional facilities staffed by 255 non-certified employees, 401 certificated
personnel, and 31 administrative employees who provide services to 6,044 students.

The School District provides a wide range of educational and support services as mandated by State
statute or public desires. These include regular and vocational instruction, special instructional programs,
student guidance services, extracurricular activities, and food service operations.

THE REPORTING ENTITY

The School District’s reporting entity is comprised of the primary government and other organizations
which are included to ensure that the financial statements are not misleading. The reporting entity has
been defined in accordance with the principles established by the Governmental Accounting Standards
Board (GASB) in Statement Number 14, "The Financial Reporting Entity" and in GASB Statement
Number 39, “Determining Whether Certain Organizations are Component Units”.

Component units are legally separate organizations for which the School District is financially
accountable. Financial accountability exists if the School District appoints a voting majority of the
component unit’s governing board and (1) the School District is able to significantly influence the



programs or services performed or provided; or (2) the School District is legally entitled to or can
otherwise access the organization's resources; the School District is legally obligated in some manner to
finance the deficits of, or provide financial support to the organization, or the School District is obligated
for the debt of the organization. The Component Unit column of the financial statements represents the
activity of the Lancaster-Fairfield Digital Academy.

The School District participates in the following jointly governed organizations: Metropolitan
Educational Council, Fairfield County Council for Educational Collaboration, Coalition of Rural and
Appalachian Schools, Central Ohio Special Education Regional Resource Center, Fairfield County
Family, Adult, and Children First Council, the Fairfield County Multi-System Youth Committee, the
School Study Council of Ohio, and the Lancaster-Fairfield Community School. Disclosure of the jointly
governed organizations is presented in Note 19 to the Basic Financial Statements.

The School District takes part in the Ohio School Boards Association Workers’ Compensation Group
Rating Plan which is considered an insurance purchasing pool. Information pertaining to this pool is
presented in Note 20 to the Basic Financial Statements.

ASSESSING ECONOMIC CONDITION AND OUTLOOK

Located in the south-central portion of the State, Lancaster, and Fairfield County of which it is a part,
borders or buffers the urban expansion of Columbus (the capital city of Ohio) and the picturesque beauty
of southeastern Ohio with its scenic attractions and rolling hills.

The City of Lancaster (City) has remained relatively stable for a number of years in population, but has
changed more significantly within the past decade. In the 2000 census, the Lancaster community showed
a population of 35,335 which is up from the 1990 census of 34,507. However, there are signs of
increased growth activity, which if fully realized, could have a significant impact on the School District.

Development. Construction for the U.S. Route 33 Lancaster Bypass to carry through US 33 traffic
around the City was completed in late October 2005. This “interstate look-alike” highway with a divided
four-lane cross-section in a limited-access right-of-way will lessen the traffic on Memorial Drive, and
thus alleviate the traffic congestion on the City’s major commercial corridor. This should attract
customers to shop at the numerous businesses along this corridor, and attract new businesses to the
corridor. Lancaster’s City Council decided to focus the City’s capital improvement monies to develop
infrastructure to serve Phase 2 Rock Mill Corporate Park. The new sites are intended to attract new
industries and jobs to Lancaster. The overall project involved street and roadway improvements, water
system improvements including new lines and a storage tank, and new sanitary sewers and a lift station.
West Fair Avenue between Camp Ground Road and Collins Road was upgraded from a county lane to an
industrial street. The reconstructed street now has sufficient strength to carry the expected traffic loads.

The Jerry McClain Company is actively constructing a new 90 bed assisted living complex. New
technology will be implemented to make this facility enhance the quality of life for residents.
Approximately ninety jobs will be created from this single endeavor. Gorsuch-Methodist Eldercare
Development, LLC is also building 47 cottage units, 85 congregate units, and a 35 bed assisted living
facility on 22 acres. The condo market continues to soar in the City. Single family homes also continue
to add to the community’s population.

Commercial. Interest in the City’s Northwest Corridor, along North Memorial Drive, remained strong in
2006. National retail chains were working with Lancaster’s Economic Development Director to construct
a major retail center on vacant property along Ety Road just south of Memorial Drive. A regional bank
erected a banking facility in the Lowe’s Center on Schorrway Drive.



Redevelopment of existing sites along Memorial Drive continued. Retail projects included Weldons Ice
Cream Shoppe, Oakland Hill Bank, Standing Stone Bank, Hobby Lobby, TJ Maxx, Fifth Third Bank, and
others.

Fairfield Medical Center (FMC) located in Lancaster, Ohio provides services in Fairfield County and the
surrounding counties of Perry, Hocking, Vinton, Meigs, and Athens. The Medical Center provides full
hospital services to the region with a 222 bed facility. FMC has over 250 doctors on staff and employees
over 2,200.

Industrial. The City purchased acres from the Newell Corporation’s Anchor Hocking Distribution
Center and established the Lancaster Industrial Park on Camp Ground Road which adjoins the Rock Mill
Corporate Park. Work began on the infrastructure in 2003, and was completed in 2004. It provides small
lots to accommodate small businesses looking to erect small office/warehouse buildings. Local business
owners commented about a lack of available space in the City for small or new businesses needing small
office/warehouse combination facilities.

An Air of Expectancy. There continues to be an “air” of expectancy among the community in Lancaster.
The growth in housing, in commerce, in industry, and in hospital/nursing homes has awakened the
community to change.

Economically, we are still waiting for the re-structuring of the State of Ohio school financing structure so
we will receive more funds from that source as indicated by the Ohio State Supreme Court decision dated
December 2002.

Summary. While there are challenges in the operation of a community and in its schools, there are also
some advantages. There is a spirit of cooperation between the City, the County, the school districts, and
the Ohio University branch to improve the quality of life in Lancaster. Other advantages are the location
of Lancaster, favorable taxation rates, excellent city services, an excellent public school system, and the
optimism of its leaders and its citizens.

MAJOR INITIATIVES

For the Year. The setting and reaching of either individual or “corporate” goals is a common method of
striving for excellence in the Lancaster City School District and occurs in all areas of our school
community. We are a “Community Focused on Student Achievement”.

There has been a significant thrust within the last few years to restructure our curricular programs, to
replace all of our textbooks, to bring the School District into the computer age with large portions of the
appropriations going to new computer equipment and to the training of staff, and to acknowledge and
prepare for the growth that is coming to the School District. This past year we saw continuations within
all of those areas.

There were a number of specific initiatives and accomplishments made during the fiscal year ended June
30, 2006. Some of those were as follows:

Human Resources

* Recruited and hired 29 new employees for the 2005/06 school year. The Human Resource
Department also handled and coordinated the processing and licensure of over 500 employees.

= Coordinated the School District’s Entry Year Teacher Program for the fifth consecutive year with
every E.Y.T. successfully passing their Praxis 1l Observation/Evaluation.

= Coordinated, implemented and completed the School District’s Highly Qualified Paraprofessional
Training and Testing program resulting in a 99 percent success rate for all Library Associates and
Educational Assistants in the School District.



Human Resource Services worked to create a data base in File Maker Pro of all licensed
employees.

Instructional Services Department

Provided on-going staff development focusing on assessments and data analysis for K-12 teachers
at grade-level meetings, department meetings, waiver days, and staff meetings.

Worked with staff to perfect the system of short-cycle assessments based on the Ohio Academic
Standards that model the Achievement tests.

Instituted the Virtual High School (VHS) courses in January at Lancaster High School. VHS
allows twenty-five of our students each semester the opportunity to expand their class choices by
over 150 courses.

Added a new Business Management program and began the process for a new Woods
Technology class in order to provide the twelve programs in eight career fields needed to
maintain our career-technical funding. Finalized articulation agreements with Hocking College in
both Medical Tech Prep and Agriculture.

Completed the Student Tracker database and it is now fully functional; it allows us to keep data
throughout a student’s career. A staff database was also developed to track certification,
professional meetings, and basic staff data.

Maintenance Department

A storage room at the maintenance department was divided off to house the transportation and
maintenance departments, along with adding a wall which divided the conference and break
areas.

Outside areas have been graded and gravel put down in the bus parking area.

Electricians serviced all roof hvac units for preventative maintenance.

Special Education

Provided in-services for special education teachers: Susan Nolan (Multi-sensory Approach to
Instruction); peer reviewed, researched-based reading materials; behavioral management
strategies; IEP Inter rating Process.

Redefined the process for eligibility and service delivery system for Speech/Language Therapy,
Adaptive Physical Education and Occupational Therapy.

Established a collaborative arrangement with the Fairfield County Board of MR/DD for COPE
Training.

Expanded upon the provision of Assistive Technology throughout the School District.

Technology Department

Developed a new School District web calendar using open source software which is free to the
School District.

The technology department moved the School District web page from an aging server to a new
server.

The new grading software program “Progressbook” was integrated into the schools.

Members of the technology department began research and development of the “Thin Client”
approach to computer deployment.

The office successfully developed a Technology Plan for the next three years as required by E-
Tech Ohio.

Transportation Department

Reduced and almost completely eliminated bus seat vandalism by the efforts of the drivers and
the use of cameras. This has resulted in a savings of $10,000-$20,000 in a single school year as
documented from past years’ invoices.

The transportation department reduced our accident rate due to driver error. There were only two
incidents in which School District vehicles were struck by another vehicle.



The transportation department has been able to maintain the School District bus fleet and other
miscellaneous vehicles with only one mechanic.

We began anti-idling practices in March to reduce fuel consumption and particulate matter
pollution. Six buses are equipped with pre-heaters which eliminate idling.

The last two buses the School District purchased are getting 2-3 miles per gallon more because of
the Benz engines. This results in a 28 percent decrease in fuel costs.

A handicap bus was purchased with assistance from State resources.

Treasurer’s Department

Received the Certificate of Achievement for Excellence in Financial Reporting for Fiscal Year
2005, which is the fourteenth year of receiving this award.

Converted District purchase order processing to a web-based system. Provided training to those
individuals responsible for purchasing.

Continued to strive to meet the needs of customers.

Updated and verified EMIS data within the EMIS system as it relates to payroll.

Athletic Department

Football team: State Playoff qualifier.

Volleyball team: Ohio Capital Conference (OCC) Ohio Division Champions; District Runner-up;
Coach Kern OCC Ohio Division Coach of Year.

Boys Basketball: OCC Ohio Division Champs, District Champs, Regional Champs, Final Four,
Coach Cofman OCC and State Coach of the Year.

13 Varsity/Junior Varsity teams have a 3.00 GPA average or higher.

Four student athletes earned athletic scholarships.

Cheer: OCC Champs; NCA National Invitational Champs.

Baseball: 20 win season.

Seven student athletes became State qualifiers in the following sports: girls’ golf, boys’ and girls’
cross-country, and boys’ and girls’ track. Five of those student athletes received awards.

Lancaster High School

Lancaster High School (LHS) and the Stanberry Freshmen campus received the highest possible
rating of Excellent on the State Report Card from the Ohio Department of Education.

The graduating class of 2005 earned $1,650,580 in scholarship money. With the renewable
scholarship money added, the total raised to $4,306,267.

This spring, LHS began its affiliation with the Virtual High School which is a non-profit
collaborative of over 200 national and international high schools. Our students have access to 25
“seats” in over 200 elective and advance placement course offerings. “Nuclear Physics”, “World
Conflict”, “Music Composition and Arranging”, “Environmental Chemistry”, and “Screenwriting
Fundamentals” are a few of the courses LHS students are currently taking.

Community services are such a big part of what goes on at Lancaster High School. Our students
demonstrate their caring for others nature throughout the school year. Besides Teen Institute,
Renaissance, and the Serteens, many other projects were demonstrated by:

e The 211 seniors involved in Community Care Day.

e Cross Country coach, Holly Shipley along with the team members, Eric Horton and
Simeon Raddatz, organized a two-mile Katrina Run with proceeds going to the
American Red Cross.

e The entire student body was involved with Pennies for Parishes to raise money for
flood victims of Hurricane Katrina.

e The Student Council raised money and collected canned goods for local foundation
dinners, raised money for a family in need during the holidays, collected eyeglasses
to help a student going on a mission trip to Guam, and raised money from the annual
talent show for the Special Wish Foundation.
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e Family and Consumer Science classes prepared and donated 50 dozen cookies,
candies, and other treats for Fairhope Hospice and their annual cookie walk
fundraiser.

e V0Ag students once again collected canned food and fruit for local food pantries.

e The Spanish Club assisted a girl scout troop with a Christmas party.

o Multiple handicap classes sent core packages to our troops overseas. They also built
a gingerbread house and donated it to the pediatric unit of the hospital.

e The National Honor Society sponsored 2 blood drives this year. The fall drive
collected 47 units and the spring drive collected 60 units.

Vocal Music

o Four superior and three excellent ratings for our soloists at the OMEA contest.

e At the OMEA District Contest our Chamber Singers received a rating of Superior
which qualified them for the State Contest.

Instrumental Music

e Superior rating at the 25" annual LHS “Band of Gold” Invitational.

e Superior rating, best percussion and 3" place finish at the Licking Valley Band
Festival.

e Superior rating, best overall percussion, best overall music and 3" place finish at the
Athens Invitational.

e Superior rating, 1% place percussion, 2" place marching, 2" place field commanders,
2" place general effects, 2" place auxiliary, 2™ place music, and 2" place finish at
the Shawnee March ORama

e Superior rating, runner-up grand champion, overall best percussion and a 2" place
finish at the Brunswick Invitational.

e At the OMEA State Marching Band Finals percussion received superior, guard
received excellent, and the bands overall rating was superior.

The LHS “In The Know” were divisional winners at the Copley Tournament.

General Sherman Junior High

Science Olympiad team placed 4™ in District Competition in March. The Science Olympiad team
also placed 33" in State Competition in April (individual placing: Mystery Architecture — 6™ in
state; Neuroscience — 6™ in state)

Power of the Pen Regional result: School ranked 6™ out of 22 schools.

General Sherman Band students performed at the Rock and Roll Hall of Fame in Cleveland, Ohio
in April.

Student Council raised over $2,000 to help needy families at Christmas time.

Thomas Ewing Jr. High School

Power of the Pen District & Regional Tournaments — several students received awards.

Science Olympiad — 25 students competed. Regional competition results: 1% place — 4 teams, 2"
place — 3 teams, 3" place — 4 teams, 4™ place — 3 teams, 5" place — 1 team, 6" place — 1 team.
Music — 7" and 8™ grade Band members participated in the Ohio Music Education Association
Solo and Ensemble Adjudicated Event. Students received ratings of “Excellent” — 3 students and
“Superior” — 25 students.

Student Council Sponsored Events — Food Drive for the food bank (1800 food items collected.)
Participation in the District-wide “Pennies for Parishes” Katrina Hurricane relief effort.
Conducted a “Pennies for Patients” campaign for the Leukemia/Lymphoma Society.

Cedar Heights Elementary

A Wellness Plan was developed to address the physical health, nutrition, and general well being
of our students, staff, and community. A Wellness Grant of $10,000 was awarded to Cedar
Heights Elementary School by the Center of Disease Control Foundation to implement our
wellness plan and to build a walking track on the school playground.
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Our teaching staff continued their efforts to implement a balanced literacy approach to teach
reading and writing skills to our students in grades K-4.

A Character Education Program was developed and implemented during the school year.

We used our Literacy Improvement Grant funds to provide an after-school tutoring program for
our "at-risk" students utilizing the talent and services of our teaching staff as well as community
volunteers.

East Elementary

East Elementary became a host school for the new Kindergarten Academy. Students from East,
Medill, and Sanderson elementary schools participated in an extended day kindergarten program
East Elementary hosted an “Artist in Residence” program with grant funding from the Ohio Arts
Council. The Zivili dance group worked with all students K-5. Two select “Core Groups” met
each day to develop a program that was presented as part of our Parent Teacher Organization
(PTO) Grandparents Night.

The “Feeling Good Mileage Club” began as part of our before school program. Over 125 students
participated in a daily walking program to help promote physical fitness. Students walked a ¥4
mile path each morning before school. Several students were able to walk over 100 miles during
the year. Plans are in place to construct a permanent walking track on the playground during the
summer.

East Elementary student achievement test scores improved in all areas grades 3-6 from the prior
year and more than doubled the number of indicators earned on the state report card.

Medill Elementary

Medill Elementary received an “Effective” rating from the Ohio Department of Education in the
fall, for the third consecutive year.

Medill Elementary continues to be nationally recognized as an Official Core Knowledge School,
one of only two schools in the entire state of Ohio.

Medill students collected over $1,200 in coins to help families that needed assistance during the
holiday season. In addition, Medill families contributed to the Hurricane Katrina Relief Effort by
making additional contributions.

Sanderson Elementary

Sanderson is acknowledged as an “Effective School” by the Ohio Department of Education for
the second year in a row.

Sanderson students and families enjoyed a two-week artists in-residency program with the dance
artists from “Zivili” through a grant from the Ohio Arts Council and additional funding from
Sanderson PTO.

Sanderson students experienced enriching visits from a Japanese Exchange teacher, Russian
teachers, Author Margaret Haddix and Senator Clarence Miller.

Sanderson students participate in our morning Walking Across America Program by taking
advantage of our half-mile paved walking trail which was constructed last year and sponsored by
Sanderson PTO, Student Council, students and families.

Nearly 100% of our fifth grade students have had creative writing projects and poetry published
in The Columbus Dispatch; Anthology of Poetry, Inc.; Teacher’s Selection: Anthology of Fifth
Grade Poetry; A Celebration of Young Poets—Fall 2005; and a Celebration of Young Poets-
Spring 2006.

South Elementary

South PTO received a grant from Beneficial to provide mulch for our playground, book sacks,
and volunteers for the 2005-2006 school year.

With the financial support of the South Elementary School PTO, every classroom computer has
been hooked up to a TV monitor. With the addition of monitors, students are able to use
technology such as streaming videos to increase student achievement.
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South Elementary received literacy grant funding that enabled teachers to focus on helping at risk
children gain additional assistance in reading and writing. Over 70 students received additional
instruction in grades 2-6. Over 20 volunteers worked collaboratively with teachers and our
literacy coordinator in one-on-one and small group instruction.

South Elementary received the Governor’s Buckeye Best Healthy School Award.

South Elementary received a grant through the Ohio Arts Council which provided professional
development for teachers and included student core groups. Students worked with musician Hal
Walker for three week and performed at Thomas Ewing on May 24, 2006.

Tallmadge Elementary

Reading tutoring was offered to children in grades one through six through the Ohio Reads Grant.
Children in grades three, four, and five also received tutoring after school in preparation for
Achievement Testing.

Tallmadge Elementary began a before school walking program to promote healthy student habits.
Tallmadge Elementary sponsored our first annual Health Walk. Many outside agencies and
community organizations spent the day teaching students and parents about summer safety issues,
summer activities, and health related services available to our families. Students also participated
in a walk to raise funds for a future walking path for our school.

Students supported community activities related to those in need. Over 1,000 food items were
donated to families during the holiday season. Our “Giving Tree” provided Christmas gifts for
families in our community, and our “Jump Rope for Heart” brought in donations for the
American Heart Association. In a school that has over 51 percent economically disadvantaged
students we were still able to reach out and help others.

Volunteers from the Southeastern Correctional Institute and parent volunteers provided the tutors
needed for our Ohio Reads after school program.

Ohio University has provided many future teachers to our building for student teaching,
observations, and tutoring.

Chief Tarhe Elementary

100 percent of Tarhe parents participated in the fall conferences. The increase in parental
involvement this year has been a nice welcome addition to the school.

Two years ago, Tarhe Elementary received a grant to help clean up and refurbish the nature trail
behind the school. An annual “spring clean up” project has begun in which the children, teachers,
and principal participate.

In September, Chief Tarhe Elementary had an astounding 476 students! The growth in our
attendance area continues, and our staff, parents, and students have all done a wonderful job with
these “growing pains.”

This year our students donated nearly 650 canned goods to the local food shelters. In addition,
Tarhe along with all schools donated over $2,000 to help a school district in its relief efforts after
Hurricane Katrina.

West Elementary

West Elementary offered the Kindergarten Academy this year. Kindergarten students, who
showed the need for extra help, benefited from extended time.

West Elementary implemented a Peer Mediation Program this year. The purpose of this program
was to provide an opportunity for students to find peaceful solutions to their conflicts with a little
help from our peer mediators.

West School started a daytime reading program. The purpose of the program was to motivate
children to read more and develop better reading skills.

West School students contributed money to St. Tammany Parish Public Schools and collected
approximately 2,420 canned food items for Community Action of Fairfield County. West
students also participated in a coin war that collected money for local charities.



Lancaster City Preschool

= Lancaster City Schools and Head Start parents attended a special presentation to learn more about
the transition from preschool to kindergarten. The evening included a presentation from teachers
and other staff as well as a question and answer period for parents. The goal is make this
transition a positive learning experience for our preschoolers.

= The Lancaster City Preschool has successfully implemented the first standardized assessment
aligned with preschool state standards.

= The preschool staff is very proud of the number of students who enter the preschool with special
needs and are able to progress academically, able to enter kindergarten as typically developing
students.

Custodial/Warehousing Department

= Took over the prior contracted service of spraying for bugs.

= Conducted several test plots of chemicals in various buildings.
= Custodial staff has kept the buildings clean and safe.

Food Service Department

= We served more than one million high-quality, nutritious, meals and snacks to our customers in
an efficient and safe manner and continued to remain fiscally solvent. All state reports and
claims have been submitted in a timely manner.

= We served approximately three hundred thousand breakfasts, most at no charge to all students.
Our breakfast participation rate is approximately three times the national average.

Along with the major initiatives listed above, all teachers and administrators have set goals for their
classrooms and buildings or departments. All of the goals, whether individual or School District-wide,
have one common purpose---excellence in education for the students of the School District.

For the Future. The School District will continue to have to seek ways to be more efficient, do more
with less, while continuing to offer an excellent education to all children who attend Lancaster City
Schools. State funding of schools in Ohio is always an uncertainty; therefore, the School District needs
to remain flexible to the changes that most likely will come due to the State government’s lack of focus
and responsibility to fund schools adequately in Ohio. In the future, the School District will continue to
deal with the unconstitutional funding formula, increased costs of educating students, and increased open
enrollment.

LONG-TERM FINANCIAL PLANNING

The School District will need to seek additional revenue in fiscal year 2007. The State of Ohio’s
continued lack of response to the Supreme Court’s ruling in December 2002 regarding school funding has
brought the School District to the brink of a financial crisis. Two key changes resulting from HB66 that
affect the School District are the elimination of the Tangible Personal Property Tax and the elimination of
the Cost of Doing Business Factor from the school funding formula. These changes will be catastrophic
to the School District. Also impacting the School District is the continued loss of students to Community
(Charter) Schools and other public schools through open-enroliment. This loss of students amounted to in
excess of $1.7 million to the School District during fiscal year 2006. The changes in the tax structure in
Ohio will force a tax burden shift from commercial/industrial taxpayers to residential taxpayers.

The School District placed a property tax replacement levy on the February 2006 election ballot. The
approval of this levy was needed in order to maintain current programs and financial stability to the
School District. This levy was not approved by the voters. Then the School District placed a one percent
income tax levy on the May 2006 election ballot. This levy was also not approved by the voters. The
School District was placed in fiscal caution by the Ohio Department of Education. A corrective action
plan was approved by the Board of Education on March 23, 2006 which reduced its budget by
approximately $4.8 million. This was catastrophic to the School District and the children of the Lancaster
community.



Over the last 10 years, the School District has realized a decline in enrollment from 6,615 students in
fiscal year 1996 to 6,044 students in fiscal year 2006. October 2006 count week shows a further decrease
to 5,872 for fiscal year 2007. While the School District will have an immediate need for an increase in
operational funds, the School District’s aging and outdated buildings continue to be a burden and strain
on the general fund. The lack of available funds to repair and replace buildings will only get worse with
time and the cost of repair/replacement will increase. All buildings in the School District are at least 39
years old or older, with the exception of the modular school classrooms installed at Tarhe Elementary
during fiscal year 2005.

The School District had a performance audit completed by the Auditor of State’s Office to help identify
cost saving measures or efficiencies to maximize student achievement impact from public dollars. This
performance audit included reviews of 5 operational areas: financial systems, human resources, facilities,
transportation, and technology. The report in its entirety may be found on the auditor of state website.
Many of the recommendations were implemented in the Corrective Action Plan.

In the November 2006 general election the School District had a one and one half percent earned income
tax levy on the ballot for a period of 10 years. This levy was approved by the voters. This issue will
generate $8,698,676 annually per the Ohio Department of Taxation. The School District will receive the
first distribution in April 2007 estimated to be 5.4 percent or $469,728. The School District will not
collect the full amount until fiscal year 2009. With the passage of this levy, the Board of Education has
announced that it will not seek renewal of the 3.9 mill emergency property tax that was approved by the
voters in 2004 for a three year period. The passage of this income tax levy will not be the end of the
financial problems for the School District. The School District will still face difficult decisions in coming
years when the 3.9 mill three year emergency levy ends which will result in a loss of tax revenue in the
amount of $3.2 million per fiscal year.

With the passage of the 1.5 percent earned income tax levy, the Board of Education at its August 24, 2006
meeting agreed to the following restorations:

o Effective January 1, 2007, reinstatement of the bus transportation for students in grades 9-12,

o Effective July 1, 2007, reinstatement of transportation for all co-curricular activities,

e Effective July 1, 2007, pay-to-participate will be reduced to $100 and family caps will be
reinstated, and

o Effective July 1, 2007, six educational service personnel teaching positions will be reinstated
based on enrollment and programming.

In addition, there are other needs in the School District to which funds will be allocated over time. These
include:

Purchasing of new textbooks

Updating computer labs and software

Updating the library books and reference materials

Maintenance of buildings and grounds

Purchasing new buses and other equipment as needed

Salaries and benefits are negotiated items within the union contracts.

The School District, in the past, has met these challenges and it is hoped, will continue to meet the
challenges in the future for its students. After all, WE ARE A SCHOOL DISTRICT FOCUSED ON
STUDENT ACHIEVEMENT.
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FINANCIAL INFORMATION

Internal Controls. Management assumes full responsibility for the completeness and reliability of the
information contained in this report. All disclosures necessary to enable the reader to acquire the
maximum understanding of the School District’s financial activity have been included. Management has
established an internal control framework designed to compile sufficient reliable information for
preparation of the School District financial statements, in conformity with GAAP. Because the cost of
internal controls should not outweigh their benefits, the School District’s comprehensive framework of
internal controls has been designed to provide reasonable rather than absolute assurance that the financial
statements will be free from material misstatements. The School District utilizes a fully automated
accounting system as well as an automated system of control for fixed assets and payroll. These systems,
coupled with the manual auditing of each voucher prior to payment, ensures that the financial information
generated is both accurate and reliable. Furthermore, as a recipient of federal and state financial
assistance, the School District must ensure compliance with applicable laws and regulations that relate to
these programs. These internal controls are subject to periodic evaluation by management.

Budget Process. The School District is required to have a balanced budget. The Board of Education
adopts the School District budget annually in early January. The fiscal year begins on July 1 and ends on
June 30. Budgets are controlled at the fund/function level for the general fund and the fund level for all
remaining funds, except agency funds which are not required to be budgeted. The treasurer has been
authorized to allocate the Board of Education’s appropriations during the fiscal year among objects within
a fund and function for the general fund and among functions and objects within a fund for all remaining
funds. All disbursements and transfers of cash between funds require appropriation authority from the
Board. All purchase order requests must be approved by the Treasurer; necessary appropriations are then
encumbered and purchase orders released to vendors. Those requests which exceed the available
appropriation are rejected until additional funds are secured. The School District’s current accounting
system provides interim financial reports which detail year-to-date expenditures and encumbrances versus
appropriations and are available for review prior to authorizing additional purchases.

Each administrator is currently furnished with reports showing the status of the accounts for which they
are responsible. The reports detail monthly revenue and expenditure transactions.

The basis of accounting and various funds the School District utilizes are fully described in Note 2 to the
Basic Financial Statements. Additional information on the School District’s budgetary accounting can
also be found in Notes 2 and 5.

Financial Condition. This is the fourth year the School District has prepared financial statements
following GASB 34 “Basic Financial Statements and Management’s Discussion and Analysis for State
and Local Governments.” GASB 34 created new basic financial statements for reporting the School
District’s financial activities as follows:

Government-Wide Financial Statements. These statements are prepared on an accrual basis of
accounting which is similar to the basis of accounting followed by businesses.

Fund Financial Statements. These statements present information for individual major funds
rather than by fund type. Nonmajor funds are presented, in total, in one column. Governmental
funds use the modified accrual basis of accounting and include a reconciliation to the
governmental activities accrual information presented in the government-wide financial
statements. Proprietary and fiduciary funds use the accrual basis of accounting.

Statement of Budgetary. This statement presents comparisons of actual information to the
legally adopted budget for the general fund. The budgetary basis as provided by law is based
upon accounting for certain transactions on a basis of cash receipts, disbursements, and
encumbrances.
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Management’s Discussion and Analysis. GAAP requires that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to complement
the MD&A and should be read in conjunction with it. The School District’s MD&A can be found
immediately following the Independent Accountant’s Report.

CASH MANAGEMENT POLICIES AND PRACTICE

The School District operates a cash management program designed to provide safety, liquidity, and yield.
Funds are invested or deposited in Ohio State Treasurer’s Investment Pool (STAR Ohio), federal agency
securities, and demand deposit accounts. The total amount of interest earned for all funds was $197,975
for the fiscal year ended June 30, 2006, $180,296 being credited directly to the general fund. The cash
management program is particularly successful because of access to daily balances which enables the
School District to maintain minimum balance accounts and invest to the maximum extent.

A majority of the School District’s deposits are collateralized by pooled collateral. By law, financial
institutions may establish a collateral pool to cover all public deposits. The market value of the pooled
collateral must equal at least 105 percent of the uninsured public funds on deposit. The collateral is held
by trustees, including the Federal Reserve Bank and designated third party trustees of the financial
institutions. The School District regularly reviews the market value of the pool to insure that adequate
collateral is being provided.

The School District adopted an Investment Policy as set forth in the Ohio Revised Code that sets
guidelines and limits the type of investments the School District may utilize and reinforces state statute
investing procedures. Information regarding School District investments is found in note 6 of the notes to
the basic financial statements.

PENSION AND OTHER POST-EMPLOYMENT BENEFITS

All School District employees are covered by either of the state-wide systems, School Employees
Retirement System of Ohio (SERS) or State Teachers Retirement System of Ohio (STRS). The School
District’s employer contributions to both systems are based on a percentage of employees’ salaries. State
law requires the School District to pay the employer share as determined by each retirement system. The
School District’s contribution requirements for pension and health care benefits were $3,491,339 paid as
the employer portion to STRS and $973,214 paid as the employer portion to SERS. See Notes 12 and 13
to the Basic Financial Statements for complete details.

RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to or destruction of
assets; errors and omissions; employee injuries; and natural disasters. The School District addressed
these various types of risk by contracting with Hilb, Rogal, and Hobbs for insurance coverage with the
Netherlands Insurance Company.

General liability insurance is maintained in the amount of $1,000,000 for each occurrence and $3,000,000
in general aggregate. Other liability insurance includes $1,000,000 for automotive liability with a $500
deductible and $1,000,000 for uninsured motorist liability with a $500 deductible.

In addition, the School District maintains replacement cost insurance on buildings and contents in the
amount of $104,020,700 with a $5,000 deductible. Inland marine is insured for $5,308,871 with a $1,000
deductible.

The School District also purchases various other types of insurance which are listed in Note 10 to the
Basic Financial Statements.
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INDEPENDENT AUDIT

In compliance with State statute, the basic financial statements have been audited by the Ohio Auditor of
State’s Office. The independent auditor concluded that the School District’s financial statements for the
year ended June 30, 2006, are fairly presented in conformity with GAAP. The independent accountant’s
report is presented as the first component of the financial section of this report.

AWARDS AND ACKNOWLEDGMENTS

Awards. The Government Finance Officers Association of the United States and Canada (GFOA)