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Dave Yost - Auditor of State

AUDITOR’S REPORT

Liberty Township

Knox County

8019 New Delaware Road
Mount Vernon, Ohio 43050

To the Board of Trustees:

We have selectively tested certain accounts, financial records, files and reports of Liberty Township, Knox
County, Ohio (the Township), as of and for the year ended December 31, 2013 following Ohio
Administrative Code Section 117-4-02.

As discussed in Note 10 to the financial statements, the Township has suffered recurring losses from
operations and has a negative fund balance in the Road and Bridge Fund as of December 31, 2013.
Note 10 describes Management’s plan regarding these matters. The financial statements do not include
any adjustments that might result from the outcome of the uncertainty.

There are reportable findings and conditions as a result of performing these procedures. Our reportable
findings and conditions follow the financial presentation. Our engagement was not designed to result in
expressing an opinion on the accompanying financial statements, and we express no opinion on them.

This report is intended solely for the information and use of management, the Board of Trustees, and
other officials authorized to receive this report under Section 117.26 of the Ohio Revised Code, and is not
intended to be and should not be used by anyone other than these specified parties.

D

Dave Yost
Auditor of State
Columbus, Ohio

February 24, 2017

88 East Broad Street, Tenth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-3402 or 800-443-9275

www.ohioauditor.gov
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LIBERTY TOWNSHIP
KNOX COUNTY, OHIO

COMBINED STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND CHANGES IN FUND CASH BALANCES
ALL GOVERNMENTAL FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2013

Receipts:

Property Taxes

Fees, Licenses, and Permits
Intergovernmental

Interest

Other

Total Receipts

Disbursements:

Current:
General Government
Public Works
Health

Debt Service:
Principal Retirement
Interest and Fiscal Charges

Total Disbursements

Excess of Receipts
Under Disbursements

Other Financing Sources (Uses)

Transfers In
Transfers Out

Total Other Financing Sources (Uses)

Changes in Fund Balances

Fund Balances at Beginning of Year

Fund Balances at End of Year
Restricted

Assigned

Unassigned (Deficit)

Fund Balances (Deficit) at End of Year

Total
Special Debt Governmental

General Revenue Service Funds
$ 29,994 $ 69,694 - $ 99,688
6,355 - - 6,355
24,534 115,199 - 139,733
12 7 - 19
1,271 4,779 - 6,050
62,166 189,679 - 251,845
62,135 - - 62,135
67 165,045 - 165,112
- 28,772 - 28,772
- 8,952 10,662 19,614
- - 917 917
62,202 202,769 11,579 276,550
(36) (13,090) (11,579) (24,705)
- - 11,600 11,600
(11,600) - - (11,600)
(11,600) - 11,600 -
(11,636) (13,090) 21 (24,705)
21,784 63,615 421 85,820
- 57,518 442 57,960
10,148 - - 10,148
- (6,993) - (6,993)
$ 10,148 $ 50,525 442 $ 61,115

See Accompanying Notes to Basic Financial Statements
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LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013

Note 1 - Summary of Significant Accounting Policies

A. Description of the Entity

The constitution and laws of the State of Ohio establish the rights and privileges of Liberty Township,
Knox County, (the Township) as a body corporate and politic. A publicly-elected three-member Board of
Trustees directs the Township. The Township provides road and bridge maintenance and cemetery
maintenance.

The Township participates in two jointly governed organizations and a public entity risk pool. Notes 7 and
8 to the financial statements provides additional information for these entities. These organizations are:

Ohio Township Association Risk Management Authority
Central Ohio Joint Fire District
Centerburg Joint Recreation District

The Township’s management believes these financial statements present all activities for which the
Township is financially accountable.

B. Accounting Basis

These financial statements follow the accounting basis permitted by the financial reporting provisions of
Ohio Revised Code Section 117.38 and Ohio Administrative Code Section 117-2-03(D). This basis is
similar to the cash receipts and disbursements accounting basis. The Township recognizes receipts
when received in cash rather than when earned and recognize disbursements when paid rather than
when a liability is incurred. Budgetary presentations report budgetary expenditures when a commitment
is made (i.e., when an encumbrance is approved).

These statements include adequate disclosure of material matters as the financial reporting provisions of
Ohio Revised Code Section 117.38 and Ohio Administrative Code Section 117-2-03(D) permit.

C. Deposits and Investments

The Township maintains an interest earning checking account.

D. Fund Accounting

The Township uses fund accounting to segregate cash and investments that are restricted as to use. The
Township classifies its funds into the following types:

General Fund - The General Fund accounts for and reports all financial resources not accounted for and
reported in another fund.

Special Revenue Funds - These funds account for and report the proceeds of specific revenue sources
that are restricted or committed to expenditure for specified purposes other than for debt service or capital
projects. The Township had the following significant Special Revenue Funds:

Road and Bridge Fund - This fund receives property tax money for constructing, maintaining, and
repairing Township roads and bridges.

Gasoline Tax Fund - This fund receives gasoline tax money to pay for constructing, maintaining,
and repairing Township roads.




LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 1 - Summary of Significant Accounting Policies (continued)

Debt Service Funds - These funds account for and report financial resources that are restricted,
committed, or assigned to expenditure for principal and interest. The Township had the following
significant Debt Service Fund:

General Bond Note Retirement Fund - This fund is used to retire outstanding debt.

E. Budgetary Process

The Ohio Revised Code requires that each fund be budgeted annually.

Appropriations

Budgetary expenditures (that is, disbursements and encumbrances) may not exceed appropriations at the
fund, function, and object level of control and appropriations may not exceed estimated resources. The
Board of Trustees must annually approve appropriation measures and subsequent amendments.
Unencumbered appropriations lapse at year end.

Estimated Resources

Estimated resources include estimates of cash to be received (budgeted receipts) plus unencumbered
cash as of January 1. The County Budget Commission must approve estimated resources.

Encumbrances
The Ohio Revised Code requires the Township to reserve (encumber) appropriations when individual
commitments are made. Encumbrances outstanding at year end are carried over and need not be
reappropriated.

A summary of 2013 budgetary activity appears in Note 3.

F. Fund Balance

Fund balance is divided into five classifications based primarily on the extent to which the Township must
observe constraints imposed upon the use of its governmental fund resources. The classifications are as
follows:

Nonspendable - The Township classifies assets as nonspendable when legally or contractually required
to maintain the amounts intact.

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

Committed - Trustees can commit amounts via formal action (resolution). The Township must adhere to
these commitments unless the Trustees amend the resolution. Committed fund balance also
incorporates contractual obligations to the extent that existing resources in the fund have been
specifically committed to satisfy contractual requirements.



LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 1 - Summary of Significant Accounting Policies (continued)

Assigned - Assigned fund balances are intended for specific purposes but do not meet the criteria to be
classified as restricted or committed. Governmental funds, other than the General Fund, report all fund
balances as assigned unless they are restricted or committed. In the General Fund, assigned amounts
represent intended uses established by the Township Trustees or a Township official delegated that
authority by resolution or by State Statute.

Unassigned - Unassigned fund balance is the residual classification for the General Fund and includes
amounts not included in the other classifications. In other governmental funds, the unassigned
classification is used only to report a deficit balance.

The Township applies restricted resources first when expenditures 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 expenditures are incurred for purposes for which amounts in any of the
unrestricted fund balance classifications could be used.

G. Property, Plant, and Equipment

The Township records disbursements for acquisitions of property, plant, and equipment when paid. The
accompanying financial statements do not report these items as assets.

H. Accumulated Leave

In certain circumstances, such as upon leaving employment, employees are entitled to cash payments for
unused leave. The financial statements do not include a liability for unpaid leave.

Note 2 - Equity in Pooled Deposits

The Township maintains a deposit pool that all funds use. The Ohio Revised Code prescribes allowable
deposits and investments. The carrying amount of deposits at December 31, 2013 was $61,115.

Deposits are insured by the Federal Depository Insurance Corporation or collateralized by the financial
institution’s public entity deposit pool.

Note 3 - Budgetary Activity

Budgetary activity for the year ending December 31, 2013, follows:

2013 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type Receipts Receipts Variance
General ($1,366) $62,166 $63,532
Special Revenue 223,384 189,679 (33,705)
Debt Service 11,600 11,600 0
Total $233,618 $263,445 $29,827




LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 3 - Budgetary Activity (Continued)

2013 Budgeted vs. Actual Budgetary Basis Expenditures

Appropriation Budgetary
Fund Type Authority Expenditures Variance
General $63,813 $76,925 ($13,112)
Special Revenue 243,604 214,401 29,203
Debt Service 12,021 11,579 442
Total $319,438 $302,905 $16,533

Contrary to Ohio law, budgetary expenditures exceeded appropriation authority in the General Fund and
the Road and Bridge special revenue fund by $13,112 and $13,257, respectively, for the year ended
December 31, 2013.

Contrary to Ohio law, appropriations exceeded estimated receipts plus carryover balances in the General
Fund by $43,395, for the year ended December 31, 2013.

Contrary to Ohio law, at December 31, 2013, the Road and Bridge special revenue fund had a deficit
cash balance of $6,993.

Note 4 - Property Tax

Real property taxes become a lien on January 1 preceding the October 1 date for which the Trustees
adopted tax rates. The State Board of Tax Equalization adjusts these rates for inflation. Property taxes
are also reduced for applicable homestead and rollback deductions. The financial statements include
homestead and rollback amounts the State pays as Intergovernmental receipts. Payments are due to the
County by December 31. If the property owner elects to pay semiannually, the first half is due December
31. The second half payment is due the following June 20.

The County is responsible for assessing property, and for billing, collecting, and distributing all property
taxes on behalf of the Township.

Note 5 - Debt

Debt outstanding at December 31, 2013, was as follows:

Principal Interest Rate

Truck Bonds $11,115 4%

OPWC Loan 38,791 0%
Total $49,906

In 2008, the Township issued general obligation bonds to finance the purchase of road equipment.

In 2012, the Township incurred a loan with the Ohio Public Works Commission to finance a portion of the
Tucker Road Project.

Amortization of the above debt, including interest, is scheduled as follows:



LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 5 — Debt (Continued)

Truck Bonds OPWC Loan

Year ending December 31: Principal Interest Principal
2014 $11,115 $469 $2,984
2015 0 0 5,968
2016 0 0 5,968
2017 0 0 5,968
2018 0 0 5,968
2019-2020 0 0 11,935
Total $11,115 $469 $38,791

Note 6 - Retirement Systems

The Township’s employees belong to the Ohio Public Employees Retirement System (OPERS). OPERS
is a cost-sharing multiple-employer plan. The Ohio Revised Code prescribes these plans’ benefits which
include postretirement health care and survivor and disability benefits.

The Ohio Revised Code also prescribes contribution rates. For 2013, OPERS members contributed 10
percent of their gross salaries and the Township contributed an amount equaling 14 percent of
participants’ gross salaries. The Township has not paid all contributions required through December 31,
2013.

Note 7 - Risk Management

The Township is exposed to various risks of property and casualty losses, and injuries to employees.

The Township insures against injuries to employees through the Ohio Bureau of Workers’
Compensation.

The Township belongs to the Ohio Township Association Risk Management Authority (OTARMA), a risk-
sharing pool available to Ohio townships. OTARMA provides property and casualty coverage for its
members. York Risk Pooling Services, Inc. (formally known as American Risk Pooling Consultants, Inc.)
(York or Management) functions as the administrator of the Pool and provides underwriting claims, loss
control, risk management, and reinsurance services for the Pool. Member governments pay annual
contributions to fund OTARMA. OTARMA pays judgements, settlements, and other expenses resulting
from covered claims that exceed the members’ deductibles.

Casualty and Property Coverage

The Pool is a member of American Public Entity Excess Pool (APEEP) which is also administered by
York. APEEP provides the Pool with an excess risk-sharing program. Under this arrangement, OTARMA
retains insured risks up to an amount specified in the contracts. At December 31, 2013, OTARMA
retained $350,000 for casualty claims and $250,000 for property claims.

The aforementioned casualty and property reinsurance agreement does not discharge OTARMA'’s
primary liability for claims payments on covered losses. Claims exceeding coverage limits are the
obligation of the respective government.



LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 7 - Risk Management (continued)

Financial Position

OTARMA'’s financial statements (audited by other accountants) conform with generally accepted
accounting principles and reported the following assets, liabilities, and retained earnings at December 31,
2013:

Assets $34,954,286
Liabilities 8,486,363
Net Position $26,467,923

At December 31, 2013, the liabilities above include approximately $7.9 million of estimated incurred
claims payable. The assets above also include approximately $7.4 million of unpaid claims to be billed to
approximately 948 member governments in the future as of December 31, 2013. The amounts will be
included in future contributions from members when the related claims are due for payment. As of
December 31, 2013, the Township’s share of these unpaid claims collectible in future years is
approximately $3,000.

Based on discussions with OTARMA, the expected rates OTARMA charges to compute member
contributions, which are used to pay claims as they become due, are not expected to change significantly
from those used to determine the historical contributions detailed below. By contract, the annual liability
of each member is limited to the amount of financial contributions required to be made to OTARMA for
each year of membership. During 2013, the Township contributed $3,854 to OTARMA.

After one year of membership, a member may withdraw on the anniversary of the date of joining
OTARMA if the member notifies OTARMA in writing 60 days prior to the anniversary date. Upon
withdrawal, members are eligible for a full or partial refund of their capital contributions minus the
subsequent year’s contribution. Withdrawing members have no other future obligation to the pool. Also
upon withdrawal, payments for all casualty claims and claim expenses become the sole responsibility of
the withdrawing member regardless of whether a claim occurred or was reported prior to the withdrawal.

Note 8 - Jointly Governed Organizations

A. Central Ohio Joint Fire District

The Central Ohio Joint Fire District (the District) is a jointly governed organization pursuant to Ohio
Revised Code Section 505.371. The District was formed in 2000 and consists of Hilliar, Milford, and
Liberty Townships and the Village of Centerburg. The District consists of a Trustee from each Township,
a Council Member from the Village, and an at-large member appointed by vote of the District Board.
Revenues are generated from a 5.5 mil operating levy.

B. Centerburg Joint Recreation District

The Centerburg Joint Recreation District (the District) is a jointly governed organization pursuant to Ohio
Revised Code Section 755.14. The District was formed in 2000 and consists of the political subdivisions
within the boundaries of the Centerburg Local School District. The District consists of a Council member
from Centerburg Village, a Trustee from Hilliar, Liberty and Milford Townships, and a Board Member from
the School District.

10



LIBERTY TOWNSHIP
KNOX COUNTY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013
(Continued)

Note 9 - Subsequent Event

On June 3, 2015, the Township issued $24,900 in equipment bonds for the purchase road equipment.
The bonds have an interest rate of 3.45 percent and mature in 2020.

As a result of the November 2016 general election, the voters of Liberty Township passed a 4.5 mill levy
and the Township has contracted with the City of Mount Vernon for fire protection and emergency
medical services effective January 1, 2017 for an amount equivalent to 5.5 mills. Due to the passage of
this levy and subsequent contract with the City of Mount Vernon, the Township is no longer a member of
the Central Ohio Joint Fire District. The Township received its portion (27.35%) of the assets from the
Central Ohio Joint Fire District which amounted to $428,775.74 on February 16, 2017. These funds will
be placed in a Special Levy Fund to pay the City of Mount Vernon the 1.0 mill difference.

Note 10 — Fiscal Distress/Management Plan

At December 31, 2013, the Township had a negative fund balance $6,993 in the Road and Bridge Fund
and had an $11,636 operating loss in the General Fund. Upon being declared unauditable on September
30, 2015, the Township monitored expenditures closer in 2016, limiting large projects where possible and
kept overall expenditures within revenues. As of January 31, 2017 and after audit adjustments for the
2013, 2014 and 2015 audits were posted to the Township’s ledgers, the Gasoline Tax Fund had a
negative fund balance of $3,242 and the Road and Bridge Fund had a negative fund balance of $27,853
and the Township had an overall total cash fund balance of $59,825. In addition the Township is aware
that it owes unpaid federal income tax and related penalties of approximately $36,000 related to 2013
through 2015.

The Township’s plan for 2017 and subsequent is to continue to monitor expenditures and limit the number

of large projects. In addition the Township has been in contact with the Internal Revenue Service and
plans to work with them to resolve the outstanding amount of taxes and penalties owed by the Township.

11
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Dave Yost - Auditor of State

AUDITOR’'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

Liberty Township

Knox County

8019 New Delaware Road
Mount Vernon, Ohio 43050

To the Board of Trustees:

We have selectively tested certain accounts, financial records, files and reports of Liberty Township, Knox
County, Ohio, (the Township) as of and for the year ended December 31, 2013 following Ohio
Administrative Code Section 117-4-02. We noted the Township has suffered recurring losses from
operations and has a negative balance in the Road and Bridge Fund. Our engagement was not designed
to result in expressing an opinion on the accompanying financial statements, internal control over
financial reporting, or compliance. We therefore express no opinion on these matters.

Internal Control Over Financial Reporting

During our procedures related to the internal control over financial reporting we noted matters that, in our
judgment, could adversely affect the Township’s ability to record, process, summarize, and report
financial data consistent with management’s assertions in the financial statements. In addition, these
matters could result in the occurrence of misstatements that are caused by error or fraud that would not
be detected in a timely manner by employees when performing the assigned functions. These matters
are described in the Schedule of Findings as items 2013-005, 2013-008, 2013-011, 2013-014, and 2013-
017 through 2013-019.

Compliance and Other Matters

We tested compliance with certain provisions of laws, regulations, contracts, and grant agreements,
applicable to the Township, noncompliance with which could directly and materially affect the
determination of financial statement amounts. The results of our tests disclosed instances of
noncompliance or other matters that are reported in the Schedule of Findings as items 2013-001 through
2013-016.

88 East Broad Street, Tenth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-3402 or 800-443-9275 Fax: 614-728-7199

www.ohioauditor.gov
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Liberty Township

Knox County

Auditor’'s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters

Page 2

We intend this report solely for the information and use of management, the Board of Trustees, and
others within the Township. We intend it for no one other than these specified parties.

P

Dave Yost
Auditor of State
Columbus, Ohio

February 24, 2017
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LIBERTY TOWNSHIP
KNOX COUNTY

SCHEDULE OF FINDINGS
DECEMBER 31, 2013

FINDINGS RELATED TO THE FINANCIAL STATEMENTS

FINDING 2013-001
Minutes — Noncompliance

Ohio Rev. Code 8121.22 (C) states in part that the minutes of a regular or special meeting of any public
body shall be promptly prepared, filed, and maintained and shall be open to public inspection.

We noted during 2013 the formal minute record would be updated by someone manually writing
information on the minutes. These amendments/updates would not be subsequently approved, so it was
difficult to determine the official intent of the Trustees. We also noted in review of the November 20, 2013
meeting minutes that minutes for the November 2, 2013 meeting were approved, but the meeting date
was November 6, 2013.

We recommend that if any subsequent amendments are made to the official minutes that it be done in a
permanent nature to ensure accuracy in the recording of the minutes and that all approvals are properly
documented.

FINDING 2013-002
Timely Deposits — Noncompliance

Ohio Rev. Code 8§ 9.38 states that a person who is a public official shall deposit all public moneys
received by that person with the Township Fiscal Officer or properly designated depository on the
business day next following the day of receipt, if the total amount of such moneys received exceeds one
thousand dollars. If the total amount of the public moneys so received does not exceed one thousand
dollars, the person shall deposit the moneys on the business day next following the day of receipt, unless
the public office of which that person is a public official adopts a policy permitting a different time period,
not to exceed three business days next following the day of receipt, for making such deposits, and the
person is able to safeguard the moneys until such time as the moneys are deposited. The policy shall
include provisions and procedures to safeguard the public moneys until they are deposited.

During testing of cash receipts, we noted that zoning permits, sale of cemetery lots and cemetery fees
were often deposited more than one to three business days after receipt. Four of the receipts reviewed
were deposited one week to two weeks after the receipt date.

Timely deposits reduce the risk of receipts being lost, misappropriated or improperly posted and going
undetected by management.

We recommend employees pay-in receipts to the Fiscal Officer timely and the Fiscal Officer deposit all
receipts with the financial institution on a timely basis. Receipt numbers representing a specific deposit
should also be documented with the bank deposit. The Township Trustees should develop deposit
policies that help ensure all individuals associated with receipt collection follow and the policies be
monitored on a periodic basis.

15



LIBERTY TOWNSHIP
KNOX COUNTY

SCHEDULE OF FINDINGS
DECEMBER 31, 2013
(Continued)

| FINDINGS RELATED TO THE FINANCIAL STATEMENTS (Continued)

FINDING 2013-003
Filing of Annual Financial Reports — Noncompliance

Ohio Rev. Code § 117.38 requires cash-basis entities file annual reports with the Auditor of State within
60 days of the fiscal year end. These forms must be filed on forms prescribed by the Auditor of State. Any
public office which does not file the report by the required date shall pay a penalty of $25 for each day the
report remains un-filed, not to exceed $750. Also, the public office must publish notice in a local
newspaper stating the financial report is available for public inspection at the office of the chief fiscal
officer. The Auditor of State may provide waivers of these dates and penalties in certain circumstances.

The Township did not publish the notice of availability of the required reports for fiscal year 2013 and did
not file the annual report until April 3, 2014.

As an important part of restoring public accountability, we recommend the Township file its annual report
with the Auditor of State within 60 days of fiscal year end. The Township should also publish notice in a
local newspaper stating the financial report is available for public inspection at the Township’s office.

FINDING 2013-004
Continuing Education Requirements— Noncompliance

Ohio Rev. Code § 135.22(B) states that to enhance the background and working knowledge of
treasurers in investments, cash management, and ethics, the treasurer of state shall provide annual
continuing education programs for treasurers. A treasurer annually shall complete the continuing
education programs described, unless the treasurer annually provides a notice of exemption.

The Fiscal Officer did not attend the annual continuing education programs provided by the Auditor of
State or complete the annual exemption to the Auditor of State’s office in fiscal year 2013.

We recommend the Fiscal officer attend the annual training or complete an annual exemption and submit
to the Auditor of State’s office.

FINDING 2013-005
Deficient Accounting Records— Noncompliance/Internal Control

Ohio Admin. Code § 117-2-02 states that all local public offices shall maintain an accounting system and
accounting records sufficient to enable the public office to identify, assemble, analyze, classify, record
and report its transactions, maintain accountability for the related assets (and liabilities, if generally
accepted accounting principles apply), document compliance with finance-related legal and contractual
requirements and prepare financial statements required by rule 117-2-03 of the Administrative Code. It
also states the management of each local public office is responsible for the assertions underlying the
information in the public office’s financial statements.

16



LIBERTY TOWNSHIP
KNOX COUNTY

SCHEDULE OF FINDINGS
DECEMBER 31, 2013
(Continued)

| FINDINGS RELATED TO THE FINANCIAL STATEMENTS (Continued)

FINDING 2013-005 (Continued)
Deficient Accounting Records— Noncompliance/Internal Control (Continued)

Although the Township utilized UAN, inadequate information was entered into the system. As a result,
the Township was declared unauditable September 30, 2015 and Local Government Services (LGS) was
contracted to reconstruct 2013 financial records.

We recommend the Township maintain an accounting system and accounting records sufficient to enable
it to identify, assemble, analyze, classify, record and report its transactions, maintain accountability for the
related assets and liabilities, document compliance with finance-related legal and contractual
requirements, and prepare financial statements required by rule 117-2-03 of the Administrative Code.

FINDING 2013-006
Appropriations Exceeding Estimated Resources— Noncompliance
Ohio Rev. Code § 5705.39 states that total appropriations from each fund should not exceed the total
estimated revenue. 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.

Total appropriations of $63,813 exceeded the total estimated resources of $20,418 in the General fund by
$43,395.

This could result in the Township expending more money than it receives and could cause possible
negative fund balances. A lack of funds may result in the Township being unable to meet its current
obligations.

We recommend the Township ensure that estimated resources are sufficient to cover appropriations at
the time of certification or amendment.

FINDING 2013-007
Expenditures Exceeding Appropriations— Noncompliance
Ohio Rev. Code § 5705.41(B) prohibits a subdivision or taxing unit from expending money unless it has
been appropriated. The legal level of budgetary control for the Township is the level at which the Board

of Trustees adopts the original appropriation measure.

Budgetary expenditures exceeded appropriations at the fund level as follows:

Fund Expenditures Appropriations Variance
General $76,925 $63,813 ($13,112)
Road and Bridge $89,809 $76,552 ($13,257)

Failure to have adequate appropriation authority in place at the time of expenditure may result in
expenditures exceeding available resources, and result in deficit spending.
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LIBERTY TOWNSHIP
KNOX COUNTY

SCHEDULE OF FINDINGS
DECEMBER 31, 2013
(Continued)

FINDINGS RELATED TO THE FINANCIAL STATEMENTS (Continued)

FINDING 2013-007 (Continued)
Expenditures Exceeding Appropriations— Noncompliance (Continued)

The Fiscal Officer should not certify the availability of funds and should deny payment requests exceeding
appropriations. The Fiscal Officer may request the Board of Trustees to approve increased expenditure
levels by increasing appropriations and amending estimated resources, if necessary.

FINDING 2013-008
Unallowable Transfers and Advances— Noncompliance/Internal Control

Ohio Rev. Code § 5705.14 requires a resolution of the taxing authority passed by an affirmative vote of
two-thirds of the members (except a simple majority is sufficient for transfers from the general fund).

In 2013, the Township approved a transfer in the amount of $40,000 from the General to the Road and
Bridge fund. However, the actual transfer on the Township’s ledgers was to the General Bond Note
Retirement fund in the amount of $11,600 and was not formally approved.

Although Ohio Rev. Code § 5705.16 expressly permits these transfers, they must be approved.

In addition to the above matters, Auditor of State Bulletin 97-003 indicates that in order to advance cash
from one fund to another, there must be statutory authority to use the money in the fund advancing the
cash (the "creditor" fund) for the same purpose for which the fund receiving the cash (the "debtor" fund)
was established; The reimbursement from the debtor fund to the creditor fund must not violate any
restrictions on use of the money to be used to make the reimbursement; and must be approved by a
formal resolution of the taxing authority of the subdivision. This resolution must include:

a. A specific statement that the transaction is an advance of cash, and
b. An indication of the money (fund) from which it is expected that repayment will be made.

The Township made the following advances:

Fund Advance In Advance Out Balance
General Fund $500 ($12,600) $12,100
Gasoline Tax Fund | $6,600 $0 $6,600
Road and Bridge | $6,000 ($4,600) ($1,400)
Fund

Permissive Motor | $4,600 ($500) ($4,100)
Vehicle Tax Fund

None of the advances were approved by resolution and therefore, there was no indication that the
transactions were advances or when repayment was expected. Due to the requirements of Auditor of
State Bulletin 97-003 and the advances not being approved the advances outlined in the above table
were adjusted off the financial statements and the accounting records. The transfer of $11,600 from the
General Fund to the General Bond Note Retirement Fund was not adjusted on the financial statements.

We recommend the Township follow Ohio Rev. Code §§ 5705.14 through 5705.16 and the Township
approve the transfers and advances by resolution and record in the minutes.
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FINDINGS RELATED TO THE FINANCIAL STATEMENTS (Continued)

FINDING 2013-009
Payment of Taxes Deducted and Withheld— Noncompliance

26 U.S.C. § 3402 states in general, except as otherwise provided in this section, every employer making
payment of wages shall deduct and withhold upon such wages a tax determined in accordance with
tables or computational procedures prescribed by the Secretary.

26 U.S.C. 8§ 3403 states that the employer shall be liable for the payment of the tax required to be
deducted and withheld under this chapter, and shall not be liable to any person for the amount of any
such payment.

During payroll testing, we noted that withholdings were made for federal income taxes and Medicare, but
not always remitted to the Internal Revenue Service (IRS). This resulted in the Township owing the IRS
approximately $5,672. In addition, the Township incurred failure to file, failure to pay and tax deposit
penalties and interest in the amount of $2,891.

We recommend the required tax returns be prepared and submitted as prescribed in accordance with the
taxing authorities due dates and the correct amounts remitted with the returns. During 2016, the
Township filed the required returns and contacted the IRS to resolve the amount owed.

This matter will be referred to the IRS.
FINDING 2013-010

OPERS Withholding, Payment and Reporting — Noncompliance

Ohio Rev. Code § 145.47 (B) states the head of each state department, institution, board, and
commission, and the fiscal officer of each local authority subject to this chapter, shall transmit to the
system for each contributor subsequent to the date of coverage an amount equal to the applicable per
cent of each contributor's earnable salary at such intervals and in such form as the system shall require.
The head of each state department and the fiscal officer of each local authority subject to this chapter
shall transmit promptly to the system a report of contributions at such intervals and in such form as the
system shall require, showing thereon all the contributions and earnable salary of each contributor
employed, together with warrants, checks, or electronic payments covering the total of such deductions. A
penalty shall be added when such report, together with warrants, checks, or electronic payments to cover
the total amount due from the earnable salary of all amenable employees of such employer, is filed thirty
or more days after the last day of such reporting period. The system, after making a record of all receipts
under this division, shall deposit the receipts with the treasurer of state for use as provided by this
chapter.

We noted the Township did not always accurately withhold, pay or report retirement contributions to the
Ohio Public Employees Retirement System (OPERS). It was also noted that there were no records
maintained by the Township regarding payments owed to or made to OPERS and EFT payments were
included on the bank statements, but not recorded in the ledgers. This resulted in inaccurate reporting
and could potentially prevent employees from receiving correct pension amounts and incurring late fees.

We recommend the correct amounts be withheld, reported and paid to OPERS by the required due dates.
In addition the Township should contact OPERS to resolve any unpaid amounts that may still be owed by
the Township.

This matter will be referred to OPERS.
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FINDING 2013-011
Maintaining Supporting Documentation for Disbursements — Noncompliance/Internal Control

Maintaining organized documentation and support for financial transactions is essential in assuring the
Township’s financial statements are accurately presented and that all expenditures are made for a proper
public purpose. Additionally, Ohio Rev. Code § 149.351 requires that all records that are the property of
the public office shall not be removed, destroyed, mutilated, transferred, or otherwise damaged or
disposed of, in whole or in part, except as provided by law or under the rules adopted by the records
commission provided for under Ohio Rev. Code 88 149.38 through 149.42.

We noted the Township did not maintain the underlying documentation and support for three of the 27
reimbursements tested in 2013 for a conference, financial services and payment to a Trustee to correct
an underpayment. We also noted an overpayment due to incorrect calculation and incorrect rate used for
mileage of $18.62.

Failure to maintain organized underlying documentation and support of financial transactions can
increase the risk of fraud, inaccurate financial statements, and expenditures that are not for a proper
public purpose.

We recommended the Township maintain all invoices, purchase orders, and check stubs attached to
each other for all financial transactions occurring within the Township and that records be maintained in
an orderly manner to support all transactions.

FINDING 2013-012
Public Records Training— Noncompliance

Ohio Rev. Code § 109.43(B) requires all state and local elected officials, or their designees, to attend at
least three hours of training on Ohio’s Public Records Laws during each term of office.

None of the elected officials attended public records training during 2013.

By elected officials not attending public records training, officials and staff might not be aware of the
public records requirements in the State of Ohio, and officials and staff might not know how to properly
handle public records requests.

We recommend the Township’s elected officials, or their designees, attend at least three hours of public
records training during each term in office.

FINDING 2013-013
Fraud Reporting System— Noncompliance

Ohio Rev. Code § 117.103 (B)(1) states that a public office shall provide information about the Ohio
fraud-reporting system and the means of reporting fraud to each new employee upon employment with
the public office. Each new employee shall confirm receipt of this information within thirty days after
beginning employment. The auditor of state shall provide a model form on the auditor of state's web site
to be printed and used by new public employees to sign and verify their receipt of information as required
by this section.
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| FINDINGS RELATED TO THE FINANCIAL STATEMENTS (Continued)

FINDING 2013-013 (Continued)
Fraud Reporting System— Noncompliance (Continued)

The auditor of state shall confirm, when conducting an audit under section 117.11 of the Revised Code,
that new employees have been provided information as required by this division. Furthermore, Ohio Rev.
Code § 117.103(B)(2) states that on the effective date of this section (May 4, 2012), each public office
shall make all its employees aware of the fraud-reporting system.

The Township did not have record of informing employees of the fraud reporting system.

We recommend the Township have all current and new employees sign a form that confirms receipt of
information about the Ohio fraud-reporting system and maintain in the employee file.

FINDING 2013-014
Negative Fund Balances/Use of Revenues — Noncompliance/Ilnternal Control

Ohio Rev. Code § 5705.10(1) states that money paid into any fund shall be used only for the purposes for
which such fund was established. The existence of a deficit fund balance indicates money from another
fund or funds was used to pay obligations of funds that carry the deficit fund balance.

At December 31, 2013, the Township had a negative fund balance in the Road and Bridge Fund in the
amount of $6,993.

The Township Fiscal Officer and Board should monitor fund balances to ensure that expenditures are
made within appropriated levels of available funds to prevent negative fund balances.

FINDING 2013-015
1099 - Misc — Noncompliance

26 CFR 8 1.6041-1 states that employers must file Form 1099-MISC, Miscellaneous Income, to report
payments of $600 or more to persons not treated as employees (for example, independent contractors)
for services performed for the employer’s trade or business.

During 2013, we noted the Township paid one vendor $6,960 for mowing and another $3,401 for ditch
work and grave excavation. From the documentation provided we were unable to determine whether
1099-MISC forms were filed.

In addition, 26 CFR § 31.3121(d)-1 states, in part, generally an employer must withhold federal income
tax, withhold and pay social security and Medicare taxes, and pay unemployment taxes on wages paid to
an employee. However, to determine whether an individual is an employee or an independent contractor,
under common law, the relationship of the worker and the business must be examined. Facts that provide
the evidence of the degree of control and independence fall into three categories: behavior control;
financial control; and the type of relationship of the parties. Behavior control facts are demonstrated by
the instructions and training that the business gives the worker. Financial control facts are demonstrated
whether the business has a right to control the aspects of the worker’s job. The type of relationship the
parties intend to create can be demonstrated in a contract, but should also consider other factors.
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FINDING 2013-015 (Continued)
1099 - Misc — Noncompliance (Continued)

We noted that the Township supplied the equipment and gas for mowing services, but paid the vendor as
an independent contractor.

We recommend the Township review amounts paid to vendors at year end and complete a 1099-MISC if
payments are $600 or more. We also recommend the Township review the relationship of the above
mentioned parties to determine whether they are independent contractors or employees.

This matter will be referred to the IRS.
FINDING 2013-016
Finding for Recovery — Public Monies lllegally Expended — Repaid Under Audit

On November 20, 2013, former Fiscal Officer Ruth Ann VanNostrand was reimbursed $121 for supplies
that were determined to be for personal use and not for a proper public purpose of Liberty Township.
The items were not limited to, but included eggs, muffins, peanut butter, denture cleaner or other
amenities which do not directly support the purpose of the Township.

Governmental entities, without regard to the specific nature, may not expend public monies unless they
are spent for a proper public purpose. State ex re. McClure v. Hagerman, 155 Ohio St. 320 (1951),
provides that government expenditures should serve a public purpose. In McClure, the Ohio Supreme
Court offered the following guidelines to determine a public purchase: (1) Whether the expenditure is for
or promotes the public health, safety, morals or general welfare; (2) Whether the primary objective is to
promote a public purpose, although it may incidentally advance a private interest; (3) If there has been a
prospective legislative determination of a proper public purchase. The use of public funds for the
purchase and individual consumption of alcoholic beverages is improper and does not serve a proper
public purpose.

Under Ohio law, any public official who either authorizes an illegal expenditure of public funds or
supervises the accounts of a public office from which an illegal expenditure is discovered, is strictly liable
for the amount of the expenditure. Seward v. National Surety Corp., 120 Ohio St. 47 (1929); 1980 Op.
Att'y Gen. No. 80-074; Ohio Rev. Code § 9.39; State ex. rel. Village of Linndale v. Masten, 18 Ohio St.3d
228 (1985). Public officials controlling public funds or property are liable for the loss incurred should such
funds or property be fraudulently obtained by another, converted, misappropriated, lost or stolen.

In accordance with the foregoing facts and pursuant to Ohio Rev. Code § 117.28, a Finding for Recovery
for public monies illegally expended is hereby issued against Ruth Ann VanNostrand in the amount of
$121, and in favor of Liberty Township’s Gasoline Tax Fund, in the amount of $121. On February 2, 2017,
Ruth Ann VanNostrand repaid $121 to Liberty Township.
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FINDING 2013-017
Fiscal Responsibility/The Board of Trustees Monitoring of Financial Reports — Internal Control

Financial records were not adequately maintained by the Fiscal Officer. Additionally, proper Board
monitoring was not performed to determine that the required records were even being maintained. These
records would include monthly bank reconciliations, budget reports, receipt and expenditure ledgers and
payroll reports.

It is the Board’s responsibility to monitor monthly reports and check to determine that related documents
agree. It is important the Board monitors financial activity closely, and at each regular monthly meeting,
at a minimum, the Board should require the bank reconciliation and the detailed budget and actual receipt
and disbursement reports be provided for review. Monthly bank reconciliations should be reviewed to
ensure bank balances agree with the monthly fund balances. Any reconciling items should be reviewed
to verify there are no unexplained items, and/or the explanations are factual. The detailed budget versus
actual reports should be reviewed to determine that receipts are in line with estimates and that
expenditures are within appropriations and if necessary, appropriate budget modifications be updated. It
was discovered that comprehensive bank reconciliations were not being performed by the Fiscal Officer.

In order to assure adequate segregation of duties and monitoring of accounting activity, it is essential that
an accounting system that is primarily operated by a single individual (Fiscal Officer), be monitored by the
Township Board of Trustees.

Trustees should carefully review the following information and make appropriate inquiries to assure the
continued integrity of accounting information in order to make informed decisions to manage the
Township, such as the following:
e Are current receipts sufficient to cover expenditures?
¢ Are expenditures in line with prior year costs?
e If unusual fluctuations in receipts or expenditures occur, is the reason understood, and has it
been appropriately budgeted?
e Are anticipated receipts being timely received?
o When cash is available, is the Township maximizing its return on invested cash balances?
¢ Are the Township records, reports and cash reconciliations maintained and presented in a timely
manner that provides accurate and meaningful information to Trustees?
e Are errors and irregularities examined timely and are those responsible for providing accounting
information being held accountable for providing accurate and complete financial information.

To improve the monitoring controls over this activity, the Trustees should document receipt and review of

all of these reports in the minutes. Also, a designated Trustee should sign or initial and date these
reports as evidence of review.
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FINDING 2013-018
Township Policies — Internal Control

A policy manual is essential to assure that key areas of operations are fully documented (in written form)
and understood by employees, management and elected officials.

The Township is operating without key policies in place. We noted the Township does not have a credit
card or cell phone policy in place.

Township Trustees should adopt a credit card policy which addresses: who is responsible for custody of
the credit cards; who is permitted to use the credit cards; types of purchases which may be made; and
receipt documentation requirements. Township Trustees should receive and review all credit card
transactions monthly against the policy.
The Township Trustees should adopt a cell phone policy. At a minimum, the policy should address the
authorized users, guidelines for allowable use, and other guidelines deemed appropriate by the Township
Trustees.

FINDING 2013-019
Payroll Expenditures — Internal Control

In order to effectively account and track payroll related transactions, a payroll ledger should be
maintained that documents all payroll transactions and is reconciled to the cashbook on a biweekly basis.

The Township should also maintain personnel files with job descriptions and contracts or salary notices
that support the ledger.

Numerous weaknesses over payroll transactions were noted during the audit period. The weaknesses
included, but were not limited to; lack of supporting time sheets, lack of Trustee approval of time sheets,
miscalculated withholdings, no withholdings, no personnel files, lack of hiring authorization and approved
pay rates, and lack of detailed payroll ledgers.

These weaknesses have led to the inability to adequately monitor payroll transactions.

The following weaknesses were noted during 2013:

-One employee was being paid but the hiring authorization for this position was not approved in the
minutes.

-Two employees pay rates were hand written into the minutes as well as stating an increase of $.50 per
hour related to obtaining a CDL license.

-Time sheets were signed by the employee, but not the Trustees showing approval.

-Employee wage increases were documented in the minutes, but not their base/original
salaries. Therefore, we were unable to determine the proper rates of pay.
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FINDING 2013-019 (Continued)
Payroll Expenditures — Internal Control (Continued)

-Due to no employee contracts being maintained, it was difficult to verify the correct amounts were being
paid per payroll records.

Not properly maintaining documentation of employee’s salary could result in errors in payroll, withholdings
and retirement contributions.

The Township should maintain personnel files with hiring authorization, position and authorized salary
rate, fund which salary will be charged, deduction authorizations, retirement participation, federal
withholding W-4, and state and federal tax withholding authorization.

All base salaries and raises should be approved and documented in the minutes by the Trustees.

Time sheets should be signed by the employee and approved by the Trustees prior to issuance of
paychecks.

Officials’ Response:
The Township Officials did not respond.

25



LIBERTY TOWNSHIP
KNOX COUNTY

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
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Finding Finding
Number Summary Status Additional Information
2012-001 Ohio Revised Code Corrected N/A
5705.42 - Not Recording
Ohio Public Works
Commission Funds
2012-002 ORC 5705.10(D) - Corrected N/A

Permissive Motor Vehicle
License Tax Fund monies
posted to the General
Fund
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