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INDEPENDENT AUDITOR’S REPORT
June 15, 2018

Village of Mount Sterling
Madison County

1 South London Street
Mt. Sterling, Ohio 43143

To the Village Council:

Report on the Financial Statements

We were engaged to audit the accompanying financial statements and related notes of the Village of Mount
Sterling, Madison County, Ohio (the Village), as of and for the years ended December 31, 2015 and 2014.

Management's Responsibility for the Financial Statements

Management is responsible for preparing and fairly presenting these financial statements in accordance with the
financial reporting provisions Ohio Revised Code Section 117.38 and Ohio Administrative Code Section 117-2
03(D) permit; this responsibility includes designing, implementing and maintaining internal control relevant to
preparing and fairly presenting financial statements free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to opine on these financial statements based on our audit based on conducting the audit in
accordance with auditing standards generally accepted in the United States of America and the financial audit
standards in the Comptroller General of the United States’ Government Auditing Standards.

Because of the matter described in the Basis for Disclaimer of Opinion paragraph, however, we were not able to
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.

Basis for Disclaimer of Opinion

Village personnel used public funds to make illegal purchases and illegal payroll compensation. This resulted in
unsupported evidence of expenditures. We were unable to satisfy ourselves by other auditing procedures the
existence and accuracy of recorded transactions in respect to the elements making up the Combined Statements
of Receipts, Disbursements, and Changes in Fund Balances as of and for the years ended December 31, 2015
and 2014.
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Disclaimer of Opinion

Because of the significance of the matter described in the Basis for Disclaimer of Opinion paragraph, we have not
been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. Accordingly, we
do not express an opinion on these financial statements.

Emphasis of Matter

The accompanying financial statements have been prepared assuming the Village will continue as a going
concern. As discussed in Notes 12 and 13 to the financial statements, the Village has several deficit fund
balances as of December 31, 2015 and 2014. These conditions raise substantial doubt about the Village’s ability
to continue as a going concern. Management’s plans regarding those matters are also described in Note 13. The
financial statements do not include any adjustments that might result from the outcome of this uncertainty. Our
opinion is not modified with respect to this matter.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 15, 2018, on our
consideration of the Village’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. That report describes the
scope of our internal control testing over financial reporting and compliance, and the results of that testing, and
does not opine on internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the Village’s internal control
over financial reporting and compliance.

ﬁﬂ%/mfﬂ/ Al

Perry and Associates
Certified Public Accountants, A.C.
Marietta, Ohio



VILLAGE OF MOUNT STERLING
MADISON COUNTY

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS

AND CHANGES IN FUND BALANCES (REGULATORY CASH BASIS)
ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED DECEMBER 31, 2015

Governmental Fund Types

Cash Receipts: $

Cash Disbursements:

Net Change in Fund Cash Balance

Fund Cash Balances (Deficit), January 1

Restricted:
Parks and Recreation
State Grant - CDBG
Permissive Motor Vehicle License Tax
Veterans Monument
Unassigned (Deficit)

Fund Cash Balances (Deficit) December 31 $

Totals
Special (Memorandum

General Revenue Only)
915,264 $ 85,349 $ 1,000,613
955,297 370,328 1,325,625
(40,033) (284,979) (325,012)
70,944 51,151 122,095
- 807 807
- 1,000 1,000
- 33,580 33,580
; 14,880 14,880
30,911 (284,095) (253,184)
30,911 $ (233,828) $ (202,917)

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS
AND CHANGES IN FUND BALANCES (REGULATORY CASH BASIS)
ALL PROPRIETARY FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2015

Proprietary Fund Types

Totals
(Memorandum
Water Sewer Only)
Cash Receipts: $ 1,570,229 $ 1,029,884 $ 2,600,113
Cash Disbursements: 1,452,298 1,283,770 2,736,068
Net Change in Fund Balance 117,931 (253,886) (135,955)
Fund Cash Balances, January 1 423,940 1,045,011 1,468,951
Fund Cash Balances, December 31 $ 541,871 $ 791,125 $ 1,332,996

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS
AND CHANGES IN FUND BALANCES (REGULATORY CASH BASIS)
ALL GOVERNMENTAL FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2014

Governmental Fund Types

Totals
Special (Memorandum
General Revenue Only)
Cash Receipts: $ 868,368 $ 398,443 $ 1,266,811
Cash Disbursements: 874,344 418,546 1,292,890
Net Change in Fund Cash Balance (5,976) (20,103) (26,079)
Fund Cash Balances, January 1 76,920 71,254 148,174
Restricted:
Street Construction & Maintenance - 19,706 19,706
Parks and Recreation - 28 28
State Grant - CDBG - 1,000 1,000
State Grant - Moving Ohio Forward - 12,223 12,223
Permissive Motor Vehicle License Tax - 25,274 25,274
Enforcement and Education - 399 399
Special Assessment - 912 912
Veterans Monument - 2,665 2,665
Assigned:
Outstanding Encumbrances 25,482 - 25,482
Unassigned (Deficit) 45,462 (11,056) 34,406
Fund Cash Balances (Deficit) December 31 $ 70,944 $ 51,151 $ 122,095

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS
AND CHANGES IN FUND BALANCES (REGULATORY CASH BASIS)
ALL PROPRIETARY FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2014

Proprietary Fund Types

Totals
(Memorandum

Water Sewer Only)
Cash Receipts: $ 892,063 $ 1,829,130 $ 2,721,193
Cash Disbursements: 1,005,295 1,428,824 2,434,119
Net Change in Fund Balance (113,232) 400,306 287,074
Fund Cash Balances, January 1 537,172 644,705 1,181,877
Fund Cash Balances, December 31 $ 423,940 $ 1,045,011 $ 1,468,951

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Note 1 — Reporting Entity

The Village of Mount Sterling (the Village), Madison County, is a body politic and corporate established to
exercise the rights and privileges conveyed to it by the constitution and laws of the State of Ohio. A
publicly-elected six-member Council directs the Village. The Village provides general governmental
services, including water and sewer utilities and park operations. The Village contracts with the Madison
County sheriff's department for police protection.

The Village participates in a public entity risk pool. Note 7 to the financial statements provides additional
information for this entity. This organization is:

Public Entity Risk Pool:
The Village belongs to the Ohio Plan Risk Management, Inc. (OPRM) a non-assessable,
unincorporated non-profit association providing a formalized, jointly administered self-
insurance risk management program and other administrative services to Ohio
governments (“Members”).

Note 2 — Summary of Significant Accounting Policies
Basis of Presentation

The Village’s financial statements consist of a combined statement of receipts, disbursements and
changes in fund balances (regulatory cash basis) for all governmental fund types, and a combined
statement of receipts, disbursements and changes in fund balances (regulatory cash basis) for all
proprietary and fiduciary fund types which are organized on a fund type basis.

Fund Accounting

The Village uses funds to maintain its financial records during the year. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts. The funds of the Village are presented below:

General Fund - The general fund accounts for and reports all financial resources not accounted for and
reported in another fund. The general fund balance is available to the Village for any purpose provided it
is expended or transferred according to the general laws of Ohio.

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 debt service or capital
projects. The Village had the following significant Special Revenue Funds:

Street Construction, Maintenance and Repair Fund — This fund receives gasoline tax and motor
vehicle tax money for constructing, maintaining and repairing Village streets.

State Highway Fund — This fund receives gasoline tax and motor vehicle tax money for
constructing, maintaining and repairing state highways within the Village.




VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)
Note 2 — Summary of Significant Accounting Policies (Continued)
Fund Accounting (Continued)
Enterprise Funds
These funds account for operations that are similar to private business enterprises, where management
intends to recover the significant costs of providing certain goods or services through user charges. The

Village had the following significant Enterprise Funds:

Water Operating Fund — This fund receives charges for services from residents to cover the cost
of providing this utility.

Sewer Operating Fund — This fund receives charges for services from residents to cover the cost
of providing this utility.

Basis of Accounting

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 Board recognizes receipts when
received in cash rather than when earned, and recognizes 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).

The Village did not classify its receipts and disbursements in the accompanying financial statements. This
is a material departure from the requirements of Ohio Administrative Code Section 117-2-02(A). The Ohio
Administrative Code Section requires classifying receipts and disbursements.

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.

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 or object level of control, and appropriations may not exceed
estimated resources. The Village Council 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 Village to reserve (encumber) appropriations when
individual commitments are made. Encumbrances outstanding at year end are carried over and need not
be reappropriated in the subsequent year. The Village did not encumber all commitments required by
Ohio law.

A summary of 2015 and 2014 budgetary activity appears in Note 4.



VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)

Note 2 — Summary of Significant Accounting Policies (Continued)
Deposits and Investments

The Village’s accounting basis includes investments as assets. This basis does not record
disbursements for investment purchases or receipts for investment sales. This basis records gains or
losses at the time of sale as receipts or disbursements, respectively.

The Village values U.S. Treasury Notes and common stock at cost. Investment in STAR Ohio is
measured at the net asset value (NAV) per share provided by STAR Ohio. The NAV per share is
calculated on an amortized cost basis that provides an NAV per share that approximates fair value.

Capital Assets

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

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.

Fund Balance

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

Nonspendable The Village 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 Council can commit amounts via formal action (resolution). The Village must adhere to
these commitments unless the Council amends 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.

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 Village Council or a Village 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.



VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)

Note 2 — Summary of Significant Accounting Policies (Continued)
Fund Balance (Continued)
The Village 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.
Note 3 — Compliance
Contrary to Ohio law, appropriations exceeded estimated resources in 2014.
Contrary to Ohio law, expenditures exceeded appropriations in 2015 and 2014.
Contrary to Ohio law, the State Highway Fund had a deficit fund balance as of December 31, 2015 and
2014, the Street Construction & Maintenance Fund and State Grant — Moving Ohio Forward Fund had a

deficit fund balance as of December 31, 2015.

Contrary to Ohio law, certification of availability of unencumbered appropriations for expenditure was not
obtained for expenditures in 2015 and 2014.

Contrary to Ohio law, an increased or decreased amended certificate was not certified when revenues
were higher or lower than originally budgeted in 2015 and 2014.

Note 4 — Budgetary Activity
Budgetary activity for the years ending December 31, 2015 and 2014 follows:

2015 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type Receipts Receipts Variance
General $ 625900 $ 915264 $ 289,364
Special Revenue 136,551 85,349 (51,202)
Enterprise 1,321,162 2,600,113 1,278,951
Total $ 2,083,613 § 3,600,726 $ 1,517,113

2015 Budgeted vs. Actual Budgetary Basis Expenditures
Appropriation Budgetary

Fund Type Authority Expenditures Variance
General $ 568607 $ 955297 § (386,690)
Special Revenue 119,499 371,104 (251,605)
Enterprise 1,134,027 2,736,068 (1,602,041)
Total $ 1,822,133 $ 4,062,469 $ (2,240,336)
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)
Note 4 — Budgetary Activity (Continued)

2014 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type Receipts Receipts Variance
General $ 39652 $ 868,368 $ 828,716
Special Revenue 217,598 398,443 180,845
Enterprise 1,208,745 2,721,193 1,512,448
Total $ 1,465995 § 3,983,004 $ 2,522,009

2014 Budgeted vs. Actual Budgetary Basis Expenditures
Appropriation Budgetary

Fund Type Authority Expenditures Variance
General $ 721977 $ 899,826 $ (177,849)
Special Revenue 870,507 428,027 442,480
Enterprise 1,574,483 2,434,119 (859,636)
Total $ 3,166,967 $ 3,761,972 $§ (595,005)

Note 5 — Deposits and Investments

The Village maintains a deposit and investment pool all funds use. The Ohio Revised Code prescribes
allowable deposits and investments. The carrying amount of deposits and investments at December 31,
2015 and 2014 were as follows:

2015
Demand deposits $ 1,110,042
Other time deposits (savings) 11,048
Total deposits 1,121,090
STAR Ohio 11,559
Total investments 11,559

Total deposits and investments $ 1,132,649

2014
Demand deposits $ 1,571,025
Other time deposits (savings) 11,045
Total deposits 1,582,070
STAR Ohio 11,546
Total investments 11,546

Total deposits and investments $ 1,593,616
Deposits

At December 31, 2015 and 2014, $914,575 and $1,339,090 of deposits were not collateralized, contrary
to Ohio law.

Investments

Investments in STAR Ohio are not evidenced by securities that exist in physical or book entry form.

11



VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)

Note 6 — Taxes
Property Taxes

Real property taxes become a lien on January 1 preceding the October 1 date for which the Council
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 Village.

Local Taxes

The Village levies a municipal income tax of 1% on substantially all earned income arising from
employment, residency, or business activities within the Village as well as certain income of residents
earned outside of the Village.

Employers within the Village withhold income tax on employee compensation and remit tax to the Village
either monthly or quarterly, as required. Corporations and other individual taxpayers pay estimated taxes
quarterly and file a declaration annually.

Note 7 — Risk Management
Risk Pool Membership

The Village belongs to the Ohio Plan Risk Management, Inc. (OPRM) (the "Plan"), a non-assessable,
unincorporated non-profit association providing a formalized, jointly administered self-insurance risk
management program and other administrative services to Ohio governments (“Members”). The Plan is
legally separate from its member governments.

Pursuant to Section 2744.081 of the Ohio Revised Code, the plan provides property, liability, errors and
omissions, law enforcement, automobile, excess liability, crime, surety and bond, inland marine and other
coverages to its members sold through fourteen appointed independent agents in the State of Ohio.

OPRM coverage programs are developed specific to each member’s risk management needs and the
related premiums for coverage are determined through the application of uniform underwriting criteria
addressing the member’s exposure to loss. Effective November 1, 2012 (and through October 2014) the
plan increased its retention to 50% of the first $250,000 casualty treaty. Effective November 1, 2014, the
OPRM retained 47% of the premium and losses on the first $250,000 casualty treaty and 10% of the first
$1,000,000 property treaty. Members are only responsible for their self-retention (deductible) amounts,
which vary from member to member. OPRM had 772 and 783 members as of December 31, 2015 and
2014 respectively.

Plan members are responsible to notify the Plan of their intent to renew coverage by their renewal date. If
a member chooses not to renew with the Plan, they have no other financial obligation to the Plan, but still
need to promptly notify the Plan of any potential claims occurring during their membership period. The
former member's covered claims, which occurred during their membership period, remain the
responsibility of the Plan.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)
Note 7 — Risk Management (Continued)
Risk Pool Membership (Continued)

Settlement amounts did not exceed insurance coverage for the past three fiscal years.

The Pool’s audited financial statements conform with generally accepted accounting principles, and
reported the following assets, liabilities and equity at December 31, 2015 and 2014.

2015 2014

Assets $14,643,667 $14,830,185
Liabilities (9,112,030)  (8,942,504)
Members’ Equity $5,531,637 $5,887,681

You can read the complete audited financial statements for OPRM at the Plan’s website,
www.ohioplan.org.

Note 8 — Defined Benefit Pension Plans
Ohio Public Employees Retirement System

Village employees belong to the Ohio Public Employees Retirement System (OPERS). OPERS is a cost-
sharing, multiple-employer plan. The Ohio Revised Code prescribes this plan’s benefits, which include
postretirement healthcare and survivor and disability benefits.

The Ohio Revised Code also prescribes contribution rates. OPERS members contributed 10% of their
gross salaries and the Village contributed an amount equaling 14% of participants’ gross salaries. The
Village has paid all contributions required through December 31, 2015 and 2014.

Note 9 - Postemployment Benefits
OPERS offers cost-sharing, multiple-employer defined benefit postemployment plans, which includes
multiple health care plans including medical coverage, prescription drug coverage, deposits to a Health

Reimbursement Arrangement and Medicare Part B premium reimbursements, to qualifying benefit
recipients. OPERS contributes 2 percent of the employer contribution to fund these benefits.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)
Note 10 - Debt

Debt outstanding at December 31, 2015 was as follows:

Principal Interest
OWDA - 2388 $ 9,567 4.04%
OWDA - 4792 399,878 2.00%
OWDA - 6339 5,646,307 0.00%
OWDA - 6450 1,026,491 1.99%
OWDA - 6934 283,708 3.06%
OWDA - 7037 315,488 1.09%
OWDA - 7143 38,908 1.15%
OPWC - Improvements Phase A 88,124 0.00%
OPWC - Improvements Phase B 289,281 0.00%
Land Acquisition Bonds Series 2013 62,100 3.50%

$ 8,159,852

The Ohio Water Development Authority (OWDA) loans 2388 relates to the wastewater treatment plant
sludge project. This loan will be repaid in semi-annual installments of $4,929 including principal and
interest. The Village has agreed to set utility rates sufficient to cover OWDA debt service requirements.
The final payment for loan 2388 is January 1, 2017.

The Ohio Water Development Authority (OWDA) loan 4792 relates to water main replacement project.
This loan will be repaid in semi-annual installments of $12,983 including principal and interest. The
Village has agreed to set utility rates sufficient to cover OWDA debt service requirements. The final
payment for loan 4792 is July 1, 2034.

The Ohio Water Development Authority (OWDA) loan 6339 relates to the wastewater treatment plant. The
Village has agreed to set utility rates sufficient to cover OWDA debt service requirements. The final
payment for loan 6339 is January 1, 2034.

The Ohio Water Development Authority (OWDA) loan 6450 relates to the wellfield design and water
treatment plant design. The Village has agreed to set utility rates sufficient to cover OWDA debt service
requirements. This loan has not been fully disbursed as of December 31, 2015, and no amortization
schedule is available for its repayment.

The Ohio Water Development Authority (OWDA) loan 6934 relates to the water treatment plant land
purchase. The Village has agreed to set utility rates sufficient to cover OWDA debt service requirements.
This loan has not been fully disbursed as of December 31, 2015, and no amortization schedule is
available for its repayment.

The Ohio Water Development Authority (OWDA) loan 7037 relates to the storage tank painting. The
Village has agreed to set utility rates sufficient to cover OWDA debt service requirements. This loan has
not been fully disbursed as of December 31, 2015, and no amortization schedule is available for its
repayment.

The Ohio Water Development Authority (OWDA) loan 7143 relates to the high street storm sewer phase 2
project. The Village has agreed to set utility rates sufficient to cover OWDA debt service requirements.
This loan has not been fully disbursed as of December 31, 2015, and no amortization schedule is
available for its repayment.

14



VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)

Note 10 — Debt (Continued)

During 2009, the Village entered into a loan agreement with the Ohio Public Works Commission (OPWC)
for Phase A of water system improvements. The original amount of the loan was $135,575 to be paid in
biannual payments of $3,389. The final payment is due January 2029.

During 2010 the Village entered into a loan agreement with the Ohio Public Works Commission (OPWC)
for Phase B of water system improvements. The original amount of the loan was $413,258 to be paid in
biannual payments of $10,331. The final payment is due January 2030.

On September 23, 2013, the Village entered into a bond for land acquisition and site improvements. The
original amount of the bond was $100,000 to be repaid in 5 annual payments. The final payment is due
September 1, 2018.

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

Year ending OWDA OWDA OWDA OPWC OPWC Land Acquis.
December 31: 2388 4792 6339 Phase A Phase B Bonds
2016 9,783 25,966 $ 305,220 $ 6,779 $ 20,663 $ 22,174
2017 - 25,966 305,220 6,779 20,663 22,174
2018 - 25,966 305,220 6,779 20,663 22,149
2019 - 25,966 305,220 6,779 20,663
2020 - 25,966 305,220 6,779 20,663
2021-2025 - 129,832 1,526,100 33,895 103,315
2026-2030 - 129,832 1,526,100 20,334 82,651
2031-2035 - 103,864 1,068,007 - -
Total $ 9,783 $ 493,358 $ 5,646,307 $ 88,124 $ 289,281 $ 66,497

An amortization schedule for OWDA Loan # 6450, 6934, 7037, and 7143 has not been presented, as all
funds have not yet been disbursed as of December 31, 2015.

Note 11 — Contingent Liabilities

Amounts grantor agencies pay to the Village are subject to audit and adjustment by the grantor,
principally the federal government. The grantor may require refunding any disallowed costs.
Management cannot presently determine amounts grantors may disallow. However, based on prior
experience, management believes any refunds would be immaterial.

Note 12 — Deficit Fund Balances

The Village had deficit fund balance in State Highway Fund as of December 31, 2015 and 2014 and the
Street Construction & Maintenance Fund and State Grant — Moving Ohio Forward Fund as of December
31, 2015.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
(Continued)
Note 13 — Going Concern
The Village expenses exceeded revenues for the General Fund during 2015 and 2014.
While the Village is in a positive cash balance position overall, a significant portion of the cash is in the
Proprietary Funds. The use of these funds is limited either by statute, levy ballot language or debt
covenant agreement and therefore, the Village is not permitted to uses these monies to remedy the deficit
balances.

The Village Council is looking into new and enforcing policies regarding expenditure, internal controls,
vendor selection, grants, outstanding receivables reviews, etc. to remedy the situation.

The Auditor of State has various remedies available to it, the most severe of which include placing the
Village on fiscal watch or fiscal emergency.

The accompanying financial statements do not include any adjustments that might be necessary if the
Village is unable to continue as a going concern.

Note 14 — Subsequent Event

Fiscal Emergency

On June 22, 2017, the Auditor of State declared the Village in fiscal emergency at December 31, 2016
and April 30, 2017, due to the existence of negative fund balances under Sections 118.03(A)(5) and

118.03(B) of the Ohio Revised Code. The financial statements do not include any adjustments that might
result from the outcome of this uncertainty.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
REQUIRED BY GOVERNMENT AUDITING STANDARDS

June 15, 2018

Village of Mount Sterling
Madison County

1 South London Street
Mt. Sterling, Ohio 43143

To the Village Council:

We were engaged to audit, in accordance with auditing standards generally accepted in the United States of
America and the Comptroller General of the United States’ Government Auditing Standards, the financial
statements of the Village of Mount Sterling, Madison County, (the Village) as of and for the years ended
December 31, 2015 and 2014, and the related notes to the financial statements and have issued our report
thereon dated June 15, 2018, wherein we noted the Village followed financial reporting provisions Ohio Revised
Code Section 117.38 and Ohio Administrative Code Section 117-2-03(D) permit wherein we also noted the
Village has suffered negative change in fund balance in the General Fund and will continue as a going concern.
Our report disclaims an opinion on the financial statements due to the lack of support for financial transactions.

Internal Control Over Financial Reporting

In connection with our engagement to audit the financial statements of the Village, we considered the Village's
internal control over financial reporting (internal control) to determine the audit procedures appropriate in the
circumstances to the extent necessary to support our opinion on the financial statements, but not to the extent
necessary to opine on the effectiveness of the Village’s internal control. Accordingly, we have not opined on it.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Therefore, unidentified material weaknesses or significant deficiencies may exist. However, as
described in the accompanying schedule of audit findings we identified certain deficiencies in internal control over
financial reporting, that we consider material weaknesses and significant deficiencies.
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Village of Mount Sterling

Madison County

Independent Auditor’'s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Required by Government Auditing Standards

Page 18

Internal Control Over Financial Reporting (Continued)

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, when performing their assigned functions, to prevent, or detect and timely correct misstatements. A
material weakness is a deficiency, or a combination of internal control deficiencies resulting in a reasonable
possibility that internal control will not prevent or detect and timely correct a material misstatement of the Village’s
financial statements. We consider findings 2015-001 through 2015-008 and 2015-011 through 2015-019
described in the accompanying schedule of audit findings to be material weaknesses.

A significant deficiency is a deficiency, or a combination internal control deficiencies less severe than a material
weakness, yet important enough to merit attention by those charged with governance. We consider findings 2015-
009 through 2015-010 described in the accompanying schedule of audit findings to be significant deficiencies.

Compliance and Other Matters

As part of reasonably assuring whether the Village’s financial statements are free of material misstatement, we
tested its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could directly and materially affect the determination of financial statement amounts.
However, opining on compliance with those provisions was not an objective of our audit and accordingly, we do
not express an opinion. The results of our tests disclosed instances of noncompliance or other matters that we
must report under Government Auditing Standards which are described in the accompanying schedule of audit
findings as items 2015-014 through 2015-021.

We also noted a certain matter not requiring inclusion in this report that we communicated to management in a
separate letter dated June 15, 2018.

Purpose of this Report
This report only describes the scope of our internal control and compliance testing and our testing results, and
does not opine on the effectiveness of the Village’s internal control or on compliance. This report is an integral

part of an audit performed under Government Auditing Standards in considering the Village’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

%ﬁ/M%y/ Al

Perry and Associates
Certified Public Accountants, A.C.
Marietta, Ohio
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

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

FINDING NUMBER 2015-001
Material Weakness
Posting Receipts, Disbursements, and Fund Balances

During 2015 and 2014, several receipts, disbursements and fund balances were not posted into accurate
classifications based on the source of the receipt, disbursement and GASB 54 definition. The following
mispostings were noted during the audit:

e Loan proceeds and the corresponding capital outlay was not recorded as disbursements;

o Payroll disbursements were not always posted to the UAN system;

e Fund balance classifications in accordance with GASB 54 were not presented; and

e State and local highway and gasoline excise tax receipts were recorded to the incorrect fund.

Not posting receipts and disbursements or classifying fund balances accurately resulted in the financial
statements requiring adjustments and reclassifications. The Village has made all adjustments to its
accounting system. The financial statements reflect all adjustments and reclassifications.

To help ensure accuracy and reliability in the financial reporting process, we recommend that
management perform a detailed review of its draft financial statements. Such review should include
procedures to ensure that all sources of revenues are properly identified and classified on the financial
statements.

We also recommend the Village Clerk refer to the Ohio Village Handbook for guidance to determine the
proper establishment of receipt and disbursement accounts and posting of receipts and disbursements.
The Village Clerk should refer to Auditor of State Technical Bulletin 2011-004 for assistance in properly
classifying fund balances.
Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-002
Material Weakness
Bank Reconciliations
The Village Clerk did not prepare accurate monthly reconciliations of bank balances to book balances.
There were significant numbers of reconciling items and other adjusting factors that were not identified.
The lack of proper reconciliations among the bank statements and ledgers resulted in numerous errors
which remained undetected and/or uncorrected until the audit. The extensive problems with these
reconciliations resulted in the need for the Village to obtain assistance from Local Government Services.
We recommend the Village Clerk prepare detailed bank reconciliations that include all bank account
balances being reconciled to total fund balances, with support for all reconciling items or other adjusting
factors. Bank reconciliations should be presented to Council for review and use in managing the Village.

Management’s Response — We did not receive a response from officials to this finding.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-003
Material Weakness
Internal Control and Review Procedures

Although the Council receives and reviews a select number of reports from the Village Clerk for approval
on a monthly basis, the Vilage has not established formal procedures to reasonably assure
completeness and accuracy of the monthly reporting. During our testing and analysis, we noted that
Village Council or the Village Administrator is not reviewing the numerical check sequence prior to
approving of purchases. In addition, neither party is reviewing the bank statement for proper inclusion of
authorized expenditures within the cancelled checks nor electronic fund withdraws.

The Village should carefully review this information and make appropriate inquires to help determine the
integrity of the financial information. When performing such review, the officials’ signatures or initials and
the date should be affixed to the documents examined and it should be noted in the monthly minutes that
the officials’ thoroughly reviewed and approved those documents. In addition, we also recommend that
the numerical check sequence be noted in the minutes and signed off of by the Council each month.

Management’s Response — We did not receive a response from officials to this finding.
FINDING NUMBER 2015-004

Material Weakness

Outsourcing Payroll

During our audit, we noted the Village out-sources its payroll functions to a payroll specialist, which
provides documentation to the Village to enter the payroll information into the UAN system. The lack of
knowledge and understanding on the Village's part as to how to record each payroll in the accounting
system led to numerous errors in posting payroll disbursements to the UAN system. With adequate
training, the Village will become familiar with the necessary procedure to input the payroll disbursements
properly and efficiently.

It is important to mention that the financial statements referred to above are the responsibility of the
Village and management even though the payroll function is currently outsourced. Careful attention to the
Village’s general ledger and financial statements should be maintained on a regular basis. The Village is
also still responsible for assessing the risk of fraud and maintaining proper controls to mitigate the lack of
segregation.

We recommend that the Village management receive an instructional understanding from the payroll
specialist, specifically in reading and understanding the payroll reports provided to the Village. We also
recommend that this take place immediately or that other options be exercised to help ensure that payroll
disbursements are properly reflected on the financial statements throughout the year.

Management’s Response — We did not receive a response from officials to this finding.

20



VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-005
Material Weakness
Unsupported/Unauthorized and Improper Disbursements

During 2014 and 2015, we noted the following:

- Unsupported and unauthorized check and credit card disbursements.
- Unsupported and unauthorized payroll disbursements including improper leave payouts.

We recommend all disbursements be approved by Council and the proper supporting documentation
maintained by the Village in accordance with the Village’s record retention policy.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-006
Material Weakness
Dual Signatures of Checks
During our disbursement testing, we determined warrants were only signed by the Village Administrator
or Village Clerk. Lack of dual signatures eliminates a significant control point. In addition, lack of dual
signatures could result in the Village making inappropriate disbursements for goods or services that are

not for a proper public purpose.

We recommend that no payment be made from the Village without at least one signature from the Village
Clerk and one from a Village Council Member.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-007
Material Weakness
Pledged Collateral for Cash and Investments
During our review of the Village’s cash and investments, we were not able to acquire evidence of pledged
collateral for the Village’s bank balances. Without supporting documentation being provided we
determined there was not sufficient collateral pledged by the financial institution to adequately cover the
Village’s depository balances. Custodial credit risk is the risk that in the event of a bank failure, the
Village’s deposits may not be returned to it. The Village does not have a deposit policy for custodial
credit risk. As of December 31, 2015 and 2014, the Village’s bank balances of cash and investments
totaled $1,176,134 and $1,600,636. Of this balance, $914,575 and $1,339,090 was exposed to custodial
credit risk.
We recommend the Village contact the financial institution and secure adequate pledged collateral.

Management’s Response — We did not receive a response from officials to this finding.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-008
Material Weakness
Village Credit Cards

The Village paid credit card expenses that were not itemized or supported by receipts. The Village did not
maintain a written credit card policy identifying guidance regarding allowable expenses, limitations,
required supporting documentation, or review and approval of use. Neither the Village Clerk nor Council
reviewed monthly credit card expenditures to ensure items purchased were properly supported and
allowable. The lack of documentation made it difficult to determine the nature of certain charges and
whether each related to the operations of the Village. Through review of available documentation
obtained from vendors, we identified the Village Administrator charged personal expenses on the Village
credit cards for non-business related items.

It was the Village Clerk and Council’s responsibility to implement internal controls to reasonably ensure
credit card transactions were supported, accurately recorded and for Village purposes. It was the Village
Clerk and Council’s responsibility to monitor these control procedures and verify they were operating
effectively. Failure to provide detailed guidance addressing required supporting documentation and
allowable expenditures, and failing to review transactions resulted in personal purchases being paid by
the Village.

We recommend the Village establish written policies and procedures related to credit card transactions
that specifically address items such as authorized users, allowable and prohibited expenditures, and
required documentation, including the submission of original, itemized receipts. The Village should also
establish procedures for review and approval of credit card transactions and specifically designate those
individuals required to review and approve transactions to ensure sufficient documentation is provided to
support the nature and business purpose of credit card charges prior to paying bills. To be effective, the
performance of internal controls must be sufficiently documented to provide assurance the control was in
place and function as management intended.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-009
Significant Deficiency
Monitoring of Adjustments to Water and Sewer Accounts
Council was not presented with and did not review any adjustment reports relating to customer billing.
This could result in an increased risk of the Village not receiving monies owed for water and sewer
utilities. Also, inappropriate adjustments are more likely to occur without proper approval from the Council
prior to an adjustments being made.

We recommend the Council review and approve bill adjustment reports on a monthly basis.

Management’s Response — We did not receive a response from officials to this finding.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-010
Significant Deficiency

Monitoring of Delinquent Water and Sewer Accounts

Village Council is responsible for monitoring water and sewer services provided to Village residents. They
should receive financial information from the Utilities Clerk at their monthly meetings, including a list of
delinquent water and sewer accounts. As a result of not receiving this information, Village Council may be
making uninformed decisions regarding their water and sewer operations, needed revenues may not be
readily available, and appropriate actions may not be taken in regards to outstanding customer accounts.

We recommend the Village Utilities Clerk provide, at least, a summary of delinquent account information
to Village Council monthly and a complete listing of all delinquent accounts at least quarterly. The Village
should implement and enforce a policy for past due accounts to be shut off if not collected in a timely
manner.

Management’s Response — We did not receive a response from officials to this finding.
FINDING NUMBER 2015-011

Material Weakness

Lack of Council Oversight

Monitoring controls include management and governing board activities established to ensure compliance
with policies and procedures, achievement of operational objectives, and proper and effective use of
available resources.

Our audit noted the following conditions which are indicative of weak management and governing board
oversight of Village activities:

- At the beginning of 2014, Village Council adopted new Rules of Council delegating all
administrative duties to the Mayor and Village Administrator. These duties included employee
hiring and firing, payroll compensation and employee benefits. The Village Council’'s powers were
legislative only;

- Lack of employee knowledge of Village approved policies and procedures;

- Purchase orders, detailed invoices, receipts, and monthly reconciliations, were hardly ever
reviewed and approved by the Council’'s Finance Committee, to evidence approval of expenses;
and

- Failure to require the Village Clerk to attend Village Council meetings in order to report financial
information and address Council member questions and concerns. Instead, the Council allowed
the Village Administrator to perform the Village Clerk duties at Council meetings. This was an
inappropriate role of the Village Administrator and a lack of segregation of duties.

Lack of proper governing board oversight increases the risk that established policies and procedures are
not followed, whether misinterpreted or intentional, and operational objectives are not met. In addition, the
lack of oversight increases the possibility errors or irregularities could occur and not be discovered in a
timely manner and increases the opportunity for fraud to occur.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-011 (Continued)
Material Weakness (Continued)
Lack of Council Oversight (Continued)

We recommend Council take a more active role in monitoring compliance with Village policies and
procedures. We also recommend Council strengthen their internal controls in the Village to help provide
financial stability going forward.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-012

Material Weakness
Segregation of Duties/Internal Controls

We noted an inadequate segregation of duties and lack of established internal controls at the Village. The
Village Administrator had the ability to perform fiscal responsibilities, including preparing disbursements,
processing and authorizing payroll disbursements through the Village’s payroll vendor, issuing and
signing Village checks and electronically paying bills from Village bank accounts. There was no
documented review or approval by management of the invoices or detailed receipts supporting the
checks written and signed by the Village Administrator. The Village Administrator also presented the
financial information at Village Council meetings. We also noted the Village lacked formalized written
policies and procedures over the payroll and non-payroll disbursement processes.

The lack of segregation of duties increases the possibility of errors or irregularities occurring and not
being discovered timely. Not establishing internal controls can lead to payroll and non-payroll
disbursements being made that are improper and increase the opportunity for fraud to occur.

We recommend the Village develop internal control procedures that promote an adequate segregation of
duties for the payroll and non-payroll processes. Job duties should be separated between employees to
strengthen controls, including separating daily fiscal responsibilities, including preparing disbursements,
writing and signing checks, and processing payroll disbursements, from the Village Administrator, thereby
decreasing the risk of fraud. These procedures should also promote effective management oversight by
Council to ensure the non-payroll and payroll systems are providing complete, accurate, and timely
information.

Management’s Response — We did not receive a response from officials to this finding.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-013
Material Weakness
Health Insurance Reimbursement

Through a review of the Village of Mount Sterling Employee Manual, we determined the Village had not
adopted a health insurance reimbursement policy that addressed items such as reimbursable medical
expenses, total yearly maximum employee reimbursement, and appropriate support documentation. In
addition, Village management did not adequately track employee’s health insurance reimbursements to
ensure they didn’t exceed the yearly maximum amount. The risk of inappropriate health insurance
reimbursement is increased without a formal policy.

The Village reimbursed employees for health insurance expenses totaling $67,189. Our examination of
employee reimbursements noted the Village inconsistently reimbursed employees for health insurance
expenses, including out of pocket deductibles, copays, prescriptions, and procedures not covered by the
insurance. Documents supporting the reimbursements did not identify whether or not the employee paid
the expenses prior to seeking reimbursement.

Failure to have a health insurance reimbursement policy and established internal controls to verify that all
expenses were paid by the employee and within the reimbursement limit, resulted in the Village paying for
charges that may have been excessive and/or not paid by the employee.

We recommend the Village implement a policy that specifically identifies allowable health insurance
reimbursement expenses and the maximum yearly employee reimbursement amount. The Village should
also include in the policy that all employees are required to provide evidence the health insurance
expense was paid by the employee prior to requesting reimbursement. In addition, the Village should
establish internal controls for reviewing and approving the health insurance reimbursements prior to
payment. Village Council or the Administrator should review the reimbursements for compliance with
Village policies prior to payment. The review and approval must be sufficiently documented to provide
assurance the control was in place and functioning as management intended.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-014
Noncompliance and Material Weakness
Budgetary Controls
The budget is an instrument of public policy: A governing board expresses its desires for using a
government’s limited resources through its appropriations. Ohio Revised Code Section 5705 deals with a

variety of budgetary requirements that all subdivisions must comply with in order to ensure fiscal
responsibility.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-014 (Continued)
Noncompliance and Material Weakness (Continued)
Budgetary Controls (Continued)

In performing the audit we noted several violations of budgetary law which, although they do not in and of
themselves, result in errors in financial reporting, may lead to the Village making financial decisions
based on incorrect or incomplete information. We noted the following:

¢ Violations of 5705.39 indicating appropriations cannot exceed estimated resources;

e Violations of 5705.41(B) stating no subdivision is to expend money unless it has been
appropriated (expenditures exceeded appropriations);

o Violations of 5705.41(D) relating to expenditures having prior certification of availability of funds.

o Violations of 5705.36 (A) stating that upon determination that the revenue will be greater or less
than the amount included in the official certificate of estimated resources, the Village Clerk should
certify an amended certificate; and

e Violations of 5705.10 stating the existence of deficit fund balances indicates money from another
fund or funds was used to pay obligations of funds that carry the deficit fund balance.

Although Council approves budgets for revenue and expenses and receives monthly reports of budget
and actual information, it does not ensure budgetary forms are properly completed, submitted to the
County Budget Commission timely or that transfers are done in compliance with laws and regulations.

Council should review the requirements of ORC section 5705 to be familiar with these laws and to make
sure the Village is complying with applicable sections. If the Council does not consider this necessary
steps should be taken to make sure amounts are encumbered (purchase orders are used and assigned
to each purchase prior to ordering), certifications of available funds are done by the Village Clerk prior to
purchasing and unencumbered balances are tracked for each line item.

Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-015
Noncompliance and Material Weakness
Village Clerk/Treasurer
Ohio Rev. Code Section 733.26 and 733.42 states the Village Clerk and treasurer shall be elected for a
term of four years. Ohio Rev. Code Section 733.262 provides that rather than having the elected offices
of Village Clerk and treasurer, or the combined elected office of Clerk-Treasurer, as provided in Ohio Rev.
Code Section 733.261, a village may combine the duties of the clerk and treasurer into one appointed

office, to be known as the Village Clerk. To make this change, the village legislative authority shall pass,
by a two-thirds vote, an ordinance or resolution proposing to make the change.
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VILLAGE OF MOUNT STERLING
MADISON COUNTY

SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-015 (Continued)

Noncompliance and Material Weakness (Continued)
Village Clerk/Treasurer (Continued)

Ohio Rev. Code Section 733.27 provides the Village Clerk shall attend all meetings of the legislative
authority of the village and keep a record of its proceedings and of all rules, bylaws, resolutions, and
ordinances passed or adopted, which shall be subject to the inspection of all persons interested. Ohio
Rev. Code Section 733.28 also provides that the Village Clerk shall keep the books of the Village, exhibit
accurate statement of all moneys received and expended, of all the property owned by the Village and
income derived therefrom, and of all the taxes and assessments. Ohio Rev. Code Section 733.43 states
that the treasurer of a municipal corporation shall keep an accurate account of all moneys received by
him, showing the amount thereof, the time received, from whom, and on what account received; and all
disbursements made by him, showing the amount thereof, the time thereof, the time made, to whom, and
on what account paid.

During the period, Ms. Sheets was employed part time as the acting Village Clerk. However, Village
Council did not pass an ordinance or resolution combining the duties of the Clerk and treasurer into one
Village Clerk position. In addition, Village Council did not pass an ordinance or resolution formally hiring
Ms. Sheets as the Village Clerk.

Ms. Liff was appointed Village Clerk of council. By performing duties of the clerk of council, including
attending all council meetings and keeping a record of all minutes, ordinances and resolutions, Ms. Liff
was acting as the Village clerk. However, Ms. Liff did not perform any additional duties of a Village clerk.

In addition, the Village Clerk did not maintain complete books of the Village, failed to maintain accurate
statements of moneys received and expended, and of all the property owned by the Village. The Village
Clerk did not prepare accurate and complete monthly bank to book reconciliations.

Failure to comply with applicable laws regarding the appointment of Village officials increases the risk job
duties are not properly completed or completed at all. In addition, the lack of compliance increases the
possibility financial information will not be properly communicated to the governing board and errors or
irregularities could occur and not be discovered in a timely manner. This ultimately increases the
possibility for fraud to occur.

We recommend Village Council become familiar with the Village Clerk and Treasurer positions and
demonstrate compliance with the stated requirements. In addition, the Village Clerk/Treasurer should
record all the financial activity of the Village in the receipts ledger, appropriation ledger, and cash journal
as appropriate, so that accurate statements of all monies received and expended can be prepared. The
Village Clerk/Treasurer should perform monthly bank reconciliations. Financial statements and monthly
bank reconciliations should be presented to Council for review. These periodic reviews should be noted in
the minutes and documents reviewed should be initialed by the reviewer.

Management’s Response — We did not receive a response from officials to this finding.
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SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-016
Noncompliance and Material Weakness
Records Retention

Ohio Rev. Code § 149.39 provides that each Village shall establish a records commission composed of
the Mayor or the Mayor's appointed representative, as chairperson, and the Treasurer, the Village
Solicitor, and a citizen appointed by the Mayor. The commission shall appoint a secretary, who may or
may not be a member of the commission and who shall serve at the pleasure of the commission. The
commission may employ an archivist or records manager to serve under its direction. The commission
shall meet at least once every six months and upon call of the chairperson.

The functions of the commission shall be to provide rules for retention and disposal of records of the
Village and to review applications for one-time disposal of obsolete records and schedules of records
retention and disposition. The commission may dispose of records pursuant to the procedure outlined in
this section. The commission at any time may review any schedule it has previously approved and for
good cause shown may revise that schedule.

When the Village records commission has approved any application for one-time disposal of obsolete
records or any schedule of records retention and disposition, the commission shall send that application
or schedule to the Ohio Historical Society for its review. The Ohio Historical Society shall review the
application or schedule within a period of not more than sixty days after its receipt of it. Upon completion
of its review, the Ohio Historical Society shall forward the application for onetime disposal of obsolete
records or the schedule of records retention and disposition to the Auditor of State for the Auditor’s
approval or disapproval. The auditor shall approve or disapprove the application or schedule within a
period of not more than sixty days after receipt of it. Before public records are to be disposed of, the
commission shall inform the Ohio Historical Society of the disposal through the submission of a certificate
of records disposal and shall give the society the opportunity for a period of fifteen business days to
select for its custody those public records that it considers to be of continuing historical value.

Furthermore, Ohio Rev. Code § 149.43(B)(2) provides that a public office shall have available a copy of
its current records retention schedule at a location readily available to the public.

The Village was unable to provide the following records:

- Detailed support or voucher packets for disbursements examined;
- Complete payroll records for calendar year 2014 and 2015

Additionally, the Village did not maintain monthly statements or itemized receipts supporting expenditures
charged on the Village’s Chase credit card and Wex, Inc. fleet fuel card. All credit card transactions
lacked itemized receipts or other detailed receipts or invoices.

In addition, the Village had neither established a records commission nor established rules for the
retention and disposal of Village records. Lack of supporting documentation for disbursements limits
management’s ability to review and approve transactions and increases the risk of errors. Failure to
adequately control and maintain documents could result in the inability to review prior transactions for
accuracy or fraud. Also by not establishing a proper records retention policy, the Village risks being in
noncompliance and not properly maintaining public documents.
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SCHEDULE OF AUDIT FINDINGS (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 and 2014

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

FINDING NUMBER 2015-016 (Continued)
Noncompliance and Material Weakness (Continued)
Records Retention (Continued)

We recommend the Village take measures to ensure all records are adequately safeguarded. We further
recommend the Village establish a records commission for the purpose of establishing rules for the
retention and disposal of Village records and to review applications for one-time disposal of obsolete
records and schedule of records retention and disposition.

Management’s Response — We did not receive a response from officials to this finding.
FINDING NUMBER 2015-017

Noncompliance and Material Weakness

Public Records Policy

Ohio Rev. Code § 149.43(E) provides that all public offices shall adopt a public records policy for
responding to public records requests. In adopting a public records policy, a public office may obtain
guidance from the model public records policy developed and provided to the public office by the attorney
general under § 109.43 of the Revised Code. Except as otherwise provided in this section, the policy may
not limit the number of public records that the public office will make available to a single person, may not
limit the number of public records that it will make available during a fixed period of time, and may not
establish a fixed period of time before it will respond to a request for inspection or copying of public
records, unless that period is less than eight hours.

Furthermore, the public office shall distribute the public records policy adopted by the public office to the
employee of the public office who is the records custodian or records manager or otherwise has custody
of the records of that office. The public office shall require that employee to acknowledge receipt of the
copy of the public records policy. The public office shall create a poster that describes its public records
policy and shall post the poster in a conspicuous place in the public office and in all locations where the
public office has branch offices. The public office may post its public records policy on the internet web
site of the public office if the public office maintains an internet web site. A public office that has
established a manual or handbook of its general policies and procedures for all employees of the public
office shall include the public records policy of the public office in the manual or handbook.

During the period, the Village had not established a public records policy.

By not adopting a public records policy, the Village risks being in noncompliance with public record laws.
All Village employees need to be aware of the public record laws and what procedures to follow when a
member of the public requests to examine public records.

We recommend the Village adopt a public records policy that is modeled after the example published by
the Ohio Attorney General. The model public records policy is available on the Attorney General's
website. This policy should be distributed to Village employees and posted at the Village or available on
the Village’s internet web site. Additionally, the Village’s elected officials are required to attend public
records training. The Village should identify a records custodian or records manger and attend training.

Management’s Response — We did not receive a response from officials to this finding.
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FINDING NUMBER 2015-018
Noncompliance and Material Weakness
Taxable Fringe Benefits

26 C.F.R § 1.61-21(a)(1) provides that, except as otherwise provided in subtitle A of the Internal Revenue
Code of 1986, gross income includes compensation for services, including fees, commissions, fringe
benefits, and similar items. Internal Revenue Service (IRS) Publication 5137, Section 15 Equipment and
Allowances, the Fringe Benefit Guide, documents that clothing or uniforms were excluded from wages of
an employee if they were (1) specifically required as a condition of employment; and (2) were not worn or
adaptable to general usage as ordinary clothing.

During the period, the Village purchased work clothing for the Village Administrator, water and sewer
employees, and Utilities Clerk. The clothing included boots, jeans, sweatshirts, overalls, jackets, socks,
and hats. The clothing did not meet the exclusive definition. As such, these payments were taxable fringe
benefits for the Village employees. However, these fringe benefits were not reported as gross income on
the employee’s W-2 forms. As a result, there is an increased likelihood of federal taxes being paid at an
incorrect amount. In addition, the Village lacked formalized written policies and procedures over the
clothing allowance benefit, including the classification of employees receiving the allowance and yearly
allowance amount.

We recommend the Village review the IRS regulations regarding taxable fringe benefits. The Village
should review W-2s upon creation and determine if all taxable income is included. This will help ensure
that the W-2s report all income subject to taxation.

In addition, the Village should establish formal written policies and procedures over the clothing allowance
benefit. The policies should include but not be limited to a description of the classification of employees
receiving the clothing allowance and yearly allowance amount for each employee.

This matter will be referred to the Internal Revenue Service.
Management’s Response — We did not receive a response from officials to this finding.

FINDING NUMBER 2015-019
Noncompliance and Material Weakness
Proper Fund Approval
Ohio Rev. Code § 5705.12 provides that, in addition to the funds provided for by sections 5705.09,
5705.121, 5705.13 and 5705.131 of the Rev. Code, the taxing authority of a subdivision may establish,
with the approval of and in the manner prescribed by the Auditor of State, such other funds as are
desirable, and may provide by ordinance or resolution that money derived from specified sources other
than general property tax shall be paid directly into such funds. The Auditor of State shall consult with the

tax commissioner before approving such funds. In 2013, the Village established a Capital Improvement
Fund by ordinance without receiving approval from the Auditor of State.
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FINDING NUMBER 2015-019 (Continued)
Noncompliance and Material Weakness (Continued)
Proper Fund Approval (Continued)

This error is a result of inadequate policies and procedures over establishing new funds. We recommend
the Village Clerk review Audit Bulletin 1999-006, prior to the establishment of new funds, for information
on the Auditor of State’s authorization of funds that are not specifically provided for in the Ohio Rev.
Code.

Management’s Response — We did not receive a response from officials to this finding.
FINDING NUMBER 2015-020
Noncompliance

26 Code of Federal Regulations Section 1.6041-2 provides that wages, as defined in 26 United States
Code Section 3401should be reported on a Form W-2, or “all other payments of compensation” are to be
reported on a form 1099". 26 United States 3402 states “...every employer making payment of wages
shall deduct and withhold upon such wages as determined in accordance with the tables or computation
procedures prescribed by the Secretary of the Treasury”.

We could find no evidence that the Village issued an IRS Form 1099 to all independent, unincorporated
contractors for which the Village paid $600 or more in 2014 and 2015.

The Village should issue a Form 1099 to all independent, unincorporated contractors to whom the Village
pays $600 or more in a given calendar year.

Management’s Response — We did not receive a response from officials to this finding.
FINDING NUMBER 2015-021

Noncompliance

Fraud Reporting System

Ohio Revised Code 117.103(B)(1) states that a public officer 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's days
after beginning employment. A model form is available on the auditor of state's web site
https://ohioauditor.gov/fraud/FraudReportingSystemModelForm.pdf may be printed and used by new
public employees to sign and verify their receipt of information as required by this section. 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.

The Village did not provide information about the Ohio fraud-reporting system upon employment with
the public office. Employees being aware of this program may help reduce incidences of Fraud.
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FINDING NUMBER 2015-021 (Continued)

Noncompliance (Continued)
Fraud Reporting System (Continued)

We recommend the Village provide a new employee with the required information about the Ohio
fraud-reporting system. The employee should sign a confirmation they have received a copy of the
law and the Village should retain a signed copy in the employee's file.

Management’s Response — We did not receive a response from officials to this finding.
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Not Corrected, Partially
Corrected; Significantly Different
Corrective Action Taken; or

Finding Finding Fully Finding No Longer Valid;

Number Summary Corrected? | Explain

2013-001 Posting Receipts and No Repeated as Finding 2015-001
Disbursements

2013-002 Bank Reconciliations No Repeated as Finding 2015-002

2013-003 Internal Control and Review No Repeated as Finding 2015-003
Procedures

2013-004 Outsourcing Payroll No Repeated as Finding 2015-004

2013-005 Unsupported/Unauthorized and No Repeated as Finding 2015-005
Improper Disbursements

2013-06 Dual Signatures on Checks No Repeated as Finding 2015-006

2013-007 | Pledged Collateral for Cash and No Repeated as Finding 2015-007
Investments

2013-008 | Village Credit Cards No Repeated as Finding 2015-008

2013-009 Monitoring of Adjustments to Water | No Repeated as Finding 2015-009
and Sewer Accounts

2013-010 Monitoring of Delinquent Water and | No Repeated as Finding 2015-010
Sewer Accounts

2013-011 Lack of Council Oversight No Repeated as Finding 2015-011

2013-012 | Segregation of Duties No Repeated as Finding 2015-012

2013-013 Health Insurance Reimbursement No Repeated as Finding 2015-013

2013-014 | Budgetary Controls No Repeated as Finding 2015-014

2013-015 | Village Clerk/Treasurer No Repeated as Finding 2015-015

2013-016 Records Retention No Repeated as Finding 2015-016

2013-017 Public Records Policy No Repeated as Finding 2015-017

2013-018 | Taxable Fringe Benefits No Repeated as Finding 2015-018

2013-019 Proper Fund Approval No Repeated as Finding 2015-019

2013-020 | Notissuing 1099’s No Repeated as Finding 2015-020

2013-021 Fraud Reporting System No Repeated as Finding 2015-021
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