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Hillsdale Community Schools

Management’s Discussion and Analysis
Year Ended June 30, 2007

This section of Hillsdale Community School’s annual financial report presents our discussion and analysis of the School
District’s financial performance during the year ended June 30, 2007. Please read it in conjunction with the School District’s
financial statements, which immediately follow this section.

This annual report consists of a series of financial statements and notes. These statements are organized so the reader can
understand Hilisdale Commumity Schools financially as a whole. The district wide financial statements provide information
about the activities of the whole school district presenting both an aggregate view of the School District’s finances and a
longer-term view of those finances. The fund financial statements look at the School District’s operations in more detail than
the district wide financial statements by providing information about the district’s most significant funds.

DISTRICT WIDE FINANCIAT, STATEMENTS

The District wide financial statements are full accrual basis statements, which is similar to the accounting used by most
private-sector companies. They report all of the District’s assets and liabilities, both short and long-term, regardless if they
are “currently available” or not. For example assets that are restricted for use in the Debt Funds solely for the payment of
long term principal or interest are grouped with unrestricted assets of the General Fund. Capital assets and long-term
obligations of the District are reported in the Statement of Net Assets of the District wide financial statements.

FUND FINANCIAT STATEMENTS

The fund level financial statements are reported on a modified accrual basis. Omnly those assets that are “measurable” and
“currently available” are reported. Liabilities are recognized to the extent that they are normally expected to be paid with
current financial resources.

The fund statements are formatted to comply with the legal requirements of the Michigan Department of Education’s
“Accounting Manual.” In the State of Michigan, the District’s major instructional and instructional support activities are
reported in the General Fund. Additional activitics are reported in their relevant funds including: Debt Funds and the School
Service Funds which are comprised of: Food Service and Athletic Funds.

In the fund financial statements, purchased capital assets are reported as expenditures in the year of acquisition. No asset is
reported. The issuance of debt is recorded as a financial resource. The current year’s payments of principal and interest on
long-term obligations are recorded as expenditures. Future year’s debt obligations are not recorded.




Hillsdale Community Schools

SUMMARY OF NET ASSETS

Mapagement’s Discussion and Analysis

Year Ended June 30, 2007

The following summarizes the net assets at fiscal years ended June 30, 2007 and 2006.

Assets
Current assets

Capital assets
Less: accumulated depreciation

Capital assets, net book value
Total Assets

Liabilities |
Current liabilities

Long-term liabilities

Total liabilities

Net Assets

Invested in capital assets, net of related debt

Restricted for sinking fund expenditures
Restricted for debt service
Unrestricted (deficit)

Net Assets

Total Liabilities and Net Assets

-iv -

2007

§ 5.007,226

$ 20,776,009
(11,056,116)

2006

§ 6,719,893

$ 5,142,483

$ 20,193,478
(10,250,491)

315,627,119

$ 9,942,987

$15,085470

$ 4,935,830

$ 4,622,003

$ 2,970,898

5 3,485,572

§ 7,906,728

§ 8,407,665

$ 6,648,765
706,695
234,151
130,780

$ 6,276,285
606,284
192,150

(396,914)

$ 7,720,391

$15,627,119

§ 6,677,805

$ 15,085,470




Hillsdale Community Schools

RESULTS OF OPERATIONS

The following is the District wide results of operations for the fiscal year ended June 30, 2007 and 2006:

REVENUE
General Revenne:
Property taxes
State foundation allowance
Other

Total General Revenue

Operating Grants:
Federal
State of Michigan
Other operating grants

Total Operating Grants

Charges for Services:
Food Service
Other charges for service

Total Charges for Services
TOTAL REVENUE

EXPENSES
Instruction and instructional support
Supporting services
Food Services
Athletics
Interest on long-term debt
Depreciation (umallocated)

TOTAL EXPENSES
SPECIAL ITEMS
Proceeds from sale of property
Termination benefits expense
 TOTAL SPECIAL ITEMS
INCREASE IN NET ASSETS
NET ASSETS — BEGINNING

NET ASSETS — ENDING

Year Ended June 390, 2007

June 30, 2007

$ 3,611,327
10,105,436
176,451

TJune 30, 2006

$ 3,479,248
9,980,435
164,457

l$ 13,893,214

$ 13,624,140

$ 794,610
1,304,152
187,849

$ 2,286,611

$ 281450
242,718
§ 517,718

8 998,663
1,150,273
38,775

§ 2,187,711
$§ 308,846
394,211

§ 703,057

$ 16,607,543

516,514,908

$ 10,796,235
2,778,802
750,219
361,345
127,597
805,625

$ 11,502,844
2,842,562
765,977
361,542
145,333
811,004

§ 15,626,363

$ 16,429,262

(28,594)

$ 601,302

(314,534)

$ (28,594

$§ 286,768

§ 1,042,586

6,677,805

$ 372414

6,305,391

§ 7,720,391

$ 6,677,805

Management’s Discussion and Analysis



Hillsdale Community Schools

Management’s Discussion and Analysis
Year Ended June 30, 2007

"ANALYSIS OF FINANCIAL POSITION — DISTRICT WIDE

During fiscal year ended June 30, 2007, the District’s net assets increased by $1,042,586 to $7,720,391. The significant
factors affecting net assets during the year are: The financial investments that the General Fund and Building and Site funds
were able to maintain through the entire school year. The certificate of deposit interest rates were 5.0% or higher through out
the fiscal year. State aid allowance increased for the year. New this year is the equity payment for school districts that
showed declining enrollment. Outstanding debt continued to decline with the principal payments and the pay off of two bus
loans. On the General Fund expenditures the district kept spending down (3.24%) through the last half of the school year.
Other items include improvements at the High School — updated the concession stand and repaired the football field
bleachers, landscaping in front of the High School along with Central Office; David Middle School - upgrades in the
bathrooms; Gier Elementary — repaired the fascia and soffit on the exterior of the building; Maintenance building built a new
structure and renovated the Transportation Center. These projects were down (4.78%) from the previous year. Food service
sales were up along with the investment income. Athletic department revenue from tournaments and gate receipts increased
due to holding more tourmnaments and a winning season in football and boys basketball.

Qutstanding Long-Term Debt

The District made principal payments on bonded, long-term'dcbt obligations that reduced the amount of the District’s long-
term liabilities as follows:

PRINCIPAL ADDITIONS PRINCIPAL PRINCIPAL

BALANCE PAYMENTS/ BALANCE

June 30, 2006 ADJUSTMENTS June 30, 2007
Bonds $ 3,445,507 $ $ 460,000 $ 2,985,507
Bus Notes 167,145 118,141 79,004
Capital Leases 24,050 17,433 6,617
Early Retirement Incentive 314,534 28,594 108,840 234,288
$ 3,981,236 $ 28,594 $ 704414 $ 3,305,416

Net Investment in Capital Assets

The District’s net investment in capital assets increased during the fiscal year. This can be summarized as follows:

BALANCE BALANCE

June 30, 2006 ADDITIONS DELETIONS June 30, 2007
Capital Assets $20,193,478 $ 582,531 $ $20,776,008
Less: Accumulated depreciation (10,250,491) (805,625) {11,056,116)
$ 0,942 987 $ (223,094) $ $ 5,719,893




Hillsdale Community Schools

Management’s Discussion and Analysis
Year Ended June 30, 2007

MAJOR GOVERNMENTAL FUNDS BUDGETING AND OPERATING HIGHLIGHTS

General Fund

The District’s revenues for General Fund operations exceeded expenditures by $441,465 for fiscal year ended June 30, 2007.

Original Final _
Budget Budget Actual
Total Revenues and transfers $ 14,724 819 $ 14626426 3 14501,119
Total Expenditures and transfers - $14.630,053 $14,531,812 $ 14,059,655

The final revenue budget reflects the following changes from the original budget:

s  Adjustments were made with the decrease of local tax revenue due to reduction in SEV
The District increased interest eamed on investments by $49,000

The State revenue decreased due to FTE adjustments with student count

Increased State revenue to add MS Math/Science funding of $18,987

Tncreased At Risk funding by $35,006

Increased Special Education Funding by §50,947

Decreased Federal grants by $43,862

Reduced HCISD Vocational CTE Programs by $16,707 due to the less tax collection
Increased Medbill funding by $10,123

Reduced contribution from Food Service

The final expenditure budget reflects the following changes from original budget:
s The District adjusted the following staff:
Added a Third and Fifth grade section
Moved a Kindergarten teacher to At Risk fundmg
General Education teacher on a long term medical leave and two teachers on maternity leave
Resignation of Alternative Education teacher, replaced with teacher called back from lay off
Adjusted Principal to Contract Ed (third party contract)
Transportation secretary not replaced for the balance of the school year
The district put a freeze on building supplies due to the talk of a pro-ration at from the State Aid office
Increased the athletic Transfer for year end expenses
Increased expenses to HCISD for services
Accmed unemployment liability for the year
Adjusted utilities due to the mild weather in November and December

00000

“Actnal expenditures were less than the final budget resulting from adjustments and less spending made by the School
District.




Hillsdale Community Schools

Management’s Discussion and Analysis

Year Ended June 30, 2007
Building & Site Sinking Fund
Original Final
Budget Budget Actal
Total Revenues and transfers § 685463 § 720,903 $ 725960
Total Expenditures and transfers § 676218 656,918 $ 625,549

The District’s sinking fund levy, which is used towards school buildings and site improvements, is based on the taxable
valuation of all properties; homestead and non-homestead. For 2006-2007, the District’s sinking fund tax Jevy was based on
1.9988 mills that generated revenue of $666,312.

Expenditures are limited to those allowable by the Revised School Code, and vary according to the District’s capital plan.

OTHER NONMAJTOR FUNDS OPERATING HIGHLIGHTS

Debt Service
The District’s debt fund levy, which is used to pay the principal and interest on bond obligations, is based on the taxable
valuation of all properties; homestead and non-homestead.  For 2006-2007, the District’s debt tax levy was based on 1.85
mills that generaied revenue of $613,349. The debt levy of 1.85 mills is .21 mills less than the Board of Education approved
levy of 2.06 mills.

Food Service
The District’s food and milk sales to students and adults decreased from the prior school year by approximately $29,034 to
$260,045. In addition, there was a decrease in revemmes (21%) from the a-la-carte menu. The total number of meals served
per day up 21 meals compared to the 2005-06 school year.

Athletics
Athletic revenue from tournaments and gate receipts increased over the prior year, due to holding more tournaments and a

winning season in football and boys basketball.

STUDENT ENROLIMENT -
The District’s stadent enrollment for the fall count of 2006-2007 was 1,809.85 students. The District’s enrollment decreased
from the prior school year’s student count. The following summarizes fall student enrollments in the past eight years:

FTE Change from
Student FTE Prior Year

2006-2007 1809 (52)
2005-2006 1861 39)
2004-2005 1900 (39)
2003-2004 1939 29
2002-2003 1968 6
2001-2002 : 1962 54
2000-2001 1908 (73)
1999-2000 1981 (49)

- viii -




Hillsdale Community Schools

Management’s Discussion and Analysis
Year Ended June 30, 2007

FACTORS BEARING ON THE DISTRICT"S FUTURE

e State Aid funding for the 2007-08 school year has not been determined.
¢ Student enrollment is not kmown at this time.
» Contracts for teachers end support staff for the 2007-08 year are currently in negotiations

CONTACTING THE SCHOOL DISTRICT”S MANAGEMENT

This financial report is designed to provide the School District’s citizens, taxpayers, customers, and investors and creditors
with a general overview of the School District’s finances and to demonstrate the School District’s accountability for the
money it receives. If you have questions about this report or need additional financial information, -contact the
Business Depariment; 30 South Norwood Avenue; Hillsdale, Michigan 49242,




ASSETS
Current Assets
Cash and deposits
Investments
Accounts receivable
Prepaid expenses
Due from Agency funds
Due from other governmental units
Inventory '

Total Current Assets

Noncurrent Assets
Capital assets
Less: accumulated depreciation

Total Noncurrent Assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS
Current Liabilities

Accounts payable
Note payable - tax anticipation
Accrued salaries and payroll taxes
Deferred revenue
Accrued interest
Long-term debt, current portion

Total Current Liabilities
Noncurrent Liabilities

Long-term debt
Compensated absences

Less: current portion of long-term debt

Total Nonecurrent Liabilities
TOTAL LIABILITIES

Net Assels

HILLSDALE COMMUNITY SCHOOQOLS
STATEMENT OF NET ASSETS

JUNE 30, 2007

Invested in capital assets, net of related debt

Restricied
Unrestricted

TOTAL NET ASSETS

TOTAL NET ASSETS AND LIABILITIES

The accompanying notes are an integral part of these financial statements.

-1-

TOTAL
GOVERNMENTAL
FUNDS

$ 3,813,226
34,565

51,233

34,236

5,037

1,955,655

13,274

$ 5,907,226

b 20,776,009
11,056,116

8 9,719,893

5 15,627,119

$ 746,602
2,400,000
1,077,485

39,403
127211
662,273

§ 5,052,974

$ 3,305,416
210,611
{662,273)

8 2,853,754

§ 7,906,728

8 6,648,765
940,846
130,780

$ 7,720,381

3 15,627,112




HILLSDALE COMMUNITY SCHOOLS

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2007
GOVERNMENTAL
PROGRAM REVENUES ACTIVITIES
NET (EXPENSE)
CHARGES REVENUE AND
FOR OPERATING CHANGES IN
EXPENSES SERVICES GRANTS NET ASSETS
GOVERNMENTAL ACTIVITIES
Instruction: ]
Basic instruction $ 7,090,506 $ 27,096 § 404,446 3 (6,658,964)
Added needs 2,006,455 1,310,195 (696,260}
Adult education 34,664 95 49,914 15,345
Instructional support:
Pupil support 339,859 (339,859)
Instructional staff 233,588 37,719 (195,869)
School administration 1,101,994 (1,101,994)
Non-instructional support:
General administration 332,591 3,951 {328,640)
Business services 326,468 9,927 (316,541)
Operations and maintenance 1,212,875 9,680 (1,203,195)
Transportation 686,410 83,925 (602,485)
Other non-instructional support 124,674 9,186 {115,488)
Community services 2,069 (2,069}
Food services 750,219 281,450 466,707 (2,062}
Athletics 361,345 108,044 8,444 (244,857)
Interest on long-term debt 127,397 (127,597)
Capital outlay 95,874 (95,874)
Depreciation (unallocated) 805,625 (805,625)
TOTAL GOVERNMENTAL ACTIVITIES $ 15,632,813 § 524,168 $ 2,286,611 $  (12,822,034)
GENERAL REVENUES
Property taxes, levied for general operations 3 2,331,666
Property taxes, levied for debt service 613,349
Property taxes, levied for building and
) site improvements 666,312
State of Michigan aid, unrestricted 10,105,436
Interest and investinent earnings 148,786
Other 27,665
TOTAL GENERAL REVENUES 3 13,893,214
SPECIAL ITEMS:
Termination benefits expense $ (28,594)
CHANGE IN NET ASSETS 1,042,586
NET ASSETS - BEGINNING OF YEAR 3 6,677,805
NET ASSETS - ENDING $ 7,720,391

The accompanying notes are an integral part of these financial statements.
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HITLSDALE COMMUNITY SCHOOLS

GOVERNMENTAL FUNDS BALANCE SHEET

JUNE 30, 2007
BUILDING
AND SITE OTHER TOTAL
SINKING NONMAJOR GOVERNMENTAL
GENERAL FUND FUNDS FUNDS
ASSETS
Cash and deposits $ 2,787,980 § 783,912 $ 242,712 5 3,814,604
Investments _ 7,225 15,233 10,929 33,387
Accounts receivable 40,818 3,291 44,109
Other deposits 33,000 33,000
Prepaid expenses 1,036 1,036
Due from other funds 17,147 5,037 22,184
Due from other governmental units 1,955,655 7,125 1,962,780
Inventory 13,274 13,274
TOTAL ASSETS $ 4,809,861 $ 799,145 $ 315368 $ 5,824 374
LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable $ 648,468 $ 92450 3 5,684 $ 746,602
Accrued payroll 1,044,692 32,793 1,077,485
Accrued interest 88,811 88,811
Deferred revenue 39,403 39,403
Due to other funds 17,147 17,147
Note payable - tax anticipation 2,400,000 ' 2,400,000
TOTAL LIABILITIES $ 4221374 3 92,450 $ 55,624 $ 4,369,448
Fund Balances
Reserved $ § 706,695 § 247425 $ 954,120
Unreserved, undesignated 588,487 12,319 600,806
Total Fund Balances $ 588,487 $ 706,695 $ 259,744 $ 1,554,926
TOTAL LIABILITIES AND
FUND BALANCES § 48092861 § 799,145 $ 315,368 $ 5,924.374

The accompanying notes are an integral part of these financial statements.
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HILLSDALE COMMUNITY SCHOOLS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

YEAR ENDED JUNE 30, 2007

TOTAL GOVERNMENTAL FUND BALANCES
Amounts reported for governmental activities in the statement of net assets are different because:

Capital agsets used in governmental activities are not financial resources,
and are not reported in the funds:

Cost of capital assets $ 20,776,009
Accumulated depreciation (11,056,116)
Long-term labilities are not due and payable in the current period and
are not reported in the funds:
Bonds payable
Notes and leases
Compensated absences

Early retirement incentive

Accrued interest on long-term ligbilities is not included as a liability in governmental funds,
it is recorded when paid

NET ASSETS OF GOVERNMENTAL ACTIVITIES

The accompanying notes are an integral part of these financial statements.

-4-

1,554,926

9,719,893

(2,985,506)
(85,622)
(210,611}
(234,288)

(38.,401)

7,720,391



STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

HILLSDATE COMMUNITY SCHOOLS

GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2007
BUILDING
AND SITE OTHER
SINKING NON MAITOR.
GENERAL FUND FUNDS
REVENUES
Local sources S 2,731,758 $ 697321 $ 1,004,837
State sources 11,333,640 46,344
Federal sources 403,850 420,363
Other sources 31,871 3,639 30,373
TOTAL REVENUES $ 14,501,119 $ 700,960 $ 1,501,917
EXPENDITURES
Basic Instruction 3 7,236,803 $ $
Added needs 2,031,069
Aduit education 34,664
Pupil support 339,859
Instructional staff support 233,588
School administration 1,101,994
General administration 332,591
Business services 326,468 o987
Operations and maintenance 1,208,754
Transportation 686,409
Other support services 123,687
Community services 2,068
Food service 750,220
Athletics 361,345
Capital outlay 624,562 4,615
Debt services
Principal 460,000
Interest 128,562
TOTAL EXPENDITURES $ 13,657,954 § 625,549 $ 1,704,742
REVENUES OVER (UNDER)
EXPENDITURES $ 843,165 $ 75411 $  (202,825)
OTHER FINANCING SOURCES (USES)
Operating transfers in $ $ 25,000 5 252,189
Capital lease proceeds
Loan proceeds
Proceeds from sale of assets
Paymenis on capital leases (124,511)
Payments on loans
Operating transfers out (277,189)
TOTAL OTHER FINANCING )
SOURCES AND (USES}) $ (401,700} § 25,000 $ 252,189
NET CHANGE IN FUND BALANCES $ 441,465 $ 100411 $ 49,364
FUND BALANCES - BEGINNING 147,022 606,284 210,380
FUND BALANCES - ENDING 3 588,487 § 706,695 $ 259,744

The accompanying notes are an integral part of these financial statements.
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TOTAL
GOVERNMENTAL
FUNDS

$§ 4433916
11,379,984
824,213

65,883

$ 1670399

$ 7,236,803

2,031,069
34,664
339,859
233,588
1,101,994
332,501
327,455
1,208,754
686,409
123,687
2,068
750,220
361,345
629,177

460,000
128,562

3 15,988,245

3 715,751

3 277,189
(124,511)
(277,189)

$ (124,511)

3 591,240
963,686
S 1550926




HILLSDALE COMMUNITY SCHOOLS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2007

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS $ 591,240
Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported as expenditures in governmental funds. However, in the
statement of activities, the cost of capital assets is allocated over their estimated useful lives
as depreciation expense. In the current period, these amounts were:

Depreciation expense . (805,625)
Capital outlay 582,531

Repayment of long-term debt is reported as an expenditure in governmental funds, but it
reduces long-term lighilities in the statement of net assets and does not affect the statement
of activities. In the current year, these amounts consist of:

Repayment of long-term obligations 704,414

Proceeds from notes and capital Jeases are recorded as other financing sources in the
govemmental finds, but not in the statement of activities

Some jtems reported in the statement of activities do not require the use of current financial
resources, and therefore, are not reported as expenditures in governmental funds. These
activities consist of:

Early retirement incentive expense 5 (28,594)
Increase in accrued compensated absences (2,341)
Decrease in accrued interest payable on long-term debt 961
(29,974)

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 1,042,586

The accompanying notes are an integral part of these financial staterents.
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HILLSDALE COMMUNITY SCHOOLS

STATEMENT OF FIDUCIARY NET ASSETS

JUNE 30, 2007
AGENCY
FUND -
STUDENT
ACTIVITIES
ASSETS
Cash 5 126,217
LIABILITIES
Due to other funds $ 5,037
Due to student groups 114,581

§ 126,217

The accompanying notes are an integral part of these financial statements.
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NOTE 1:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIATL STATEMENTS

JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Hillsdale Community Schools is a K-12 public school district with an enrollment of approximately 1,800
students. The School District operates under a locally elected seven-member Board of Education, and a
superintendent heads the administrative staff.

The accounting policies of Hillsdale Community Schools (the “School District”) conform to accounting
principles generally accepted in the United States of America (GAAP) as applicable to governmental units. The
Governmental Accounting Standards Board {GASB) is responsible for establishing GAAP for state and local
governments through its pronouncements (Statements and Interpretations).

The following is a summary of significant accounting policies used by Hillsdale Community Schools.

REPORTING ENTITY

A reporting entity is comprised of the primary government, component units, and other organizations that are
included to ensure the financial statements are not misleading. The primary government of the School District
consists of all funds, departments, boards, and agencies that are not legally separate from the School District.

Component units are legally separate organizations for which the School District is financially accountable.
Component units may also include organizations that are fiscally dependent on the School District in that the
School District approves their budget, the issuance of their debt, or the levying of taxes. The School District
has no component units.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
Government-Wide Financial Statements

The statement of net assets and the statement of activities {the government-wide statements) display
information about the School District as a whole. These statements include the financial activities of the
primary government, except for fiduciary funds. Imterfund activity has been eliminated in the preparation
of the government-wide financial statements.

The government-wide and fiduciary fund financial statements are presented using the economic resources
measurement focus, similar to that used by business enterprises or not-for-profit organizations. Because
another measurement focus is used in the governmental fund financial statements, reconciliations are
provided that explain the differences in detail.

The statement of activities presents the direct functional expenses of the School District and the program
revenues that support them. Direct expenses are those that are specifically associated with a service,
program or department and are therefore clearly identifiable to a particular function. Program revenues
include charges paid by the recipient of the goods or services offered by the program and grants and
contributions that are restricted to meeting the operational or capital requirements of a particular program.
Property taxes, State Aid, and other items not properly included among program revenues are reported as
general revenues. This includes all taxes, interest, and unrestricted State Aid payments and shows how

. governmental functions are either self-financing or supported by the general revenues of the School
District. ‘




NOTE 1:

HILLSDATE COMMUNITY SCHOOQOLS
NOTES TO FINANCIAL STATEMENTS {(CONTINUED)

JUNE 30, 2007

SUMMARY OF SIGNIFICIANT ACCOUNTING POLICIES (CONTINUED)

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (CONCLUDED)

Fund Financia] Statements

The School District 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 accoumts. The School District utilized
governmental and fiduciary funds.

The governmental fund financial statements present the School District’s individual major funds and
aggregated nonmajor funds. Separate columns are shown for the major funds on the balance sheet and
statement of revenues, expenditures, and changes in fund balances. Nonmajor funds are combined and
shown in a single column. The fiduciary funds are reported by type.

The major funds of the School District are:

General Fund - The General Fund is used to account for money or other resources provided to the
School District to support the educational prograrns and general operations of the School District.

Building and Site Sinking Fund - The Building and Site Sinking Fund is used to account for the
collection of local property taxes restricted for the use of building and site improvements.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The government-wide statements are prepared using the economic resources measurement focus and the
accrual basis of accounting, Revenue is recorded when earned and expenses are recorded when the liability is
incurred, regardless of the timing of the related cash flows. Property taxes are recognized as revenue in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met. Fiduciary funds also use the accrual basis of
accounting,

Governmental fund financial statements are reported nsing the current financial resources measurement focus
and the modified accrual basis of accounting. Revenue i recognized as soon as it is both measurable and
available. Revenue is considered to be available if it is to be collected within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the government considers revenne
to be available if it is collecied within sixty days of the end of the current fiscal period. Expenditures
generally are recorded when the liability is incurred, as under accrual accounting. However, debt service
expenditures, expenditures relating to compensated absences, and claims and judgments are recorded only
when payment is due.

Under the modified accrual basis, property taxes, interest, and grants are considered to be both measurable
and available at fiscal year-end. Grants and entitlements received before the eligibility requirements are met
are recorded as deferred revenue. The fair value of donated commodities used during the year is reported in
the operating statement as an expense with a like amount reported as donated commodities revenue.




NOTE 1.

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

SUMMARY OF SIGNIFICIANT ACCOUNTING POLICIES (CONTINUED)

ASSETS, LTABILITIES, AND NET ASSETS

Bank Deposits - Cash and deposits are considered to be cash on hand, demand deposits, and short-term
investments with maturity of three months or less.

Inventories - Food service inventories are stated at cost. Federal government food commodity inventories
are stated at their assigned U.S.D,A. value. All inventories are charged to expenditures when consumed.

Capital Assets - General Capital Assets result from expenditures in the governmental funds. These assets
are reported in the governmental activities column of the government-wide statement of net assets but are
not reported in the fund financial statements.

All Capital Assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated fixed assets are recorded at their fair market values as of the date
received. The School District maintains a capitalization threshold of $5,000. Improvements are
capitalized, and the cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend an asset’s life are not capitalized. The School District has a bus road at one of its
elementary schools and reports it as an infrastructure type asset.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful life
of the related assets. Depreciation is computed using the straight-line method over the following useful
lives:

Description Estimated 1ife
Buildings and improvements 20 - 50 years
Buses and other vehicles 5 - 20 years
Furniture and other equipment 5 - 20 years
Infrastructure 20 years

Compensated Absences (Personal Leave) - It is the School District’s policy to permit employees to
accumulate earned but unused personal leave benefits. Personal leave is accrued when incurred in the
government-wide financial statements. A liability for these amounts is reported in governmental funds
only if they have matured, for example, as a result of employee resignation, retirement, or death.

Interfund Balances - On fund financial statements, receivables and payables resulting from short-term
interfund loans are reported as “due to/from other funds” These amounts are eliminated on the
government-wide statement of net assets.

Long-Term Obligations - In the government-wide financial statements, all payables, accrned liabilities
and long-term obligations are reported as liabilities in the statement of net assets. Bonds payable are
recorded net of the applicable bond premium or discount. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the term of the related debt. In the fund financial
statements, governmental fund types recognize bond premiums and discounts, as well as issuance costs,
during the current pertod. The face amount of debt issued is reported as other financing sources.
Premiums received on debt issuances are reported as other financing sources, while discounts are reported
as other financing uses. Issuance costs are reported as debt retirement expenditures.
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NOTE 1:

NOTE 2:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YUNE 30, 2007

SUMMARY OF SIGNIFICIANT ACCOUNTING POLICIES (CONCLUDED)

ASSETS, LIABILITIES, AND NET ASSETS (CONCLUDED)

Fund Balance - In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside parties for use fora
specific purpose. Designations of fund balance represent tentative management plans that are subject to
change.

. Interfund Activity - Flows of cash or goods from one fund o another without a requirement for

repayment are reported as interfund transfers. Interfund transfers are reported as other financing
gources/uses in governmental funds. Interfund receivables, pavables, and operating transfers of
governmental funds have been eliminated in the government-wide financial statement presentation.

Restricted Resources — It is the School District’s policy to first apply restricted resources when an
expense is incurred for purposes for which both restricted and unrestricted net assets are available.

Estimates - The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results may differ from those estimates.

STEWARDSHIP, COMPLIANCE, AND ACCOUTABILITY

Budgetary Information - The budgetary process is prescribed by provisions of the State of Michigan
Uniform Budgeting Act and entails the preparation of budgetary documents within an established
timetable. The level of budgetary control has been established by the Board of Education at the function
level. Any budgetary modifications may only be made by resolution of the Board of Education. All
annual appropriations lapse at fiscal year end.

The School District follows these procedures in establishing the budgets for the individual funds as
reflected in the financial statements:

1} Prior to June 30, the Superintendent submits to the School Board a proposed operating budget for the
fiscal year commencing on July 1.

2) A public hearing is conducted during June to obtain taxpayer comments.

3) Pricr to June 30, the budget is legally enacted through passage of a resolution.

4) TFor purposes of meeting emergency needs of the School District, transfer of appropriations may be
made by the authorization of the Superintendent. Such transfers must be appreved by the Board of

Education at its next regularly scheduled mesting.

5) The School Superintendent is charged with general supervision of the budget and shall hold the
department heads responsible for performance of their responsibilities.

6) During the year the budget is monitored, and amendments to the budget resolution are made when
deemed necessary.
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NOTE 2:

NOTE 3:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

STEWARDSHIP, COMPLIANCE, AND ACCOUNTARBILITY (CONCLUDED)

During the year, the School District was in violation of the Uniform Budgeting Act. Expenditures were
incurred in certain budgeted funds, which were in excess of the amounts appropriated, as follows:

Fund Description Budget Actual Variance

Food Service Fund Expenditures $§ 734305 $ 751932 $ 17627

CASH, DEPOSITS, AND INVESTMENTS

Michigan Compiled Laws, Section 129.91, anthorizes the School District to deposit and invest in the accounts
of Federally insured banks, credit unions, and savings and loan associations; bonds, securitics and other direct
obligations of the United States, or amy agency or instrumentality of the United States; Unifed States
government or Federal agency obligations; repurchase agreements; bankers’ acceptance of United States
banks; commercial paper rated by two standard rating agencies within the two highest classifications, which
mature not more than 270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions which are rated as investment grade; and mutunal funds composed of investment vehicles which
are legal for direct investment by local units of government in Michigan. Financial institutions eligible for
deposit of public funds must maintain an office in Michigan. The School District’s deposits and investments
are in accordance with statutory authority.

Cash and Deposits
The Federal Deposit Insurance Corporation (FDIC) provides protection of the School District’s deposits. At
June 30, 2007, the carrying amount of the School District’s deposits was $3,939,443 and the bank balance was

$4,106,037. Of the bank balance, $206,761 was covered by federal depository insurance and $3,883,909 was
uninsured.

Investments
As of JTune 30, 2007, the School District had the following investments:
Investment ' Fair Value

Michigan Liquid Asset Fund Plus -

MAX Series (MIMAX) § 1,492 |
Fifth Third Inst’] Gov’t PFD 1,178
Federated — Automated Cash Management

Trust 38 (ACMXX) 31,896

$ 34,566
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HITLSDALE COMMUNITY SCHOOL.S
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

NOTE3: CASH, DEPOSITS, AND INVESTMENTS (CONCLUDED)
Investment Credit Risk - As noted above, the School District invests its funds as authorized by State law.
The School District has no investment policy that would further limit its investment choices. As of

Tune 30, 2007, the School District’s investments in MIMAX and ACMXX were rated AAA by Standard
& Poor’s rating service.

The School District’s cash, deposits and investments are recorded in the following areas:

Cash and
Deposits Investments

Governmental Activities $ 3,813,226 $ 34,565
Fiduciary Fund 126,217

§ 3,939,443 $ 34,565

NOTE4:  INTERFUND RECEIVABLES AND PAYABLES

The following schedule details interfund receivables and payables related to the School District at

June 30, 2007:
Due to General Fund from:
Food Service : $ 14,103
Athletics 3,044
s 17,147
Due to Athletic Fund from:
Student Activity 3 5,037
5 5,037

Amounts appearing as interfund payables and receivables arise from two types of transactions. One type of
transaction. is ‘where a fund will pay for goods or services that at least a portion of the benefit belongs to
another fund. The second type of transaction is where one fund provides a good or setvice, or is otherwise
obligated to another fand. Balances at the end of the year are for transfers that have not cleared as of the
balance sheet date.

NOTE5: INTERFUND TRANSFERS
Permanent reallocation of resources between funds of the School District to use for operating are classified as
interfund transfers. For the purpose of statement of activities, all interfund transfers between individual
governmental funds have been eliminated.
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HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

NOTE5: INTERFUND TRANSFERS (CONCLUDED)

Transfers in Transfers out
General Fund b $ 277,189
Building and Site Fund 25,000
Athletic Fund 252,189

$§ 277,189 $ 277,189

NOTE6: CAPITAL ASSETS

Capital asset activity for the fiscal year ended June 30, 2007, was as follows:

Balance Disposals / Balance
7/1/06 Additions Adjusiments 6/30/07
Assets not being depreciated: :
Land $ 50,740 % $ s 50,740
Assets being depreciated:
Buildings & improvements 13,928,109 523,484 14,451,593
Fumniture & equipment 5,241,443 49,228 5,290,671
Vehicles 751,354 751,354
Infrastructure 221,832 9,819 231,651
Total $20,193478 § 582531 § $20,776,009
Accumulated depreciation for:
Buildings & improvements $ 6,287,765 $ 375966 $ $ 6,663,731
Fumiture & equipment 3,369,681 366,731 3,736,412
Vehicles 537,586 51,592 589,178
Infrastrocture 55,459 11,336 66,795
Total $10,250491 § 805,625 % $11,056,116
Net capital assets $ 9,942987 § (223,094) _§ $ 9,719,893

Depreciation expense was not charged to activities as the School District considers its assets to impact
multiple activities and allocation is not practical.
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NOTE 7:

NOTE 8:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JTUNE 39, 2007

SHORT-TERM NOTES

In Angust, 2006, the School District issued a short-term State School Aid Anticipation Note in the amount of
$2,400,000 for the purpose of funding operating expenditures until the 2006 State Aid payments resumed.
This short-term note, which has a net outstanding balance of $2,400,000 at June 30, 2007, is reported in the
General Fund under the caption note payable-tax anticipation. The outstanding balance is expected to be
refinanced. See Note 18.

LONG-TERM DEBET
The School District issues bonds, notes, and other contractual commitments to provide for the acquisition and
construction of major capital facilities and improvements and the acquisition of certain equipment. Other

Jong-term obligations include retirement buy-outs,

Long-term obligation activity can be summarized as follows:

Balance Balance

7/01/06 Additions Reductions 6/30/07
Bonds $3,445,507 $ $ 460,000  $2,985.507
Capital leases 24,050 17,433 6,617
Notes 197,145 118,141 79,004
Barly retirement incentive 314,534 28,594 108,840 234,288
Compensated absences 208,270 2,341 210,611

$4,185,506 $ 30,935 $ 704414  $3,516,027

At June 30, 2007, long-term debt consisted of the following individual issues:

$4,750,000 — 2002 School Building and Site Bonds, due in annual
installments of $255,000 to $630,000, bearing interest at a rate of
3.97%, through May I, 2012 $2,870,000

1998 School Improvement Bonds (Durant Non-Plaintiff
Resolution), annval installments of $13,000 to $20,000 bearing
interest at 4.76%, through May 15, 2013 115,507

Note payable, County National Bank, secured by buses, payable
beginning with a one time principal and interest payment of
$19,548, due July 15, 2006 and monthly payments thereafter of
$3,910, bearing interest at a rate of 4.15%, through
February 9, 2009 79,004

Capital lease obligation, Dell Company, secured by computers,

payable in annual instaliments of $16,547, bearing interest at a rate
of 7.38%, through December 31, 2007 ‘ . 3,286
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NOTE &8:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

LONG-TERM DEBT (CONCLUDED)

Capital lease obligation, Chesterfield Financial Corporation,
secured by equipment, payable in monthly instaliments of $214,

with an imputed interest rate of 7%, through November 10, 2008 3,331

Accrued retirement benefits:
Compensated absences 210,611
Early retirement ' 234,288
TOTAL LONG-TERM DEBT $ 3,516,027

Annual debt service requirements to maturity for the above debt obligations are as follows:

Year Ending June 30 Principal Interest Total
2008 $ 662,273 $ 113,724 $ 775,997
2009 754,162 118,430 872,592
2010 591,405 . 73,632 665,037
2011 ' 641,948 50,614 692,562
2012 642,516 25,632 - 668,148

2013 13,112 624 13,736
Total $§ 3305416 $ 382,656 $ 3,688,072
Compensated absences 210,611 210,611

$ 3,516,027 $ 382,656 $ 3,898,683

1998 School Improvement Bond Issue

Tncluded in Govemmental Activities General Obligation Bonds is the Durant Non-Plaintiff Bond. Annual
total payments (principal and interest) of $13,736 to $24,476 associated with this Bond are funded by the
State of Michigan via specifically appropriated State Aid and will not require any School District debt levy or
utilization of any other School District financial resources.

2002 School Building and Site Bonds

The bonds were authorized at an election on March 11, 2002, for the purpose of remodeling and re-equipping
the high school and middle school, including boiler replacement and energy conservation improvements. The
bonds are direct obligations and pledge the full faith, credit, and resources of the School District for payment
of the principal and interest thereon, and will be payable from ad valorem taxes.
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NOTE 9:

NOTE 10:

NOTE 11:

HILLSDALE COMMUNITY SCHOQLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

PROPERTY TAXES

The School District levies its property taxes on December I on the taxable valuation of property located in the
School District as of the preceding December 31. Various municipalities collect the property taxes and remit
them to the School District through February. The County purchases the delinquent real property taxes of the
School District. The delinquent personal property taxes continue to be collected by the municipalities and
recorded as revemue as they are collected. The total levy for 2006 was 18.00 mills on non-homestead
valuation for operational purposes and 1.85 mills on total valuation for debt retirement. A building and site
sinking fund is also maintained by the School District, which levies 2.00 mills on total valuation. The 2006
taxable valuation of the School District totaled approximately $324,870,000.

DEFINED BENEFIT PENSION PLAN

The School District participates in the Michigan Public School Employees’ Retirement System (MPSERS), a
statewide, cost-sharing, multiple-employer defined benefit public employee retirement system governed by
the State of Michigan that covers substantially all employees of the School District. The MPSERS provides
retirement, survivor, and disability benefits to plan members and their beneficiaries. The MPSERS issues a
publicly available financial report that includes financial statements and requirement supplementary
information for the MPSERS. That report may be obtained by writing to the MPSERS at 7150 Harris Drive;
P. O. Box 30673; Lansing, MI 48909-8103.

Funding Policy

Employer contributions to the MPSERS result from the implementing effects of the School Finance Reform:
Act. Under these procedures, each school district is required to coniribute the full actuarial funding
contribution amount to fund pension benefits, plus an additional amount to fund retiree health care benefit
amounts on a cash disbursement basis. The pension benefit rate totals 16.34 percent for the period
Tuly 1, 2006 through September 30, 2006, and 17.74 percent for the remainder of the year. Basic plan
members make no contributions, but contribute to a member investment plan (MIP) at rates ranging from 3
percent to 4.3 percent of gross wages. The School District’s contributions to the MPSERS pension plan for
the year ended June 30, 2007 was approximately $1,361,000. The District received a MPSERS credit of
$228,250 for the year ended June 30, 2007 according to amendment Section 147 in Public Act 6 of 2007 of
the State School Aid Act. :

Post-Employment Benefits

Under the MPSERS Act, all retirees participating in the MPSERS pension plan have the option of continuing
health, dental, and vision coverage. Required contributions for post-employment health care benefits .are
included as part of the School District’s total contribution to the MPSERS pension plan discussed above.

RISK MANAGEMENT

The School District is exposed to various risks of loss related to property loss, torts, errors and omissions,
employee injuries {(Workers’ Compensation), as well as medical benefits to employees. The School District
has purchased commercial insurance for medical benefits and participates in the MASB-SEG
Property/Casualty risk pool for claims relating to property loss, torts, errors and omissions, and employee
injuries. There has been no significant reduction in coverage, and settled claims have not exceeded the
amoumt of insurance coverage in any of the past three fiscal years.
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NOTE 11:

NOTE 12:

NOTE 13:

NOTE 14:

HILLSDALE COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

TUNE 30, 2007

RISK MANAGEMENT (CONCLUDED)

The MASB-SEG Property/Casualty Pool, Inc. is a public entity risk pool (self-insurance pool) which provides
for reinsurance by various insurance companies at various levels, depending on coverage. Should the pool
experience significant losses in the aggregate, the School District may be required to pay additional monies to
the pool. At present, the MASB/SET/SEG has not required additional funds, but rather has issued refunds
based on experience gains over sxperience losses over the last few years.

COMMITMENTS AND CONTINGENCIES

Unemployment Taxes

The School District is a reimbursing employer to the Michigan Unemployment Agency, and as such, is
responsible 1o pay the Agency for those benefits paid and charged to its account. As of June 30, 2007,
appropriate liabilities have been recorded for all claims paid by the Agency. However, no provision has been
made for future payments that might result from claims in process or not filed.

Grant Programs

The School District participates in numerous State and Federal grant programs, which are governed by various
rules and regulations of the grantor agencies. Costs charged to the respective grant programs are subject to
audit and adjustments by the grantor agencies; therefore, to the extent that the School District has not
complied with the rules and regulations governing the grants, refunds of any money received may be required
and the collectibility of any related receivable at June 30, 2007 may be impaired. In the opinion of the School
District, there are no significant contingent liabilities relating to compliance with the rules and regulations
governing the respective grants.

SINKING FUNDS

The School District’s Building and Site Capital Project Fund records capital project activities funded with
Sinking Fund millage. For these funds, the School District has complied with the applicable provisions of
§1212(1) of the Revised School Code and the State of Michigan Department of Treasury Letter No. 01-95.
FIDUCIARY FUND.

The following is a summary of cash receipts, disbursements, and adjustments of the School District’s student
activity accounts for the year ended June 30, 2007:

Beginning balance — July 1, 2006 3 119,160
Receipts 255461
Disbursements 248,404

Ending balance — June 30, 2007 $ 126217

-18 -




NOTE 15:

NOTE 16:

NOTE 17:

NOTE 18:

HILLSDALE COMMUNITY SCHOOQOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007

FUND FINANCIAL STATEMENTS RESERVED FUND BALANCE

Reserved fund balance is used to earmark a portion of fund balance tc indicate that it is not appropriate for
expenditures or has been legally identified for specific purposes.

Reserves:
School Services Fund — reserved for inventory b 13,274
Building and Site Sinking Fund — reserves to be used for
School improvements 706,695
Debt Retirement Fund — reserve to be used for retiring school
debt approved by the voters 234,151
$ 554,120
RESTRICTED NET ASSETS

Restrictions of net assets shown in the government-wide financial statements indicate that restrictions
imposed by the funding source or some other outside source, precludes their use for unrestricted purposes.

The following are net asset restrictions as of June 30, 2007

Governmental Activities
Restricted for debt service $ 234,151
Restricted for capital projects 706.695
$ 040846
SPECIAL ITEM
Statement of Activities

Termination Benefits Expense

The School District entered into an early retirement incentive agreement with one additional teacher
during the year. The agreement requires annual payments of $10,000 for three years. The expense of
$28,594 is reported in the Statement of Activities, and is measured at the discounted present value of
future payments using a discount rate of 5%. '

OPERATING LEASE

The School District leases a building for its Adult and Alternative Education activities. The lease agreement
is on an annual basis. The total annual lease expense for the year was $20,000.
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NOTE 19:

HILLSDALE COMMUNITY SCHOOLS -
NOTES TO FINANCIAL STATEMENTS (CONCLUDED)

JUNE 30, 2007

SUBSEQUENT EVENTS
After the year ended June 30, 2007, the following subsequent event oceurred:
Additibnal Borrowing - In August 2007, the School District received funds from the Michigan Municipal

Bond Authority short-term cash flow borrowing program. The loan totaled $2,000,000 and future anticipated
State Aid and other local funds are expected to be sufficient to cover this commitment.

-20-




REQUIRED SUPPLEMENTAL INFORMATION




HILLSDALE COMMUNITY SCHOOLS

REQUIRED SUPPLEMENTAL INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

REVENUES
Local sources
State sources
Federal sources
Other sources

TOTAL REVENUES

EXPENDITURES
Instruction:
Basic programs
Added nceds
Adult education
Instructional support:
Pupil support
Instructional staff
School administration
Non-instructional support:
General administration
Business services
Operations and maintenance
Transportation
Other non-instructional support
Community services

TOTAL EXPENDITURES
REVENUES OVER (UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Operating transfers in
Capital lease proceeds
Loan proceeds
Proceeds from sale of assets
Payments on capital leases
Payments on loans
Operating transfers out

TOTAL OTHER FINANCING
SOURCES AND (USES)

NET CHANGE IN FUND BALANCES
FUND BALANCES - BEGINNING

FUND BALANCES - ENDING

YEAR ENDED JUNE 30, 2007

ORIGINAL
BUDGET

$ 2,783,176
11,344,209
565,451

9,983

$ 14,702,819

§ 7401,143
2,174,387
36,785

361,273
265,523
1,142,905

351,845
320,835
1,335,509
739,932
144,521
3,060

$ 14277718

8 45101

$ 22,000

(108,020)

(244,315)

3 (330335)

94,766

147,022

" |er &2

241,788
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FINAL
AMENDED
BUDGET

2,740,626
11,328,819
521,590
35,391

14,626,426

7,355,223
2,145,109
36,270

354,283
281,073
1,117,330

355,913
334,250
1,280,649
718,957
143,335
6,450

14,128,842

497,584

(125,216)

(277,754)

(402,970}

94,614

147,022

241,636

ACTUAL

$ 2,731,758
11,333,640
403,850
31,871

$ 14,501,119

$  7.236,803
2,031,069
34,664

339,859
233,588
1,101,994

332,591
326,468
1,208,754
636,409
123,687
2,068

$ 13,657,954

$ 843,165
3

(124,511)

(277,189)

§ (401,700)

$ 441,465
$ 147,022
3 588,487
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HILLSDALE COMMUNITY SCHOOLS

COMBINING BALANCE SHEETS -
NONMAJOR GOVERNMENTAL FUNDS
JUNE 30, 2007
Debt Food Total Nonmajor
Service Service Athletics Governmental
Fund Fund Fund Funds
ASSETS
Cash § 234,151 $ 552 8,009 242,712
Investments 10,925 10,929
Due from other governments 7,125 7,125
Due from other funds 5,037 5,037
Accounts receivable 3,106 185 3,291
Other deposits 33,000 33,000
Inventory 13,274 13,274
TOTAL ASSETS $ 234,151 $ 67,986 13,231 315,368
LIABILITIES
Accounts payable 3 $ 5,445 239 5,684
Salaries payable 27,699 5,004 32,793
Due to other funds 14,103 3,044 17,147
TOTAL LIABILITIES $ $ 47,247 8,377 55,624
FUND BALANCES
Reserved $ 234,151 $ 13,274 247,425
Unreserved, undesignated 7,465 4,854 12,319
Total Fund Balances § 234,151 $ 20,739 4,854 259,744
TOTAL LIABILITIES AND
FUND BALANCES § 234,151 § 67,986 13,231 315,368
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HILLSDALE COMMUNITY SCHOOLS

COMBINING STATEMENTS OF REVENUE, EXPENDITURES

REVENUE
Local sources
State sources
Federal sources -
Other sources

TOTAL REVENUE

EXPENDITURES
Salaries and benefits
Supplies & materials
Capital outlay
Debt principal
Debt interest and other

TOTAL EXPENDITURES

REVENUES OVER (UNDER)
EXPENDITURES

OTHER FINANCING SOURCES
Transfers in
NET CHANGE IN FUND BALANCE
FUND BALANCE - BEGINNING

FUND BALANCE - ENDING

AND CHANGES IN FUND BALANCES -
NONMAJOR GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2007

Total
Debt Food Nonmajor
Service Service Athletics Governmental
Fund Fund Fund Funds
$ 613,349 275,000 116488 $ ' 1,004,837
46,344 46,344
420,363 420,363
17,214 13,131 28 30,373
3 630,563 754,838 116,516 § 1,501,917
8 339,530 253,803 § 593,333
410,690 107,542 518,232
1,712 2,903 4,615
460,000 : 460,000
128,562 128,562
$ 588,562 751,932 364,248 $ 1,704,742
$ 42,001 2,906 (247,732) §$ (202,825)
$ 252,180  § 252,189
$ 42,001 2,906 4,457  § 40,364
192,150 17,833 397 210,380
$ 234,151 20,739 4,854 § 259,744
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HILLSDALE COMMUNITY SCHOOLS

SINGLE AUDIT OF FEDERAL
FINANCIAL ASSISTANCE PROGRAMS

FINANCIAL REPORT AND
INDEPENDENT AUDITOR’S REPORTS

JUNE 30, 2007
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: Osbourne,March,Condon&Co PC. ‘1‘ B S
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- v 134 West Car]eton Road

HJllsdale, Mich1gan 49242 L

R " REPORT ON INTERNAL CONTROL OVER FINANCIAL RBPORTING AND ON' T
S Telephone s17/4%: 9L ’ COM:PLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF:- FINANCIAL_: SRR

T e

".1:-_ ‘,_m 517,439_1894 - STATEMENTS PERFORMED IN ACCORDANCE WITH

GO T’ERJ\ZMENTA UDIT ,ZNG STAI\QMRDS

;_'Board ofEducaﬁOn S R EERE TN
" Hillsdale Community Schools T
H:l]lsdale M1ch1gan Gl

B ‘We have audlted the ﬁnancml statements of the. governmental at;tmues each jor fund and the
R aggregate remaining . fund. information of Hillsdale Commumty Schools as of and for tlle year .,
.,’.-"_"ended June 30, 2007 -which: colleet1vely compnse the Hillsdale Commumty School’s basic -
.. finangia] statements and have issued’ our report thereon dated October 11,2007, - We conducted" kS
our aud.lt in’ accordance with- aud1tmg standards generally accepted m ‘the Umted States -of
- America and the standards’ apphca.ble 10 financial -andits conta.med m Govemment _Audttmg
: Sfandar a’s 1ssued by the Comptroller G‘ eral of the Umted States . L

P iInternal Control Over Fmanclal Renortmg

_ '_iln planmng and performmg our aud:lt we conmdered the Hﬂlsdale Commmty School"s internal- ©
" control:over financialreporting as a basis for designing our anditing procedures for the purpose of -
o exPressmg otir; opitiion”on the financial ‘statements,; but-not for the purpose of- -expressing. an
- opinion on ‘the cffectivencss of the H]llsdale Commumty School’s internal control-over financial /- -
f}-'reportmg ~Accordingly, we do: not éxpress- 81 opinion - on tlae effectlveness of H.t]lsdale.,_-,‘ PRSI
Dol Cominumty School’s mtemal control over fmanmal reportmg R I R o

i Our oons1derat10n of mtemal control over ﬁnanclal reportmg was for the lnmted purpose‘ S

L descnbed in the precechng paragraph and 'would not necessarﬂy idéntify all deﬁc1enc1es in mternal L
. control” over. financial reporting’ that: might be: s1gm_ﬁca.nt deﬁmenmes or matenal weaknesses. . .
‘ "I-Iowever as disonssed below, we identified certain. deﬁexencles m mterna,l contxol over ﬁnanc1al P

reportmg that we cons1der to be s1gmﬁcant deﬁc1eno1es Sl ; . Rt ‘

i A eonu*ol deﬁcxency ex1sts When the des1gn pr; operatlon of g eonn-ol does not allow management‘ .
tor employees in the normal course ‘of perfonnmg therr a551g11ed functlons o prevent or detect 7;",
. misstatements on a timely basm A s1gn1ﬁcant deﬁc1ency is'a control’ deﬁc1ency, or. combmahon
“'-,of control- deficiencies; that adversely affects Hillsdale. Commumty School’s ablllty to ihitiate, -
¢ authorize, ‘record, process, or report ﬁnanc1al data reliably in- accordance with genera]ly accepted'. R
O sccountlng pnnclples such that thére’ i1s more, than a remote likelihood ‘that ‘a misstatement. of -
.7 Hillsdale Community School’s financizl statenients that is more than" meonsequenual will notbe' L
“ prevented -or. detécted by HJllsdale Commumty School’s intémnal “tontrol. - “We ‘cotisider the .0
.+ deficiencies. descnbed in-the | accompanymg Schedule of Findings and, Questloned Costs as: ﬁndmg UL T
. 2007-1, 2007~2 and 2007~3 to be s1gmﬁcant deﬁelencles m mtemal control over ﬁnancml_‘, o
'reporf:mg . : . P R T '




A ma rial ‘Wealmess;s a s1gn1ﬁca111 ‘dc;cmncy, or“ combmahon of s1crmﬁcant deﬁmencms, that ‘
pte i - 6 ﬁnanclal statemcnts

‘of the for t
t pa:ragraph of th15 & ‘tipn and weuld 16t pecessarﬂy 'dcnufy all dcﬁcmnmes :

. al. : _ be jcant deficiencies and;-accordingly, would “fiot:

e'necessanl dmclose a11 S1gn1ﬁcant deﬁmenc_ 5 that arc also "ons1dered to. beimaterial Wealcnesses ¢

' " ;Eicmncles d ¢ribed above ig amatcna BE

pro"'smns of laws regulatlons conira

‘materlal effecf on. the. _détermmauon ‘of fmandla.l stat ment amounts i
rprpmdm‘g‘. ati-opjnion on comphancc th: the : ' '
ccordmgly, we do noi"express such

accompanymg Schedule Of F indings a.ud Ques oned Costs
d, ccordmgly, S

.Hlllsdale l\ﬁchlgan_._ P
Octpber 11 2007 R
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o REPORT ON COMPLLANCE WITH REQU]REMENTS APPLICABLE AR
To BACH MAJOR PROGRAM AND INTERNALCONTROL OVER COMPLIANCE
]NACCORDANCEWI’I’H oM CIRCULAR 40337 T

Board of Educatlon e
HLllsdale Commu::l’tf,7 Schools
I—]J.llsdale Mlchlgan S

L

We have audﬁed the comphance of Hﬂlsdale Commumw Schools Wlth ﬂ:1e types ef comphance. Al
qumrements Adescribed in the US. Office” of Management and. Budget {(OMB) Circular. 4-133'7 - = .
T C‘omphanee Supplement that are “applicable to its major, federal program for the year ended Ju.ne e T ‘
2 730, 2007. ‘Hillsdale Cemmumty School’s major federa.l programs; are identified:in the s summary of

. anditor’s tesults: section” of the: at:companymg .Schedule. of: Fmdmgs and’ Ques‘uoned costs N

_ Comphance with: ﬂ1e requn‘ements “of laws, regulaﬁons, cotitracts and- grants apphcable to each of
ﬁ - | iis najor federal programs 1s the: respons:bﬂlty of the: HJllsda.le Commumty Schiool’s management. |
= Qur’ responsﬂ:uhty 1oh express an oplmon on. theé Hﬂlsdale Commumty School’s comphance_'

- basedonouraudlt . : . S IR

We conducted our aud1t of compllance i, accordance w1th aud1tmg standards generally aeeepted-
- in the Umted Stdtes- of America; the “standards apphcable to financial audits contained i~ . .-
- -Government. Audztmg Standards, ssued by ‘the Comptroller General' of the: United: States; and <~ ...
a 'OMB Circular A-133; Audifs. of States, Local Governments, and Non-Pr oﬁt Or;gamzanons Those ..
- standards - and: OMB- Cireular “A-133- réquire that ‘we' plan - and pérform the andit to- obtam-‘-; S
reasonable -assurance: about whether noncompllance with' the types ‘of comphance reqmrements SR
Ieferred to’ above that ;:ould 'have a direct: and material effect on a major, federal program-ocenrred, .- -
. Af audit’ mcludes gXamintng, on a test basis, evidence about-the: Hillsdale Community School’s . 7
compha.uce with those requlrements ~and perfomung sueh other prosedures as we ‘considered. .+

" .mecgssary in the’ ¢ircumstances. “'We believe that our’ audit prowdes a reasonable. Bagis for o :
. Opinion. ‘Our andit-does not prov1de a legal determmanon on t]1e Hﬂlsdale Commumty School’ S
- comphance w1th those requ:.rements ‘ el gl 1 - :

g In ouf opxmon the School Dlsmct"s comphed i a]l matenal respects 'Wlth the requ:rements' R
- ireferred to.above thatare applicable t0 each of its major federal programs for the year ended June . . i
e 130, 2007, HOWeVer ihes results of oir: audmng procedures disclosed msta.uces of noncomphance T

RETTC SR, Wlﬂl those reqm:ements which are. requ1red to be reported i in- accordance with- OMB Cucular AL
IR 133, and Whmh are descnbed in the act:ampanymg schedule of ﬁndmgs and questmned costs as BRI
S 1tems2007—4 . T _ e e

i



-J' Internal Contro] Over Com' hance e

ff The management oi' I—Iﬂlsdale Commumty Schools is. respons1ble for estabhshmg and mamtammg Lo
o eﬂ‘eetwe internal contio] bver: oomphanoe with requuements 'of laws, regulauons “contracts and
", prants applicable to fedetal programs In planmng and performmg our' audit, we oonsrdered the
* . 8choaol District’s. mternal control ovet comphanoe with' the: requirerients that could have 2 drreet\_ RN
0 and matenal effect.on.a maJ or federal program invorder 1o detéimirie our audrtmg procedures for R
:the purpose of expressmg our opinion-on’ oomphanoe tut Aot for the purpose . of expressing. an.
oplmon on the effeotweness of internil control, over oomphauoe Accerdingly, we do not express's | _
‘ :T' "an. opinion on- 1he effeetlveness of Hﬂlsdale Commumty Sohool"' m{ernal oontrol over ;. SRR
' oomphance S ‘ SN : 2 el

Our eonmderatmn of ﬂle mtemal conn'oi oVer oomphanee Was for ﬂ:te ]Jmlted purpose desonbed i
. the precedmg paragraph and would Dot neoessanly 1dent1fy all deﬁcrenmes in‘the entity’s- mternal A
“gontrol that might be, s1gmf1oant deficiencies: br matenal wealcnesses as deﬁ.ned below. Howevet, .~ -
as ‘discussed below,. we identified eertam deﬁo1eno1es n mternal eomrol over comphance that We-

oons1der 0 be srgmﬁoant deﬁo1ene1es

oy A control deﬁczency ig an entlty 'S mternal oontrol over oomphance emsts When “{lie de31gn or”
' operation: of .a ‘control . does not allow management or ‘employges, . inthe' ‘fiormal “course: O
perfonnmg their a551gned functions, - to” prevent or deteet noncomphanoe with “a type of
. gomplidnce requirement. of a federal program. on a hmely basrs A szgn;ﬁcant deﬁczencj: isla
" control” deﬁorency, or eombmatron of- oontrol deﬁo1eno1es t'nat adversely aﬁeots the entity’s
ablhty 10 administer 2 ederal program “such that. (ﬂrere is 'moré than a remote hkelﬂ:tood thas
noneomphance ‘with 4 type of: com pliance reqmrement of & federal program ﬂlat "13 "more tha:n“
e . meonsequentlal wﬂl 16t be: prevented or deteoted by the entlty s, mternal oontrol s ;

A matenal wealcoess 18 a 51gmﬁcant deﬁmeney, binat _ T
results in ‘more tha.u a rempte likelihood. fiat matenal nonoomphanoe with-a type of: comphanoe

'; requirement of a federal program ‘will.not-be. prevented or detectsd by the enttty sinternal ctmtrol
“We gonsider’ the deficiency i internal control over compharloe Sescribed-in the, aooompan;nng e T
: Sohedule of Fmdmgs and Ques’ooned Costs ag’ 1tems 2007 2 to‘be i matenal weakness R

Hr].lsdale Commumty Sohool’s response 6 the ﬁndmgs 1dent1f1ed in’ our aud.rt'are desoribed fthe
- Acgompanying . Sohedule of* Fmdmgs and.” Ques‘ooned Costs: = We., did - not. audlt Hﬂlsdale
Commumty Sohool’s response_ and, aocordmgly, we express n,o oprmon onit.

L'I',ins report is mtended for the mformamon of management the Board of Eduoatron federal and
L state awardmg dgencies and pass-through en11t1es However -th15 1eport. 1§ matter of pubh'
. reoord and 1ts drsirlbu’uon is not lmnted S ; o

Hﬂlsdale Mlolugan SRR R e e s e e
Ootoberll 2007 S DT I ST T
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NOTE 1.

NOTE 2:

NOTE 3:

NOTE 4:

NOTE 5:

NOTE 6:

HILLSDALE COMMUNITY SCHOOLS

NOTES TO SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS

JUNE 30, 2007
*Designates & major program,

The schedule includes all Federal financial assistance and related expenditures that are reported as passed
through the State of Michigan and the local intermediate school district. The schedule was prepared using the
same applicable, significant policies as used in the preparation of the general purpose financial statements.

The Schoo! District had two Type A programs; i.e., programs with expenditures equal to or greater than
$300,000. Based on Section .520(c)(1) of the OMB Circular A-133, the two Type A programs were assessed at
low risk. There were no high risk Type B programs identified in accordance with Section .520(d)(1) of the
OMB Circular A-133.

The federal programs identified as a Type A programs subject to testing as a major program was as follows:

Child Nutrition Cluster
TitleI—Part A

The expenditures of the major programs equal $708,101, which exceeds the fifty percent coverage rule.

Management has utilized the Grant Auditor Reports from the Michigan Department of Education in preparing
the Schedule of Expenditures of Federal Awards. This schedule reconciles with the reports, except for the State
School Lunch allocations, which are not federal funds.

The amounts reported on the Recipient Entitlement Balance Report (PAL Report) agree with this schedule for
U.8.D.A. donated food commodities and are reported in the Cash Receipts column.

Expenditures incinde spoilage.




HILLSDALE COMMUNITY SCHOOLS

SCEEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2007

Section [ - Summary of Auditor’s Results

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:
Material weakness(es) identified?

Significant deficiency(s) identified that are
Not considered to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
Material weakness(es) identified?
Significant deficiency(s) identified that are
Not considered to be material wealknesses?

Type of auditors’ report issued:

Any andit findings disclosed that are required to be

reported in accordance with Section 510(a) of Circular A-133

Major Programs

CFDA Number(s)

10.553
10.555
10.559

84010

Dollar threshold used to distinguish between Type A and
Type B programs:

Auditee qualified as low-risk auditee?

Ungualified
X Yes No
X Yes No
Yes X No
X Yés | No
Yes X No
Unqualified
X Yes No

Name of Federal Program or Cluster

Child Nutrition Cluster .

Title I — Part A

$300,000
Yes X No



HILLSDALE COMMUNITY SCHOOLS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2007

Section II - Financial Siatement Findings

Finding 2007-1
Finding considered a significant deficiency

All Michigan School Districts are required to prepare financial statements in accordance with generally accepted accounting
principles (GAAP). This is the responsibility of the School District’s management. The preparation: of financial statements
in accordance with GAAP requires internal controls over both (1) recording, processing, and summarizing accounting data,
and (2) reporting government-wide and fund financial statements, including the related footnotes.

Condition: The School District has historically relied on its independent external auditors to assist in the preparation of the
government-wide financial statements and footnotes as part of its external financial reporting process.. Accordingly, the
School District’s ability to prepare financial statements in accordance with GAAP is based, in part, on its reliance on its
external auditors, who cannot by definition be considered part of the District’s internal conirols.

Cause: This condition was caused by the School District’s decision that it is more cost effective to outsource the preparation
of its annual financial staternents to the auditors than to incur the added time and expense of obtaining the necessary training
for its business department to perform this task.

Effect: The result of this condition is that the School District lacks internal controls over the preparation of financial
statements in accordance with GAAP, and instead relies, in part, on its external auditors for assistance with this task.

View of responsible officials: The School District’s will continue to evaluate the cost vs. benefit of establishing internal
controls over the preparation of financial statements in accordance with GAAP. In addition, the School District will
carefully review the draft financial statements and notes prior to approving them and accept responsibility for their content
and presentation. :

Finding 2007-2
Finding considered a material weakness

Condition: The School District does not have a control system in place that would prevent or detect an inappropriate request
for Federal Award funds from the Michigan Department of Education.

Effect: Without a control system in place over requesting Federal Award funds, the District could receive funds for
program expenditures in excess of the three day cash needs compliance requirement.

View bf responsible officials: The School District will construct a control system over the request for Federal Awards.

Finding 2007-3 ,
Finding considered a significant deficiency

Condition: The School District has a control system in place over journal entries recorded into the general ledger. However,
during the year, there was a breakdown in the approval process that allowed a journal entry to be recorded in error.

Effect: The aﬁproval process, as part of the control system, should be performed by someone who has adequate information
surrounding the transaction to appropriately authorize the journal entry.

View of responsible officials:  The School District’s accounting staff will strive to communicate with the authorizing person,
the details of journal entry transactions.
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Section IMI — Federal Award Findings and Questioned Costs

Internal Control Related Matters:

See Finding 2007-2

Compliance Related Matters:

Finding 2007-4: Cash Management

Federal Agency: U.S. Department of Education
CDFA 84.010 Title I - Part A

Criterig: School Districts (grantees) may request program funding for expenditures already made and for amounts estimated
for a three day cash needs.

Condition: The School District expended $287,192 on the Title I — Part A program. Cash receipts for the same period
totaled $298,606.

Effect: The Michigan Department of Education may require the School District to provide documentation regarding the
cash needs of the program and refund any over requested amounts, if necessary.

Views of Responsible Officials: See Hillsdale Community School’s Corrective Action Plan (attached)
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Hillsdale Community Schools

30 South Norwood Avenue
Hillsdale, MI 49242
Telephone (517) 437-4401 - Fax (517) 439-4194

“Learning For A Lifetime”

Hillsdale Community Schools respectfully submits the following Corrective Action Plan
for the year ended June 30, 2007.

FINDINGS — FINANCIAL STATEMENT AUDIT — INTERNAL CONTROL
Finding 2007-1 — Internal Control over Financial Reporting

Condition: The School District lacks internal controls over the preparation of financial
statements in accordance with GAAP.

Action Taken: The district is requesting all work papers that the auditing firm has
created for the 2006-2007 fiscal year. These work papers will be used o create an
internal template of the district’s financials. Also, the local intermediate school district
chief financial officer has agreed to work with the business office to help create the
financial statements. Other action will also be taken with training through Michigan
School Business -Officials and other workshops that are available.

Finding 2007-2 — Lack of Internal Controls over Requesting Federal Funds

Condition: The School District does not have a control system in place over cash
management over Federal Funds '

Action Taken: The school district is implementing an internal control sheet for the Title
Director to approve upon any Federal Fund dollar reguests. The Title Director works
with the budgets for each of the Federal Allocations that are approved by the Michigan
Department of Education.

Finding 2007-3 — Internal Controls over Journal Entries are not working effectively.

Condition: The School District’s internal control process over journal entries did not
detect errors. ‘

Action Taken: The school district is continuing to improve in this area. Journal entries
are made by only two staff employees. These two staff employees are the Business '
Manager and the Financial Secretary. Before journal entries are entered the Business
Manager reviews, initials and approves the entries. Once approved, the Financial
Secretary enters edits and posts the entries in the computer. Because the auditors felt



that this was not enough of an internal control, the district is going to make sure that the
proper documentation (back-up) for the journal entry/entries is attached to all
handwritten entries and the computer generated reports.

FINDINGS AND QUESTIONED COSTS-MAJOR FEDERAL PROGRAMS
AUDIT

INTERNAL CONTROL — Significant Deficiency — See 2007-2 above.

COMPLIANCE:

U.S. Department of Education
Finding 2007-4: Title I, Part A — Cash Management

Condition: Funds received were greater than the 3-day cash needs

Action Taken: The school district was very aware of the over request of funds at the end
of June 2007. Upon receipt of the State Aid Financial Status Report and the notice from
Treasury of the MPSERS retirement credit the over request appeared. The retirement
credit created confusion on how to record the information. Upon talking and working
through the process with the auditors the error was found and corrected. The district
corrected the oversight by deducting the over request with the next request of funds.
Since this type of accounting occurred with the state, the district now has notes in place
on how to record any further credits.

P A Holussto

Peggy L. LoPresto
Business Manager




	Audit F-S  6-07
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37

	Single Aud 6-07
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16


