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INDEPENDENT AUDITORS' REPORT

Board of Education
Ishpeming City School District
Ishpeming, Michigan 49849

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Ishpeming City School District as of and for
the year ended June 30, 2007, which collectively comprise the Ishpeming City School District’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility
of the Ishpeming City School District's management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financdial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Ishpeming City School District as of June 30, 2007, and the
respective changes in financial position, where applicable, thereof for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated November 12,
2007, on our consideration of the Ishpeming City School District 's internal control over financial
reporting and our tests of it's compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters, The purpose of that report is to describe the scope of our testing
of internal centrol over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The management’s discussion and analysis and budgetary comparison information on pages 6 through
11 and 35 though 36, are not a required part of the basic financial statements but are supplementary
information required by accounting principles generaily accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inguiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

TR W WASHINGTON STREET, SUITE 168 MARQUETTE, #MCHIGAN 49855 9061225-1166 FAX: (906} 2251714
WWWATCOMOT.COM



Board of Education
Ishpeming City Schoo! District
Ishpeming, Michigan 49849

Qur audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Ishpeming City School District’s basic financial statements. The combining
and individual fund financial statements and schedules listed are presented for the purpose of
additional analysis and are not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basis financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements taken
as a whole.

Fdorson, Tackman & Compang, FLC
Certified Public Accountants

November 12, 2007



Ishpeming City School District

Management’'s Discussion and Analysis (Unaudited)

Our discussion and anatlysis of Ishpeming City School District financial performance provides
an overview of the School District’s financial activities for the year ended June 30, 2007.
Please read it in conjunction with the financial statements, which begin on page 12,

FINANCIAL HIGHLIGHTS

» Net assets for Ishpeming City Schoot District as a whole were reported at $820,715.
Nets assets are comprised of 100% governmental activities.

» During the year, Ishpeming City School District expenses were $10,031,509, while
revenues from all sources totaled $9,211,955, resulting in 2 decrease in net assets of
$819,554.

« The general fund reported a net decrease of $390,373. This is $392,238 lower than
the forecasted increase of $1,865. This was a result of revenues being $368,529
lower than forecasted and expenses and transfers out being $21,844 lower than
forecasted.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements and notes to those statements.
These statements are organized so the reader can understand Ishpeming City Schooi District
financially as a whole. The District-wide Financial Statements Statement of Net Assets and
the Statement of Activities (on pages 12 and 13) provide information about the activities the
School District as @ whole and present a longer-term view of those finances. The fund
financial statements present the next level of detail and start on page 14. For governmental
activities, these statements tell how these services were financed in the short term as well as
what remains for future spending. The fund financial statements also report the Ishpeming
City School District’s operations in more detail than the district-wide statements by providing
information about the Ishpeming City School District’'s most significant funds — the General
Fund and the Athletic Facilities Project Fund, with all other funds presented in one column as
nonmajor funds. The remaining statement, the statement of fiduciary net assets, presents
financial information about activities for which the Ishpeming City Schoo! District acts solely as
an agent for the benefit of students and parents.

Reporting the School District as a Whole — District-wide Financial Statements

Our analysis of the Ishpeming City Schoot District as & whole begins on page 8. One of the
most important questions asked about the Ishpeming City School District’s finances is "As a
whole, what is the School District’s financial condition as a resuit of the year’s activities?” The
Statement of Net Assets and the Statement of Activities report information about the
Ishpeming City School District as a whole and about its activities in a way that helps answer
this question. These statements include all assets and fiabilities using the accrual basis of
accounting, which is similar to the accounting used by most private-sector companies. All of
the current year's revenues and expenses are taken into account regardless of when cash is
received or paid.



Management’s Discussion and Analysis (Unaudited) (Continued)

These two statements report the Ishpeming City School District’s net assets and changes in
them. The Ishpeming City School District’s net assets — the difference between assets and
liabilities ~ is one way fo measure the Ishpeming City School District’s financial health, or
financial position. Over time, increases or decreases in the Ishpeming City Schooi District’s net
assets — as reported in the Statement of Activities — are indicators of whether its financial
health is improving or deteriorating. The relationship between revenues and expenses is the
Ishpeming City School District’s operating results. However, the Ishpeming City School
District’s goal is to provide services to our students, not to generate profits as private-sector
companies do.

One must consider other non-financial factors, such as the quality of education provided, the
safety of the schools and the condition of the Ishpeming City School District’s capital assets, to
assess the overall financial health of the Ishpeming City School District.

The Statement of Net Assets and Statement of Activities report the governmental! activities for
the Ishpeming City School District, which encompass all the Ishpeming City School District’s
services, including instruction, supporting services, community services, athletics, and food
services. Property taxes, unrestricted State Aid (foundation allowance revenue), and State
and Federal grants finance most of these activities.

Reporting the School District’s Most Significant Funds — Fund Financial Statements

Our analysis of the Ishpeming City School District’s major funds begins on page 10. The fund
financial statements begin on page 14 and provide detailed information on the most
significant funds — not the Ishpeming City School District as a whole. Some funds are required
to be established by State law, and by bond covenants. However, the Ishpeming City School
District’s Board has established other funds to help it control and manage money for particular
purposes. The Ishpeming City School District has only governmental funds which use the
following accounting methods.

»  Governmental funds— All of the School District’s services are reported in governmental
funds which focus on how money flows into and out of those funds and the balances
left at year-end that are available for spending. These funds are reported using an
accounting method called modified accrual accounting, which measures cash and all
other financial assets that can be readily converted into cash. The governmental fund
statements provide a detailed short-term view of the School District’s general
government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources
that can be spent in the near future to finance the School District’'s programs. We
describe the relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and Statement of Activities) and governmental fundsin a
reconciliation which follows the fund finandial statements.

The School District as Trustee — Reporting the School District's Fiduciary
Responsibilities

The Ishpeming City School District is the trustee, or fiduciary, for its student activity funds and
auditerium fund. Al of the Ishpeming City School District’s fiduciary activities are reported in
separate statements of fiduciary net assets. We exclude these activities from the Ishpeming
City School District’s other financial statements because the Ishpeming City School District
cannot use these assets to finance its operations. The Ishpeming City School District is
responsible for ensuring that the assets reported in these funds are used for their intended
purpose.



Management’s Discussion and Analysis (Unaudited) (Continued)

The School District as a Whole

Table 1 provides a summary of the School District's net assets as of June 30, 2007:

Table 1
Net Assets
Governmental Governmental

Activities — 2007 Activities — 2006

Current and other assets $3,775,911 $4,102,701
Capital assets, net _ 538%293 5,071,835

Total Assets 9,141,204 9,174,536

Current liabilities 3,502,894 2,832,401

Long-term liabilities 4,817,595 4,701,866

Total Liabilities 8,320,489 7,534,267

Net Assets:

Invested in capital assets, net of related debt 874,259 398,376

Restricted 832,344 1,267,202

Unrestricted (885,888) (25,309

Total Net Assets $820,715 $1,640,269

The School District’s net assets were $820,715 at June 30, 2607. Capital assets, net of related
debt totaling $874,259, compares the original cost, less depreciation of the School District’s
capital assets to long-term debt, used to finance the acqguisition of those assets. Most of the
debt will be repaid from voter-approved property taxes collected as the debt service comes
due. Restricted net assets are reported separately to show legat constraints from debt
covenants and enabling legislation that limit the Schoo! District’s ability to use those net assets
for day-to-day operations. There is a deficit balance in unrestricted net assets of ($885,888).

The ($885,888) deficit in unrestricted net assets of governmental activities represents the
accumulated results of all past years’ operations. The gperating results of the General Fund
will have a significant impact on the change in unrestricted net assets from year to year.

The results of this year's operations for the School District as a whole are reported in the
Statement of Activities {see Table 2), which shows the changes in net assets for fiscal year
2007 and 2006.

Table 2
Changes in Net Assets
Governmental Governmental
Activities — 2007 Activities — 2006
Revenues:
Program revenues:
Charges for services $286,499 $320,924
Cperating grants and contributions 1,698,940 1,565,944
Capital grants and contributions 13,235 -
General revenues:
Property taxes 1,085,201 1,021,317
State sources not restricted to specific program 5,968,743 5,869,602
Investment earnings 90,792 52,055
Miscellaneous _ B8,545 92,268
Total Revenues $9,211 955 $8,922,110

-8 -



Management's Discussion and Analysis (Unaudited) (Continued)

Table 2 {Continued)
Changes in Net Assets

Governmental Governmental

Activities — 2007 Activities — 2006

Program Expenses:;
Instruction $5,613,978 $5,318,326
Supporting services 2,834,129 2,644,365
Community services 56,101 66,859
Payments to other governments 348,645 462,659
School lunch activities 275,406 265,437
Athletic activities 187,457 218,061
Depreciation ~ unallocated 422,448 461,106
Interest on long-term debt 293,345 164,823
Total Expenses 10,031,509 9,601,636
Increase (decrease) in net assets (819,554} (679,526)
Net assets, beginning 1,640,269 2,319,795
Net Assets, Ending $820,715 41,640,269

As reported in the Statement of Activities, the cost of all of our governmental activities this year was
$10,031,509. Certain activities were partially funded from those who benefited from the programs
$286,499 or by other governments and organizations that subsidized certain programs with grants and
categoricals $1,712,175. We paid for the remaining “public benefit” portion of our governmental
activities with $1,085,201 in taxes, $5,968,743 in State Foundation Aliowance, and with our other
revenues, such as interest and general entitlements.

The School District experienced a decrease in net assets for the year of $(819,554).
Key reasons for the change in net assets were as follows:

Net decrease in governmental fund balances of $953,041.

s Depreciation charged to expense of $(422,448).
e Purchase of capital assets in the amount of $703,805.
« Principal payment on debt in the amount of $194,526.
s Other miscellaneous transactions of $(342,396).
Table 3 presents the cost of each of the School District’s largest activities as well as each program’s net

cost (total cost less revenues generated by the activities). The net cast shows the financial burden that
each function placed on the School District’s operation.

Table 3
Governmental Activities
Total Cost Net Cost
of Services of Services
Insfruction $5,613,978 $4,008,451
Supporting services 2,834,129 2,788,913
Payments {0 other governments 348,645 347,445
School lunch activities 275,406 13,072
Athietic activities 187,457 103,060



Management’s Discussion and Analysis (Unaudited) (Continued)

The net cost shows the financial burden that was placed on the State and the Schoo! District’s
taxpayers by each of these functions. Since property taxes for operations and unrestricted State aid
constitute the vast majority of the School District’s operating revenue sources, the Board of Education
and Administration must annually evaluate the needs of the School District and balance those needs
with State-prescribed available financial resources.

The School District’s Funds

As noted earlier, the School District uses funds to help it control and manage money for particular
purposes. Looking at funds helps the reader consider whether the School District is being accountable
for the resources taxpayers and others provide to it and may provide more insight into the School
District’s overall financial health,

As the School District compieted the year, its governmenta! funds {as presented in the balance sheet
on page 14) reported a combined fund balance of $521,158, a decrease of $953,041 from the
beginning of the vyear.

General Fund Budgetary Highlights

Qver the course of the year, the School District’'s Board revises its budget as it attempts to deal with
changes in revenues and expenditures, State law requires that the budget be amended to ensure that
expenditures do not exceed appropriations. A schedule showing the School District’s original and final
budget amounts compared with amounts actually paid and received is provided in required
supplemental information of these financial statements.

Capital Asset and Debt Administration
Capital Assets

At June 30, 2007, the School District had $31,178,549 invested in a variety of capital assets including
land, buildings, and machinery and equipment. (See table 4 below)

Table 4
B ___Capital Assets at Year-End
Governmental Governmental

Activities — 2007 __ Activities -~ 2006
Land $14,401 $14,401
Construction in progress 708,466 29,561
Land improvements 378,665 378,665
Buildings 27,140,331 27,122,028
Machinery and equipment 2,276,820 2,361,222
Vehicles 659,866 659 866
31,178,549 30,565,744
Less accumulated depreciation  (25,873,583) (25,542,135)
Totals $5,304,966 $5,023,609

This year’s additions were $703,805 included building renovations and construction of the Athletic
Facilities Complex. The Sinking Fund levy was used for some these additions.

- 10 -



Management’s Discussion and Analysis {Unaudited) (Continued)
Debt

At the end of this year, the School District had $4,539,870 in bonds and notes outstanding as depicted
in Table 5 below.

Table 5
Qutstanding Debt at YearEnd
Governmental Governmental
Activities — 2007 _ Activities - 2006
General obligation bonds $4,385,000 $4,535,000
Durant Debt 109,163 109,163
Vehicle and copier notes 45,707 90,233
Totals $4,539,870 $4,734,396

There were no major new additions to debt this year.

Economic Factors and Next Year's Budgets

Our elected officials and administration consider many factors when setting the School District's fiscal
year 2008 budget. One of the most important factors affecting the budget is our student count. The
State foundation revenue is determined by multiplying the biended student count by the foundation
allowance per pupil. The 2008 fiscal year budget was adopted in June 2008, based on an estimate of
students that will be enrolled in September 2007. Approximately 75 percent to 80 percent of total
General Fund revenues is from the foundation allowance. Under State law, the School District cannot
access additional property tax revenue for general obligations. As a result, the district funding is
heavily dependent on the State’s ability to fund local schoot operations. Once the final student count
and related per pupil funding is validated, State law requires the School District to amend the budget, if
actual district resources are not sufficient to fund original appropriations.

Contacting the School District’s Financial Management

This financial report is designated 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
Schoal District’s accountability for the money it receives. If you have gquestions about this report or
need additional financial information, contact the Ishpeming City Schoel District Administration, 319 E.
Division Street, Ishpeming, Michigan 49849,

-11 -



Ishpeming City Schoo! District
Statement of Net Assets
June 30, 2007

ASSETS:
Current assets:
Cash and cash equivalents
Investments
Receivables:
Accounts receivable
Due from other governmental units
Inventories
Prepaid expenses

TOTAL CURRENT ASSETS

Noncurrent assets:
Unamortized bond issue costs
Capital assets
Less accumutated depreciation

TOTAL NONCURRENT ASSETS
TOTAL ASSETS

LIABILITIES:

Current liabilities:
Accounts payabie
Accrued payrall and other liabilities
Due to other governmental units
Deferred revenue
State aid notes payable
Current portion of bonds payable
Current partion of notes payable

TOTAL CURRENT LIABILITIES

Noznicurrent tiabilities:
Nancurrent portion of employee benefit obligations
Naoncurrent portion of bonds payable
Less deferred ioss on refunding bonds
Less unamortized bond discount
Noncurrent pordion of notes payabtle

TOTAL NONCURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS:
Invested in capital assets net of related debt
Restricter:
Dabt Service
Capital Outlay
Scholarships
Urnrestricted

TOTAL NET ASSETS

See Notes to Financial Statements.

12

Governmental
Activities

2,375,670
30,336

16,103
1,308,067
3,876
40,859

3,775,811

60,327
31,178,548
(25,873,583)

5,385,293

9,141,204

152,354
475,516
275,432
138,078
2,245,000
200,000
18511

3,502,894

532,869
4,294,163

(21,813)

(14,820)
27,196

4,817,595

8,320,488

874,259

108,205

522,381

203,758
{885,888)

820,716




Ishpeming City School District
Statement of Activities
For the Year Ended June 30, 2007

Program Revenue

Net {Expense)
Operating Capital Revenue and
Charges for Grants and Grants and Changes in
Function / Programs Expenses Services Contributions Contributions Net Assets
Governmental Activities:
Instruction 5 5,613,978 3 88,651 b 1,516,876 b - 3 {4,008 451)
Supporting services 2,834,129 - 31,981 13,235 {2,788 ,913)
Community services 56,101 - - - {56, 101)
Payments to other governments 345,645 - 1,200 - {347 .445)
Facilities acquisition - - - - -
School lunch activities 275,408 122,430 139,904 - {13,072)
Athletic activities 187,457 75,418 8,979 - (103,060)
Interest on retiremert of debt 293,345 - - - (293,345)
Depreciation- unallocated 422 448 - - - (422,448}
TOTAL GOVERNMENTAL ACTIVITIES 10,031,509 286,499 1,698,940 13,235 (8,032,835}
General revenues:
Taxes
Property faxes, levied for general purposes 547,021
FProperty taxes, levied for debt services 360,364
Property taxes, levied for building and site fund 177.816
State Aid not restricted to specific purposes 5,968,743
interest and investment eamings 90,792
Miscellaneous 68,545
TOTAL GENERAL REVENUES AND TRANSFERS 7,213,281
CHANGES IN NET ASSETS (819,554)
Net Assets , July 1 1,640,269
NET ASSETS, JUNE 30 $ 820,715

See Notes to Financial Statements.
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ASSETS:;
Cash and cash equivalants
fnvestments
Receivabies:
Accounts receivable
Due from other governmentat units
Due from other funds
Inventories
Prepaid expenditures

TOTAL ASSETS

LIABILITIES AND FUND BALANCES:

LIABILITIES:
Accounts payable
Accrued liabilities
Due to other governmental vnits
Due to other funds
Deferred revenue
State aid notes payable

TOTAL LIABILITIES

FUND BALANCES:
Resarved
Urreserved, reported in:
General Fund
Special Revenue Funds

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

Ishpeming City School District

June 30, 2007

Governmental Funds
Balance Sheet

Capital Other
Projects Fund: Non-major
General Athietic Facilities Governmental
Fund Project Fund Funds Total
3 1,334,208 8 477,887 $ 577,844 3 2,389,939
- - 16,087 16,067
10,192 - - 10,182
1,307,350 - 1,717 1,309,067
234 920 3,572 108,108 347 600
- - 3,876 3.878
40,85¢ - - 43,859
$ 2,927,529 3 481,458 $ 708,612 $ 4,117 BOO
3 27,757 3 124,597 $ - § 152,354
445 889 - - 445 889
275,432 - - 275,432
109,030 - 232659 341,688
136,078 - - 136,478
2.245.000 - - 2,245,000
3,239,186 124 597 232659 3,586,442
121,384 356,862 475,482 953,708
{433,021} - - (433,021)
- 471 471
{311,657} 356,862 475,953 521,158
$ 2,927,528 $ 481,459 3 708612 3 4,117,600

See Notes to Financial Slatements.
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Ishpeming City School District
Governmental Funds

Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2007

Total Fund Balances for Governmental Funds

Amounts reported for governmental activities in the sfatement
of net assets are different hecause:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.
Cost of capital assets
Accumulated depreciation

Unamortized bond issue costs are not financial resources
and therefore are not reported in the funds.

Long-term liabilities are not due and payable in the current period and are
not reported in the funds. Long-term liabilities at year-end consist of:

Bonds payable - current portion
Bonds payable - long-term portion
Deferred loss on refunding bonds
Unamortized bond discount

Notes payable - current portion
Notes payable - long-term portion
Accrued interest

Employee benefit cbligations

NET ASSETS OF GOVERNMENTAL ACTIVITIES

See Notes to Financial Statements.

-15-

$ 521,158
31,178,549
(25,873,583)
5,304,966
60,327
200,000
4,264,163
(21,813)
{14,820)
18,511
27,196
29,630
532 869
(5,065,736)
$ 820,715




Ishpeming City School District
Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balance
For the ¥Year Ended June 30, 2007

Capitat Other
Projects Fund: Non-major
General Athietic Facilities Governmental
Fund Project Fund Funds Total
REVENUES:
Local sources T46,610 3 21.808 5 803,578 $ 1.571.987
State sources 6,853,558 - - 6,853,558
Federal sources 646,495 - 139,804 786,400
TOTAL REVENUES 8,246 B84 21,80%9 343 482 8,211,955
EXPENDITURES:
Current:
instruction 5,217 214 - - 5,217,214
Supparting services 2797967 - 480,455 3,278,455
Community services 56,101 - - 55,104
Paymants 1o other governmaeants 34,503 - B 364,503
et Service:
Principal 22564 - 150,020 172,564
Interest 74 559 - t183.148 257,707
Facilities acquisition - /83,268 135,163 818,452
TOTAL EXPENDITURES 8,532,908 583,269 94B.799 10,164,986
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES {286.244) {&61,480) {5.317) {853,041}
OTHER FINANCING SOURCES (USES):
Transfers in 293,291 1,268,342 104,129 1,863,752
Transfers aut (397.420) {250,000} 11.018.342) (1.665,762)
TOTAEL OTHER FINANCING SOURCES (USES) {104,129 1,018,342 {914,213} -
NET CHANGE iN FUND BALANCES {390,373} 355 862 (919,530) {953,041}
Fund Bakance. July 1 787186 - 1,395,483 1,474,199
FUND BALANCE, JUNE 20 (311 857) 3 355,862 g 475953 3 521,158

See Noles to Financial Staterments.
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Ishpeming City School District
Governmental Funds
Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities
For the Year Ended June 30, 2007

Net Change in Fund Balances - Total Governmental Funds 3 (953,041)

Amounts reported for govemmental activities in the statement
of activities are different because:

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital outlays in the current period.
Depreciation expense 422 4438

Capital outlays (703,805) 281,357

Proceeds from debt issues are an other financing source in the funds, but
a debt issue increases long-term liabilities in the statement of net assets. -

Repayment of debt principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net assets. 194,526

Deferrad loss on refunding bonds is reported as expenditures in the

governmental funds when incurred. However, for governmental activities

those costs are shown in the statement of net assets and amortized over

the fife of the bond issuance as other costs in the statement of activities. (1,471)

Unamortized bond issue costs are reported as expenditures in the

governmental funds when incurred. However, for governmental activities those

costs are shown in the statement of net assets and amortized over the life of

the bond issuance as other costs in the statement of activities. 12,101

Premium and discounts are recagnized in the financial statements as other
financing sources or uses but, they are amortized over the term of the bonds
in the government-wide financial statements. (780)

ir the statement of activities, interest is accrued on outstanding bands,
whereas in governmental funds, an interest expenditure is reported when due. (29,830

Some expense reported in the Statement of Activities, such as

compensated absences, do not require the use of current financiat

rescurces and therefore are not reported as expenditures in

governmental funds. (322.616)

Change in Net Assets of Governmental Activities $ {819,554)

See Notes to Financial Statemeants.
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ishpeming City Scheol District

Fiduciary Funds

Statement of Fiduciary Net Assets

June 30, 2007

ASSETS:
Cash and equivalents

TOTAL ASSETS

LIABILITIES:

Accounts payabia
Due to groups, organizations and activities

TOTAL LIABILITIES

NET ASSETS:
Held in trust for individuals,
arganizations, and other governments

TOTAL NET ASSETS

Private-Purpose

Agency Trust
Funds Funds
Student
Activity Auditorium
Fund Fund
53,436 3 2 854
53,436 $ 2,854
- $ 5,911
53,436 -
53,436 5,911
(3,057)
3 {3,057}

See Notes to Financial Statements.
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Ishpeming City School District
Fiduciary Funds
Statement of Changes in Fiduciary Net Assets
For the Year Ended June 30, 2007

Private-Purpose

Trust Fund
Auditorium
Fund
ADDITIONS:
Contributions;
Gifts, bequests and endowments $ 3,208
Total Contributions 3,206
Investrment Income:
Interest and dividends 14
Net Investment Income {Loss) 14
TOTAL ADDITIONS (DEDUCTIONS) 3,220
DERDUCTIONS:
Payments in accordance with trust agreements 5 761
TOTAL DEDUCTIONS 5,761
CHANGE IN NET ASSETS (2,541)
Net assels, beginning of year (518)
NET ASSETS, END OF YEAR $ (3,057)

See Notes to Financial Statements.
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ISHPEMING CITY SCHOOL DISTRICT
NOTES TQ FINANCIAL STATEMENTS
June 30, 2007

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
The Ishpeming City School District was organized in 1869. The School District operates under
a Board-Superintendent form of government. The accounting policies of the Ishpeming City
School District conform to accounting principles generally accepted in the United States of
America as applicable to school districts. The following is a summary of the more significant
policies:

Financial Reporting Entity

In evaluating how to define the School District, for financial reporting purposes, management
has considered all potential component units by applying the criteria set forth in Section 2100
of GASB's Codification of Governmental Accounting and Financial Reporting Standards. The
basic but not the only criterion for including a potential component unit within the reporting
entity is the governing body's ability to exercise oversight responsibitity. The most significant
manifestation of this ability is financial interdependency. Other manifestations of the ability to
exercise oversight responsibility include, but are not limited to, the selection of governing
authority, the designation of management, the abitity to significantly influence operations, and
accountability for fiscal matters. A second criterion used in evaluating potential component
units is the scope of public service. Application of this criterion involves considering whether
the activity benefits the School District and/or its constituents, or whether the activity is
conducted within the geographic boundaries of the Schoo! District and is generally available to
its constituents. A third criterion used to evaluate potential component units for inclusion or
exclusion from the reporting entity is the existence of special financial relationships,
regardiess of whether the Schoot District is able to exercise oversight responsibilities.

Based upon the application of these criteria, the basic financial statements of the Ishpeming
City School District contain all the funds controlled by the District’s Board of Education as no
other entity meets the criteria to be considered a component unit of the School District nor is
the School District a component unit of another entity.

BASIS OF PRESENTATION
District-Wide Financial Staterments:

The Statement of Net Assets and Statement of Activities display information about the School
District as @ whole. They include all funds of the School District except for fiduciary funds.
The statements distinguish between governmental and business-type activities.
Governmental activities generally are financed through State sources, intergovernmental
revenues, and other nonexchange revenues. Business-type activities are financed in whole or
in part by fees charged to external parties for goods or services. All of the School District's
district-wide activities are considered to be governmental activities.

Fund Financial staterments:

The accounts of the School District are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with
a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues, and expenditures. The available resources are allocated to and accounted for in
the individual funds based upon the purposes for which they are to be spent and the means
by which spending activities are controlled. The various funds are grouped in the financial
statements in this report into two major fund categories: governmental and proprietary
categories. An emphasis is placed on major funds within the governmental and proprietary
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

categories. The General Fund is always considered a major fund and the remaining funds of
the School District are considered major if it meets the following criteria:

a. Total assets, liabilities, revenues or expenditures/expenses of that individual
overnmentai or enterprise fund are at least 10 percent of the corresponding total for all
unds of that category or type; and

b. Total assets, liabilities, revenues or expenditures/expenses cof the individual
governmental or enterprise fund are at least 5 percent of the corresponding total for all
governmental and enterprise funds combined.

The School District reports the General Fund and the Athletic Facilities Project Fund as its only
major governmental funds in accordance with the above criteria. The funds of the School

District are described below:

Governmental Fund Types

General Fund— The General Fund is the general operating fund and accordingly, it is used to
account for all financial resources except those required to be accounted for in ancther fund.

Special Revenue Funds — Special Revenue Funds are used to account for the activities of
specific schoal service revenue sources such as the School Service, Athletics, and Scholarship
Funds.

Debt Retirement Funds — Debt Retirement Funds are used to record tax, state aid and interest
revenue for the payment of general iong-term debt principal, interest, and related costs.

Capital Projects Funds — Capital Projects Funds are used to record bond proceeds or other
revenue to be used for the acquisition or construction of major capital facilities or other capital
assets, including equipment.

Fiduciary Fund Types

Trust and Agency Fund-The Trust and Agency Fund is used to account for assets held by the
School District in a trustee capacity or as an agent for individuals, organizations, and/or other
funds. Agency funds are custodial in nature (assets equal liabilities) and do not involve
measurement of results of operations.

Auditorium Fund — The Auditorium Fund is a private-purpose trust fund used to account for
assets held by the School District in a trustee capacity for operations of the Auditorium.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “which” transactions are recorded within the
various financial statements. Basis of accounting refers to “when” transactions are recorded
regardless of the measurement focus applied.

Measurement Focus

On the district-wide Statement of Net Assets and the Statement of Activities, governmental
?c)ti\éitiles are presented using the economic resource measurement focus as defined in item
a) below.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used as appropriate:

a. All governmental funds utilize a “current financial resources” measurement focus. Only
current financial assets and fiabilities are generally included on their balance sheets.
Their operating statements present sources and uses of available spendable financial
resources during a given period. These funds use fund balance as their measure of
available spendable resources at the end of the period.

Basis of Accounting

In the district-wide Statement of Net Assets and Statement of Activities, governmental
activities are presented using the accrual basis of accounting. Also, the proprietary fund
financial statements are presented using the accrual basis of accounting. Under the accrual
basis of accounting, revenues are recognized when earned and expenses are recorded when
the liability is incurred or economic asset used. Revenues, expenses, gains, losses, assets
and liabilities resulting from exchange and exchange-like transactions are recognized when
the exchange takes place.

In the fund financial statements, governmental funds are presented on the modified accrual
basis of accounting. Under the modified accrual basis of accounting, revenues are recognized
when "measurable and available.” Measurable means knowing or being abie to reasonably
estimate the amount. Available means collectible within the current period or within sixty
days after year-end. Expenditures, including capital outlay, are recorded when the related
liability is incurred, except for principal and interest on general long-term debt and accrued
compensated absences, which are reported when due.

Cash and Equivalents

The District considers cash and cash equivalents to be cash on hand, demand deposits and
certificates of deposit.

Due From and To Other Funds

Interfund receivables and payables arise from interfund transactions and are recorded by all
funds affected in the period in which transactions are executed.

Inventory

The School District utilizes the consumption method of recording inventories of materials and
food supplies. Under the consumption method, inventories are recorded as expenditures
whel? they are used. The inventory is valued at the lower of cost (first-in, first-out) or
market.

Capital Assets

Capital assets, which include land, buildings, equipment, and vehicles, are reported in the
applicable governmental activities column in the district-wide financial statements. Capital
assets are defined by the District as assets with an initial individual cost of more than $5,000
and any assets susceptible to theft. Such assets are recorded at historical cost or estimated
historical cost if actual historical cost is not available. Donated capital assets are valued at
their estimated fair value on the date donated. Costs of normal repair and maintenance that
do not add to the value or materially extend asset lives are not capitalized. The School
District does not have infrastructure-type assets.

Depreciation of all exhaustible capital assets is recorded as an allocated expense in the
Statement of Activities, with accumulated depreciation reflected in the Statement of Net
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Assets. Depreciation is provided over the assets’ estimated useful lives using the straight-line
method of depreciation. The range of estimated usefui lives by type of asset is as follows:

Buildings and additions 20 - 50 vyears
Buses and other vehicles 5~ 10 years
Furniture and other eguipment 5 - 10 years

In the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition.
Capital assets used in proprietary fund operations are accounted for the same as in the
district-wide financial statements.

Long-Term Liabilities

In the district-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets.

Long-term debt for governmental funds is not reported as liabilities in the fund financial
statements. The debt proceeds are repoited as other financing sources and payment of
principal and interest are reported as expenditures. The accounting for proprietary funds is
the same in the fund statements as it is in the district-wide statements.

Compensated Absences

The School District’ policies regarding compensated absences permits employees to
accumulate earned but unused sick leave. The liability for these compensated absences is
recorded as long-term debt in the district-wide statements. In the fund financial statements,
governmental funds report only the compensated absence liability payable from expendable
available financial resources.

Deferred Revenues

In the district-wide statements, deferred revenue is recognized when cash, receivables or
other assets are received prior to their being earned. In the governmental fund statements,
deferred revenue is recognized when revenue is unearned or unavailable.

Equity Classification

District-Wide Statements

Equity is classified as net assets and displayed in three components:

a. Invested in Capital Assets, Net of Related Debt — Consists of capital assets including
restricted capital assets, net of accumulated depreciation and reduced by the
outstanding balances of any notes or other borrowings that are attributable fo the
acquisition, construction or improvement of those assets.

b. Restricted Net Assets — Consists of net assets with constraints placed on the use either
by (1) external groups such as creditors, grantors, contributors or laws or reguiations
of Olt er governments; or (2) law through constitutional provisions of enabling
legislation.

C. Unrestricted Net Assets — All other net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt”.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as
reserved and unreserved, with unreserved further split between designated and
undesignated, if appropriate.

Revenues
District-Wide Staternents

In the district-wide Statement of Activities, revenues are segregated by activity (governmental
or business-type), and are classified as either a program revenue or a general revenue.
Program revenues include charges to customers or applicants for goods or services, operating
grants and contributions and capital grants and contributions. General revenues include all
revenues, which do not meet the criteria of program revenues and include revenues such as
State funding and interest earnings.

Fund Staterments

In the governmental fund statements, revenues are reported by source, such as federal
sources, state sources and charges for services. Revenues consist of general purpose
revenues and restricted revenues. General purpose revenues are available to fund any activity
reported in that fund, while restricted revenues are available for a specific purpose or activity
and the restrictions are typically required b}/ law or a grantor agenc?/. When both general
purpose and restricted revenues are available for use, it is the School District’s policy to use
the restricted resources first,

Expenses/Expenditures

District-Wide Staternents

In the district-wide Statement of Activities, expenses are segregated by activity (governmental
or business-type}, and are classified by function.

Fund Statements

In the governmental fund financial statements, expenditures are classified by character such
as current operations, debt service and capital outlay.

OTHER SIGNIFICANT ACCOUNTING POLICIES

Budgets and Budgetary Accounting

The School District foliows these procedures in establishing the budgetary data reflected in
the financial statements.

1. The Superintendent submits to the Board of Education a proposed operating
budget for the fiscal year commencing the following July 1.

2. Public hearings are conducted to obtain taxpayer comments.
3. Prior to July 1, the budget is approved by the Board of Education.
4. Budgets for all governmental fund types are adopted on a basis consistent with

accounting principles generally accepted in the United States of America.
Budgeted amounts are as approved and amended by the Board of Education.
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NOTE A -~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally
accepted in the Untied States of America requires management to make estimates and
assumptions that affect reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the general-purpose financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Encumbrances

Appropriations in governmental funds are encumbered upon the issuance of purchase orders,
contracts or other forms of legal commitments. Encumbrances outstanding at year end are
reported as reservations of fund balances since they do not constitute expenditures or
fiabilities in the year the commitment is made.

Property Taxes

Property tax revenue is recognized in the year for which taxes have been levied, provided
they are available to finance expenditures of the current period in accordance with the
National Council on Governmental Accounting Interpretation No. 3, Revenue Recognition -
Property Taxes.

Property taxes attach as an enforceable lien on property as of December 31, Taxes are levied
on August 1 and payable by September 14. The City of Ishpeming bilis and coliects the
property taxes for the School District,

The School District voters authorized the Schoot District to levy the following mileages for the
2006-2007 school year:

On nonresidential property, a total of 18 mills was approved for general operating
expenditures on properties with a total taxable value of $30,171,138.

On all residential and commercial property, 2.0 mills was levied out of a total of 4.486
mills approved for a Building Sinking Fund on properties with a total taxable value of
$88,185,448.
On ali residential and commercial property, a total of 3.69 mills was approved for the
purpose of retiring long-term obligations on properties with a total taxable value of
$88,185,448.

NOTE B —~ DEPOSITS AND INVESTMENTS:

Cash Eguivalents

As of June 30, 2007, the District’s cash and cash equivalents and investments were reported
in the basic financial statements in the following categories:

Governmental Fiduciary Total Primary

Activities Funds Governmerk

Cash and equivalents $2,375,670 $56,250 $2,431,960
Investments 30,336 - 30,336
$2,406,006 $56,290 _ $2,462,296
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NOTE B — DEPOSITS AND INVESTMENTS (Continued):

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the District’s deposits may
not be returned to it. State law does not require and the District does not have a deposit
policy for custodial credit risk. As of June 30, 2007, $2,313,238 of the District’s bank balance
of $2,522,595 was exposed to custodial credit risk as being uninsured and uncollateralized.
Investments

As of June 30, 2007, the District had the following investments.

Investment in Maturities (In Years)

Fair Less More
__ Investment Type Value Than 1 1-5 610 Than 10
Michigan Liguid Asset
Fund — Mutuat Funds $11,052 411,052 $ - §- $-
General Motors -~
Corporate fixed income 19,284 - - 19,284 -
Totals $30,336 $11.052 $ - $19,284 $ -
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
the District’s investments The District does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk

Michigan statutes authorize the District to invest in bonds, other direct obligations and
repurchase agreements of the United States, certificates of deposits, savings accounts,
deposit accounts or receipts of a bank which is a member of the FDIC and authorized to
aperate in this state, commercial paper rated at the time of purchase within the two highest
classifications established by not less than two standard rating services and matures within
270 days from date of purchase, bankers’ acceptances of the United States banks,
obligations of the State of Michigan and its political subdivisions, external investment pools,
and certain mutual funds. Michigan law prohibits security in the form of collateral, surety
bond, or another form for the deposit of public money.

The District has no investment policy that would further limit its investment choices. The
District’s investment in General Motors Corporate Fixed Income was rated BAA2 by Moody's
Investors Service and BB by Standard & Poor’s. Ratings are not required for the District’s
investment in Michigan Liguid Asset Fund-Mutual Funds. The District’s investments are in
accardance with statutory authority,

Concentration of Credit Risk

The District places no limit on the amount the District may invest in any one issuer. More
than 5 percent of the District’s investments are in the General Motors Corporate Fixed
Income. These investments are 64% of the District’s total investments.

NOTE C — DUE FROM OTHER GOVERNMENTAL UNITS:

Amounts due from other governmental units consist of various revenues due from federal
and state sources for the operation of special programs and grant projects.
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NOTE D — FUND MODIFICATIONS (TRANSFER TO/FROM OTHER FUNDS):

The School District reports interfund balances between many of its funds, Some of the
balances are considered immaterial and are aggregated into a single column or row. The total
of all balances agrees with the sum of interfund balances presented in the statements of net
assets/balance sheet for governmental funds. Interfund transactions resulting in interfund
receivables and payables are as follows:

Athletic
General Facilities School Total Due To
Fund Project Fund Lunch Fund Other Funds

~ ! General Fund $- $- $109,030 $109,030
School Lunch Fund 170,327 - - 170,327
Athletic Fund 43,291 . - 43,291
Building Sinking Fund 15,469 - - 15,469
Debt Service Fund - 3,572 - 3,572
Agency Fund 5,833 - 78 5,911
Total Due From g}t::jsr $234,920 43,572 $109,108 $347,600

All balances resulted from the time lag between the dates that (1) interfund goods and
services are provided or reimbursable expenditures occur, (2) transactions are recorded in the
accounting system, and (3) payments between funds are made.

General Facilities Debt Total Due To
Fund Project Fund Service Fund Other Funds
General Fund $- $250,000 $- $250,000-
Athletic Facilities
2! Project Fund 250,000 - 1,018,342 1,268,342
Athletic Fund 147,420 - - -
Total Due From Other (o0, 459 $250,000 $1,018,342 $1,665,762

Funds

Transfers are used to (1) move revenues from the fund that statute or budget requires to
collect them to the fund that statute or budget requires to expend them and (2) moves
receipts restricted to debt service from the funds collecting the receipts to the debt service
fund as debt service payments become due, and (3) use unrestricted revenues collected in
the general fund to finance various programs accounted for in other funds in accordance with
budgetary authorizations.

NOTE E — CAPITAL ASSETS:

Capital asset activity of the School District’'s governmental activities was as follows:

Balance Additions/ Balance
6/30/06 Adjustments Deductions 6/30/07
Capital assets not being depreciated:
L.and $14,401 - $- $14,401
Construction In progress 29,561 678,505 - 708,466
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NOTE E — CAPITAL ASSETS (Continued):

Balance Additions/ Balance
6/30/06 Adjustments Deductions 6/30/07
Capital assets being depreciated:
Land improvement $378,665 $- $- $378,665
Buildings and additions 27,122,029 18,302 - 27,140,331
Machinery and equipment 2,361,222 6,598 91,000 2,276,820
Vehicles/buses 659,866 - - 659,866
Total Capital Assets 30,565,744 703,805 91,000 31,178,549
Less accumulated depreciation:
Land improvement 95,525 17,333 - 112,858
Buildings and additions 22,598,215 333,403 - 22,931,618
Machinery and equipment 2,285,092 35,733 91,000 2,229,825
Vehicles/buses 563,303 35,979 - 599,282
Total Accumulated Depreciation 25,542,135 427,448 31,000 25,873,583
CAPITAL ASSETS, NET  $5,023,609 281,357 $- $5,304,966

Depreciation expense charged to governmental activities was $422,448.
NOTE F — ACCRUED EMPLOYEE BENEFITS:

Upon severing employment with the District, an employee has the option of selecting one
of the following as severance pay:

1. Unused sick leave to be paid at $35.00 per day up to a maximum of $4,800
per employee.

2. An employee who has been employed for ten years or more shall be paid one
week of current salary pius one day of current salary for each year of
employment of the District in excess of ten years to a maximum of $1,500.

As of June 30, 2007, the accrued employee benefits reported in the Statement of Net Assets
is $532,869., This amount includes $280,000 balance in the Voluntary Special Retirement
Program (VSRP) payment offered for teachers who elected into the program by August 1,
2006 and $42,653 for the teachers who made their election in the 2004-2005 fiscal year. The
remainder is attributable to teacher’s accrued sick leave.

NOTE G — RESERVED FUND EQUITY:
The School District reserves fund equities for the following funds:

General Fund - The resources of the General Fund have been accumulated for the following
specific purposes:

Energy Conservation Funds $67,670
1.33 Mill Funds 53,694
$121,364

Special Revenue Funds — The resources of the Scholarship Fund have been accumulated for
the specific purpose of granting scholarship to graduating students. The fund equities of
$203,758 are reserved for these purposes.

Debt Service Funds — The resources of the Debt Service Funds have been accumulated for
the specific purpose of bond and interest debt retirement. The fund equities of $106,205 are
reserved for this purpose.

Capital Projects Funds — The resources of the Capital Projects Funds have been accumulated
for the specific purpose of acquiring fixed assets. The fund equities of $522,381 are reserved
for these purposes.
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NOTE H — LONG-TERM DEBT:
The following is a summary of the long-term debt activity for the year ending June 30, 2007:

Balance Balance

7/1/06 Additions Deductions 6/30/07
1997 Serial Bonds $140,000 $ - $140,000 4$-
2005 Refunding Bonds 3,355,000 - 10,000 3,345,000
Durant Bonds 109,163 - - 109,163
2006 Seriat Bonds 1,040,000 - - 1,040,000
Vehicle Loans Payable 67,406 - 27,545 39,861
IT Loans Payable 22,827 - 15,981 5,846
Employee Benefits Payable 210,253 441,381 118,765 532,869
TOTAL _ $4,944,649 $441,381 $313,251 $5,072,739

Long-term debt at June 30, 2007 consists of the following:

IT LOAN
June 30, 2007
School Year Interest Principal Total
2007-2008 o $59 $5,846 $5,905
$59 $5,846 $5,905

IT Loan Payable - The IT Loan Payable ($33,700), dated October 6, 2005, matures monthly
on the 6" of each month with an interest rate of 4.85% per annum,

INSTALLMENT NOTES FOR VEHICLE AND BUS PURCHASES
June 30, 2007

Criginal Interest Monthly
Date Amaount Rate Payment Principal Interest Total
08/09/02 $51,075 4.5% $953.74 $846 $13 $859
08/10/05 59,507 3.78% 1,091.17 39,015 2,450 41,465

$39,861 $2,463 $42,324

Bus note payable or;gmall issued for $51,075 and dated Au gust 9, 2002 matures monthly as
scheduled above on the 9 of every month through August 9, 2007 bearing an interest rate of
4.5% per annum.

Bus note payable originally j Js ssued for $59,507 and dated August 12, 2005 matures monthly as
scheduled above on the 20™ of every month through August 20, 2010 bearing an interest rate
of 3.79% per annum.

2005 Refunding Bonds
June 30, 2007

May 1
Novemnber 1
School Year i Interest Interest Principal Total

2007-2008 $67,377 $67,378 $160,000 $294,755
2008-2009 64,977 64,978 170,000 299,955
2009-2010 62,002 62,003 180,000 304,005
2010-2011 58,852 58,853 190,000 307,705
2012-2016 236,860 236,965 1,055,000 1,528,925
2017-2021 116,329 116,333 1,300,000 1,532,662
2022-2026 6,235 6,235 290,000 302,470

Totals $612,732 $612,745 $3,345, 000 $4,570,477
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NOTE H — LONG-TERM DEBT (Continued):

On April 28, 2005, the District issued $3,365,000 in General Obligation Bonds with an average
interest rate of 4.2% to advance refund $3,340,000 of outstanding 1997 Serial Bonds with an
average interest rate of 5.1%. The net proceeds of $3,307,500 (after payment of $57,500 in
underwriting fees, insurance, and other issuance costs) plus an additional $197,000 of 1997
series Debt Fund monies were used to purchase U.S. government securities. Those securities
were deposited in an irrevocable trust with an escrow agent to provide for all future debt
service payments on the 1997 series bonds. As a resulf, the 1997 series bonds are
considered to be defeased and the liability for those bonds has been removed from the
government-wide statement of net assets.

The advance refunding resulted in a difference between the reacquisition price and the net
carrying amount of the old debt of $25,000. This difference, reported in the accompanying
financial statements as a deduction from bonds payable, is being charged to oFerations
through the year 2022 using the effective-interest method. The District completed the
advance refunding to reduce its total debt service payments over the next 17 years by
$440,107 and to obtain an economic gain (difference between the present value of the old
and new debt service payments) of $337,265.

School Improvement Bonds {Durant)

Series 1998
June 30, 2007

School Year Interest Principal Total
2007-2008 $- $- $-
2008-2009 2,694 10,289 12,983
2009-2010 2,204 10,778 12,982
2011-2012 1,691 11,292 12,983
2012-2013 22,816 64,412 87,228
2013-2014 590 12,392 12,982

$29,995 $109,163 $139,158

The School Improvement Bonds, Series 1998 {$184,877) dated November 24, 1998 mature
annually on May 15 with interest at a rate of 4.75% per annum. The only revenue source for
making the debt service payment on these School Impravement Bonds is an appropriation
from the State of Michigan. If the legislature fails to appropriate the funds, the School
District is under no obligation for payment.

2006 General Obligation
School Building and Site Bonds
June 30, 2007

May 1
School November 1
Year Interest Interest Principal Total

2007-2008 $21,554 $21,554 $40,000 $83,108
2008-2009 20,754 20,754 40,000 81,508
2009-2010 19,954 19,954 40,000 79,908
2010-2011 19,154 19,154 40,000 78,308
2011-2012 18,354 18,354 40,000 76,708
2012-2016 78,657 78,657 235,000 392,314
2016-2022 52,275 52,275 300,000 404,550
2022-2027 16,752 16,752 305,000 338,504

Totals $247,454 $247,454 $1,040,000 $1,534,908

General Obligation School Buiiding and Site Serial Bonds originally issued for $1,040,000 and
dated June 28, 2006 mature annually on May 1, 2008 through May 1, 2026 and bear interest
ata rahte of 4.0% 10 4.3% per annum. Interest is paid semi-annuaily on May 1 and November
1 each year.
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NOTE H — LONG-TERM DEBT (Continued):

As of June 30, 2007 the aggregate maturities of long-term debt for the next succeeding five
years are as follows:

Principat Interest Total
2007-2008 $218,511 $179,210 $397,721
2008-2009 232,564 174,876 407,540
2009-2010 243,526 166,463 409,989
2010-2011 243,465 157,714 401,179
2011-2012 299,412 170,579 469,991
2012-2017 1,347,392 558,505 1,905,897
2017-2022 1,650,000 281,951 1,931,951
2022-2026 305,000 33,504 338,504
4,539,870 1,722,902 6,262,772
Employer Benefits Payable 532,869 - 532,869
TOTAL $5,072,739 $1,722,902 46,795,641

NOTE I - SHORT-TERM DEBT:

The District utilizes short-term borrowing secured with pledged state aid for cash flow
purposes due to the timing of state aid payments. A summary of changes in short-term debt
for the year ended June 30, 2007, is as follows:

Balance Balance
June 30, 2006 Additions Deductions June 30, 2007

State Anticipation Note $1,800,000 $2,245,000 $1,800,000 $2,245,000

NOTE J — FOUNDATION REVENUE AND CONTINGENCY RECEIVABLE AND PAYABLE:

For the fiscal year ended June 30, 1995, the State of Michigan adopted a foundation grant
approach which provides for a specific annual amount of revenue per student based on a
state wide formula, In previous years, the state utilized a district power equalizing approach.
The foundation is funded from state and local sources. Revenue from state sources are
primarily governed by the School Aid Act and the School Code of Michigan. The Michigan
Department of Education administers the allocation of state funds to school districts based on
information sugplied by the districts. For the year ended June 30, 2007, the foundation
gllowgncefvgaos%ased on the average of pupil membership counts taken in February 2007 and
ctober @ .

The state portion of the foundation is provided primarily by a state education property tax
millage of 6 mills and an allocated portion of state sales and other taxes. The local portion of
the foundation is funded primarily by non-homestead property taxes which may be levied at a
rate of up to 18 mills. The state revenue is recognized during the foundation period
(z%uor;ently the fiscal year) and is funded through 11 payments from October 2006 — August

NOTE K — EMPLOYEE RETIREMENT SYSTEM — DEFINED BENEFIT PLAN:

Substantially all of the District's employees are eligible to participate in the statewide Michigan
Public School Employees’ Retirement System (MPSERS), a multiple-employer, cost-sharing
public employee retirement system. Effective January 1, 1987, Act 91 of the Public Acts of
1985 established a voluntary contribution to the Member Investment plan (MIP), Employees
first hired before January 1, 1990, made a one-time irrevocabile election to contribute to the
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NOTE K- EMPLOYEE RETIREMENT SYSTEM — DEFINED BENEFIT PLAN (Continued):

tax deferred MIP. Employees first hired on or after January 1, 1990 will automatically be
included in MIP.

Members in MIP may retire at any age after attaining thirty years of creditable service or at
age sixty while still working with a minimum total of five years of creditable service and with
credited service in each of the five school fiscal years immediately preceding the retirement
allowance effective date. The retirement allowance is calculated using a formula of 1.5% of
the average of the highest total earnings during a period of thirty-six consecutive calendar
months (three years) multiplied by totai years to the nearest tenth of a year of credited
service.

Employees who did not eject the MIP option fall under the MPSERS Basic Plan and may retire
after attaining age sixty with ten or more years of credited service; or with thirty or mare
years of credited service; or attaining age fifty-five while stili working at least fifteen but fewer
than thirty vears of credited service in each of the five school fiscal years immediately
preceding the retirement allowance effective date.

The retirement allowance is computed using a formula of 1.5% of the average of the highest
total earnings during a period of sixty consecutive months (five years) multiplied by the total
years to the nearest tenth of a year of credited service.

The MPSERS also provides death, disability, health, medical, dental, vision and hearing
insurance coverage. Benefits are established by state statute.

The District was required by state statute to contribute 16.34% of covered compensation to
the Plan through September 30, 2006 and 17.74% of covered compensation for the
remainder of the year. The total amount contributed to the Plan for the year ended June 30,
2007 was $926,732 which consisted of $802,399 from the District and $124,333 from
employees electing the MIP option. These represent approximately 17% and 3% of covered
payroll, respectively. The District’s aggregate contributions to the MPSERS plan for the years
ended June 30, 2006, and 2005 were $920,030 and $798,512, respectively.

Payroil paid to employees covered by the System for the year ended June 30, 2007 was
approximately $4,602,000. The District's total payroil was approximately $4,783,000.

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. Retirees having
these coverage’s contribute an amount equivalent to the monthly cost of Part B Medicare and
10 percent of the monthly premium amount for the health, dental and vision coverage.
Required contributions for post employment health care benefits are included as part of the
District’s total contribution to the MPSERS plan discussed above.

The District is not responsibie for the payment of retirement benefits which is the
responsibility of the State of Michigan., MPSERS' issues a publicly available financial report
that includes financial statements and required suppiementary information for the system.
More information may be obtained by writing MPSERS at MPSERS, P.0Q. Box 30673, Lansing,
Michigan 48929-8103.

NOTE L — CONTINGENT LIABILITIES:

Grant Assistance

The School District has received significant assistance from federal and state agencies in the
form of various grants. The disbursement of funds received under these programs generally
requires compliance with terms and conditions specified in the grant agreement and is subject
to audit by the grantor agency. Any disallowed claims resulting from such audits could
become a liability of the applicable fund of the School District.
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NOTE L —~ CONTINGENT LIABILITIES (Continued):

Risk Management

The Schaool District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees’ and natural disasters. The
Schooi District carries commercial insurance for all risks of loss. Settled claims resulting from
these risks have not exceeded commercial insurance coverage in any of the past three fiscal
years.

NOTE M — ECONOMIC DEPENDENCY:

The School District receives approximately 84 percent of its revenues through State and
Federal sources to be used for providing elementary and secondary education to the students
of the Ishpeming City School District.

NOTE N — SINKING FUNDS:

The Building Sinking Fund Capital Project Fund records capital project activities funded with
Sinking Fund millage. For {this) these funds, the School District has complied with the
applicable provisions of §1212(1) of the Revised School Code and the applicable section of the
Re;};%q Bulletin for School District Audits of Bonded Construction Funds and of Sinking Funds
in Michigan.

NOTE O — FUND BALANCE DEFICIT:

As of June 30, 2007 the General Fund has a fund balance deficit as defined in Section 102(1)
of the State School Aid Act. The District is required to notify the Michigan Department of
Education, State Aid and School Finance office for proper notification and disposition thereof,
NOTE P — CONSTRUCTION IN PROGRESS:

As of June 30, 2007 construction contracts totaling $884,330 were entered into for the
athletic track and field improvements of which $678,905 had been completed.

NOTE Q — SINGLE AUDIT:
The District’s audited financial statements report a total of $465,296 in federal expenditures,
As the amount is ess than the single audit threshold of $500,000, the District is therefore not

required to have an audit in accordance with OMB Circular A-133 for the fiscal year ended
June 30, 2007.
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ishpeming City School District
General Fund
Budgetary Comparison Schedule
For the Year Ended June 306, 2007

Variances
Artual Positive (Negalive}
Budgeted Amounts (GAAR QOriginal Budget Final Budget
Qriginal Final Basis) to Fipa| Budget {o Actual
REVENUES:
Local Sources § 1068442 g 1127950 § 745610 i 69,6508 § {381,340)
State sources 7,009,195 8,717,559 6.853 558 (291.630) 135,988
Federal Saurces 328,735 VB8 5674 £46,496 440939 (123178}
TOTAL REVENUES 8,336,378 8,615,193 8.246.664 218.817 {368.529)
EXPENDITURES:
fnstruction:
Hasic programs 3,158,555 3,651,650 3.603,68Y (493,095) 47 963
Added needs 1,701,091 1,523 54% 1,501,707 177,542 (78,158
Adubt continuing education - - 8,659 - {3.653)
Other instructian - - 2,161 - (2164
Total insiruction 4,858,645 5,175,198 5.217.214 (315,553} (42 015)
Supparting Services:
Studfent sarvicas 184,328 138.210 139,143 45,118 (833)
Ingtructional staff 358 598 3084 837 114,114 126,239} 280,723
Gengral administraticon 263050 283,825 283,811 {19,973} 114
School administration 520,024 57E.10% 706,780 {58,085} (1286711
Business services 125,085 115,015 139,500 10,080 {24,575
Crperation and maintenance of plant 1,096,300 1,208,935 1.161.0%3 {110,6835) 45 8432
Pupit transportation 226,381 252,934 233 262 (26,653) 18,682
Central services - - 2,730 - (2,730}
Other supporting services - - 17,454 - {17,454]
Totat Supporting Services 2784876 2 985,965 2,787 567 (185,288} 171,928
Coummunity Services:
Commurity recreation - 5,800 3935 {6,000} 65
{Childeare centar - 44 550 45,168 {44 553} (618
Olher community services - B,000 5000 {6.000] 1,006
Total Community Services - 25,550 596,101 (56,550) 4449
Fayments {o Other govarnments:
Payments to cther schools 112.200 112,200 228400 - {115.200)
Payrments to cther governmental entities - - 136103 - {13B.103}
Total Payments to Other Governments 112,200 112,200 364.503 - (252 303}
Debt Service:
Principal 190,072 185,738 22,564 {5,666} 173,174
Intersst - - 74,559 - (74,559)
Total Payments to Other Governments 160,072 165,738 87,123 (5 666) 88 615
Facitities Acquisition:
Capital gullay - - - -
Tofal Facilities Acquisition - - - - .
TOTAL EXPENDITURES 7,946,504 8,509,652 8,532,608 (563,058) {23,256)
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES 449,782 405,541 (236,244} {344,241) {391, 765)
OTHER FINANGING SQURCES (USES):
Transfers in - - 293,241 - 283,291
Transfers (out) {108,389 {103 676} {397 420 4,713 (293, 744)
TOTAL OTHER FINANCING SDURCES {USES) (108,389 {103 E76) {104.129) 4,713 453)
NET CHANGE IN FUND BALANCE 341,393 1,865 (390,373 (338.528) {392.238)
Fund Balancs, Jady 3 78,716 78,716 78,718 - -

FUND BALANCE, JUNE 3R 5 420,109 3 50,581 $ (311887) 3 (339,528) § (392.238)
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Ishpeming City Schooi Distriet
Capital Projects Fund: Athletic Facilities Project Fund
Budgetary Comparison Schedule
For the Year Ended June 30, 2007

Variances
Actual Positive [Negative)
Budgeted Amounts {GAAP Original Budget Final Budget
Original Firal Basis} to Final Budget to Actual
REVENUES:
Local Sources % 21.060 3 21.000 3 21,808 3 - 3 809
State sources - - - - _
Federal Sources . . R . .
TOTAL REVENUES 21,000 21,000 21,809 - 809
EXPENDITURES:
Facifities Acquisition:
Capital outiay 582,486 582,486 683,289 - {104,803}
Total Facilities Acquisition 582,486 582,486 683,280 - (160.803)
TOTAL EXPENDITURES 582,486 582.486 683,289 - {100.803)
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES (561 488) {561,488} (661,480} - (99,904}
OTHER FINANCING SOURCES {USES):
Transfers in 1,020,000 1,020,600 1,268,342 - 243.342
Transfers {ouf) - - {250,000 - {250,000}
TQTAL OTHER FINANCING SQURGES (LSES) 1,020,000 1,020,000 1,018,342 - [1.858)
KET CHANGE IN FUND BALANCE 458 514 458.514 358 362 - {101.8582)
Fund Balance, July { - - - - .
FUND BALANCE, JUNE 30 k3 458 514 % 458,514 5 35G.882 b - 3 {101,652)
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ASSETS:
Cash and equivalents
Invastments
Accounts receivable
Bue from other funds
Due from gther governmental units
Inventory - food and supplies

TOTAL ASSETS

LIABILITIES AND FUND SALANCES:

LIABILITIES:
Accounts payable
Due to other funds
Cther liabilities

TOTAL LIABILITIES

FUND BALANCES:
Reserved for:
Debt service
Capital outlay
Scholarship
Unreserved - reported in special revenue funds

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

ishpeming City School District
Non-major Governmental Funds
Combining Balance Sheet
June 30, 2007

Capital
Special Projects Fund:
Revenue Building Debt Service
Funds Sinking Fund Fund Total

5 303,146 $ 164,921 3 109777 3 577,844
- 16,067 - 16,067
109,108 - - 109,108
1.717 - - 1,717
3,876 - - 3.876
417,547 180,988 109,777 708,612
213,618 15,468 3,572 232,659
213,618 15469 3,572 232,658
- - 108,208 108,205
- 165,518 - 165,518
203,758 - - 203,758
471 - - 471
204,229 165,510 106.208 475,953
$ 417,547 3 180.988 5 108,777 $ 708,612
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Ishpeming City Schoot District
Neon-major Governmental Funds

Combining Schedule of Revenues, Expenditures and Changes in Fund Balance

REVENUES:
Local sources
State sources
Federal sources

TOTAL REVENUES

EXPENDITURES:
Supporting services
Debt service;
Principat
Interest and fiscal charges
Faciities acquisition

TOTAL EXPENDITURES

EXGESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES:
Transfers in
Transfers out

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

For the Year Ended June 30, 20067

Capital
Special Projects Fund:
Revenue Building Debt Service
Funds Sinking Fund Fund Total

246,293 5 182,829 $ 374,256 3 803,578
139,904 - - 139,904
386,287 182 829 374,256 043,482
480,458 - - 480,488
- - 150,000 150,000
- - 183,148 183,148
5,869 128,294 - 135,163
487 357 128 254 333,148 948,799
(101,080; 54,635 41,108 (5,317}
104,128 - - 104,129
- - (1,018,342} £1.018,342)
104,129 - (1,018,342} {914,213}
3,069 54,635 {877,234} {919,530}
201,180 110,884 1.083.439 1,385,483
204,229 $ 165,519 $ 106.205 3 475,853
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ishpeming City School District
Non-major Special Revenue Funds
Combining Balance Sheet
June 30, 2007

Scheool
Lunch Athletic Scholarship
Fund Fund Fund Total
ASSETS:
Cash and equivalents 5 51,097 $ 48,291 $ 203,758 $ 303,146
investments - - - -
Due from other funds 109,108 - - 109,108
Due from other governmental units 1,717 - - 1,717
Inveniory - food and supplies 3,878 - - 3.876
TOTAL ASSETS 165,798 43,291 203,758 417 847
LIABILITIES AND FUND BALANCES:
LIABILITIES:
Due to other funds 170,327 43,291 - 213618
TOTAL LIABILITIES 170,327 43 291 - 213,618
FUND BALANCES:
Fund balance - unreserved {4,529) 5,000 471
Fund balance - reserved - - 203,758 203,758
TOTAL FUND BALANCES {4 529) 5,000 203,758 204 229
TOTAL LIABILITIES AND
FUND BALANCES $ 165798 $ 48,291 $ 203,758 $ 417 847
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Ishpeming City School District
Non-major Special Revenue Funds
Combining Schedule of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2007

Schoot
L.unch Athletic Scholarship
Fund Fund Fund Totai
REVENUES:
Local sources $ 12271 5 84,397 3 39,205 3 246,393
State sources - - R .
Federal sources 139,904 - - 139,904
TOTAL REVENUES 262 605 84,397 39295 386,297
EXPENDITURES:
Supporting services 273,731 187,457 19,300 480 488
Facilities acquisition 3,300 3,568 - 6,869
TOTAL EXPENDITURES 277,031 191,026 19,300 487 357
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES {14,426) {106,628} 16,895 {(101,060)
OTHER FINANCING SOURCES (USES):
Transfers in - 104,128 - 104,128
NET CHANGE IN FUND BALANCE (14,426) (2,500) 19,995 3,069
Fund Balance, July 1 9897 7,500 183,763 201,160
FUND BALANCE, JUNE 30 $ 4,529) § 5,000 $ 203,758 $ 204,229
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Ishpeming City School District

School Lunch Fund
Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actual
For the Year Ended June 30, 2007

REVENUES:
Local Sources:
Sale of lunches
Income from investments

Total Local Sources

State Sources:
State Aid
Grants received fram the State

Total Siate Sources

Federal Sources:
Grants restricted.
Received through the State
U.8.D.A Entitlament
U8 0 A Bonug

Total Federal Sources
TOTAL REVENUES
EXPENDITURES:
Support Services:
Schioal Lunch Activities:
Salaries and wages
Employee benefits
Purchased services
Food costs
Supplies, materials, and other expenses
Total Supporting Services

Facilities Acquisition

TOTAL EXPENDITURES

EXCESS REVENUES {EXPENDITURES}

OTHER FINANCING SQURCES (USES):
Transfers in

TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

Variance
Favorable
Budget Actual {Unfavorable)
3 95,750 ] 122,430 3 25,680
250 271 21
96,000 122,701 268,701
15,400 - {15,400}
4,500 - (4.500)
19,900 - {19,900)
115,600 128,723 14,723
14.500 9,983 (4517)
2.400 198 {2.202)
131,800 138,904 8,004
247 800 262,605 14,805
109,900 108,763 1,137
28,500 28120 380
725 723 2
92,800 135273 (42,473)
17,500 852 16,643
249,425 273,731 (24,306}
2610 3,300 (680)
252.035 277,031 {24.996}
(4,235) (14,425) (10,191}
{4,235} {14,426) {10,191}
8,897 ¢.897 .
$ 5,662 $ {4.529) 3 (10,191}
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Ishpeming City School District
Athletic Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actuat
For the Year Ended June 30, 2007

Varance
Favorable
Budget Actual {Unfavorable)
REVENUES:
Local Sources:
Gate receipts and tournament activity $ 32,855 3 54,922 $ 22,067
Participation fee 20,496 20,496 -
Income from investments 150 - (150}
Other 24,319 8,979 {15,340)
Total Local Sources 77,820 84,397 85,577
TOTAL REVENUES 77,820 84,397 6,577
EXPENDITURES:
Supporting Services:
Athletic Activities:
Salaries 119,459 118,579 880
Employee henefits 31,298 31,341 {43}
Purchased services 10,661 10,661 -
Supplies, materials and tournament activity 21,581 26,876 (5,295)
Total Supporting Services 182,099 187 457 (4,458)
Facilities Acquisition: 3,568 3,569 {1)
TOTAL EXPENDITURES 186,567 191,026 {4,458)
EXCESS REVENUES OVER
(UNDER) EXPENDITURES {108,747) (106,629) 2,118
OTHER FINANCING SQURCES {USES):
Transfers inf{out) - 104,129 104,129
TOTAL OTHER FINANCING SOURCES (USES) - 104,129 104,129
NET CHANGE IN FUND BALANCE {108,747) (2,500} 106,247
Fund Balance, July 1 7,500 7,500 -
FUND BALANCE, JUNE 30 3 (101,247) 3 5,000 3 106,247
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Ishpeming City School District
Scholarship Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2007

Variance
Favorabie
Budget Actual (Unfavorable)
REVENUES:
Local Sources:
Contributions from private sources 3 - $ 25,026 $ 25,026
Income from investments - 14,269 14,269
Cther - - -
Total Local Sources - 39,285 39,285
TOTAL REVENUES - 39,285 39.285
EXPENDITURES:
Supporting Services:
Agency Activities:
Scholarships granted - 19,300 {19.300)
Other - - .
Total Supporting Services - 18,300 {18,300
TOTAL EXPENDITURES - 19,300 {19,300)
EXCESS REVENUES OVER
{UNDER) EXPENDITURES - 19,995 19,995
OTHER FINANCING SOURCES (USES):
Transfers in - . -
TOTAL OTHER FINANCING SOURCES (USES) - - -
NET CHANGE IN FUND BALANCE - 19,995 19,995
Fund Balance, July 1 - 183,763 (183,763)
FUND BALANCE, JUNE 30 3 - $ 203,758 $ {163,768)
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Ishpeming City School District
Non-major Capital Projects Fund
Building Sinking Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2007

Variance
Favorable
Budget Actual {(Unfavorable)
REVENUES:
Local Sources:
Property taxes $ 172,863 $ 177,816 $ 4,853
incomea from investments 3,000 5113 2,113
Miscellaneous - - -
Total Local Sources 175,983 182,929 6,966
TOTAL REVENUES 175,883 182,629 6,966
EXPENDITURES:
Facilities Acquisition:
Capital outtay 139,145 128,264 10,851
Total Facilities Acquisition 135,145 128.204 10,851
TOTAL EXPENDITURES 139,145 128,294 10,851
NET CHANGE IN FUND BALANCE 36,818 54 635 17,817
Fund Balance, July 1 110,884 110,884 -

FUND BALANCE, JUNE 30 $ 147,702 $ 185,519 § 17.817
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Ishpeming City School District
Non-major Debt Service Fund

Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actual
For the Year Ended June 30, 2007

REVENUES:
Locat Sources:
Property taxes
Income from investments
Total Local Sources
TOTAL REVENUES

EXPENDITURES:
Debt Service:
Principal payments
Interest and fiscal chargas
Total Debt Service
TOTAL EXPENDITURES

EXCESS REVENUES OVER
(UNDER) EXPENDITURES

CTHER FINANCING SOURCES (USES):
Transfers out

TOTAL OTHER FINANCING SOURCES (USES})
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30
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Variance

Favorable
Actual (Unfavorable)
$ 360,364 $ 380,364
13,892 13,892
374,256 374,256
374,256 374,256
150,000 (150,000)
183,148 {183,148)
333,148 {333,148}
333,148 {333,148)
41,108 41,108
(1,018,342) {1,018,342)
(1,018,342} {1,018,342)
(977,234) (977,234}
1,083,439 1,083,439
3 106,205 5 106,205




COMPLIANCE SECTION
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Education
Ishpeming City School District
Ishpeming, Michigan 49849

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Ishpeming City School District as of and for the year
ended June 30, 2007, which collectively comprise the Ishpeming City School District’s basic financial
statements and have issued our report thereon dated November 12, 2007. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financiai Reporting

In planning and performing our audit, we cansidered Ishpeming City School District’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinions on the financial statements, but net for the purposes of expressing an opinion on the
effectiveness of the Ishpeming City School District’s internal control over financial reporting.
Accordingly, we do not express expressing an opinion on the effectiveness of the Ishpeming City
Schoot District’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses. However, as
discussed below, we identified certain deficiencies in internal cantrol over financial reporting that we
consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not aliow management or

empioyees, in the normal course of performing their assigned functions, to prevent or detect

misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of

control deficiencies, that adversely affects the Ishpeming City School District’s ability to initiate,

authorize, record, process, or report financial data reliably in accordance with generally accepted -
accounting principies such that there is more than a remote likelihood that a misstatement of the

Ishpeming City School District’s financial statements that is more than inconsequential will not be

prevented or detected by the Ishpeming City School District’s internal control, We consider the

deficiencies described in a separate letier to management (items 07-01 through 07-04) dated

November 12, 2007 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that @ material misstatement of the financial statements will not be
prevented or detected by the Ishpeming City School District’s internal control,

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
the internal control that might be significant deficiencies and, accordingly, would not necessarily
disclose all significant deficiencies that are aiso considered to be material weaknesses, However,
we believe that none of the significant deficiencies described above is a material weakness.

0 W, WASHINGTON STREET, SUITE 108 MARJUETTE, MR RICAN 29855 1906)225-1166 FAX: (906) 225-1714
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Board of Education
Ishpeming City Schooi District
Ishpeming, Michigan 49849

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Ishpeming City School District’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of [aws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express stich an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in a separate letter to management (item 07-05) dated
November 12, 2007.

This report is intended solely for the information and use of management, the Board of

Education, and federal awarding agencies and pass-through entities, and is not intended to be
and should not be used by anyone other than these specified parties.

Ardorson, [ackmar & (?a»;oagé;} Yo
Certified Public Accountants

November 12, 2007
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Ishpeming City School District
Report to Management Lelter
For the Year Ended June 30, 2007

Board of Education
Ishpeming City School District
Ishpeming, Michigan 49849

In planning and performing our audit of the financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Ishpeming City School District,
Ishpeming, Michigan as of and for the vear ended June 30, 2007, in accordance with auditing
standards generaily accepted in the United States of America, we considered Ishpeming City School
District’s internal control over financial reporting (internal controt) as a basis for designing out auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Governmental Unit's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Governmental Unit's internal
control.

A control deficiency exists when the design or operation of a control does not ailow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is @ control deficiency, or a combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principies such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that resuits
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the fimited purpose described in the first paragraph and
would not necessarily identify ali deficiencies in internal control that might be significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control that we consider to be
material weaknesses, as defined above. However, we identified the following deficiencies in internal
control that we consider to he significant deficiencies.

07-01 - FINANCIAL REPORTING CYCLE

The monthly and year end financial reporting package as presented to the Board of Education is not
fully compliant with the generally accepted accounting principies of reporting. Although the package
contains an informative summation of the various Funds revenues and expenditures on both actual
and budget basis it lacks the funds respective balance sheets which are necessary to determine the
Funds financial position. We recommend the package be expanded to include the balance sheets to
conform to current reporting standards. We also suggest any significant monthly and year end cut-off
adjusting entries be incorporated into the financlal statements in order to present a cleared picture of
the various funds of the District. The Board of Education should document this review of the financial
affairs in the minutes of the meeting as well as other financial events.

T W, WASHIMNGTON STREET, SUITE 168 MARQUETTE, MICBIGAN 49855 (906)225-1166 FAX: (906) 225-1714
WWHATCOMQT.COM



Board of Education
Ishpeming City School District
Ishpeming, Michigan 49849

07-02 — INTERNAL CONTROL RECONCILIATION FUNCTION

In any systern of internal accounting control one of the main ingredients is a strong reconciliation
function. The general ledger contains the accounts and records which are the basis for the preparation
of interim financial statements and for them to be free of a material error or irregularity, the necessity
for timely reconciliations cannot be overemphasized. The accounts which are most significant in the
accounting system that need to be reconciled on a timely basis are:

Cash accounts

Accounts receivable
Accounts payable

Health insurance payable
Interfund activity
Investment activity

Debt transaction activity
Federal program revenues

YVYVYVYYVYY

During the course of our audit subsequent to the Districts closing, we made twenty-five (25)
adjustments, some of a significant amount tc correct the accounting records and also noticed many of
the accounts contained unreconciled differences. We have suggested and good internal control
dictates the general ledger accounts be reconciled on a monthly basis and any adjustments to be
made be processed timely,

07-03 — SEGREGATION OF DUTIES

The accounting staff of the Ishpeming School District #1 is made up of two individuals, which does
not allow for segregation of duties. Because of the limited staff, there is an increased chance that
misstatements in financial statements would not be prevent or detect on a timely basis. The size of
the organization’s accounting staff precludes certain internal design controls that would be preferred in
the office staffs were large enough to provide optimum segregation of duties.

Smaller organizations, due to limited resources, are generally more sensitive to the cost of
implementing these design controls and often have compensating controls to partially mitigate this
deficiency. We suggest the Board of Education closely monitor and review the financial statements
and transactions on & monthly basis.

07-04 — ASSIST IN PREPARING FINANCIAL STATEMENTS AND FOOTNOTES

Statement on Auditing Standards #112 requires us to communicate in writing when a client requires
assistance to prepare the financial statements and footnotes required in the annual audit report in
accordance with accounting principles generally accepted in the United States of America. We
assisted management with the external financial reporting responsibility to ensure their financial
statements are in accordance with GAAP. The staff of the district does not have adequate time to
prepare all the information included in the annual financial statements. Therefore, we assisted in the
preparing the financial statements and related footnotes. We do not recommend any changes to this
situation at this time and communicate this as required by professional standards.

-5]1 -



Board of Education
Ishpeming City School District
Ishpeming, Michigan 49849

INSTANCE OF NON-COMPLIANCE

07-05 — FUND BALANCE DEFICIT

At June 30, 2007, the General Fund had a reserved fund balance of $121,364 and an unreserved fund
deficit of $433,021. Section 102(1) of the State School Aid Act prohibits a district from incurring an
operating deficit during a fiscal year. A district is considered to have “a deficit fund balance if (1) its
General Fund balance before reserves is negative, or (2) other funds have negative balances that are
greater than the General Fund balance before reserves”. Although the School District has a General
Fund unreserved fund deficit, it does not currently meet the definition of a deficit fund balance.
However, care should be taken to monitor the fund more closely in future years to ensure there are
sufficient revenues to cover expenses,

This report is intended solely for the information and use of the Ishpeming City School District’s board,
management, and any other legislative or regulatory body and is not intended to be and should not be
used by anyone other than these specified parties.

Our comments and recommendations are submitted as constructive suggestions to assist you in
strengthening internal controls, We appreciate the cooperation and courtesy extended to us by the

District's staff during our audit and would be pleased to discuss our recommendations with you further
at your convenience.

Arderson, Tackwan & Compang, FLC

Certified Public Accountants

November 12, 2007
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Board of Education
Ishpeming School District No. 1
Ishpeming, Michigan 45849

We have audited the financial statements of ishpeming School District No. 1 for the year ended
June 30, 2007, and have issued our report thereon dated November 12, 2007. Professional
standards require that we provide you with the following information related to our audit

Qur Respensibility under U.S. Generally Accepted Auditing Standards and

Government Auditing Standards

As stated in our engagement letter dated April 25, 2007, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reascnable, but not absoiute,
assurance about whether the financial statements are free of material misstatement and are fairly
presented in accordance with U.S. generally accepted accounting principies. Because an audit is
designed to provide reasonable, but not absolute assurance and because we did not perform a
detailed examination of all transactions, there is a risk that materiai misstatements may exist and not
be detected by us.

As part of our audit, we considered the internal control of Ishpeming City School District No. 1. Such
considerations were solely for the purpose of determining our audit procedures and not to provide
any assurance concerning such internal control.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we perfarmed tests of Ishpeming City School District No. 1's compliiance with
certain provisions of laws, regulations, contracts, and grants. However, the objective of our tests
was not to provide an opinion on compliance with such provisions,

Significant Accounting Policies
Management is responsible for the selection and use of appropriate accounting poiicies. [n

accordance with the terms of our engagement letter, we will advise management of the
appropriateness of the accounting policies and their application. The significant accounting policies
used by the Ishpeming City School District No. 1 are described in Footnote A, to the financial
statements. No new accounting policies were adopted and the application of existing pelicies was
not changed during the fiscal year 2006/2007. We noted no transactions entered into by the
Ishpeming City School District No. 1 during the year that were both significant and unusual, and of
which, under professional standards, we are required to inform you, or transactions for which there
is a lack of authoritative guidance or consensus.

Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and

are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates arg particularly sensitive hecause of
their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. These estimates are relatively
insignificant in relation to the financial statements taken as a whole.

03 W OWASHINGTOR STREET, SUITE 102 MARQUETTE, MICHIGAN 49855 (906)225-1166 FAX: (206} 225-1714
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Board of Education
Ishpeming School District No. 1
Ishpeming, Michigan 49849

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed
correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures. An audit adjustment may or may not indicate matters that could
have a significant effect on the ishpeming City School District No. 1's financial reporting process
{that is, cause future financial statements {o be materially misstated). In our judgment, some of the
adjustments we proposed, whether recorded or unrecarded by the ishpeming City School District
No. 1, either individually or in the aggregate, indicate matters that could have a significant effect on
the Schoal District's financial reporting process.

Disagreements with Management

For purposes of this letter, professiconal standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or
auditing matter that could be significant to the financial statements or the auditors’ report. We are
pleased to report that no such disagreements arose during the course of our audit.

Consultation with Other Independent Accountants

In some cases, management may decide to consult with other accountanis about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the school district’s financial statement or a
determination of the type of auditors’ opinion that may be expressed on those statements, our
professional standards require the consuiting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consuitations with other
accountanis.

Issues Discussed Prior to Retention of Independent Auditors

We generaily discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Ishpeming School District
No. 1's auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit
The completion of our audit was delayed because of the staff turnover at or near year end and its
affect on the closing process.

This information is intended solely for the use of the Board of Education and management of the
Ishpeming School District No. 1 and is not intended to be and should not be used by anyone than
these specified parties.

Ardorso, Tacknax & Company, FLC

Certified Public Accountants



