Holton Public Schools

REPORT ON FINANCIAL STATEMENTS
(with required supplementary information)

Year ended June 30, 2009



Holton Public Schools

TABLE OF CONTENTS
Management’s DiSCUSSION ANd ANALYSIS.......c.eerierciieriierieeiierieeereesiesereesseesveesseessaeeseesseesseesseesssesseessennes i-X
Independent AUILOrS” REPOTT......c.cuiiruieiiieiieeiiesieetieste et ete e et e etesbeesbeessaeesbeesseessseassaessseesaessseesseenssensses 1
Basic Financial Statements
District-wide Financial Statements
StAtEMENT OF INEE ASSEES....uviiiitiieeitiie ettt ettt eetee e ettt e et e e et e e e eteeeeteeeeeteeeeteeesaeeeeareeeeaseeeeaseesaseeeenseeeeseeennns 2
StAteMENT OF ACHIVITIES ..eovviiiitieeitie e et eeiee ettt et e e et e e et e e eteeeetteeeeteeeeaaeeeetseeeeareeeesseeeesseeesseeeenreeeenseeennns 3
Fund Financial Statements
Governmental Funds
Balance SHEET ........veiiiuiiiiiieeie ettt e ettt eeat e e e ate e e tae e eetaeeeenraeeeareas 4
Reconciliation of the Governmental Funds Balance Sheet
t0 the StatemMENt OF NEt ASSELS ...ccviiiiiieieiie ittt ettt et e et e e et e e eeteeeereeeeaveeeebeeeenneeeenns 5
Statement of Revenues, Expenditures and Changes
IN FUNA BAIANCES ...ttt ettt e e et et e e et eeeeavaeeetbteeeneeeeneeeeareas 6

Reconciliation of the Governmental Funds Statement of Revenues,
Expenditures and Changes in Fund Balances to the Statement of

JaNo15 074 15 (1 ISR 7
Statement of Fiduciary Assets and Liabilities ...........ccvevveriieiiienieniieiierienieereesieesreereessaeseneesseeseneessneas 8
Notes t0 FINAnCIal STAt@IMENTS. .....c..uviiiiiiiiiie ettt eeee e e et e e e e eate e e e e eettaeeeseeaaeeeeeeenaaeeeesereneeas 9

Required Supplementary Information
Budgetary Comparison Schedule—General Fund............ccoocieoiiiiiiciiiiecie et 26



” olton Public Schools.....Proud Past and Promising Future
Management’s Discussion and Analysis 2008-2009

This section of Holton Public School’s Annual Financial Report presents our discussion and
analysis of the School District’s financial performance during the year ended June 30, 2009.
Please read it in conjunction with the School District’s financial statements, which immediately
follow this section.

Using this Annual Report

This annual report consists of a series of financial statements and notes to these statements.
These statements are organized so the reader can understand Holton Public School financially as
a whole. The district-wide financial statements provide information about the activities of the
whole School District, presenting both an aggregate view of the School District’s finances and a
long-term view of those finances. The fund financial statements provide the next level of detail.
For governmental activities, these statements tell how services were financed in the short-term as
well as what remains for future spending. The fund financial statements look at the School
District’s operations in more detail than the district-wide financial statements by providing
information about the School District’s most significant funds, the General Fund and 2006
Building Capital Projects Fund, with all other funds presented in one column as nonmajor funds.
The remaining statement, the Statement of Fiduciary Assets and Liabilities, presents financial
information about activities for which the School District acts solely as an agent for the benefit
of students and parents.

Overview of the Financial Statements

This annual report consists of four parts: (1) management’s discussion and analysis (this section),
(2) the auditor’s opinion, (3) the basic financial statements, and (4) the required supplementary
information. The financial statements include notes that explain some of the information in the
statements by providing detailed data. These statements are followed by a section of required
supplementary information that further explains and supports the financial statements, utilizing a
comparison to the District’s budget for the year. Additionally, the basic financial statements also
include two kinds of statements that present different views of the District.

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

One of the most important questions asked about the School District is, “As a whole, what is the
School District’s financial condition as a result of the year’s activities?" The Statement of Net
Assets and the Statement of Activities, which appear first in the School District’s financial
statements, report information about the School District as a whole and its activities in a way that
helps you answer this question. We prepare these statements to include all assets and liabilities,
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.
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These two statements report the School District’s net assets — the difference between assets and
liabilities, as reported in the Statement of Net Assets — as one way to measure the School
District’s financial health or financial position. Over time, increases or decreases in the School
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 School District’s operating results. However, the School District’s goal is to provide
services to our students, not to generate profits as commercial entities do. One must consider
many other non-financial factors, such as the quality of the education provided and the safety of
the schools, to assess the overall health of the School District.

The Statement of Net Assets and Statement of Activities report the governmental activities for
the School District, which encompass all of the School District’s services, including instruction,
support 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

The School District’s fund financial statements provide detailed information about the most
significant funds — not the School District as a whole. Some funds are required to be established
by State law and by bond covenants. However, the School District establishes other funds to
help it control and manage money for particular purposes (the Food Services and Athletics Funds
are examples) or to show that it’s meeting legal responsibilities for using certain taxes, grants,
and other money (such as bond-funded construction funds used for voter-approved capital
projects).

Governmental funds — All of the School District’s services are reported in governmental funds.
Governmental fund reporting focuses on showing how money flows into and out of funds and
the balances left at year end that are available for spending. They are reported using an
accounting method called modified accrual accounting, which measures cash and all other
financial assets that can readily be converted to cash. The governmental fund statements provide
a detailed short-term view of the operations of the School District and the 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 the Statement of Activities) and governmental funds in a
reconciliation.

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

The School District is the trustee, or fiduciary, for its student activity funds. All of the School
District’s fiduciary activities are reported in a separate statement of Fiduciary Assets and
Liabilities. We exclude these activities from the School District’s other financial statements
because the School District cannot use these assets to finance its operations. The School District
is responsible for ensuring that the assets reported in these funds are used for their intended
purposes.

i
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The School District as a Whole

Recall that the Statement of Net Assets provides the perspective of the School District as a
whole. The net assets of the District at June 30, 2009 amounted to approximately $3.83 million.
Table 1 shows a condensed breakdown of the net assets.

Table 1
Condensed Statement of Net Assets

Governmental Governmental
Activities Activities
June 30,2008 June 30, 2009

Current assets $ 4,433,160 $ 4,342,023
Capital assets, net 17,965,259 17,548,786
Other non-current assets 350,522 328,988
Total assets 22,748,941 22,219,797
Current liabilities 3,357,014 3,221,627
Non-current liabilities 15,639,429 15,168,146
Total liabilities 18,996,443 18,389,773
Net assets
Invested in capital assets, net of related debt 2,289.845 2,172,772
Restricted for Debt Service 116,043 139,160
Unrestricted 1,346,610 1,518,092
Total net assets $ 3,752,498 $ 3,830,024

The largest portion of the District’s net assets reflects investment in capital assets (e.g., land,
buildings and improvements, fiber optics, furniture and equipment), less any related debt used to
acquire those assets that are still outstanding. The District uses these capital assets to provide
services to students; consequently, these assets are not available for future spending. Although
the District’s investment in capital assets is reported net of related debt, it should be noted that
the resources needed to repay the debt must be provided from other sources, since capital assets
themselves cannot be used to liquidate these liabilities.

The changes affecting the Condensed Statement of Net Assets include the reduction of capital
assets due to depreciation expense and the reduction of long-term obligations due to repayment
of principal and additional employees’ participation in the District’s Early Retirement Incentive
program.

il
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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 2009.

Table 2
Statement of Activities
Governmental Governmental
Activities Activities
June 30,2008 June 30,2009
Revenues
Program Revenues
Charges for services $ 293,783 $ 260,444
Operating grants and contributions 2,055,401 2,490,766
General revenues
Property taxes 1,732,863 1,811,551
Unrestricted grants and contributions 7,044,465 6,363,581
Other 99,386 64,787
Total revenues 11,225,898 10,991,129
Expenses
Instruction 6,088,268 5,962,471
Support services 3,528,886 3,364,764
Community services 240 0
Food services 417,486 489,212
Athletics 401,687 403,620
Interest on long-term debt 697,527 683,331
Unallocated depreciation and amortization 10,205 10,205
Total Expenses 11,144,299 10,913,603
Increase (decrease) in net assets 81,599 77,526
Net assets at beginning of year 3,670,899 3,752,498
Net assets at end of year $ 3,752,498 $ 3,830,024

The net assets of the District increased by $77,526 during the 2008-2009 year. The cost of the
District’s governmental activities for the year was $10.91 million. Those who benefited from
food service, athletic programs, and support services, mostly made up of centralized
transportation and paid service charges of $260 thousand. Operating grants and contributions of
$2.49 million were for programs paid for by other governments and organizations. The other
resources were provided with property tax, state pupil foundation allowance (state aid),
investment earnings and other miscellaneous revenues.

The overall change in the Statement of Activities was due to an increase in IDEA, ARRA
Stabilization, and Universal Breakfast funding.

v
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A substantial portion (76%) of the District’s revenues is received from State sources. This is
down from 81% in 2007-2008 due to the American Recovery and Reinvestment Act was a
federal source of revenue “back filling” State sources. This means that the financial stability of
the District rests primarily with the economic health of the State of Michigan. Table 3 depicts
the breakdown of the sources of General Fund Revenue for the District.

Table 3
Sources of Revenues
for Fiscal Year 2008/2009

Other
Local 5%
10%

Federal
9%

State
76%

As discussed above, the net cost shows the financial burden that was placed on the State and the
School District’s taxpayers by each of these functions. Since property taxes for operations and
unrestricted State Aid constitute the vast majority of district 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 unrestricted resources.
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As Table 4 depicts, 55% of the District’s total resources in all funds are spent on instruction and
pupil support services. Another 6% is spent on administrative and business services necessary to
efficiently operate the District, while 15% is spent for transportation and maintenance, including
utilities and custodial services. Debt service contributes to 10% of the total budget, which
includes principal and interest. The final 14% is spent on other interest and additional support
services including athletics, food service, capital outlay and general administration.

Table 4
Expenditures for Fiscal year 2008/2009

Athletics
Food Service 2%
5%
Capital Outlay
0,
Other 1%

4%
Debt Service
10% Instruction

51%
Building & Transportation
15%
Business & School
Administration
6%
Pupil Support
4%

General Administration
2%
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Financial Analysis of the District’s Funds

The financial performance of the District as a whole is reflected in its governmental funds as
well. The general fund equity increased by $172,428 during the 2008/09 fiscal year, resulting in
fund equity of $1,554,727 at year end. The primary reasons for the change in fund balance are as
follows:

Factors Impacting Operations

Student Enrollment — The student population decreased from September 2007 to September 2008
by 55 students. Enrollment numbers were slightly below the prediction by 5 students with a
blended count of 1,068 students. Throughout the school year district administrators across
Michigan, including this administration shouldered the continued threat of a pro-ration in per
pupil funding ranging from $100 - $200 per pupil. However, the foundation allowance remained
as predicted at a rate of $7,316 per pupil, an increase of $112 per pupil from the prior year.

Food Service - The food service program for the 2008/2009 school year did not require
additional funding from the general fund for the fifth straight year. Revenues generated from the
food service department were greater than the expenditures for the program. For the fifth year in
a row, the food service fund was charged an indirect cost rate to supplement the general fund for
operations and maintenance. For 2006-2007 the food service fund was charged $25,000 while
$32,965 was charged for services in 2007-2008 and $39,371 for 2008-20009.

Borrowing — The financial condition of the district allowed the reduction in the amount needed
to borrow for cash flow purposes. Each year the district participates in the Michigan Municipal
Bond Authority State Aid Note. A reduction in borrowing of $200,0000 reduced the interest
expense by $16,584.

Medicaid — During the 2008-2009 school year, Holton Public Schools received an additional
$34,786 than projected for Medicaid billing. This function is coordinated with the Muskegon
Area Intermediate School District and is a reflection of concerted effort by staff to complete
timely billing.

Capital Purchases — The District entered into two new Installment Purchase Agreements for the
purchasing of one new school bus and a new district wide security camera system. This resulted
in the increase in other financing of $131,000.

Energy Costs - With the uncertainly of rising fuel costs, the district allocated additional funds for
transportation fuel and utilities. To ensure enough resources to meet the needs of the volatile
market, the district allocations for these areas exceeded actual expenditures by $68,257.

General Fund Budgetary Highlights

Over the course of the year, the School District revises its budget as it attempts to deal with
unexpected changes in revenues and expenditures. State law requires that the budget be
amended to ensure that expenditures do not exceed appropriations. The final amendment to the

vii
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budget was actually adopted just before year end. (A schedule showing the School District’s
original and final budget amounts compared with amounts actually paid and received is provided
in the required supplementary information section of these financial statements).

Variances between the final budget amounts and actual amounts were largely due to the
following:

Reduction in insurance costs due to employees changing plans to Pak B - $40,000.
Restricted program allocations carried forward to 2008-2009 — $212,000.

Reduction in salary allocations due to mid-year resignations and the district decision to
not fill the positions - $50,000

Additional funding through IDEA - $15,000

Reduction in tax charge backs from local authorities - $13,000

Reduction in energy costs allocations due to joining MISEC — $25,000.

Reduction in transfer to Athletic Fund - $16,000

Reduction in transportation fuel costs due to volatile market - $43,000

Reduction in charges for cooperative purchases with the MAISD - $13,000

VVVVVY VYVYVY

Original vs. Amended Budget

The Uniform Budget Act of the State of Michigan requires that the local Board of Education
approve the original budget for the upcoming fiscal year prior to July 1, the start of the fiscal
year. For the second time, the district completed an additional budget amendment in February
2009, along with the traditional budget amendments in October 2008 and June 2009. These
revisions are made in order to deal with unexpected changes in revenues and expenditures. The
following analysis describes the reasons for changes in the budget during the year.

Revenues — There was a $237,853 net change in the total General Fund revenue budget from the
beginning to the end of the year. The significant changes in funding sources were as follows:

e The local source revenue budget increased by $48,682. This increase was attributed to
changes in taxable values.

e The state source revenue budget decreased by $405,760. The decrease was due to the
shortage in state funding. The ARRA Stabilization funds were federal dollars used to
“back fill” the shortage in state sources of revenue.

e The federal source revenue budget increased by $530,979. The main reason for the
increase was the receipt of additional IDEA and ARRA Stabilization Funds.

e The other revenue budget increased by $63,952. This increase is primarily due to
financing sources for the purchase of new security cameras for the district.

Expenditures — The significant changes by functional category are as follows:
e The instructional services budget remained constant throughout the year with a
fluctuation of only $5,579.
e The general administration budget had a net decrease of $25,126. This was the result
of a reduction in legal fees and election expenses.

viii
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e The school administration budget had a net decrease of $15,498 due to employee
insurance options.

e The business services budget had a net decrease of $15,887 due to the decrease in
MAISD fees and tax charge backs.

e The operations and maintenance budget had a net decrease of $21,664 due to the
additional E-rate rebates and lower fuel costs.

e The transportation budget had a net decrease of $13,366 mainly due to the insurance
and fuel costs.

e The central services budget increased by $59,557. This increase is the result of the
purchasing of a district wide security camera system.

Capital Assets

At June 30, 2009, the School District had $17,548,786 (after accumulated depreciation) invested
in a broad range of capital assets, including land, buildings, vehicles, and furniture and
equipment. This amount represents a net decrease (including additions, deductions, and
depreciation) of $416,473 from last year.

2008 2009
Land $ 209,670 $ 209,670
Construction in progress 29,140 0
Building and building improvements 17,205,964 16,781,843
Buses and other vehicles, furniture
and equipment 520,485 557.273
Total capital assets $17.965.259  $17,548.786
Debt

At the end of this year, the School District had $15,404,535 in bonds outstanding versus
$15,882,489 in the previous year — a decrease of $477,954 due to continued payments for the
debt service. The district continues to participate in an education interconnection and consortium
financing agreement. The district participated this year in the School Loan Revolving Fund and
early retirement incentives. We present more detailed information about our long-term liabilities
in the notes to the financial statement

Economic Factors and Next Year’s Budget

Our elected officials and administration considered many factors when setting the School
District’s 2010 fiscal year budget. One of the most important factors affecting the budget is our
student count. The State foundation allowance is determined by multiplying the blended student
count by the foundation allowance per pupil. The blended count for the 2010 fiscal year is 25
percent and 75 percent of the February 2009 and September 2009 student counts, respectively.
The 2010 budget was adopted in June 2009, based on an estimated number of students that will
be enrolled in September 2009. Approximately 76 percent of total General Fund revenue is from
the foundation allowance. Under State law, the School District cannot assess additional property

X
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tax revenue for general operations. As a result, School District funding is heavily dependent on
the State’s ability to fund local school operations. Based on early enrollment data at the start of
the 2009/2010 school year, we anticipate that the fall student count could be slightly higher than
the estimate used in creating the 2009/2010 budget. Once the final student count and related per
pupil funding is validated, State law requires the School District to amend the budget if actual
School District resources are not sufficient to fund original appropriations.

The State periodically holds a revenue-estimating conference to estimate revenues. At this time,
the State is not in agreement on per pupil funding for 2009/2010 with an expected decrease to
last year’s funding of $7,316. The original budget was adopted with no increase or decrease in
per pupil funding and a reduction of 50 students from the September 2008 pupil count.

Contacting the School District’s Financial Management

This financial report is designed to provide the School District’s citizens, taxpayers, customers,
investors, and creditors with a general overview of the School District’s finances and to
demonstrate the School District’s accountability for the money it receives. If you have questions
about this report or need additional financial information, contact our Business Department at the
Holton Public Schools Administrative Office, Holton, Michigan 49425.



BRICKLEY DELONG

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

September 14, 2009

Board of Education
Holton Public Schools
Holton, Michigan

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of Holton Public Schools (the School District), as of and for the year ended
June 30, 2009, which collectively comprise the School District’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of Holton Public Schools' 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 financial 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 the 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 Holton Public Schools, as of June 30, 2009, and the respective changes in financial position 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 our report dated September 14, 2009 on
our consideration of Holton Public Schools’ internal control over financial reporting and on our tests of its
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 control 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 i - x and page 26, are
not a required part of the basic financial statement but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries 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.

.BW7 ,\Dzlfm?, /¢

316 Morris Ave., Suite 500 * P.O. Box 999 * Muskegon, MI 49443 907 S. State St. « P.O. Box 331 * Hart, MI 49420

PHONE (231) 726-5800  FAX (231) 722-0260 PHONE (231) 873-1040 « FAX (231) 873-0602



Holton Public Schools
STATEMENT OF NET ASSETS
June 30, 2009

Governmental
activities
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 2,530,010
Receivables 129,320
Due from other governmental units 1,681,314
Inventories 1,379
Total current assets 4,342,023
NONCURRENT ASSETS
Capital assets, net
Nondepreciable 209,670
Depreciable 17,339,116
Bond issuance costs, net 196,758
Note and interest receivable 132,230
Total noncurrent assets 17,877,774
Total assets 22,219,797
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
State aid loan 1,200,000
Accounts payable and accrued liabilities 889,874
Due to other governmental units 258,848
Deferred revenue 168,549
Bonds and other obligations, due within one year 704,356
Total current liabilities 3,221,627
NONCURRENT LIABILITIES
Bonds and other obligations, less amounts due within one year 15,168,146
Total liabilities 18,389,773
NET ASSETS
Invested in capital assets, net of related debt 2,172,772
Restricted for debt service 139,160
Unrestricted 1,518,092
Total net assets $ 3,830,024

The accompanying notes are an integral part of this statement.
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Holton Public Schools
STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
Fiduciary Funds
June 30, 2009

Agency
funds
ASSETS -
Cash and cash equivalents $ 77,388
LIABILITIES
Deposits held for others $ 77,388

The accompanying notes are an integral part of this statement.



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Holton Public Schools (School District) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The more significant of the School
District’s accounting policies are described below.

Reporting Entity

The School District is governed by an elected seven-member Board of Education (Board), which has
responsibility and control over all activities related to public school education within the School District. The
School District receives funding from local, state, and federal government sources and must comply with all
of the requirements of these funding source entities. However, the School District is not included in any other
governmental reporting entity as defined by generally accepted accounting principles. In addition, the School
District’s reporting entity does not contain any component units as defined in Governmental Accounting
Standards Board Statement No. 14. Board members have decision-making authority, the power to designate
management, the ability to significantly influence operations, and the primary accountability for fiscal
matters.

District-wide and Fund Financial Statements

District-wide Financial Statements — The primary focus of district-wide financial statements is on the
sustainability of the School District as an entity and the change in the School District’s net assets resulting
from the current year’s activities. The district-wide financial statements (i.e., the Statement of Net Assets and
the Statement of Activities) report information on all of the non-fiduciary activities of the School District.

For the most part, the effect of interfund activity has been removed from these statements. The district-wide
financial statements categorize primary activities as either governmental or business type. All of the School
District’s activities are classified as governmental activities.

In the district-wide Statement of Net Assets, the governmental activities column (a) is presented on a
consolidated basis and (b) is reported on a full accrual, economic resource basis, which recognizes all
long-term assets and receivables as well as long-term debt and obligations. The School District’s net assets
are reported in three parts — invested in capital assets, net of related debt; restricted net assets; and unrestricted
net assets.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. The School District first utilizes restricted resources to finance
qualifying activities. Direct expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include 1) charges paid by recipients who purchase, use or directly benefit from
goods or services by a given function or segment and 2) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular function or segment. State Foundation Aid, certain
revenue from the intermediate school district, and other unrestricted items are not included as program
revenues but instead as general revenues.

The district-wide Statement of Activities reports both the gross and net cost of each of the School District’s
functions. The functions are also supported by general revenues (property taxes, certain intergovernmental
revenues and charges, etc.). The Statement of Activities reduces gross expenses by related program revenues
and operating grants. Program revenues must be directly associated with the function. Operating grants
include operating-specific and discretionary (either operating or capital) grants. The School District does not
allocate indirect costs.



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
District-wide and Fund Financial Statements—Continued

Fund financial statements — Fund financial statements are provided for governmental funds and fiduciary
funds, even though the latter are excluded from district-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

Governmental funds — Governmental funds are those funds through which most School District functions
typically are financed. The acquisition, use and balances of the School District’s expendable financial
resources and the related current liabilities are accounted for through governmental funds.

The School District reports the following major governmental funds:

The General Fund is the School District’s primary operating fund. It accounts for all financial
resources of the School District, except those required to be accounted for in another fund.

The 2006 Building Capital Projects Fund accounts for the use of the proceeds from the 2006
School Building and Site bonds. The bonds were approved for issuance on November 8, 2005 and
may be used for school building and site purposes.

The other nonmajor governmental funds are reported within the following types:

e The special revenue funds account for revenue sources that are legally restricted to expenditures for
specific purposes (not including expendable trusts or major capital projects). The School District
accounts for its food service and athletic activities in the school service special revenue funds.

e The debt service fund accounts for the resources accumulated and payments made for principal and
interest on long-term general obligation debt of governmental funds.

Fiduciary funds — Fiduciary funds account for assets held by the School District in a trustee capacity or as an
agent on behalf of others. Trust funds account for assets held by the School District under the terms of a
formal trust agreement. Fiduciary funds are not included in the district-wide statements.

e The agency fund is custodial in nature and does not present results of operations or have a
measurement focus. Agency funds are accounted for using the modified accrual basis of accounting.
This fund is used to account for assets that the School District holds for others in an agency capacity
(primarily student activities).
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
Measurement Focus, Basis of Accounting and Basis of Presentation

Accrual Method

The district-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting as are the fiduciary fund financial statements. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenues in the year for which they are levied. Grants, categorical aids and
similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met.

Modified Accrual Method

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. With this measurement focus, operating statements present
increases and decreases in net current assets, and unreserved fund balance is a measure of available spendable
resources. Revenues are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the School District considers revenues to be available if they
are collected within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual accounting. However, debt service expenditures, as well as
compensated absences and claims and judgments, are recorded only when payment is due.

Property taxes, unrestricted state aid, intergovernmental grants, and interest associated with the current fiscal
period are all considered to be susceptible to accrual and have been recognized as revenues of the current
fiscal period. All other revenue items are considered to be measurable and available only when cash is
received by the School District.

State Revenue

The State of Michigan utilizes a foundation grant approach which provides for a specific annual amount of
revenue per pupil based on a statewide formula. The Foundation is funded from state and local sources.
Revenues 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 supplied by the school districts. For the year ended June 30, 2009, the foundation allowance was
based on pupil membership counts taken in February and September of 2008.

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 and is funded through payments from October 2008 to August 2009.
Thus, the unpaid portion at June 30, 2009 is reported as due from other governmental units.

The School District also receives revenue from the state to administer certain categorical education programs.
State rules require that revenue earmarked for these programs be used for its specific purpose. Certain
governmental funds require an accounting to the state of the expenditures incurred. For categorical funds
meeting this requirement, funds received, which are not expended by the close of the fiscal year are recorded
as deferred revenue. Other categorical funding is recognized when the appropriation is received.

11



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
Other Accounting Policies

Deposit and Investments
Cash and cash equivalents include cash on hand, demand deposits and short-term investments with a maturity
of three months or less when acquired. Investments are stated at fair value.

The School District reports its investments in accordance with GASB Statement No. 31, Accounting and
Financial Reporting for Certain Investments and for External Investment Pools. Under this standard, certain
investments are valued at fair value as determined by quoted market prices or by estimated fair values when
quoted market prices are not available. The standard also provides that certain investments are valued at cost
(or amortized cost) when they are of a short-term duration, the rate of return is fixed, and the School District
intends to hold the investment until maturity.

State statutes authorize the School District to invest in bonds and other direct and certain indirect obligations
of the U.S. Treasury; certificates of deposit, savings accounts, deposit accounts, or depository receipts of a
bank, savings and loan association, or credit union, which is a member of the Federal Deposit Insurance
Corporation, Federal Savings and Loan Insurance Corporation, or National Credit Union Administration,
respectively; in commercial paper rated at the time of purchase within the three highest classifications
established by not less than two standard rating services and which matures not more than 270 days after the
date of purchase. The School District is also authorized to invest in U. S. Government or federal agency
obligation repurchase agreements, bankers’ acceptances of U.S. banks, and mutual funds composed of
investments as outlined above. The School District’s deposits and investments are in accordance with
statutory authority.

Interfund Receivables and Payables

Activities between funds that are representative of lending or borrowing arrangements outstanding at the end
of the fiscal year are referred to as either "due to/from other funds" (i.e., the current portion of interfund
loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as "due to/from other funds". The School District had no
advances between funds.

Property Taxes

Property taxes levied by the School District are collected by various municipalities and periodically remitted
to the School District. The taxes are levied as of December 1 and are due upon receipt of the billing by the
taxpayer and become a lien on the first day of the levy year. The actual due date is February 14, after which
time the bills become delinquent and penalties and interest may be assessed by the collecting entity.

12



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
Other Accounting Policies—Continued

Inventories

Food service inventory is valued at the lower of cost (first-in, first-out) or market. The inventory is
expendable supplies held for consumption and is recorded as expenditures when consumed rather than when
purchased. Inventories for commodities are recorded as revenue when utilized.

Prepaid Items

Payments made to vendors for services that will benefit periods beyond the fiscal year end are recorded as
prepaid items using the consumption method. A current asset for the prepaid amount is recorded at the time
of the purchase and an expenditure/expense is reported in the year in which services are consumed.

Restricted Assets

Assets are reported as restricted when limitations on their use change the normal understanding of the
availability of the asset. Such constraints are either imposed by creditors, contributors, grantors, or laws of
other governments or imposed by enabling legislation. Restricted assets include bond proceeds to be used for
capital construction.

Capital Assets

Capital assets purchased or acquired are capitalized at historical cost or estimated historical cost. Donated
fixed assets are valued at their estimated fair market value on the date received. Capital assets are defined by
the School District as assets with an initial cost of more than $3,000 and an estimated useful life in excess of
one year. The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized. Improvements are capitalized and depreciated over the remaining
useful lives of the related fixed assets. The School District does not have infrastructure-type assets.

Depreciation is provided on the straight-line basis over the following useful lives:

Buildings and improvements 20-50 years
Vehicles 8 years
Equipment 5-20 years

Land and certain land improvements are deemed to be inexhaustible capital assets, as the economic benefit or
service potential is used up so slowly that the estimated useful life is extraordinarily long. These
inexhaustible assets are not depreciated.

Early Retirement Incentives

For district-wide financial statements, the liability for early retirement incentives is reported when legally
enforceable. For fund financial statements, the liability for early retirement incentives is reported either 1) on
the due date when there is a specified due date or 2) on the retirement date if it is before year end, when there
is not a specified legally enforceable due date.

Deferred Revenue

Deferred revenue arises when assets are recorded before revenue recognition criteria have been satisfied.
Grants and entitlements received before the eligibility requirements are met are also recorded as deferred
revenue. On fund financial statements, receivables that will be collected after the available period are
reported as deferred revenue.

13



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
Other Accounting Policies—Continued

Long-term Obligations

In the district-wide financial statements, long-term debt and other long-term obligations are reported as
liabilities in the Statement of Net Assets. Bond premiums and discounts, as well as issuance cost, are
deferred and amortized over the life of the bonds using the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

Net Assets In District-wide Financial Statements
Net assets represent the difference between assets and liabilities and are segregated into the following
components:

¢ Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes, and other debt that are attributed
to the acquisition, construction, or improvement of those assets. Pursuant to the Michigan School
Accounting Manual Referent Group guidance for Michigan public school districts, School Bond Loan
Fund and School Loan Revolving Fund debt is not considered to be capital related debt.

¢ Restricted net assets result when constraints placed on net asset use are either externally imposed by
creditors, grantors, contributions, and the like, or imposed by law through constitutional provisions or
enabling legislation.

e Unrestricted net assets consist of net assets which do not meet the definition of the two preceding
categories. Unrestricted net assets often are designated, to indicate that management does not
consider them to be available for general operations. Unrestricted net assets often have constraints on
resources which are imposed by management, but can be removed or modified.

Fund Equity In Fund Financial Statements

The School District reserves those portions of governmental fund balances that are legally segregated for
specific future use or which do not represent available expendable resources and therefore are not available
for appropriations for expenditures. Unreserved fund balance indicates that portion of fund equity which is
available for appropriation in future periods. Fund balance reserves are established for encumbrances,
inventory of materials and supplies, prepaid items, deferred charges and advances to other funds, when
applicable. Designations of fund balance represent tentative management plans that are subject to change.

Estimates

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

14



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgets and Budgetary Accounting

Budgets are adopted on a basis consistent with accounting principles generally accepted in the United States
of America. Annual appropriated budgets are adopted for the General Fund and special revenue funds. All
annual appropriations lapse at year end.

The School District follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. The Superintendent submits to the School Board a proposed operating budget for the fiscal year
commencing on July 1. The operating budget includes proposed expenditures and the means of
financing them. The level of control for the budgets is at the functional level as set forth and presented
as required supplementary information.

2. Public hearings are conducted to obtain taxpayer comments.

3. Prior to July 1, the budget is legally adopted by Board of Education resolution pursuant to the Uniform
Budgeting and Accounting Act (P.A. 621 of 1978). The Act requires that the budget be amended prior
to the end of the fiscal year when necessary to adjust appropriations if it appears that revenues and other
financing sources will be less than anticipated or so that expenditures will not be in excess of original
estimates. Expenditures shall not be made or incurred, unless authorized in the budget, in excess of the
amount appropriated. Violations, if any, are noted in the required supplementary information section.

4. The Business Manager is authorized to transfer budgeted amounts within major expenditure functions
within any fund; however, these transfers and any revisions that alter the total expenditures of any fund
must be approved by the Board of Education.

5. Formal budgetary integration is employed as a management control device during the year.

6. The budget is amended during the year with supplemental appropriations, the last one approved prior to
June 30, 2009. The School District does not consider these amendments to be significant.

Excess of Expenditures Over Appropriations
The School District did not have significant expenditure budget variances.

School Bond Construction Compliance

The capital projects fund includes capital project activities funded with bonds issued after May 1, 1994. For
this capital project, the School District has complied with the applicable provisions of §1351(a) of the State of
Michigan’s School Code.

Following is a summary of the revenue and expenditures in the 2006 Building Capital Projects Fund from the
inception of the fund through June 30, 2009.

2006 Building
Capital Projects
Fund
Revenue and bond proceeds $ 7,876,315
Expenditures 7,854,259

15



Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE C—DEPOSITS AND INVESTMENTS
As of June 30, 2009, the School District had only cash and cash equivalents.

Interest rate risk. In accordance with its investment policy, the School District will minimize interest rate
risk, which is the risk that the market value of securities in the portfolio will fall due to changes in interest
rates by; structuring the investment portfolio so that securities mature to meet cash requirements for ongoing
operations, thereby avoiding the need to sell securities in the open market; and investing operating funds
primarily in shorter-term securities, liquid asset funds, money market mutual funds, or similar investment
pools and limiting the average maturity in accordance with the School District's cash requirements.

Credit risk. State law limits investments in commercial paper and corporate bonds to the three highest
classifications issued by nationally recognized statistical rating organizations. The School District has no
investment policy that would further limit its investment choices.

Concentration of credit risk. In accordance with its investment policy, the School District will minimize
concentration of credit risk, which is the risk of loss attributed to the magnitude of the School District
investment in a single issuer, by diversifying the investment portfolio so that the impact of potential losses
from any one type of security or issuer will be minimized.

Custodial credit risk - deposits. In the case of deposits, this is the risk that in the event of a bank failure, the
School District's deposits may not be returned to it. As of June 30, 2009, $2,430,365 of the School District's
bank balance of $2,680,485 was exposed to custodial credit risk because it was uninsured and
uncollateralized.

Custodial credit risk - investments. For an investment this is the risk that, in the event of the failure of the
counterparty, the School District will not be able to recover the value of its investments or collateral securities
that are in the possession of an outside party.

The School District will minimize custodial credit risk by limiting investments to the types of securities
allowed by law; and pre-qualifying the financial institutions, broker/dealers, intermediaries and advisors with

which the School District will do business.

Foreign currency risk. The School District is not authorized to invest in investments which have this type of
risk.
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009
NOTE D—CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2009 was as follows:

Balance
July 1, 2008 Additions Deductions

Balance
June 30, 2009

Capital assets, not being depreciated:

Land $ 209,670 $ - $ - $ 209,670

Construction in progress 29,140 - 29,140 -
Total capital assets, not being

depreciated 238,810 - 29,140 209,670
Capital assets, being depreciated:

Buildings and improvements 23,120,409 136,221 - 23,256,630

Equipment 824,118 74,273 - 898,391

Vehicles 837,089 71,775 79,690 829,174
Total capital assets, being depreciated 24,781,616 282,269 79,690 24,984,195
Less accumulated depreciation:

Buildings and improvements 5,914,445 560,342 - 6,474,787

Equipment 552,422 51,302 - 603,724

Vehicles 588,300 57,958 79,690 566,568
Total accumulated depreciation 7,055,167 669,602 79,690 7,645,079
Total capital assets, being

depreciated, net 17,726,449 (387,333) - 17,339,116
Capital assets, net § 17965259 $ (387,333) § 29,140 § 17,548,786
Depreciation

Depreciation expense has been charged to functions as follows:

Instruction
Support service
Food service
Athletics
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009
NOTE E—BOND ISSUANCE COSTS

Bond issuance cost activity for the year ended June 30, 2009 was as follows:

Balance Balance
July 1, 2008 Additions Deductions  June 30, 2009
Bond issuance costs $ 234,716 $ - $ - $ 234,716
Less accumulated amortization 27,753 10,205 - 37,958
Bond issuance costs, net $ 206,963 $ (10,205) $ - $ 196,758
Amortization
Amortization expense has been charged as unallocated amortization.
NOTE F—INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS
The composition of interfund balances as of June 30, 2009 is as follows:
Due to/from other funds:
Receivable fund Payable fund Amount
General Fund Other governmental funds $ 2,042
Other governmental funds General Fund 18,717

§ 20759

The outstanding balances between funds result mainly 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.

Interfund Transfers

The General Fund transferred $151,024 to the Athletics Fund to finance operations. The Food Service Fund

transferred $39,371 to the General Fund to finance indirect costs.
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE G—SHORT-TERM DEBT

The School District issues State of Michigan school aid anticipation notes to provide short-term operating
funds. The notes are obligations of the General Fund, which received the note proceeds, and are backed by the
full faith, credit and resources of the School District. The short-term debt activity for the year ended June 30,
2009 follows:

Balance Balance
July 1, 2008 Additions Reductions  June 30, 2009

State aid anticipation note
2007/2008 3.68% due August 2008 $ 1,400,000 $ - $ 1,400,000 $ -
2008/2009 1.70% due August 2009 - 1,200,000 - 1,200,000

$ 1,400,000 $ 1,200,000 $ 1,400,000 §$ 1,200,000

NOTE H—LONG-TERM OBLIGATIONS

The School District issues bonds, notes and other contractual commitments to provide for the acquisition,
construction and improvement of major capital facilities and for the acquisition of certain equipment. General
obligation bonds are direct obligations and pledge the full faith and credit of the School District. Other long-
term obligations include office equipment and school bus loans payable, Education Interconnection and
Consortium Financing Agreement and the School Loan Revolving Fund.

Summary of Long-term Obligations
The following is a summary of long-term obligations activity for the School District for the year ended
June 30, 2009:

Balance Balance Due within
July 1, 2008 Additions Reductions  June 30, 2009 one year

Governmental activities:

Bonds $ 15,882,489 § - $ 477954 $§ 15,404,535 $§ 559,350
Other obligations 303,764 217,318 98,115 422967 100,006
Early retirement incentives 85,000 45,000 85,000 45,000 45,000

§ 16,271,253 § 262,318 $ 661,069 § 15872,502 $ 704,356

In the previous schedule, the additions for other obligations include $80,333 of new draws and $4,687 of
accrued interest on the School Loan Revolving Fund, $71,865 for a school bus loan, and $60,433 for security
cameras.
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE H—LONG-TERM OBLIGATIONS—Continued
Summary of Long-term Obligations—Continued
General obligation bonds consist of the following:

2005 Refunding General Obligation Bond payable in
annual installments ranging from $345,000 to
$450,000 due May 2010 to 2028; plus interest
ranging from 3.5% to 5% payable semi-annually

Plus issuance premium
Less deferred amount on refunding

2006 Building and Site Bond payable in annual
installments ranging from $130,000 to $655,000
due May 2010 to 2030; plus interest ranging from
3.5% to 4.4% payable semi-annually

Less issuance discount

Durant obligations payable in annual installments
ranging from $14,209 to $95,473 including interest
at 4.76% due May 2010 to 2013. The School
District is only obligated to make the annual
payments to the extent of annual State of Michigan
state school aid appropriations.

Total bonded debt
Other obligations

Office equipment loan payable in quarterly
installments of $3,305 through September 2009;
including interest at 4.19%

School bus loans payable in aggregate quarterly
installments of $11,268 through September 2012;
plus interest ranging from 3.33% to 4.44%

School bus loans payable in aggregate quarterly
installments of $6,809 through December 2011;
including interest ranging from 4.19% to 4.54%
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(8,937)

108,219
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE H—LONG-TERM OBLIGATIONS—Continued
Summary of Long-term Obligations—Continued
Other obligations—Continued

School Loan Revolving Fund payable as soon as annual
tax collections exceed annual debt service
payment requirements; interest payable of $5,872
is included at interest rates between 4.385% and

6.22% $ 124,455
Education Interconnection and Consortium Financing
Agreement payable in annual installments of
$12,654 due March 2010 to 2013 50,616
Computer equipment loan payable in annual
installments of $8,101 through December 2010;
plus interest at 4.18% 16.202
Security camera loan payable in annual
installments of $15,108 through October 2012;
plus interest at 4.18% 60.433
Total other obligations 422,967
Early retirement incentives 45,000

§__15872:502

The Durant bonds, including interest, were issued in anticipation of payment to the School District as
appropriated and to be appropriated by the State of Michigan under Section 11g(3) of Act 94 (State Aid
payments). The School District has pledged and assigned to the bondholder all rights to these State Aid
payments as security for the Bond. The note receivable on the Statement of Net Assets is for the future
appropriations from the State of Michigan to pay the Durant obligations.
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE H—LONG-TERM OBLIGATIONS—Continued

Summary of Long-term Obligations—Continued

The annual requirements of principal and interest to amortize bonded debt and other obligations, excluding
School Loan Revolving Fund, outstanding as of June 30, 2009 follows:

Year ending

June 30, Principal Interest Total
2010 $ 659,356 $ 678,780 $ 1,338,136
2011 617,396 634,211 1,251,607
2012 610,411 612,129 1,222,540
2013 604,568 590,097 1,194,665
2014 585,000 563,228 1,148,228

2015-2019 3,375,000 2,402,182 5,777,182
2020-2024 4,140,000 1,642,870 5,782,870
2025-2029 4,615,000 715,737 5,330,737
2030 655,000 28,820 683,820

$§ 15,861,731 $ 7,868,054 $§ 23,729,785

NOTE I—EMPLOYEE BENEFITS
Employee Retirement System — Defined Benefit Plan

Plan description — The School District contributes to the statewide Michigan Public School Employees’
Retirement System (MPSERS), a cost sharing multiple-employer defined benefit pension plan administered
by the nine member board of the MPSERS. The MPSERS provides retirement benefits and post-retirement
benefits for health, dental and vision. The MPSERS was established by Public Act 136 of 1945 and operated
under the provisions of Public Act 300 of 1980, as amended. The MPSERS issues a publicly available
financial report that includes financial statements and required supplementary information for MPSERS. That
report may be obtained by writing to or calling:

Office of Retirement Systems

Michigan Public School Employees Retirement System
P.O.Box 30171

Lansing Michigan 48909

1-800-381-5111
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE I—EMPLOYEE BENEFITS—Continued
Employee Retirement System — Defined Benefit Plan—Continued

Funding policy — Member Investment Plan (MIP) members enrolled in MIP prior to January 1, 1990
contribute a permanently fixed rate of 3.9 percent of gross wages. The MIP contribution rate was 4.0 percent
from January 1, 1987, the effective date of the MIP, until January 1, 1990 when it was reduced to 3.9 percent.
Members first hired January 1, 1990 or later and returning members who did not work between January 1,
1987 through December 31, 1989 contribute at the following graduated permanently fixed contribution rate:
3 percent of the first $5,000; 3.6 percent of $5,001 through $15,000; 4.3 percent of all wages over $15,000.

Basic Plan members make no contributions. For a limited period ending December 31, 1992, an active Basic
Plan member could enroll in the MIP by paying the contributions that would have been made had enrollment
occurred initially on January 1, 1987 or on the date of hire, plus interest. MIP contributions at the rate of 3.9
percent of gross wages begin at enrollment. Market rate interest is posted to member accounts on July 1st on
all MIP monies on deposit for 12 months. If a member leaves MPSERS service and no pension is payable,
the member’s accumulated contribution plus interest, if any, are refundable.

The School District is required to contribute the full actuarial funding contribution amount to fund pension
benefits, plus an additional amount to fund retiree health care benefit amounts on a cash disbursement basis.
The rate for the year ended June 30, 2009, was 16.54 percent of payroll. The contribution requirements of
plan members and the School District are established and may be amended by the MPSERS Board of
Trustees. The School District contributions to MPSERS for the years ended June 30, 2009, 2008 and 2007
were approximately $803,000, $828,000, and $829,000, respectively, and were equal to the required
contribution for those years.

The School District is not responsible for the payment of retirement benefits which is the responsibility of the
State of Michigan.

Other post-employment benefits — Under the MPSERS Act, all retirees have the option of continuing
health, dental and vision coverage.

NOTE J—CONTINGENCIES AND OTHER MATTERS
Contingencies

¢ Grant Programs —The School District participates in grant programs, which are subject to program
compliance audits by the grantor or its representatives. Such audits of these programs may be
performed at some future date. The amount, if any, of expenditures which may be disallowed by the
granting agencies cannot be determined at this time although the School District expects such amounts,
if any, to be immaterial.

Other Matters
¢ Related Party Transactions —The School District contracted with a Company, owned by a board

member, to provide construction and maintenance services totaling $45,405 for the year ended June 30,
2009.
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Holton Public Schools
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

NOTE K—OTHER INFORMATION

Economic Dependence — Prior years revision of the State of Michigan (State) school aid formula for local
public schools significantly increased State school aid, and the change in property tax laws significantly
decreased local property tax revenues. As a result, State school aid represents approximately 76 percent of
General Fund revenues.

Risk Management — The School District is exposed to various risks of loss related to torts; theft of, damage
to, and destruction of assets; error and omissions; injuries to employees; and natural disasters. The School
District participates in two distinct pools of educational institutions within the State of Michigan for self-
insuring property and casualty and workers’ disability compensation. The pools are considered public entity
risk pools. The School District pays annual premiums under a retrospectively rated policy to the pools for the
respective insurance coverage. In the event a pool’s total claims and expenses for a policy year exceed the
total normal annual premiums for said years, all members of the specific pool’s policy year may be subject to
special assessment to make up the deficiency. The workers’ compensation pool and the property casualty
pool maintain reinsurance for claims generally in excess of $500,000 for each occurrence with the overall
maximum coverage varying depending on the specific type coverage of reinsurance.

The School District continues to carry commercial insurance for other risks of loss, including employee health
and accident insurance. No settlements have occurred in excess of coverage for June 30, 2009 or any of the
prior three years.

NOTE L—SUBSEQUENT EVENTS

On August 20, 2009, the School District received the proceeds of two State of Michigan (state) school aid
anticipation notes payable. The proceeds from the notes are $500,000 and $249,000. The notes payable are
not subject to redemption prior to their maturity on August 20, 2010 and bear interest at the rate of 1.4 percent
and 0.85 percent per annum, respectively. The School District pledged for payment of the note payable, the
amount of state school aid to be received plus the full faith, credit, and resources of the School District.

On August 10, 2009, the School District received approval to borrow $1,700,000 in Qualified Zone Academy
Bonds at 0%, to acquire and install energy conservation, safety and building improvements to the school
facilities. The bond is payable in fifteen equal annual principal installments with final payment due August
2024. The School District pledged for payment of the bonds, the full faith, credit, and resources of the School
District.

24



REQUIRED SUPPLEMENTARY INFORMATION
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