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INDEPENDENT AUDITOR'S REPORT

August 27, 2010

To the Board of Education
Hemlock Public School District
Hemlock, Michigan

We have audited the accompanying financial statements of the governmental activities
and funds of Hemlock Public School District, as of and for the year ended June 30,
2010, which collectively comprise the School District's basic financial statements, as
listed in the table of contents. These financial statements are the responsibility of
Hemlock Public School District’'s management. Our responsibility is to express an
opinion 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 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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and funds of the
Hemlock Public School District as of June 30, 2010, 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 August 27, 2010, on our consideration of Hemlock Public School District’s internal
control over financial reporting and our tests of its compliance with certain provisions of
laws, regulations, contracts, and grants. 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.

4855 State Street | P.O. Box 6457 | Saginaw, Michigan 48608 | 989.790.3900 | Fax: 989.790.3155



To the Board of Education
Hemlock Public School District
Page Two

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information as listed
in the table of contents is presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Hemlock Public School District’s financial statements as a
whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and
is also not a required part of the financial statements. The schedule of expenditures of
federal awards is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in
the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. [n our opinion, the information is
fairly stated in all material respects in relation to the financial statements taken as a
whole.

oltn, Beorregp 5 i § e

Certified Public Accountants



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

This section of the annual financial report presents management’'s discussion
and analysis of Hemlock Public School District's performance during the fiscal
year ending June 30, 2010. Please read this along with the financial statements
that follow for a comprehensive understanding of the financial position of the
School District.

Annual Report

The annual report consists of our Management’s Discussion and Analysis, a
series of financial statements, notes to those statements, and supplemental
information. The financial statements are divided into two sections. The District-
wide Financial Statements (government-wide financial statements) provide
information about the activities of the School District as a whole. They present a
year-end aggregate view and a longer-term view of the District's finances. All
funds and capital assets are combined. The Fund Financial Statements
(governmental fund statements) provide more detail showing the year's activity
by fund. They also show the amount available to finance future programs. Fund
Statements do not include long-term items such as capital assets or long-term
debt.

District-wide Financial Statements

The District-wide Financial Statements appear first in the financial statements.
They present information on the School District as a whole. They show net
assets and a statement of activities for the year. These statements include all
assets and liabilities using the full accrual basis of accounting, 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.

Net assets, the difference between assets and liabilities, are one way of
measuring the financial health of the School District. In the statement of
activities, the revenues less the expenses resuit in an increase or decrease in the
net assets. Increases or decreases in net assets, over time, display the financial
health of the District. However, the goal of the School District is to provide
quality education and a safe environment, not to make a profit.

The statement of activities covers all of the School District's services, including
instruction, supporting services, community services, athletics, and food services.
Property taxes, unrestricted State Aid, and State and Federal grants finance
most of these activities.



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Fund Financial Statements

The Fund Financial Statements provide detailed information about the most
significant funds instead of the School District as a whole. Some funds are
required to be established by State law and by bond covenants. Many of the
other funds are created to help control and manage money for a particular
purpose or to meet legal responsibilities for certain taxes, grants, and other
money. The governmental funds of the School District focus on showing how
money flows into and out of funds and the balances remaining at year-end. They
provide a detailed, short-term view of the operations and services of the School
District. This helps determine whether more or fewer financial resources are
available for future programs. Funds use the modified accrual method to record
transactions. This method measures cash and all other financial assets that can
readily be converted to cash.

The reconciliations between governmental activities (District-wide Financial
Statements) and governmental fund activities (Fund Financial Statements) are
located |ater in the annual report.

Adgency and Trust Accounts

The School District acts as an agent or trustee for various student activity funds
and trust funds. Our fiduciary net assets are reported in separate statements.
We exclude these net assets from the School District’s other financial statement
because we cannot use these assets to finance our operations. The School
District is responsible for ensuring that the assets reported in these funds are
used for their intended purpose.



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Summary of District-wide Financial Statement

Table 1 provides a summary of our net assets as of June 30, 2010 and 2009.
They represent the School District as a whole.

06-30-2010 06-30-2009

Assets
Current and other assets $ 3,641,955 $ 4,373,875
Capital assets - Net of accumulated depreciation 12 777,727 13,618,938
Total assets $16,419,682 $17,992,811
Liabilities
Current liabilities $ 2,641,779 $ 2,977,249
Long-term liabilities 14,058,397 15,005,433
Total liabilities $ 16,700,176 $17,982 682
Net assets
Invested in property and equipment - Net of related debt $ (1,022,408) $ (1,183,773)
Restricted for Debt Service 549,743 565,607
Unrestricted 192,171 628,295
Total Net Assets $ (280,494) % 10,129

The above table presents the net assets as of June 30, 2010. The change in net
assets for the 2009-2010 and prior year is presenied in Table 2 and discussed
below that table. Capital assets net of accumulated depreciation are computed
by taking the original cost of the assets and subtracting the depreciation.

Long-term liabilities include general obligation bonds used to finance acquisition
of capital 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 to show legal constraints which limit use of some of the assets. Debt
covenants and legislation limit the School District’s ability to use those net assets
for day-to-day operations.

Net assets decreased by $290,623. Total revenues decreased by $487,514,
mainly due to a decrease in enrollment and a $154 per pupil state proration.
Grants and categoricals decreased $31,091. The Education Stabilization
Stimulus program yielded $386,713 and was directly offset by a decrease in the
State Foundation allowance. Expenses decreased by $508,881, mostly due to
insurance changes enacted midyear as well as a spending freeze. There was
also a reduction in staff.



HEMLOCK PUBLIC SCHOOL DISTRICT ,
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Summary of District-wide Financial Statement {cont.}

The unrestricted net assets represent the accumulated results of all past years’
activities. This amount will be affected by the year-to-year combined operations.
The summary of this year's activities for the School District as a whole are

reported below.

Revenhue

Program revenue
Charges for services
Grants and categoricals

General revenue
Property taxes
State foundation allowance
Other

Total revenue

Function/Program expenses
Instruction
Support services
Community services
Food services
Athletics
Interest on long-term debt
Other
Depreciation (unallocated)

Total expenses

Increase {decrease) in Net Assets

06-30-2010  06-30-2009
$ 396,805 $ 381,310
1,420,434 1,451,525
2,509,232 2,451,211
8,296,101 8,734,934
85,676 176,782
12,708,248 13,195,762
6,929,181 7,144,296
3,993,549 4,201,005
32,407 32,849
337,037 327,775
200,786 216,405
600,769 660,832
766 3,360
904,376 921,230
12,998,871 13,507,752
$ (290,623) $ (311,990)

Funding for the above activities comes from a variety of sources. Some activities
are partially funded by those who benefit from the programs or by grants and
categoricals from governments and organizations. The remaining activities are
paid for from taxes, State Foundation Allowance, and other revenues, such as

inferest.

The change in net assets differs from the change in fund balance because of
different accounting requirements. A reconciliation appears later in the financial

statements.



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Summary of Fund Financial Statement

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.

The combined fund balance of $1,000,176 decreased by $396,450 from last
year. The General fund, which is the primary operating fund decreased by
$385,299. The primary reasons for the decrease in fund balance are an
enrollment decline of approximately 38 FTE’s from the 2008-2009 school year
while attempting to maintain the teacher to student ratio, and the $154 per
student state proration.

The Special Revenue fund balance, which includes Athletic and Food Service,
showed an increase of $4,713.

The Debt Service Funds showed a fund balance decrease of $15,864. Millage
rates are determined annually to ensure that the School District accumulates
sufficient funds to pay annual bond issue-related debt service. The fund
balances in Debt Setvice Funds are reserved since they can only be used fo pay
debt service obligations.

General Fund Budget

By law, the School District must establish an original budget in June, with a
beginning fiscal date of July 1, for the General Fund and Special Revenue
Funds. Budgets are revised as changes in revenue and expenditures occur.
Approximately 80 percent of the School District’s revenue comes from the State
through a Foundation Allowance and Categorical funds (specific program grants).
The State Foundation Allowance is based on student enroliment and an amount
per pupil designated by the State. Therefore, the budget is primarily based on an
estimate of the student population including the following September count, the
per-pupil amount set by the State, and an estimate of the categorical amounts
that will be approved by the State.

State law requires that budgets be amended to ensure that expenditures do not
exceed appropriations. Original and final budgets, as well as actual amounts
paid and received, are included in the required supplemental information.

Original General Fund budgeted local revenues were decreased by $816,318.
This is mostly due to the $154 per pupil state proration and the $386,713 that
was replaced with Federal revenues associated with the American Recovery and
Reinvestment Act. Federal revenues were increased by $684,921.



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

General Fund Budget (cont.)

Original General Fund budgeted expenditures were increased by $111,244
mostly due to an increase in health insurance costs from July through December
that was not anticipated when the original budget was completed.

The total actual revenues were not significantly different from the final amended
budget. As discussed earlier, the State and Federal revenues were adjusted to
allow for changes related to the Federal Stimulus program. Total actual
expenditures were less than the final budget. This difference is spread across
most of the expenditure line items and was caused by conservative budgeting
assumptions.

Capital Assets

As of June 30, 2010, the School District has $13,618,936 in capital assets
including land, buildings, buses, vehicles, furniture and equipment, less
depreciation.

06-30-2010 06-30-2009

Land $ 688,500 $ 688,500
Buildings and improvements 23,555,905 23,555,905
Buses and other vehicles 1,227,333 1,227,333
Furniture and equipment 1,206,941 1,143,774

Total Capital Assets 26,678,679 26,615,512
Less accumulated depreciation 13,900,952 12,996,576

Net Capital Assets $ 12,777,727 $ 13,618,936
Debt

As of June 30, 2010, the School District had $13,664,561 in General Obligation
Bonds outstanding versus $14,568,085 in the previous year.

The School District's General Obligation Bond rating is equivalent to the State’s
credit rating. The State limits the amount of general obligation debt that schools
can issue to 15 percent of the assessed value of all taxable property within the
School District’'s boundaries. If the School District issued “qualified debt,” such
obligations are not subject to this debt limit. The School District has no qualified
general obligation debt.

Other obligations include capital lease obligations, employee-compensated
absences, and retirement incentives. The notes and supplemental information io
the financial statements contain detailed information on long-term liabilities.

6



HEMLOCK PUBLIC SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Economic Conditions Affecting Nexi Year’s Budget

As mentioned above, State funding accounts for approximately 80 percent of the
General Fund revenue. The funding consists of a Foundation Allowance per
pupll and Categorical amounts. The Foundation Allowance per pupil is multiplied
by the blended student count. The blended count is comprised of 25 percent of
the February count and 75 percent of the September count. Therefore, the
School District depends on the State’s ability to fund local school operations.
Under State law, the School District cannot access additional property tax
revenue for general operations. When the final student count and per pupil
funding is finalized, State law requires the School District to amend the budget if
actual district resources are not sufficient to fund original appropriations.

There is still uncertainty regarding funding in the 2010-2011 school year. At the
time of this writing, the $154 proration has been restored. There has also been a
significant increase in the retirement rate that will cost the District approximately
$55 per student.

During the 2005-2006 fiscal year, the School District completed negotiations with
both of their unions. The contracts cover fiscal years 2006-2007, 2007-2008,
and 2008-2009. Negotiations are currently taking place for new union contracts.

Contacting the School Disfrict’s Financial Management

If you have questions regarding this report, please contact the Superintendent's
Office, 1095 N. Hemlock Road, Hemlock, Michigan 48626.



HEMLOCK PUBLIC SCHOOL DISTRICT
District Wide
Statement of Net Assets
June 30, 2010

ASSETS

Cash

Receivables

Inventories

Capital assets less accumulated depreciation
Total Assets

LIABILITIES

Accounts payable

Accrued liabilities

Salaries payable

Revenue anticipation note

Deferred revenue

Long-term liabilities
Bonds payable, due within one year
Other liabilities, due within one year
Retirement incentive, due within one year
Bonds payable, due in more than one year
Other liabilities, due in more than one year
Compensated absences, due in more than one year

Total Liabilities

NET ASSETS
Invested in capital assets net of related debt
Restricted for debt service
Unrestricted
Total Net Assets
Total Liabilities and Net Assets

Governmental

Activities

1,565,001
2,018,829
58,125
12,777,727

$

16,419,682

45,696
253,336
829,901

1,499,956

12,890

939,168
107,726
152,295
12,725,393
27,848
105,967

16,700,176

(1,022,408)
549,743
192,171

(280,494)

16,419,682

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



HEMLOCK PUBLIC SCHOOL DISTRICT

District Wide
Statement of Activities
For the Year Ended June 30, 2010

Program Revenues

Governmental

Activities

Charges for

Operating Grants

Net (Expense)
Revenue and
Changes in Net

Expenses Services and Contributions Assels

Functions/Programs
Instruction $ 6,929,181 $ 155,302 $ 1,235,784 (5,538,095)
Support services 3,993,549 - 3,136 (3,990,414)
Community services 32,407 - - (32,407)
Food services 337,037 159,235 178,749 947
Athletics 200,786 82,268 - (118,518)
interest on long-term debt 600,769 - 2,766 (598,003)
Other 766 - - (766)
Depreciation {unallocated) 904,376 - - (904,376)

Totals $ 12,998,871 $ 386,805 $ 1,420,434 (11,181,632)

General revenues:

Taxes:

State aid - unrestricted
Interest
Other

Change in Net Assets

Property taxes levied for general purposes
Property taxes levied for debt service

Total General Revenues

Net Assets - Beginning of Year

Net Assets - End of Year

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

1,044,932
1,464,300
8,206,101
6,705
78,971

10,891,009
(290,623)

10,129

(280,494)




Assets
Cash
Accounts receivable
Inventory

Due from other funds
Total Assets

Liabilities and Fund Balance
Liabilities

Accounts payable
Due to other funds
Revenue anficipation note
Salaries payable
Deferred revenue
Accrued expenditures

Total Liabilities

Fund Balance
Reserved for debt refirement
Reserved for inventories
Undesignated
Total Fund Balance

Total Liabilities and Fund Balance

HEMLOCK PUBLIC SCHOOL DISTRICT

Governmental Funds
Balance Sheet
June 30, 2010

Debt

General Cafeteria Athletic Service Totals
§ 820,474 $ 136,956 $ 55,229 $ 552,342 $ 1,565,001
2,018,649 180 - - 2,018,829
39,284 18,841 - - 58,125
105,241 - - - 105,241
$ 2,083,648 $ 155,977 $ 55,229 $ 552,342 $ 3,747,196
$ 45696 $ - 3 - $ - $ 45,696
- 47,413 55,229 2,589 105,241
1,499,956 - - - 1,499,956
829,901 - - - 829,901
12,890 - - - 12,890
253,336 - - - 253,336
2,641,779 47,413 55,229 2,599 2,747,020
- - - 549,743 549,743
39,284 18,841 - - 58,125
302,585 89,723 - - 392,308
341,869 108,564 - 549,743 1,000,176
$ 2,083,648 $ 155,977 $ 55229 $ 552,342 $ 3,747,196

The accompanying notes are an integral part of these financial statements.
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HEMLOCK PUBLIC SCHOOL DISTRICT

Reconciliation of Balance Sheet of Governmental Funds To Net Assets

June 30, 2010

Total Fund Balances - Governmental Funds

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

Capital assets used in governmental activities are not financial
resources and are nof reported in the funds:

The cost of the capital assets is

Accumuiated depreciation is

Long-term liabilities are not due and payable in the current period
and are nof reported in the funds:

Bonds payable

Other liabilities

Retirement incentives

Compensated absences

Total Net Assets - Governmental Aciivities (District Wide)

$

1,000,176

26,678,679
(13,900,952)

(13,664,561)
(135,574)
(152,295)
(105,967)

(280,494)

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

11



Revenue
Local
State
Federal
Interdistrict and other sources
Total Revenue

Expenditures
Current:
Instruction
Basic programs
Added needs
Adult and continuing
Support services
Pupil
Instructional staff
General administration
School administration
Business
Operation and maintenance
Pupil transportation services
Central services
Other
Community services
Capital outlay
Debt Service:
Principal
Interest
Food services
Athletic
Other
Total Expenditures

HEMLOCK PUBLIC SCHOOL DISTRICT

Governmental Funds

Statement of Revenues, Expenditures and Changes in Fund Balances
For The Year Ended June 30, 2010

Excess {Deficiency) of Revenues

Over Expenditures

Other Financing Sources (Uses)
Operating transfers in
Operating transfers out

Total Other Financing Sources (Uses)

Net Change in Fund Balances

Fund Balances - Beginning of Year

Fund Balances - End of Year

Debt
General Cafeteria Athletic Service Totals

$ 1,130,884 $ 161,174 $ 82,269 $ 1,466,443 $ 2,840,770
8,466,384 16,151 - 16,290 8,498,825
1,032,620 162,508 - - 1,195,218
173,435 - - - 173,435
10,803,323 339,923 82,269 1,482,733 12,708,248
4,915,738 - - - 4,915,738
1,902,811 - - - 1,902,811
36,337 - - - 36,337
519,163 - - - 519,163
320,984 - - - 320,984
277,723 - - - 277,723
701,539 - - - 701,539
233,509 - - - 233,509
1,047 482 - - - 1,047,482
649,007 - - - 649,097
235,682 - - - 235682
27,127 - - - 27127
32,407 - - - 32,407
63,167 - - - 63,167
102,008 - - 903,524 1,005,532
3,504 - - 594,307 597,811

- 337,037 - - 337,037

- - 200,786 - 200,786

- - - 766 766
11,068,278 337,037 200,786 1,498,597 13,104,698
(264,955) 2,886 (118,517) (15,864) (396,450)

- 1,827 118,517 - 120,344
{120,344) - - - (120,344)
{120,344) 1,827 118,517 - -
(385,289) 4,713 - (15,864) (396,450)
727,168 103,851 - 565,607 1,396,626

$ 341,869 $ 108,564 5 - $ 549,743 $ 1,000,176

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

12



HEMLOCK PUBLIC SCHOOL DISTRICT
Reconciliation of the Statement of Revenues, Expenditures and Changes in
Fund Balance of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2010

Net Change in Fund Balances - Governmental Funds $ (396,450)

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

Governmental funds report capital outlay as expenditures,

in the statement of activities, these costs are capitalized

and depreciated over their estimated usefu! lives.
Depreciation expense {904,376)
Capital outlay capitalized 63,167

Repayment of debt principal is an expenditure in the
governmental funds, but not in the statement of activities.

Bond principal 903,524
Note payable principal 37,567
Capital lease principal 61,483

In the statement of activities, certain expenses (retirement
incentives, compensated absences) are reflected by the

net amounts earned during the year. The governmental funds
measure the financial resources used (paid).

Retirement incentives paid 93,600
Retirement incentives incurred (1562,295)
Compensated absences 3,157
Change in Net Assets of Governmental Activities (District Wide) $ (290,623)

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

13



HEMLOCK PUBLIC SCHOOL DISTRICT
Statement of Fiduciary Net Assels

June 30, 2010

Asseis
Cash, student crganizations
Cash, educational trusts
Total Assets

Liabilities
Due to student organizations
Equity

Educational trusts
Total Liabilities and Eguity

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

14

$ 141,218
77,465

$ 218,683

$ 141,218

77,465

$ 218,683



HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies

The Hemlock Public School District (the “School District”) operates under an
elected Board of Education and provides educational services to approximately
1,342 students. The School District's financial statements are prepared in
accordance with accounting principles generally accepted in the United States of
America (GAAP). The Governmental Accounting Standards Board (GASB) is
responsible for establishing GAAP for state and local governments through its
pronouncements. Governments are also required to follow the pronouncements
of the Financial Accounting Standards Board (FASB) issued through November
30, 1989, when applicable, that do not confiict with or contradict GASB
pronouncements. The more significant accounting policies relating to GAAP and
used by the School District are discussed below.

A. Reporting Entity

The accompanying financial statements have been prepared in accordance with
criteria established by the GASB for determining the various governmental
organizations to be included in the reporting entity. These criteria include
significant operational and financial relationships that determine which of the
governmental organizations are a part of the School District's reporting entity,
and which _organizations are legally separate component units of the School

District. The School District has no component units.

15



HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies (continued)

B. District-Wide Statements

The statement of net assets and the statement of activities display information
about the School District as a whole. The purpose of these statements is to
distinguish between activities that are governmental and those that are
considered business-type activities. Currently, all activities of the School District
are considered to be governmental.

The district-wide statements are prepared using the economic resources
measurement focus and the full accrual basis of accounting. This basis is
different from the manner in which the governmental fund financial statements
are prepared. Therefore, reconciliation is included to identify the relationship
between the district-wide statements and the statements for the governmental
funds.

The district-wide statement of activities presents a comparison between program
expenses and program revenues, revenues that are not classified as direct
program revenues are presented as general revenues. The comparison of
program expenses and revenues identifies the extent to which each program is
self-financing or draws resources from the School District.

The district—wide approach is focused more on the sustainabiiity of the School
District as an entity and the change in the District's net assets from the current

year's activities.

16



HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies {continued)

C. Fund Financial Statements

The accounts of the School District are organized on a fund basis. A fund is
defined as a fiscal and accounting entity with a self-balancing set of accounts,
which are segregated for the purpose of carrying on specific activities or attaining
certain objectives in accordance with special regulations, restrictions or
limitations.

The following fund types are used by the School District:

Governmental Funds

The governmental fund statements are prepared using the current resources
measurement focus and the modified accrual basis of accounting. The fund
approach is focused on the currently available resources and changes in the
currently available resources of the District.

General Fund is the general operating fund of the School District. it is used to
account for all financial resources except those that are required to be accounted
for in another fund.

Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specified purposes. The
Cafeteria and Athletic funds are special revenue funds.

Debt Service Funds are used to account for the accumulation of funds for the
periodic payment of principal and interest on general long-term debt.

Capital Project Funds are used to account for financial resources to be used for
the acquisition or construction of major capital facilities.

Fiduciary Funds are used to report assets held in a trustee or agency capacity for
others and therefore are not available to support School District programs.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies {continued)

C. Fund Financial Statements (continued)

The emphasis in fund financial statements is on the major funds. The School
District has opted to display information for all funds without regard to the criteria
for determination of major funds. The School District’'s fiduciary funds are
presented in the fiduciary fund financial statements. Since by definition these
assets are being held for the benefit of a third party and cannot be used for
activities or obligations of the government, these funds are not incorporated in
the government-wide statements.

D. Basis of Accounting

Basis of accounting refers to the point at which revenues or
expenditures/expenses are recoghized in the accounts and reported in the
financial statements.

Full Accrual

The full accrual basis of accounting requires recognition of revenues when
earned and expenses when incurred.

Modified Accrual

The modified accrual basis recognizes revenues when they are measurable and
available, available means collectible within the current period or within 60 days
after year-end. Expenditures are still recognized when incurred, however,

principal and interest on long-term debt is recognized when due.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies (continued)

Modified Accrual

The most significant difference between the full accrual basis of accounting and
the modified accrual basis of accounting is the way in which capital assets and
long-term debt are recognized. The full accrual basis of accounting recognizes
purchases of capital assets as an asset and long-term debt proceeds as a liability
(similar to a for-profit business). The modified accrual basis of accounting
recognizes the purchase of capital assets as expenditures and long-term debt
proceeds as other revenue sources.

E. Financial Statement Amounts

Cash

Cash includes cash on hand, demand deposits, and time deposits (savings or
certificates of deposit).

Investments

Investments include money market and mutual funds accounts and are stated at
fair value.

Receivables

Receivables consist of all revenues earned at year-end but not yet received.
Inventories

Inventories consist of expendable supplies held for the District's use and are
carried at cost using the first-in, first-out method.

Prepaid

Prepaid amounts consist of payments for which the District will have a future

benefit and will be used up at a date beyond the current year-end.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies (continued)

E. Financial Statement Amounts {continued)

Capital Assets and Depreciation

Capital assets purchased or acquired with an original cost of $5,000 or more are
reported at historical cost or estimated historical cost. Contributed assets are
reported at fair value as of the date received. Additions, improvements and other
capital outlays that significantly extend the useful life of an asset are capitalized.
Other costs incurred for repairs and maintenance are expensed as incurred. The
School District does not possess infrastructure type assets. Depreciation on all
assets is provided on the straight-line method over the following estimated useful
lives: o

Buildings 50 years

Building improvements 25 years

Buses and other vehicles 8 years

Furniture and equipment  5-20 years

Accounts Payable

Accounts payable consist of items from which the District benefited during the
current fiscal year but has not yet paid.

Accrued Liabilities

Accrued liabilities consist of items related to salaries payable, specifically the
District’s portion of FICA and Medicare taxes and retirement contributions.

Salaries Payable

Salaries payable consist of amounts due on employee’s contracts that are due

and payable for the current fiscal year.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies (continued)

E. Financial Statement Amounts (continued)

Revenue Anticipation Note

The revenue anticipation note relates to short-term borrowings for cash flow
purposes.

Deferred Revenue

Deferred revenue represents amounts for which the District has received or is
due to receive but has not yet earned. Deferred revenue is usually caused by
the receipt of grant program revenues in excess of expenses/expenditures
related to the grant. The revenues are deferred until the proceeds have been
fully expensed/expended.

| ong-Term Liabilities

Bonds payable are the result of long-term obligations issued for the purpose of
making capital purchases and improvements or the refinancing of prev}ously
issued obligations. Retirement incentives are the resuit of agreements made
between the District and certain employees opting for early retirement.
Compensated absences represent accumulated unpaid vacation and sick leave
as earned by supervision employees. The accumulated benefit is payable to the
employee upon termination of employment. No portion of the compensated
absence is believed to be current at year-end.

Inter-fund Activity

Inter-fund activity is reported as loans, reimbursements, or transfers. Loans are
reported as inter-fund receivables and payables and are eliminated upon

consolidation.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 2--Stewardship, Compliance, and Accountability

The School District is required to adopt an annual budget before the beginning of
the fiscal year for the General Fund, Cafeteria Fund, and the Athletic Fund. The
accounting basis of the budgets is the modified accrual method. Following are
the procedures used in establishing the budgetary data reflected in the financial
statements:

1. The District's Superintendent submits to the Board of Education a
proposed budget by July 1 of each year. The budget includes proposed
expenditures and the means to finance them.

2. A public hearing is conducted to obtain taxpayer comments.

3. The Superintendent is authorized to transfer budgeted amounts within
functional expenditure lines as approved by the Board; however, any
revisions that alter functional expenditure lines of any fund must be

approved by the Board of Education.

4. Budgeted amounts shown in the supplemental information reflect
amendments through June 30.

The budgetary comparison presents information by fund and function. The legal
level of budgetary control adopted by the governing body (i.e., the level at which
expenditures may not legally exceed appropriations) is the function level. State
law requires the School District to have its budget in place by July 1.
Expenditures in excess of amounts budgeted are a violation of Michigan law.
State law permits districts to amend their budgets during the year. The School
District's actual expenditures exceeded the final budget in certain areas as

disclosed on page 32.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 3--Deposits and Investmenis

The School District is authorized, by the State of Michigan, to deposit its funds in

banks, savings and loan associations, or credit unions having a principal office in

Michigan.

The District is also authorized to invest in the following:

C.

d.
e.
f

a. Direct bonds and obligations of the U.S. or agency or instrumentality,
b.

CDs, savings accounts with banks, savings and loan associations, or
credit unions which are insured with the applicable federal agency,
Commercial paper — within three highest rate classifications by at least
two rating services, maturing not later than 270 days,

U.8. or agency repurchase agreements,

Banker's acceptance of U.S. banks,

Mutual funds — investments which local unit can make directly.

As of year-end, the carrying amount of the District's deposits was $1,565,001

and the bank balance was $1,880,938. Of the bank balance, $889,457 was

covered by federal depository insurance and $991,481 was uninsured and un-

collateralized.

It is the policy of the Board to invest surplus funds of the District, however,

surplus funds were not available and no deposit was placed in an investment

during the year.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 4--Capital Asseis and Accumulated Depreciation

Capital asset activity of the School District was as follows:

Capital assets not subject to depreciation
Land
Subtotals

Capital assets subject to depreciation
Buildings and improvements
Buses and other vehicles
Furnifure and equipment
Subtotals
Total Capital Assets

Accumulated depreciation
Buildings and improvements
Buses and other vehicles
Furniture and equipment
Total Accumulated Depreciation

Total Net Capital Assets

NOTE 5--Inter-fund — Receivables, Payables, and Transfers

The makeup of inter-fund balances and transfers is as follows:

Interfund Receivable
General Fund  $ 105,241

Total $ 105,241

Outgoing Transfer
General Fund  $ 120,344
Total $ 120,344

Balance Balance
07-01-2009 Additions Retirements 06-30-2010
$ 688,500 $ - $ - $ 688,500
688,500 - - 688,500
23,555,805 - - 23,555,905
1,227,333 - - 1,227,333
1,143,774 63,167 - 1,206,941
25,927,012 63,167 - 25,990,179
26,615,512 63,167 - 26,678,679
11,110,584 837,129 - 11,947,713
958,920 8,366 - 067,286
027,072 58,881 - 985,053
12,996,576 904,376 - 13,900,952
§ 13,618,936 3 (841,209 $ - $ 12,777,727
Interfund Payable

Cafeteria Fund $ 47,413

Athletic Fund 55,229

Debt Service Fund 2,599

Total $ 105,241

Incoming Transfer

Cafeteria $ 1827

Afhletic 118,517

Total $ 120,344
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

‘ NOTE 6--Long-Term Debt

| The School District issues bonds, notes, and other contractual commitments to
: provide for the acquisition and construction of major capital facilities and the
acquisition of certain equipment. General obligation bonds are direct obligations
and pledge the full faith and credit of the District. Other long-term debts include
compensated absences and retirement incentives.

Long-term debt activity is summarized as follows:

Balance Balance Current
07-01-2009 Additions Retirements 06-30-2010 Portion
Governmental Activities

Bonds $ 14,568,085 $ - $ 903,524 $ 13,664,561 $ 939,168
Notes payable 76,847 - 37,567 39,280 39,280
Capital lease obligations 157,777 - 61,483 96,294 68,446
Compensated absences 109,124 - 3,157 105,967 unknown
Retirement incentives 93,600 152,295 93,600 152,205 152,295
Totals $ 15,005,433 $ 152,295 $ 1,099,331 $ 14,058,397 $ 1,199,189

Annual debt service requirements to maturity for the above governmental bonds

and capital lease obligations are as follows:

Principal Interest Total
2010-11 $ 1,199,189 $ 568,738 $ 1,767,927
2011-12 1,002,691 527,424 1,530,115
2012-13 1,015,550 487,738 1,503,288
2013-14 1,040,000 448,568 1,486,568
l 2014-15 1,090,000 403,430 1,493,430
2015-16 thru 2019-20 6,205,000 1,261,265 7,466,265
2020-21 thru 2021-22 2,400,000 136,500 2,536,500
l Subtotals 13,962,430 3,831,663 17,784,093
Compensated Absences 105,967 - 105,967
Totals $ 14,068,397 $ 3,831,663 $ 17,890,080

l Additional detail regarding long-term debt is provided in the supplemental

information.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 7--Advance Refund of Bond Resulting in Defeasance of Debt

On February 15, 2005, the District issued $4,550,000 in general obligation
refunding bonds with interest rates ranging between 2.50% and 5.00%. The
District issued the bonds to advance refund $4,460,000 of the outstanding series
1996 general obligation bonds with a 5.2% interest rate. The District used the
net proceeds along with other sources to purchase State and l.ocal Government
securities. These securities were deposited in an irrevocable trust to provide for
all future debt service on the refunded 1996 series bonds. As a result, the 1996
series bonds are considered defeased, and the District has removed the liability
from its accounts. The outstanding principal of the defeased bonds is
$3,720,000 as of June 30, 2010.

The advance refunding reduced total debt service payménts over 16 years by
$422,747. This results in an economic gain (the difference between the present
values of the debt service payments on the old and new debt) of $302,184.

On July 13, 2005, the District issued $7,520,000 in general obligation refunding
bonds with interest rates ranging between 3.00% and 4.00%. The District issued
the bonds to advance refund $6,970,000 of the outstanding series 2001 general
obligation bonds with a 5.25% interest rate. The District used the netf proceeds
along with other sources to purchase State and Local Government securities.
These securities were deposited in an irrevocable trust to provide for all future
debt service on the refunded 2001 series bonds. As a result, the refunded
portion of the 2001 series bonds are considered defeased, and the District has
removed the liability from its accounts. The outstanding principal of the defeased

bonds is $7,315,000 as of June 30, 2010. The advance refunding reduced total
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 7--Advance Refund of Bond Resuliing in Defeasance of Debt (continued)

debt service payments over 16 years by $370,669. This results in an economic
gain (the difference between the present values of the debt service payments on
the old and new debt) of $273,419.

NOTE 8--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 omission; injuries to employees;
and natural disasters. During the year, the District carried commercial insurance
for the above risks of loss.

NOTE 9--Pension Pian

The school District’'s defined benefit pension plan provides retirement, survivor
and disability benefits to its employees. The District participates in the Michigan
Public School Employees Retirement System (MPSERS), a cost sharing
multiple-employer, statewide plan governed by the State of Michigan. Benefit
provisions are established by state statute. The MPSERS issues a publicly
available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing the MPSERS
Directors, PO Box 30673, Lansing, Michigan 48909 6r by calling (5617) 322-6235.

Funding Policy

The School District is required to contribute at an actuarially determined rate; the
current rate is 16.94% of covered payroll. Employees hired before January 1,
1990 contribute 3.9% of their gross pay. Employees hired January 1, 1990 or
later contribute between 3% and 6.4%. The contribution requirements are

established and may be amended by the State of Michigan.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 9--Pension Plan (continued)

The contribution requirements of plan members are established and may be
amended by the State of Michigan. The District’s contributions to MPSERS for
the current year and the preceding two years were $1,091,980, $1,131,466, and
$1,112,470, respectively.

NOTE 10--Joint Venture

Hemlock Public School Distric’_c, Hemlock Semiconductor, and Dow Corning
Health Care Materials Site are engaged in a partnership for the purpose of
developing various educational activities in the school, workplace, and
community that offers each child an opportunity to attain excellence in his or her
chosen educational endeavors. Such activities are categorized as follows;
student oriented activities

shared staff/fadministration development programs

support of special projects
acquisition of instruction materials, supplies, and equipment

oo ow

A task force represented by members of all the pariners determines the direction
of the Partnership and its goals. The cash activity of the Partnership is

summarized as follows:

Cash Balance, July 1, 2009 $ 9,455
Revenue
Confributions 25,500
Total Revenue 25,500
Expenses
Scholarships 1,160
Materials and equipment 9,046
Educational activities 5,112
Other - 7,049
Total Expenses 22,367
Cash Balance June 30, 2010 $ 12,588
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 11--Durant Settlement and Bond Issue

As a result of the lawsuit known as “Durant VS. State of Michigan”, non-plaintiff
districts, of which the School District is a part, were offered an amount to settle
and resolve in their entirety any claim against the State of Michigan related to its
violations of the state constitution. The District was offered a settlement of
$463,950, which it accepted. Terms of the settlement required that one half of
the settiement be paid to the District over 10 years beginning November 24, 1998
with the use of the funds restricted to various capital outlay or debt elimination.
The remaining one half of the settlement has been received in the form of bond
proceeds in the Capital Projects Fund with the use of the funds restricted to
various capital projects as specified in Section 1351a of the Revised School
Code.

The only source of revenue to service the debt shall come from annual state
appropriation. Although the bond issue is considered a legal cbligation of the
District, if the legislature fails to appropriate the funds, the District is under no
obligation for payment.

In May 2007, the Michigan Municipal Bond Authority revised the payment
schedule of the 1998 Durant bond issue. The revised payment schedule is
included in the supplemental information. The total principal and interest

remaining on the bond has not changed.
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HEMLOCK PUBLIC SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NOTE 12--Self-Funded Insurance

The District maintains a partially self-funded plan for employee benefits covering
health, dental, and vision. The estimated savings total below represents the
difference between the premium estimated for full coverage, net of the actual
amount paid for self-funded claims and insurance coverage for amounts in
excess of the deductible. The estimated annual differences between full

coverage and self-funded coverage are as follows:

2000-2001 $ 60,767
2001-2002 151,031
2002-2003 94,091
2003-2004 65,593
2004-2005 221,586
2005-2006 242,932
2008-2007 163,710
2007-2008 27,227
2008-2009 70,645
2009-2010 (61,703)
Total Estimated Savings (Cost) 1,045,879
Less: Designation released by Board action 09-10-2007 500,000
Less: Designation released by Board action 12-14-2009 545,879
Designated for self-funded insurance 3 -
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Revenue
Local
State
Federal
Interdistrict and other
Total Revenues

Expenditures
Current:

Instruction
Basic programs
Added needs
Adult and continuing

Support Services
Pupil
Instructional staff
General administration
School administration
Business
Operation and maintenance
Pupil transportation services
Central services
Other

Community services

Capital outlay

Food service

Athletic activities

Outgoing transfers and other
Total Expenditures
Excess (Deficiency) of

Revenues Over Expenditures

Fund Balance - Beginning of Year

Fund Balance - End of Year

HEMLOCK PUBLIC SCHOOL DISTRICT

Budgetary Comparison
For the Year Ended June 30, 2010

Special Revenue Funds

General Fund (Cafeteria and Athletic)
Original Final Original Final

Budget Budget Actual Budget Budget Actual
$ 1,038,893 $1,132,109 $1,130,884 $ 235400 $ 243,820 $243,443
9,249,328 8,433,010 8,466,384 14,000 18,150 16,151
501,248 1,186,169 1,032,620 121,000 141,400 162,588
188,000 171,586 173,435 188,624 124,638 120,344
10,977,469 10,022,874 10,803,323 559,024 526,008 542 536
5,041,687 5,145,939 4,915,738 - - -
1,788,077 1,943,908 1,902,811 - - -
35,544 33,549 36,337 - - -
347,916 529,556 519,163 - - -
324,446 332,997 320,984 - - -
312,588 283,732 277,723 - - -
711,199 715,835 701,539 - - -
229,215 229,294 233,509 - - -
1,096,787 1,084,150 1,047,482 - - -
734,654 675,931 649,097 - - -
598,212 242,094 235,682 - - -
28,388 26,169 27,127 - - -
38,524 31,269 32,407 - - -
6,543 144,426 63,167 3,000 - -
- - - 334,011 350,758 337,037
- - - 235,804 202,844 200,786
244,075 230,150 225,856 - - -
11,637,755 11,648,999 11,188,622 572,815 553,602 537,823
(560,288) (726,125) (385,299) (13,791) (27,594) 4,713
727,168 727,168 727,168 103,851 103,851 103,851
$ 166,882 $ 1,043 § 341,869 § 920,060 $ 76,257 $108,564
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HEMLOCK PUBLIC SCHOOL DISTRICT
Schedules of Long-Term Liabilities
June 30, 2010

1998 ISSUE (Durant) $231,975

Interest Rate: 4.761% Annual Semiannual Total
Year Ending Principal Interest Payment Fiscal Year
June 30, May 15 November 15 May 15 Requirement
2010-11 $ 14,168 $ - $ 2,122 $ 16,290
2011-12 14,843 - 1,447 16,290
2012-13 15,650 - 740 16,290
Totals $ 44561 $ - $ 4,309 $ 48,870

2001 ISSUE $13,355,000

Interest Rate: 4.375% Annual Semiannual Total

Year Ending Principal Interest Payment Fiscal Year

June 30, May 1 November 1 May 1 Requirement

2010-11 $ 605,000 $ 54200 $ 54,200 $ 713,400

201112 640,000 42,100 42,100 724,200

2012-13 660,000 28,900 28,900 717,800

2013-14 680,000 14,875 14,875 709,750

Totals $ 2,585,000 $ 140,075 $ 140,075 $ 2,865,150
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HEMLOCK PUBLIC SCHOOL DISTRICT
Schedules of Long-Term Liabilities
June 30, 2010

2005 REFUNDING ISSUE $4,550,000 (1996 Refunded)

Interest Rate: 2.50 to 5.00% Annual Semiannual Total

Year Ending Principal Interest Paymeant Fiscal Year
June 30, May 1 November 1 May 1 Requirement
2010-11 $ 275,000 $ 75774 $ 75774 $ 426,548
201112 275,000 71,3086 71,306 417,612
201213 295,000 66,493 66,493 427,986
2013-14 315,000 61,146 61,146 437,292
2014-15 335,000 55,240 55,240 445,480
2015-16 335,000 48,540 48,540 432,080
2016-17 345,000 40,165 40,165 425,330
2017-18 365,000 31,540 31,540 428,080
2018-19 385,000 24,240 24,240 433,480
2019-20 395,000 16,348 16,347 427695
2020-21 400,000 8,250 8,250 416,500
Totals $ 3,720,000 $ 499042 $ 499,041 $ 4,718,083

2005 REFUNDING ISSUE $7,520,000 (2001 Refunded)

Interest Rate: 2.50 to 5.00% Annual Semiannual Total

Year Ending Principal Interest Payment Fiscal Year
June 30, May 1 November 1 May 1 Requirement
2010-11 $ 45,000 $ 149,558 $ 149,558 $ 344,118
2011-12 45,000 148,838 148,838 342,676
2012-13 45,000 148,106 148,106 341,212
2013-14 45,000 147,263 147,263 339,626
2014-15 765,000 146,475 146,475 1,047,950
2015-16 805,000 127,600 127,600 1,080,200
2016-17 845,000 111,500 111,500 1,068,000
2017-18 875,000 94,600 94,600 1,064,200
2018-19 905,000 77,100 77,100 1,059,200
2019-20 950,000 . 59,000 59,000 1,068,000
2020-21 1,000,000 40,000 40,000 1,080,000
2021-22 - 1,000,000 20,000 20,000 1,040,000
Totals $ 7,315,000 $ 1,270,040 $ 1,270,040 $ 9,855,080
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HEMLOCK PUBLIC SCHOOL DISTRICT
Schedules of Long-Term Liabilities
June 30, 2010

Chase Equipment Leasing, inc.

Principal Interest Total
2010-11 $ 39,280 $ 1,791 $ 41,071
Totals $ 39280 $ 1,791 $ 41,071
Oce Financial Service, Inc.
Principal Interest Total
2010-11 $ 15,780 $ 1,068 $ 16,848
2011-12 2,776 32 2,808
Totals $ 18,656 $ 1,100 $ 19,656
Hewlett-Packard Financial Service
Principal Interest Total
2010-11 3 14628 $ 1079 § 15707
Totals $ 14,628 $ 1,079 $ 15707
CNB Computers
Principal Interest Total
2010-11 3 15587 $ 796 $ 16,383
2011-12 1,253 7 1,260
Totals 3 16,840 $ 803 3 17,643
Compass Learning
Principal Interest Total
2010-11 $ 22,451 $ 2818 $ 25269
2011-12 23,819 1,450 25,269
Totals 3 46,270 $ 4268 $ 50,538
Compensated Absences
Principal Interest Total
Maturity Unknown _ § 105,967 % - $ 105,967
Totals $ 105,967 - $ 105,967
Retirement Incentives
Principal Interest Total
2010-11 $ 152295  § - $152,295
Totals $ 152,295  § - $ 152,295
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HEMLOCK PUBLIC SCHOOL DISTRICT
AGENCY FUNDS
SCHEDULE OF ACTIVITY AND AMOUNT DUE TO STUDENT GROUPS
FOR THE YEAR ENDED JUNE 30, 2010

Cash Balance Cash Cash Cash Balance

July 1, 2009 Receipts Disbursements Juns 30, 2010

Accelerated reader $ 1,882 $ - 3 1,039 $ 843
Auto mechanics 419 743 468 694
Basketball club 3,217 7,286 8,818 1,685
Beverage fund 1,659 7,021 5,862 2,818
Bleacher 210 - - 210
Business club 1,236 10,344 8,320 3,260
Class of 2005 145 - - 145
Class of 2008 9211 - - 911
Class of 2009 745 45 - 790
Class of 2010 5,722 6,010 8,246 3,486
Class of 2011 2,055 14,610 11,526 5,139
Class of 2012 2,200 778 605 2,373
Class of 2013 - 5290 2,222 3,068
Community education 5272 832 1,147 4,957
Educational fund 2,501 1,425 3,791 135
Elementary 7,324 17,273 17,300 7,297
ElementaryiLing Library 13 - - 13
Football club 6,239 3,220 8,649 810
High school 17,973 49,979 41,788 26,164
Interest 1,858 249 716 1,391
K of C Special ed 8 700 - 708
Kempf music 225 - - 225
Library fines 2,765 725 1,450 2,040
Ling 15,284 39,163 40,530 13,917
Middie school office 30,083 45 196 46,886 28,373
National hcner society 1,507 302 1,081 748
Pompon 4,143 17,985 20,551 1,577
SADD 1,501 6,090 7.413 178
Safety glasses, high school 695 60 - 755
Scoreboard fund 5,461 8,420 10,225 3,656
Softball club 396 8,641 8,022 1,015
Sports 3,174 23,886 20,068 6,992
Student council, high school 509 11,316 11,825 -
Wood shop fund 2,453 1,422 764 3,111
Yearbook fund, high school 15,634 7.407 11,207 11,734
Totals $ 145,299 $ 296,418 3 300,499 3 141,218
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HEMLOCK PUBLIC SCHOOL DISTRICT
EDUCATIONAL TRUSTS
SCHEDULE OF ACTIVITY

FOR THE YEAR ENDED JUNE 30, 2010

Cash Cash
Balance Cash Cash Balance

July 1, 2009 Receipts Dishursements June 30, 2010

Agresta $ 8,091 $ 792 $ 3,861 $ 5,022
Bastounis 11,350 102 - 11,452
Bray 3,217 - - 3,217
Gariglio 12,003 3 254 11,752
Hall 13,697 88 - 13,785
Honsinger 902 2 - 904
Kostrzewa 5,063 482 500 5,045
Munger 2,871 - - 2,871
Setty 24,212 205 1,000 23,417
Totals $ 81,406 $ 1,674 $ 5,615 3 77.465
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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 [N ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

August 27, 2010

To the Board of Education
Hemlock Public School District
Hemlock, Michigan

We have audited the financial statements of Hemlock Public School District as of
and for the year ended June 30, 2010, and have issued our report thereon dated
August 27, 2010. 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 Financial Reporting

In planning and performing our audit, we considered Hemlock Public School
District's internal control over financial reporting as a basis for designing our
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 Hemlock Public School District’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Hemlock
Public School District’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control
does not allow management or employees in the normal course of performing
their assigned functions, to prevent or detect misstatements on a timely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected and corrected
on a timely basis.
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Hemlock Public School District
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Our consideration of internal control over financial reporting was for the fimited
purpose described in the first paragraph of this section and would not necessarily
identify all deficiencies in internal control that might be deficiencies, significant
deficiencies or material weaknesses. We consider the deficiencies described in
the accompanying schedule of findings and questioned costs 0910-1 and 0910-2
to be material weaknesses in internal control over financial reporting.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Hemlock Public School
District's financial statements are free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts, and
grants, 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 such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

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

Certified Public Accountants
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HEMLOCK PUBLIC SCHOOL DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

Accrued Accrued
Federal Grantor/ {Deferred) {Deferred)
Pass-~Through Federal Grant Revenue (Memo Only) Current Current Revenue
Grantor/ CFDA 10 Grant July 1, Prior Year Year Year July 1,
Program Title Number Number Amount 2009 Expendilures Expendilures Receipis 2010
Department of Agriculture
Passed Through State of Michigan
Mat'l School Breakfast 10.553 Various $16,365 3 - - 8 16,365 % 16,365 % -
Nat'l School Lunch 10.556 Various 123,892 - - 123,809 123,699 -
Passed Tirough TLC Warehousing Services, Inc.
UsSbaA Bonus 10,550 73210 2,136 - - 2,136 2,138 -
USDA Commodities 10,550 73210 20,198 - - 20,198 20,198 -
Total Department of Agriculture - - 162,598 162,568 -
Depariment of Education
Passed Through State of Michigan
Title |, Part A 84.010 091530 0809 176,313 40,575 130,569 - 40,575 -
Title |, Part A £4.010 101530 0910 179,560 - - 171,686 116,191 55,495
Title 1, Part A ARRA 84.389 101535 0910 83,029 - - 31,584 - 31,584
Tachnology Literacy 84318 1042900910 353 - - 347 78 269
Tille tl Part A 84.367 090520 0809 85,653 8,465 42,194 - 8,465 -
Tile Il Part A 84.367 100520 00 68,272 - - 27434 26,854 580
Education Stabilization 84,394 092525 0809 512,827 512,827 512,827 - 512,827 -
Education Stabilization 84.394 1025250910 386,713 - - 386,713 248,703 138,010
Passed Through Intermediate District
Drug-Free Scheols 84.186 (092860 0809 1,159 1,159 1,159 - 1,159 -
Drug-Free Schools 84.186 1028600910 346 - - 346 - 346
IDEA, Part B 84.027 090450 0509 246,900 248,900 246,900 - 246,900 -
IDEA, Part B B4.027 1004500910 286,922 - - 286,922 118,921 168,001
IDEA, Part B (Recovery Act) 84.391A 100455 0910 91,726 91,726 91,726 - 91,726 -
IDEA, Part B (Recavery Act}  84.391A 100455 0910 123,605 - - 123,605 58,139 65,465
Passed Through Delta College
Tech Prep 84.243A 10354010148 2,789 - - 2,789 - 2,789
Total Department of Education 201,652 1,025,375 1,031,426 1,470,538 462,540
Depariment of Health and Human Senvce
Passed Through Intermediate District
Medicaid Oufreach 93.778 08-09 1,608 862 1,608 - 862 -
Madicaid Outreach 93.778 0010 1,194 - - 1,194 B85 299
Total Department of Health and Human Services 862 1,608 1,194 1,757 299
Grand Tolals $. 902,514 1026983 § 1195218 & 1634883 _§ 462839

Notes:

1. Expendifures in this schedule are in agresmant with amounts reported in the financial statements,

2. The amounts reported in the Grant Section Auditor Report, reconcile with this schedule.
3. This schedule was prepared using Modifled-Accrual Basis of Accounting.
The dollar threshold used to distinguish between Type A and Type B programs is $300,000,

See independent auditor's report on schedule of expenditures of federal awards.
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Gardner | Provenzano
Schauman § Thomas

IED: PUBLIC AGCOUNTANTS:
Frederick C., Gardner
Giacamo Provenzano
Heather A. Thomas
Brett A. Luplow
REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

August 27, 2010

To the Board of Education
Hemlock Public School District
Hemlock, Michigan

Compliance

We have audifed the compliance of Hemlock Public School District with the types
of compliance requirements described in the U.S. Office of Management and
Budgel (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2010. Hemlock
Public School District's major federal programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the
responsibility of Hemlock Public School Districts management. Our
responsibility is to express an opinion on Hemlock Public School District's
compliance bhased on our audit.

We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Hemlock Public School District's compliance with
those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. Our audit does not provide a legal determination of
Hemlock Public School District’'s compliance with those requirements.
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To the Board of Education
Hemlock Public School District
Page Two

“In our opinion, Hemlock Public School District complied, in all material respects,
with the requirement referred to above that are applicable to each of its major
federal programs for the year ended June 30, 2010.

Internal Control Over Compliance

The management of Hemilock Public School District is responsible for
establishing and maintaining effective internal control over compliance with the
requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered Hemlock Public
School District’s internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion
on the effectiveness of Hemlock Public School District's internal control over
compliance.

A deficiency in internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal
course of performing their assigned functions, to prevent or detect
noncompliance with a type of compliance requirement of a federal program on a
timely basis. A material weakness in infernal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance,
such that there is a reasonable possibility that material noncompliance with a
type of compliance requirement of a federal program will not be prevented or
detected and corrected, on a timely basis.

Qur consideration of internal control over compliance was for the limited purpose
described in the first paragraph of this section and would not necessarily identify
all deficiencies in internal control that might be deficiencies, significant
deficiencies or material weaknesses. We did nof identify any deficiencies in
internal conirol over compliance that we consider to be material weaknesses, as
defined above.

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

Certlfled Publlc
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HEMLOCK PUBLIC SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2010

SUMMARY OF AUDIT RESULTS

1.

The auditor's report expresses an unqualified opinion on the financial
statements of Hemlock Public School District.

Material weaknesses relating to the audit of the financial statements are
reported in the Report on Compliance and on Internal Control Over
Reporting Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards.

No instances of noncompliance material to the financial statements of
Hemlock Public School District were disclosed during the audit.

No significant deficiencies relating to the audit of the major federal award
programs reported in the Report on Compliance with Requirements
Applicable to each Major Program and Internal Control Over Compliance
in Accordance with OMB Circular A-133.

The auditor’s report on compliance for the major federal award programs
of Hemlock Public School District expresses an unqualified opinion on all
major federal programs.

There are no audit findings relative to the major federal award programs
for Hemlock Public School District reported in this Schedule.

The programs tested as major programs include: Education Stabilization
84.394 and IDEA, Part B (Recovery Act) 84.391A.

The dollar threshold used to distinguish between Type A and Type B
programs is $300,000.

Hemlock Public School District qualified as a low risk auditee.
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HEMLOCK PUBLIC SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2010

FINDINGS FINANCIAL STATEMENT AUDIT
0910-1 Recognition of Early Retirement Incentives in Proper Period

Criteria: GASB Statement 34, Interpretation #6 as summarized in the Michigan
School District Accounting Manual requires early retirement incentives with a
specific payment date to be recognized in the period in which the payment is
made.

Condition: The unadjusted frial balance included an accrued liability and
expenditure for early retirement incentives of $152,295. Included in the
agreement is a payment date of November 5, 2010.

Cause: This was caused by management’s decision to record the liability and
expenditure in the period ending June 30, 2010.

Effect: As a result of this condition, general fund balance as of June 30, 2010
potentially understated by $152,295.

Recommendation: Review accounting manual and other guidance and inquire of
auditor for proper treatment of items in question. For the year ended June 30,
2010, eliminate the accrual of $152,295 for the early retirement incentive and
allow the expenditure to be recognized when the payment is made in the fiscal
year ending June 30, 2011.

Management’'s Response: Going forward, management will review items agreed

to in early retirement incentives and consult guidance for recording of transaction
in proper period.
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HEMLOCK PUBLIC SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2010

FINDINGS FINANCIAL STATEMENT AUDIT
0910-2 Athletic Event Gate Receipts

Criteria: Management is responsible for establishing and maintaining effective
internal controls over financial reporting and safeguarding the District's assets.

Condition: The overall description of the athletic event gate receipts procedures
as described by the athletic director appear adequate with the exception of a lack
of segregation of duties in tallying and completing the ticket sales recap.
Currently the recap is performed solely by the athletic director.

Cause: After the athletic event, the athletic director prepares the ticket sales
reconciliation sheet and compares to the cash collected, prepares the deposit
slip and makes the deposit the day after the event,

Effect: A lack of segregation of duties exists to prevent the sole individuai
reconciling the ticket sales to the actual cash collected from forcing the ticket
sales reconciliation to agree with a shorted cash deposit.

Recommendation: We suggest that the volunteers who collect the admission,
issue the tickets and act as gate-keeper prepare the ticket reconciliation sheet
and sign off under the supervision of the athletic director.

Management's Response: The members of the Board will consider the
recommendation, review the current process and alter procedures as deemed
necessary and reasonable.

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD
PROGRAMS "

None.
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