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INDEPENDENT AUDITOR'S REPORT

Board of Education
Hastings Area School System, Michigan

We have audited the accompanying financial statements of

the governmental activities, each major fund, and the
aggregate remaining fund information of Hastings Area
School System, as of and for the year ended June 30, 2011,

which collectively comprise the School District's basic
financial statements as listed in the table of contents.
These financial statements are the responsibility of
Hastings Area School System's management. Our
responsibility is to express opinions on these flnanc1al
Sstatements 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
Hastings Area School System as of June 30, 2011, 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.

The administration's discussion and analysis and budgetary
comparison schedule as identified in the table of contents,
are not a reqguired part of the basic financial statements
but is supplemental information reguired by accounting.
principles generally accepted 1in 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
supplemental information. However, we did not audit the

Bnme&AimﬁmgCRMAE/CW@nformation and express no opinion on it.

Michael R. Wilson, CPA
Rick L. Strawser, CPA
Jerrel T. Norman (1941-1982)



Board of Education
Hastings Area School System

Our audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise Hastings Area School System's basic
financial statements. The accompanying other supplemental information, as
identified in the table of contents, is presented for purposes of additional
analysis and is not a required part of the basic financial statements. 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 not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly
stated, 1in all material respects in relation to the basic financial
Statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our
report dated November 9, 2011, on our consideration of Hastings Area School
System's internal control over financial reporting and on our tests of it's
compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal 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.
Mo, 5720 Pe.

November 9, 2011




HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®"S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2011

This section of Hastings Area School System"s annual financial report presents
our discussion and analysis of the School District"s financial performance
during the year ended June 30, 2011. Please read 1t 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
those statements. These statements are organized so the reader can understand
Hastings Area School System financially as a whole. The District-wide
Financial Statements provide information about the activities of the whole
School District, presenting both an aggregate view of the School District"s
finances and a longer-term view of those finances. The fund financial
statements 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, the 2010 Capital Projects Fund and the
Debt Service Fund, with all other funds presented in one column as nonmajor
funds. The remaining statement, the statement of fiduciary net assets,
presents financial information about activities for which the School District
acts solely as an agent for the benefit of students, parents and other
programs.

Management®s Discussion and Analysis (MD&A)
(Required Supplemental Information)

Basic Financial Statements

District-wide Financial Statement Fund Financial Statements
Notes to the Basic Financial Statement

(Required Supplemental Information)
Budgetary Information for the General Fund and Major Special Revenue Funds

Other Supplemental Information

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 on 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.
- 3 -



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

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 iIn the statement of activities - are indicators of
whether 1ts financial health 1s 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 nonfinancial 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, supporting services,
community services, athletics, and food services. Property taxes,
unrestricted State Aid (foundation allowance revenue), and State and federal
grants finance most of these activities.

Reporting the School District"s Most Significant Funds - Fund Financial Statements

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 many other funds to help i1t control
and manage money for particular purposes or to show that it"s meeting legal
responsibilities for using certain taxes, grants, and other money. The
governmental funds of the School District use the following accounting
approach:

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 1t 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.



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

The School District as Trustee - Reporting the School District®s Fiduciary
Responsibilities

The School District is the trustee, or fiduciary, for its agency funds. All
of the School District®s fiduciary activities are reported iIn separate
statements of fiduciary net assets. 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 iIntended purposes.

The School District as a Whole
Recall that the statement of net assets provides the perspective of the

School District as a whole. Table 1 provides a summary of the School
District"s net assets as of June 30, 2011 and 2010:

TABLE 1 June 30,
2011 2010
Assets
Current and other assets $ 11,168,112 $ 8,910,624
Capital assets - Net of
accumulated depreciation 29,611,369 29,546,206
Other noncurrent assets 249,494 234,111
Total assets 41,028,975 38,690,941
Liabilities
Current liabilities 10,803,664 9,931,902
Long-term liabilities 22,620,713 21,426,677
Total liabilities 33,424,377 31,358,579

Net Assets
Invested in property and equipment -

net of related debt 6,850,859 6,474,612
Restricted for debt service 538,545 454 774
Unrestricted 215.194 402,976

Total net assets $ 7.604.598 $ 7.332.362



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

The above analysis focuses on the net assets (see Table 1). The change in
net assets (see Table 2) of the School District®s governmental activities 1is
discussed below. The School District®"s net assets were $7,604,598 at June
30, 2011. Capital assets, net of related debt totaling $6,850,859 compares
the original cost, less depreciation of the School District®s capital assets
to long-term debt. Most of the debt will be repaid from voter-approved
property taxes collected as the debt service comes due. Restricted net
assets are reported separately to show legal constraints from debt covenants
and enabling legislation that limit the School District®s ability to use
those net assets for day-to-day operations. The remaining amount of net
assets $215,194 was unrestricted.

The $215,194 in unrestricted net assets of governmental activities represents
the accumulated results of all past years®™ operations. The operating results
of the General Fund will have a significant impact on the change in
unrestricted net assets from year to year.

The results of this year"s operations for the School District as a whole are
reported in the statement of activities (see Table 2), which shows the
changes in net assets for fiscal years ended June 30, 2011 and 2010.

TABLE 2 Year Ended June 30,
2011 2010
Revenue
Program revenue:
Charges for services $ 1,022,669 $ 973,226
Grants and categoricals 3,505,532 4,178,818
General revenue:
Property taxes 5,338,953 5,440,251
State foundation allowance 17,808,511 17,288,462
Interest and investment earnings 23,346 18,369
Other 63,082 75,062
Total revenue 27,762,093 27,974,188
Function/Program Expenses
Instruction 15,854,491 16,749,770
Support services 7,326,715 6,802,777
Food services 945,438 929,197
Athletics 353,966 359,678
Community services 591,089 563,771
Interest on long-term debt 1,042,063 953,311
Depreciation (unallocated) 1,376,095 1,445,142
Total expenses 27,489,857 27,803,646

Change in net assets

$ 272,236 $ 170,542



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

As reported iIn the statement of activities, the cost of all governmental
activities this year was $27,489,857. Certain activities were partially
funded from those who benefited from the programs $1,022,669 or by other
governments and organizations that subsidized certain programs with grants
and categoricals $3,505,532. We paid for the remaining "public benefit"
portion of our governmental activities with $5,338,953 in taxes, $17,808,511
in State foundation Allowance, and with our other revenues, such as interest
and general entitlements.

The School District experienced an increase in net assets of $272,236. Key
reasons for the change in net assets were capitalizable expenditures and the
repayment of bond principal and other long-term obligations. The change in
net assets differs from the change in fund balance and a reconciliation
appears on page 16.

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 School 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
sources.

The School District"s Funds

As we noted earlier, the School District uses funds to help i1t 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.



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

As the School District completed this year, the governmental funds reported
a combined fund balance of $2,660,164, which is an increase of $1,388,005
from last year.

In the General Fund, our primary operating fund, the fund balance
decreased $214,618 to $340,780. The General Fund fund balance is
reflected as nonspendable for inventories - $89,400; and unassigned -
$251,380.

In the Capital Projects Fund the fund balance increased from $-0- to
$1,727,703. The purpose of the Capital Projects Fund is to record the
School Board approved Building and Site Bond issue of $3,200,000 and
the expenditures for the various projects until the fund balance is
spent.

Our Debt Service Fund reflected a fund balance decrease of $51,829 and
ended the year at $538,545. Millage rates are determined annually
to ensure that the School District accumulates sufficient resources
to pay annual bond issue-related debt service. Debt Service Fund fund
balance is reserved since it can only be used to pay debt service
obligations.

Our Food Service Fund fund balance decreased $63,640 to $48,001.

Our Community Center Fund fund balance decreased $9,611 to $5,135 and
was supported by an operating transfer from the General Fund of
$105,000.

General Fund Budgetary Highlights

Over the course of the year, the School District revises i1ts budget as it
attempts to deal with changes In revenues and expenditures. State law
requires that the budget be amended to ensure that expenditures do not exceed
appropriations. A schedule showing the School District"s original and final
budget amounts compared with amounts actually paid and received is provided
in required supplemental information of these financial statements. Changes
to the General Fund original budget were as follows:

Budgeted revenues were increased $807,766, to better reflect state per
student foundation funding and adjustments to categorical funding.
Actual revenues were within $53,116 of the final budgeted revenues
or 0.2 percent.

Budgeted expenditures were increased $1,029,828 to better reflect
expenditures funded by increased revenues. Actual expenditures ended
the year over the final budget by $51,509 or 0.2 percent.



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

Capital Asset and Debt Administration

Capital Assets

At June 30, 2011, the School District had $55,507,002 invested in a broad
range of capital assets, including land, buildings, buses and furniture and
equipment. This amount represents a net change (including additions and
disposals) of $1,424,368, or 2.6 percent, from last year.

2011 2010
Land $ 253,410 $ 253,410
Buildings and improvements 46,067,009 46,067,009
Buses and other vehicles 1,908,370 1,915,245
Furniture and equipment 5,846,970 5,846,970
Construction iIn progress 1,431,243 -
Total capital assets 55,507,002 54,082,634
Less accumulated depreciation 25,895,633 24,536,428
Net capital assets $ 29,611,369 $ 29,546,206
Debt
At the end of this year, the School District had $22,581,738 in bonds
outstanding versus $21,074,705 in the previous year - a change of 7.2
percent. (More detailed iInformation about the District’s long-term

liabilities is presented in Note 9 to the financial statements.)

At the end of this year the School District had $1,906,475 in notes payable
outstanding versus $1,996,889 in the previous year. During the year the
School District paid $90,414 against principal.

At the end of this year the School District had employee severance pay
agreements outstanding of $273,916 versus $512,920 in the previous year.
During the year the School District made payments totaling $258,198.

The School District®™s General Obligation Bond rating continues to be
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. IT
the School District issues "qualified debt,” 1.e., debt backed by the State
of Michigan, such obligations are not subject to this debt limit. The School
District"s outstanding unqualified general obligation debt is significantly
below the statutorily imposed limit.



HASTINGS AREA SCHOOL SYSTEM

ADMINISTRATION®S DISCUSSION AND ANALYSIS - (Continued)
YEAR ENDED JUNE 30, 2011

Factors Bearing on the District"s Future

At the time these financial statements were prepared and audited, the
District was aware of existing circumstances that could significantly affect
its financial health in the future:

The 2011-2012 foundation allowance has been reduced by $470 per student.
The foundation allowance represents 75% of total District revenue.

Student count is projected to increase slowly over the next five years.
However, the uncertain economy in the State of Michigan could impact the
number of enrolled students.

Retirement contributions increased to a new rate of 24.46% of payroll,
effective October 1, 2011.

Contacting the School District"s Financial Management

This financial report is designed to provide the School District"s citizens,
taxpayers, customers, and investors and creditors with a general overview of
the School District®s fTinances and to demonstrate the School District"s
accountability for the money i1t receives. If you have questions about this
report or need additional information, contact the Business Department, 232
West Grand Street, Hastings, Michigan 49058.

- 10 -



HASTINGS AREA SCHOOL SYSTEM

STATEMENT OF NET ASSETS
JUNE 30, 2011

ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable
Taxes receivable (net)
Due from other governmental units
Inventories
Total current assets

Noncurrent Assets:
Capital assets
Less: accumulated depreciation
Net capital assets

Issuance cost for bonds, net
Total noncurrent assets

Total assets

LIABILITIES
Current Liabilities:
Short-term note payable
Accounts payable
Accrued payroll
Accrued benefits
Accrued interest
Deferred revenue
Accrued severance pay
Notes payable, due within one year
Bonds payable, due within one year
Total current liabilities

Noncurrent Liabilities:
Accrued severance pay
Notes payable
Bonds payable, net
Total noncurrent liabilities

Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for debt service
Unrestricted

Total net assets

See Notes to Financial Statements

- 11 -

Governmental
Activities

$ 7,550,930
145,128

3,363,722
108,332
11,168,112

55,507,002
(25.895.,633)
29,611,369

249,494
29,860,863

41,028,975

5,300,000
584,724
1,664,626
864,967
243,870
4,061
264,319
102,392
1,774,705
10,803,664

9,597
1,804,083
20,807,033
22,620,713

33,424,377

6,850,859
538,545

215,194
$ 7,604,598




HASTINGS AREA SCHOOL SYSTEM

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Program Revenu

es

Governmental
Activities

Net (Expense)

Operating Revenue and
Charges for Grants/ Changes in Net
Expenses Services Contributions Assets
Functions/Programs
Governmental activities:
Instruction $ 15,854,491 $ 6,605 $ 2,702,388 $ (13,145,498)
Support services 7,326,715 86,422 101,345 (7,138,948)
Food services 945,438 308,424 573,374 (63,640)
Athletics 353,966 172,883 - (181,083)
Community services 591,089 448,335 14,648 (128,106)
Interest on long-
term debt 1,042,063 - 113,777 (928,286)
Depreciation
(unallocated) 1,376,095 - - (1.376.,095)
Total Governmental
activities $ 27,489,857 $ 1,022,669 $ 3,505,532 $ (22,961,656)
General revenues:
Taxes
Property taxes, levied for
general operations 2,920,273
Property taxes, levied for debt
service 2,418,680
State aid not restricted to
specific purposes 17,808,511
Interest and investment earnings 23,346
Other 63,082
Total general revenues 23,233,892
Change in Net Assets 272,236
Net Assets - Beginning of year 7,332,362

Net Assets - End of year

See Notes to Financial Statements

- 12 -

$ 7.604.598




HASTINGS AREA SCHOOL SYSTEM

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2011

2010
Capital Debt
General Projects Service
ASSETS
Cash and cash equivalents $ 4,833,247 $ 2,160,674 $ 472,759
Accounts receivable 115,308 - -
Due from other governmental units 3,363,722 - -
Due from other funds 38,408 - 65,786
Inventories 89,400 - -
Total assets $ 8,440,085 $ 2.160.674 $ 538.545
LIABILITIES AND FUND BALANCES
Liabilities:
Short-term note payable $ 5,300,000 $ - $ -
Accounts payable 100,504 432,971 -
Accrued payroll 1,664,626 - -
Accrued benefits 864,967 - -
Due to other funds 79,638 - -
Accrued interest 89,570 - -
Deferred revenue - - -
Total liabilities 8,099,305 432,971 -
Fund Balances:
Nonspendable:
Inventories 89,400 - -
Restricted for:
Capital projects - 1,727,703 -
Debt service - - 538,545
Food service - - -
Committed for:
Community services - - -
Unassigned 251,380 - -
Total fund balances 340,780 1,727,703 538,545
Total liabilities and
fund balances $ 8.440.085 $ 2.160.674 $ 538,545

See Notes to Financial Statements



Other

Nonmajor
Governmental
Funds Total
$ 84,250 $ 7,550,930
29,820 145,128
- 3,363,722
13,852 118,046
18,932 108,332
$ 146,854 $ 11,286,158
$ - $ 5,300,000
51,249 584,724
- 1,664,626
- 864,967
38,408 118,046
- 89,570
4.061 4,061
03,718 8,625,994
18,932 108,332
- 1,727,703
- 538,545
29,069 29,069
5,135 5,135
- 251,380
53.136 2.660.,164
$ 146.854 $ 11.286.158

- 13 -



HASTINGS AREA SCHOOL SYSTEM

GOVERNMENTAL FUNDS
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2011

Total Fund Balances - Governmental Funds $ 2,660,164

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

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

The cost of the capital assets is 55,507,002
Accumulated depreciation is (25,895,633)
Total 29,611,369

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

Accrued severance pay (273,916)
Notes payable (1,906,475)
Bonds payable, net (22,581,738)
Issuance cost for bonds, net 249,494

Accrued interest payable on long-term liabilities is not

included as a liability in governmental activities (154.,300)
Net assets of governmental activities $ 7,604,598

See Notes to Financial Statements

- 14 -



HASTINGS AREA SCHOOL SYSTEM

GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
YEAR ENDED JUNE 30, 2011

Revenues:
Local sources
State sources
Federal sources
Interdistrict

Total revenues

Expenditures:
Instruction
Supporting services
Food service
Athletics
Community services
Capital outlay
Debt service

Principal retirement
Interest and fiscal charges
Bond issuance costs

Total expenditures

Excess (deficiency) of revenues
over expenditures

Other financing sources (uses):
Proceeds from bond issue
Bond discount
Operating transfers in
Operating transfers out

Total other financing
sources (uses)

Net change in fund balances
Fund balances, July 1

Fund balances, June 30

See Notes to Financial Statements

2010
Capital Debt
General Projects Service
$ 3,248,648 $ 21,898 $ 2,514,783
18,369,484 - 21,628
1,798,599 - _
444,161 - -
23,860,892 21,898 2,536,411
16,093,495 - -
7,247,160 - -
353,966 - -
15,384 - -
- 1,431,243 -
90,414 - 1,718,811
170,091 - 869,429
- 37.352 -
23,970,510 1,468,595 2.588.,240
(109,618) (1,446,697) (51,829)

- 3,200,000 -

- (25,600) -
(105.,000) - -
(105,000) _ 3,174,400 -
(214,618) 1,727,703 (51,829)

555,398 - 590,374

$ 340,780 $ 1.727.703 $ 538.545




Other

Nonmajor
Governmental
Funds Total
$ 769,372 $ 6,554,701
35,685 18,426,797
537,689 2,336,288
- 444 .161
1,342,746 27,761,947
- 16,093,495
- 7,247,160
945,438 945,438
- 353,966
575,559 590,943
- 1,431,243
- 1,809,225
- 1,039,520
- 37,352
1,520,997 29.548,342
(178,251) (1,786,395)
- 3,200,000
- (25,600)
105,000 105,000
- (105,000)
105,000 3.174.400
(73,251) 1,388,005
126,387 1,272,159
$ 53,136 $ 2.660.164

- 15 -



HASTINGS AREA SCHOOL SYSTEM

GOVERNMENTAL FUNDS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Net change in Fund Balances - Total Governmental Funds $

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

Governmental funds report capital outlays as
expenditures; in the statement of activities,
these costs are allocated over their estimated
useful lives as depreciation.

Depreciation expense
Capital outlay

Accrued interest on bonds iIs recorded in the statement
of activities when incurred; It is not reported iIn
governmental funds until paid:

Accrued interest payable beginning of the year
Accrued interest payable end of the year

Repayments of principal on long-term debt and issuance
costs are expenditures in the governmental funds,
but not iIn the statement of activities (where 1t is
a reduction of liabilities).

Repayment of principal on long-term debt
Amortization of bond discounts
Amortization of bond premiums
Amortization of loss on bond refunding
Amortization of bond issuance costs

1,388,005

(1,376,095)
1,441,258

135,600
(154,300)

1,809,225
(9,365)
23,000

(65,079)
(21,969)

Proceeds from bond issuance is an other financing source

in the governmental funds, but not in the statement
of activities (where it increases long-term debt)

(Continued on next page)

See Notes to Financial Statements
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HASTING AREA SCHOOL SYSTEM
GOVERNMENTAL FUNDS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Bond discounts are recorded as an other financing use
in the governmental funds but not iIn the statement
of activites(where i1t i1s amortized over the life
of the bond issue)

Bond issuance costs are recorded as an expenditure
in the governmental funds but not iIn the statement
of activities (where it is amortized over the life

of the bond issue)

Accrued severance pay 1s reported on the accrual method
in the statement of activities, and recorded as an
expenditure when financial resources are used in the

governmental funds.

512,920

Accrued voluntary severance plan beginning of year
Accrued voluntary severance plan end of year (273.916)
Change i1n Net Assets of Governmental Activities $ 272,236

See Notes to Financial Statements
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HASTINGS AREA SCHOOL SYSTEM
FIDUCIARY FUND

STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2011

Agency Fund

ASSETS
Cash and cash equivalents $ 258,873
Investments 916,499
Total assets $ 1,175,372
LIABILITIES
Due to school related organizations 3 1,175,372

See Notes to Financial Statements
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NOTE 1 -

HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Hastings Area School System conform to
accounting principles generally accepted iIn the United States of
America (GAAP) as applicable to governmental units. The following
is a summary of the significant accounting policies used by the
School District:

Reporting Entity

The School District is governed by an elected seven-member Board of
Education. The accompanying financial statements have been prepared
in accordance with criteria established by the Governmental
Accounting Standards Board for determining the various governmental
organizations to be 1included iIn the reporting entity. These
criteria include significant operational financial relationships
that determine which of the governmental organizations are a part of
the School Districts”™ reporting entity, and which organizations are
legally separate, component units of the school district. Based on
the application of the criteria, the district does not contain any
component units.

District-Wide and Fund Financial Statements

The district-wide financial statements (i.e., the statement of net
assets and the statement of changes 1In net assets) report
information an all of the nonfiduciary activities of the primary
government. For the most part, the effect of interfund activity has
been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a
significant extent on fees and charges for support. All the
district"s government wide activities are considered governmental
activities.

The statement of activities demonstrates the degree to which the
direct expenses of a given function or segment are offset by program
revenues. Direct expenses are those that are clearly identifiable
with a specific function. Program revenue includes (1) charges to
customers or applicants who purchase, use, or directly benefit from
goods, services, or privileges provided by a given function and (2)
grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function.
Taxes, i1ntergovernmental payments, and other items not properly
included among program revenues are reported instead as general
revenue.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

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

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

District-Wide Statements - The district-wide financial statements
are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenue is 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
revenue in the year for which they are levied. Grants, categorical
aid, and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

As a general rule, the effect of iInterfund activity has been
eliminated from the government-wide financial statements.

Amounts reported as program revenue include (1) charges to customer
or applicants for goods, services, or privileges provided; (2)
operating grants and contributions; and (3) capital grants and
contributions. Internally dedicated resources are reported as
general revenue rather than as program revenue. Likewise, general
revenue includes all taxes and unrestricted State aid.

Fund-based Statements - Governmental fund financial statements are
reported using the current financial resources measurement focus and
the modified accrual basis of accounting. Revenue iIs recognized as
soon as it is both measurable and available. Revenue is considered
to be available 1T i1t is collected within the current period or soon
enough thereafter to pay liabilities of the current period. For
this purpose, the government 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 expenditures related to 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 so have been recognized
as revenue of the current fiscal period. All other revenue i1tems
are considered to be available only when cash is received by the
government.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fiduciary fTund statements also are reported using the economic
resources measurement focus and the accrual basis of accounting.

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 district, except those
required to be accounted for in another fund.

The 2010 Capital Projects Fund i1s used to record bond proceeds or
other revenue and the disbursement of funds specifically designated
for the remodeling, equipping and re-equipping and furnishing and
refurnishing school facilities; acquiring and installing educational
technology iIn school buildings; developing and improving playgrounds,
athletic facilities and sites; and paying the costs of issuing the
bonds.

The Debt Service Fund i1s used to record tax, interest, and other
revenue for payment of principle, interest and other expenditures on
the bond issues.

Additionally, the government reports the following fund types:

Special Revenue Funds are used to account for the proceeds of
specific revenue sources that are restricted to expenditures for
specified purposes.

The School Service Funds are Special Revenue Funds that segregate,
for administrative purposes, the transactions of a particular
activity from regular revenue and expenditure accounts. The School
District maintains full control of these funds. The School Service
Funds maintained by the School District are the Food Services Fund
and Community Center Fund.

Fiduciary Funds are used to account for assets held by the School
District in a trustee capacity or as an agent. Fiduciary Fund net
assets and results of operations are not included in the government-
wide statements. Agency Funds are custodial in nature (assets equal
liabilities) and do not involve measurement of results of
operations.

The School District presently maintains a Student Activities Fund to
record the transactions of student and parent groups for school and
school-related purposes. The funds are segregated and held in trust
for the students and parents.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Assets, Liabilities, and Net Assets or Equity

Deposits 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.

Receivables and Payables - In general, outstanding balances between
funds are reported as "'due to/from other funds.' Activity between
funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as
"advances to/from other funds.™

Property tax and other trade receivables are shown net of an
allowance for uncollectible amounts. Property taxes are assessed
as of December 31 and the related property taxes become a lien on
December 1 of the following year. Taxes are considered delinquent
on March 1 of the following year. At this time, penalties and
interest are assessed and the total obligation is added to the
county tax rolls.

The State of Michigan utilized a foundation allowance approach,
which provides for a specific annual amount of revenue per student
based on a state-wide formula. The foundation allowance is funded
from a combination of state and local sources. Revenues from state
sources are primarily governed by the School Aid Act and the School
Code of Michigan. The state portion of the foundation is provided
from the state®s School Aid Fund and is recognized as revenue iIn
accordance with state law and accounting principles generally
accepted in the United States of America.

The 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 1i1ts specific
purpose. Certain categorical 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 1is recognized when the appropriation 1is
received.

Inventories and Prepaid Items - Inventories are valued at cost, on
a First-in, first-out basis. Inventories of governmental funds are
recorded as expenditures when consumed rather than when purchased.
Certain payments to vendors reflect costs applicable to future
fiscal years and are recorded a prepaid items in both government-
wide and fund financial statements.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Assets - Capital assets, which i1nclude land, buildings,
equipment, and vehicles are reported in the applicable governmental
column in the government-wide financial statements. Capital assets
are defined by the government as assets with an initial individual
cost of more that $5,000 and an estimated useful life in excess of
five years. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the
date of donation. Costs of normal repair and maintenance that do
not add to the value or materially extended asset life are not
capitalized. The school district does not have infrastructure type
assets.

Buildings, equipment, and vehicles are depreciated using the
straight-line method over the following useful lives:

Buildings and additions 20-50 years

Buses and other vehicles 5-10 years

Furniture and other equipment 5-10 years
Long-Term Obligations - In the government-wide financial statements,
long-term debt and other Qlong-term obligations are reported as
liabilities in the statement of net assets. Bond premiums and

discounts, as well as issuance costs, 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.

Fund equity - Beginning with fiscal year 2011, the District
implemented GASB Statement No. 54, “Fund Balance Reporting and
Governmental Fund Type Definitions.” This statement provides more

clearly defined fund balance categories to make the nature and
extent of the constraints placed on a government’s fund balances
more transparent. The Tollowing classifications describe the
relative strength of the spending constraints:

Nonspendable fund balance - amounts that are in nonspendable form
(such as inventory or prepaid expenditures) or are either legally
or contractually required to be maintained intact.

Restricted fund balance - amounts constrained to specific purposes
by their providers (such as taxpayers, grantors, bondholders, and
higher levels of government), through constitutional provisions, or
by enabling legislation. The District’s 2010 Capital Projects fund,
Debt Service fund and Food Service fund balances are considered
restricted.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Committed fund balance - amounts constrained to specific purposes
by the District itself, using 1ts highest level of decision-making
authority (Board of Education). To be reported as committed,
amounts cannot be used for any other purpose unless the District
takes the same highest level action to remove or change the
constraint.

Assigned fund balance - amounts the District intends to use for a
specific purpose. Intent can be expressed by the Board of Education
or by an official or body to which the Board of Education delegates
the authority.

Unassigned fund balance - amounts that are available for any
purpose. Positive amounts are reported only in the general fund.

The District would typically use restricted fund balance first,
followed by committed resources, and then assigned resources as
appropriate opportunities arise, but reserves the right to
selectively spend unassigned resources first to defer the use of
these classified funds.

Comparative Data/Reclassifications - Comparative data 1is not
included in the district"s financial statements.

Use of Estimates - The preparation of the financial statements in
conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of
revenues and expenses during the reported period. Actual results
could differ from those estimates.
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NOTE 2 -

HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information - Annual budgets are adopted on a basis
consistent with generally accepted accounting principles and state
law for the general and special revenue Tfunds. All annual
appropriations lapse at fiscal year end.

The budget document 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
district to have its budget in place by July 1. Expenditures in
excess of amounts budgeted is a violation of Michigan Law. State
law permits districts to amend i1ts budgets during the year.

Encumbrance accounting 1is employed 1in governmental funds.
Encumbrances (e.g., purchase orders, contracts) outstanding at year
end do not constitute expenditures or liabilities because the goods
or services have not been received as of year end; the commitments
will be reappropriated and honored during the subsequent year.

Excess of Expenditures Over Appropriations in Budgeted Funds - The
school district did not have significant expenditure budget
variances.

Capital Projects Fund Compliance - The Capital Projects Fund include
capital project activities funded with bonds issued after May 1,
1994. For these capital projects, the School District has complied
with the applicable provisions of 135l1a of the State of Michigan’s
School Code.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 3 - CASH AND CASH EQUIVALENTS

NOTE 4 -

The School District’s cash and cash equivalents at June 30, 2011, are
composed of the following:

Governmental Fiduciary Total Primary

Activities Funds Government
Deposits $ 7.550.930 $ 258.873 $ 7.809.803

Deposits consist of checking, savings, and bank municipal investment
funds. The above deposits were reflected iIn the accounts of the bank
(without recognition of checks written but not yet cleared, or of
deposits in transit) at $7,814,082. Of that amount, $1,000,000 was
covered by fTederal depository iInsurance coverage or secured and
$4,570,164 was uninsured and uncollateralized. The balance of
$2,243,918 was invested in bank municipal investment funds which are
not categorized by risk.

The School District believes that due to the dollar amounts of cash
deposits and the limits of FDIC insurance, it is iImpractical to
insure all bank deposits. The School District evaluates each
financial institution i1t deposits School District funds with and
assesses the level of risk of each iInstitution; only those
institutions with an acceptable estimated risk level are used as
depositories.

INVESTMENTS

Michigan Public Acts 217 and 367 of 1982 authorize school districts
to invest surplus monies iIn U.S. bonds and notes, commercial paper
rated prime at the time of purchase and maturing not more than 270
days from the date of purchase, U.S. Government repurchase
agreements, bankers acceptances, mutual funds, and government pools
that are composed of authorized iInvestments.

The School District’s investments at June 30, 2011, are composed of
the following:
Governmental Fiduciary Total Primary

Activities Funds Government
U.S. Government Agency Bonds $ - $ 418,712 $ 418,712
Common and preferred stocks - 71,518 71,518
Money Market - 426,269 426,269
$ - $ 916,499 916,499

The School District’s investments are classified by risk level as
investments that are uninsured and unregistered held by the
counterparty’s trust department or agent iIn the School District’s
name.
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NOTE 5 -

NOTE 6 -

HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

DEFERRED REVENUE

Governmental funds report deferred revenue 1In connection with
receivables for revenue that iIs not considered to be available to
liquidate liabilities of the current period. Governmental funds also
defer revenue recognition In connection with resources that have been
received but not yet earned. At the end of the current fiscal year,
the various components of deferred revenue iInclude unearned charges
for services received prior to meeting all eligibility requirements
in the amount of $4,061.

CAPITAL ASSETS

Capital asset activity of the School District®™s governmental
activities was as follows:
Balance Disposals and Balance
July 1., 2010 _Additions Adjustments June 30, 2011
Assets not being
depreciated - Land $ 253,410 $ - $ - % 253,410
Capital assets being depreciated:
Buildings and building
improvements 46,067,009 - - 46,067,009
Buses and other vehicles 1,915,245 10,015 16,890 1,908,370
Furniture and equipment 5,846,970 - - 5,846,970
Construction in progress - 1,431,243 - 1,431,243
Subtotal 53,829,224 1,441,258 16,890 55,253,592
Accumulated depreciation:
Buildings and building
improvements 17,760,799 1,083,930 - 18,844,729
Buses and other vehicles 1,687,321 63,156 16,890 1,733,587
Furniture and equipment 5,088,308 229,009 - 5,317,317
Subtotal 24,536,428 1,376,095 16.890 25,895,633
Net capital assets being
depreciated 29,292,796 29,357,959
Net capital assets $ 29,546,206 $ 29,611,369

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

The School District had construction in progress at year end. These
construction projects were paid for from funds received by the
$3,200,000 2010 School Building and Site Bond Issue. The District’s
cumulative expenditures at June 30, 2011 from this bond issue
amounted to $1,431,243.
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NOTE 7 -

NOTE 8 -

NOTE 9 -

HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS
The composition of interfund balances is as follows:

Receivable Fund Payable Fund Amount

Due To/From Other Funds:

Other governmental funds General Fund $ 13,852
General fund Other governmental funds 38,408
Debt service fund General Fund 65,786

$ 118,046

Interfund Transfers:
Transfer Out:
General Fund
Transfer iIn:

Other governmental funds $ 105,000

SHORT-TERM NOTES PAYABLE

State Aid Note payable to bank, due
August 20, 2011, interest at 1.69% $5.,300,000

LONG-TERM DEBT

The school district 1issues 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 school district. Other long-term obligations include
accumulated severance pay.

Long-term obligation activity can be summarized as follows:

Governmental Activities

Beginning Ending Due Within
Balance Additions Reductions Balance One Year

Bonds, net $21,074,705 $ 3,200,000 $ 1,692,967 $22,581,738 $1.774.705

Notes 1,996,889 - 90,414 1,906,475 $ 102,392
Other
Obligations 512.920 19.194 258,198 273,916 $ 264.319

Totals $23.584.514 $ 3,219,194 $ 2.041.579 $24.,762,129
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 9 - LONG-TERM DEBT - (Continued)

The annual requirement to service the bonds and notes outstanding to
maturity, including both principal and interest, are as follows:

Year ended

June 30, Principal Interest Total
2012 $ 1,877,097 $ 956,991 $ 2,834,088
2013 1,976,697 908,779 2,885,476
2014 1,997,600 837,360 2,834,960
2015 2,077,021 770,925 2,847,946
2016 2,167,387 694,176 2,861,563

Thereafter 14,837,997 3.098.,651 17,936,648

Governmental Activities: $24.933.799 $ 7.266.882 $32,200,681
General obligation bonds consist of:

$3,200,000 School Building and Site
Bonds due in annual installments
of $400,000 beginning in 2019 through
May 1, 2026; interest from 5.00% to
5.25% $ 3,200,000

$12,125,000 2009 Refunding Bonds due in
annual installments of $1,310,000 to
$1,515,000 through May 1, 2018;
interest from 2.40% to 3.50% 10,160,000

$6,575,000 2005 Refunding Bonds due in
annual installments of $25,000 to
$750,000 through May 1, 2022;
interest from 3.00% to 5.00% 6,405,000

$3,190,000 2006 Refunding Bonds due in
annual installments of $30,000 to
$775,000 through May 1, 2026;
interest from 4.00% to 4.125% 3,190,000
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 9 - LONG-TERM DEBT - (Continued)

NOTE 10-

General obligation bonds consist of:

$307,985 1998 School Improvement Bond
(Durant Settlement) the annual principal
and interest payments are to be paid

directly by the State of Michigan 72,324
Total general obligation bonded debt 23,027,324
Less: deferred amount on bond refunding (534,965)
Less: discount on bond refunding (133,066)
Plus: premium on bond refunding 222,445
Total bonds payable, net $ 22,581,738

Notes payable consist of:

Energy Conservation Bonds payable to
bank, semi-annual payments ranging between
$69,720,to $137,750 through May 24, 2022
including interest at 4.02% $ 1,894,955

Land contract payable to real estate
company, annual payments of $20,000
through April 15, 2012, including

interest at 4% 11,520
Total notes payable $ 1,906,475

Other governmental activity long-term obligations include:

Accumulated severance pay payable
monthly through June 1, 2012 $ 273,916

RISK MANAGEMENT

The School District is exposed to various risks of loss related to
property loss, torts, errors and omissions, and employee injuries
(workers® compensation), as well as medical benefits provided to
employees. The School District has purchased commercial insurance for
property loss, torts, errors and omissions, and medical claims for
certain employee groups. Settled claims relating to the commercial
insurance have not exceeded the amount of Insurance coverage in any
of the past three fiscal years.
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HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 11 - EMPLOYEE RETIREMENT SYSTEM - DEFINED BENEFITS PLAN

Plan Description - The District contributes to the statewide Michigan
Public School Employee’s Retirement System (MPSERS), as cost sharing
multiple-employer state-wide defined benefit public employee
retirement plan governed by the State of Michigan. The MPSERS
provides retirement survivor and disability benefits and
postretirement benefits for health, dental and vision for
substantially all employees of the District. 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 the Michigan Public School
Employees Retirement System, P.0O. Box 30171, Lansing, Michigan 48909-
7671 or by calling (800) 381-5111.

Funding Policy - Member Investment Plan (MIP) members enrolled in MIP
prior to January 1, 1990 contribute permanently fixed rate of 3.9%
of gross wages. The MIP contribution rate was 4.0% from January
1,1987, the effective date of the MIP, until January 1, 1990 when it
was reduced to 3.9%. 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% of the first $5,000; 3.6% of
$5,001 through $15,000; 4.3% of all wages over $15,000. Members
joining the system on or after July 1, 2008 contribute at the
following graduated rate: 3% of the first $5,000, 3.6% of $5,001
through $15,000 and 6.4% 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
enrolIment occurred initially on January 1, 1987 or on the date of
hire, plus interest. MIP contributions at the rate of 3.9% of gross
wages begin at enrollment. Actuarial rate interest iIs posted to
member accounts on July 1st on all MIP monies on deposit for 12
months. 1T a member leaves MPSERS service and no pension is payable,
the member’s accumulated contribution plus interest, i1f any are
refundable.

On May 19, 2010, the Governor signed Public Act 75 of 2010 into law.
As a result, any member of MPSERS who became a member of MPSERS after
June 30, 2010 is a Pension Plus Member. The Pension Plus Plan pairs
a guaranteed retirement income (defined benefit pension) with a
flexible and transferable retirement savings (defined contribution)
account.
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NOTE 11 -

HASTINGS AREA SCHOOL SYSTEM

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011

EMPLOYEE RETIREMENT SYSTEM - DEFINED BENEFITS PLAN (Continued)

Funding Policy (Continued)- The 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 through
September 30, 2010 was 16.94% of payroll and increased to 19.41% for
the base plan and 17.91% for pension plus members effective October
1, 2010 through October 31, 2010 at which time It increased again due
to the number of retirees associated with the early retirement
incentive to 20.66% for basic plan members and 19.16% for pension
plus members for the period November 1, 2010 through June 30, 2011.
In addition, the district is required to match 50% up to 1% of the
employees contribution in the pension plus plan. The contribution
requirements of plan members and the District are established and may
be amended by the MPSERS Board of Trustees. The health care portion
is 5.5% before the 3% for the injunction. The District contributions
to MPSERS for the year ended June 30, 2011, 2010 and 2009 were
$2,774,624, $2,452,790 and $2,428,698 respectively, and were equal
to the required contribution for those years.

Other Post-employment Benefits - Retirees have the option of health
coverage, which i1s funded on a cash disbursement basis by the
employers. The System has contracted to provide the comprehensive
group medical, hearing, dental and vision coverage for retirees and
beneficiaries. A significant portion of the premiums is paid by the
System with the balance deducted from the monthly pension of each
retiree health care recipient. Public Act 75 of 2010 requires each
actively employed member of MPSERS after June 30, 2010 to contribute
3% (or 1.5%) of their compensation to offset employer contributions
for health care benefits of current retirees. For the school fiscal
year that began July 1, 2010, members who were employed by a
reporting unit and were paid less than $18,000 in the prior school
year and members who were hired on or after July 1, 2010, with a
starting salary of less than $18,000 are required to contribute 1.5%
of the members” compensation. For each school fiscal year that
begins on or after July 1, 2011, members shall contribute 3% of
compensation into the health care funding account. Effective April
1, 2011, a court order eliminated this requirement. The court order
is being appealed by the State of Michigan.

Pension recipients are generally eligible for fully paid Master
Health Plan coverage and 90% paid Dental Plan, Vision Plan and
Hearing Plan coverage.

The District is not responsible for the payment of retirement or

post-retirement benefits which is the responsibility of the State of
Michigan.
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HASTINGS AREA SCHOOL SYSTEM

REQUIRED SUPPLEMENTAL INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
YEAR ENDED JUNE 30, 2011

Original Final Over (under)
Budget Budget Actual Final Budget
Revenues:
Local sources $ 3,256,636 $ 3,227,950 $ 3,248,648 $ 20,698
State sources 18,607,861 18,407,951 18,369,484 (38,467)
Federal sources 791,745 1,833,946 1,798,599 (35,347)
Interdistrict 450,000 444,161 444,161 -
Total revenues 23,106,242 23,914,008 23,860,892 (53,116)
Expenditures:
Instruction 15,629,227 15,918,059 16,093,495 175,436
Supporting services 6,658,352 7,362,406 7,247,160 (115,246)
Athletics 327,175 362,457 353,966 (8,491)
Community services 13,914 15,574 15,384 (190)
Debt service 260,505 260,505 260,505 -
Total expenditures _ 22,889,173 _ 23,919,001 _ 23,970,510 51.509
Excess (deficiency) of
revenues over expenditures 217,069 (4,993) (109,618) (104,625)

Other financing sources (uses):

Operating transfers out (131.,000) (131,000) (105,000) (26.000)
Net change in fund balance 86,069 (135,993) (214,618) (78,625)
Fund balance, July 1 555,398 555,398 555,398 -
Fund balance, June 30 $ 641.467 $ 419,405 $ 340,780 $ (78,625)
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL

INFORMAT 10N

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

ASSETS

Cash and cash equivalents
Accounts receivable

Due from other funds
Inventory

Total assets

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts payable
Due to other funds
Deferred Revenue

Total liabilities

Fund balances:
Nonspendable:
Inventories
Restricted for:
Food service
Committed for:
Community services

Total fund balances

Total liabilities and
fund balances

JUNE 30, 2011

Special Revenue Funds
Food Community
Services Center Total
$ 69,943 $ 14,307 $ 84,250
16,846 12,974 29,820
- 13,852 13,852
18,932 - 18,932
$ 105.721 $ 41,133 $ 146,854
$ 19,312 $ 31,937 $ 51,249
38,408 - 38,408
- 4,061 4,061
57,720 35,998 93,718
18,932 - 18,932
29,069 - 29,069
- 5.135 5.135
48,001 5.135 53.136
$ 105.721 $ 41.133 $ 146,854
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL

INFORMAT 10N

COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUND

YEAR ENDED JUNE 30, 2011

Revenues:
Local sources
State sources
Federal sources
Total revenues
Expenditures:
Food services
Community services
Total expenditures
Excess (deficiency) of
revenues over
expenditures

Other financing sources:
Operating transfers in

Net change i1n fund balances
Fund balances, July 1

Fund balances, June 30

Special Revenue Funds
Food Community
Services Center Total
$ 308,424 % 460,948 $ 769,372
35,685 - 35,685
537,689 - 537,689
881,798 460,948 1,342,746
945,438 - 945,438
- 575,559 575,559
945,438 575,559 1,520,997
(63,640) (114,611) (178,251)
- 105,000 105,000
(63,640) (9,611) (73,251)
111.641 14,746 126,387
$ 48.001 $ 5.135 $ 53.136
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL

CHANGES

Revenues:
Local sources
State sources
Federal sources

Total revenues
Expenditures:
Salaries
Employee benefits
Purchased services
Supplies, material and other
Capital outlay

Total expenditures

Net change in fund balance

Fund balance - July 1

Fund balance - June 30

INFORMAT 10N
FOOD SERVICE FUND
STATEMENT OF REVENUES, EXPENDITURES, AND

IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2011

Over (Under)

Budget Actual Budget
$ 306,500 $ 308,424 $ 1,924
35,685 35,685 -
532.843 537,689 4,846
875,028 881,798 6,770
224,950 230,088 5,138
121,550 124,327 2,777
75,915 79,038 3,123
496,585 507,731 11,146
4,254 4,254 -
923.254 945,438 22.184
(48,226)  (63,640) (15,414)
111,641 111.641 -

$ 63.415$  48.001 $ (15.414)
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
COMMUNITY CENTER FUND
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2011

Over (Under)

Budget Actual Budget
Revenues:

Local sources $ 460,849 $ 460,948 $ 99
Expenditures:

Salaries 410,092 386,727 (23,365)

Employee benefits 121,292 114,383 (6,912)

Purchased services 42,949 42,949 -

Supplies, material and other 31,500 31,500 -

Capital outlay - - -

Total expenditures 605,836 575,559 (30.277)
Excess (deficiency)
of revenues over
expenditures (144,987) (114,611) 30,376
Other financing sources:

Operating transfers in 131,000 105.000 (26.000)
Net change in fund balance (13,987) (9,611) 4,376
Fund balance - July 1 14,746 14,746 -
Fund balance - June 30 $ 759 $ 5,135 $ 4,376
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
AGENCY FUND
STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
YEAR ENDED JUNE 30, 2011

Balances Balances
June 30, 2010 _Additions Deductions June 30, 2011

ASSETS
Cash and cash
equivalents $ 231,154 $ 517,724 $ 490,005 $ 258,873
Investments 811.228 119,919 14.648 916,499
Total assets $ 1,042,382 $ 637.643 $ 504,653 $ 1,175,372
LIABILITIES

Due to school related
organizations $ 1,042,382 $§ 637.643 $ 504,653 $ 1,175,372
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HASTINGS AREA SCHOOL SYSTEM
OTHER SUPPLEMENTAL INFORMATION

STATEMENT OF BONDED INDEBTEDNESS
YEAR ENDED JUNE 30, 2011

2010 SCHOOL BUILDING AND SITE BONDS $ 3,200,000

Balance payable as follows:

Year _Rate Interest Principal Total
2012 5.00 $ 163,000 $ - $ 163,000
2013 5.00 163,000 - 163,000
2014 5.00 163,000 - 163,000
2015 5.00 163,000 - 163,000
2016 5.00 163,000 - 163,000
2017 5.00 163,000 - 163,000
2018 5.00 163,000 - 163,000
2019 5.00 163,000 400,000 563,000
2020 5.00 143,000 400,000 543,000
2021 5.00 123,000 400,000 523,000
2022 5.00 103,000 400,000 503,000
2023 5.00 83,000 400,000 483,000
2024 5.25 63,000 400,000 463,000
2025 5.25 42,000 400,000 442,000
2026 5.25 21,000 400,000 421,000
Total $ 1.882.000 $ 3.200.000 $ 5.082.000

Interest on the bonds of the above issue is payable semi annually on November
1, and May 1. Principal is payable annually on May 1. Non-Callable.

- 39 -



HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL
STATEMENT OF BONDED

INFORMATION
INDEBTEDNESS

YEAR ENDED JUNE 30, 2011

2009 REFUNDING BONDS

Balance payable as follows:

$ 12,125,000

Year _Rate Interest Principal Total
2012 2.50 $ 310,150 $ 1,350,000 $ 1,660,150
2013 2.40 276,400 1,385,000 1,661,400
2014 2.75 243,160 1,435,000 1,678,160
2015 3.25 203,698 1,475,000 1,678,698
2016 3.50 155,760 1,515,000 1,670,760
2017 3.35 102,736 1,510,000 1,612,736
2018 3.50 52.150 1.490,000 1,542,150
Total $ 1.344.054 $10.160.000 $11.504.054

Interest on the bonds of the above issue is payable semi-annually on November
is payable annually on May 1. Non-Callable.

1, and May 1.

Principal
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL
STATEMENT OF BONDED

INFORMATION
INDEBTEDNESS

YEAR ENDED JUNE 30, 2011

2005 REFUNDING BONDS $ 6,575,000
Balance payable as follows:
Year _Rate Interest _Principal Total
2012 5.00 $ 276,476 $ 405,000 $ 681,476
2013 5.00 256,226 420,000 676,226
2014 5.00 235,226 430,000 665,226
2015 5.00 213,726 455,000 668,726
2016 4.00 190,976 490,000 680,976
2017 4.00 171,376 565,000 736,376
2018 4.00 148,776 655,000 803,776
2019 4.00 122,576 745,000 867,576
2020 4.10 92,776 745,000 837,776
2021 4.125 62,232 745,000 807,232
2022 4.20 31,500 750,000 781,500
Total $ 1.801.866 $ 6.405,000 $ 8,206,866

Interest on the bonds of the above issue is payable semi-annually on November
is payable annually on May 1.

1, and May 1.

Principal
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
STATEMENT OF BONDED INDEBTEDNESS

YEAR ENDED JUNE 30, 2011

2006 REFUNDING BONDS $ 3,190,000
Balance payable as follows:
Year _Rate Interest _Principal Total
2012 4.000 $ 129,512 % - 129,512
2013 4.000 129,512 - 129,512
2014 4.000 129,512 - 129,512
2015 4.000 129,512 - 129,512
2016 4.000 129,512 - 129,512
2017 4.000 129,512 - 129,512
2018 4.000 129,512 - 129,512
2019 4.000 129,512 30,000 159,512
2020 4.000 128,312 30,000 158,512
2021 4.000 127,112 30,000 157,512
2022 4.000 125,912 30,000 155,512
2023 4.000 124,712 775,000 899,712
2024 4.000 93,712 765,000 858,712
2025 4.125 63,112 755,000 818,112
2026 4.125 31,968 775,000 806,968
Total $ 1.730,936 $ 3.190,000 $ 4,920,936

Interest on the bonds of the above issue is payable semi-annually on November

1, and May 1. is payable annually on May 1.

Principal
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
STATEMENT OF BONDED INDEBTEDNESS
YEAR ENDED JUNE 30, 2011

1998 SCHOOL IMPROVEMENT BONDS $ 307,985

Balance payable as follows:

Year _Rate Interest Principal Total

2012 4.76 $ 1,921 $ 19,705 $ 21,626
2013 4.76 12.260 52,619 64.879

Total $ 14.181 $ 72.324 $ 86,505

Interest and principal on the bonds of the above issue iIs payable annually on
May 15. As part of the Durant Settlement the annual principal and interest
payments are to be made directly by the State of Michigan.
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2011

Federal Pass-Through Program
Federal Grantor/Pass-Through CFDA Grantor®s or Award
Grantor/ Program Title Number Number Amount
U.S. Department of Education
Passed Through State Department
of Education:
Education Stabilization Fund 84.394 1125251011 $ 344,830
1025250910 853,316
Title 1 - Educationally
Deprived 84.010 1115301011 356,746
1015300910 354,816
ARRA Title I A 84.389 1015350910 193,540
Education Jobs Fund 84_.410A 1125451011 657,750
Improving Teacher Quality 84 _.367 1115301011 152,530
1005200910 152,714
Passed Through Intermediate
School District:
IDEA Flow Through 84.027 200,500
ARRA IDEA Flow Through 84.391 100,608
Perkins CTE 84.048 28,994

TOTAL DEPARTMENT OF EDUCATION

(continued on next page)



Accrued
(Deferred) (Memo only)
Revenue Prior Year
Jully 1., 2010 Expenditures Expenditures

Accrued

(Deferred)

Revenue

Receipts June 30, 2011

$ - $ 344,830 $ 344,830 $
166,010 853,316 - 166,010
166,010 344,830 510,840
- 306,399 288,232 18,167
29,816 354,816 = 29.816 =
29,816 306,399 318,048 18,167
26,095 193,540 - 26,095
- * 657,750 657,750
- 152,530 152,530
6.221 152,714 - 6.221
6.221 152,530 158,751 =
228,142 1,461,509 1,671,484 18,167
- 200,500 200,500
- 100,608 100,608
4,657 28,994 33.651
232,799 1,791,611 2,006,243 18,167
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HASTINGS AREA SCHOOL SYSTEM

OTHER SUPPLEMENTAL INFORMATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - Continued
YEAR ENDED JUNE 30, 2011

Federal Pass-Through Program
Federal Grantor/Pass-Through Grantor/ CFDA Grantor®s or Award
Grantor/Program Title Number Number Amount
U.S. DEPARTMENT OF AGRICULTURE
Nutrition Cluster
Passed Through State Department
of Education:
Summer Food Service Program 10.559 10-11 13,802
National School Lunch Program 10.555 09-10 398,041
10-11 359,619
National School Lunch Breakfast 10.553 09-10 78,612
10-11 71,500

Direct Programs - non-cash assistance
Entitlement Commodities 10.555 10-11 55,028
Bonus Commodities 10.555 10-11 -

TOTAL DEPARTMENT OF AGRICULTURE

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Passed Through Intermediate
School District:

Medicaid Outreach 93.778 6,988

TOTAL FEDERAL FINANCIAL ASSISTANCE

Notes:

1.*Designates Major Program.

2. Dollar threshold used to distinguish between Type A and Type B programs -
$300,000.

3. Expenditures in this schedule are i1In agreement with amounts reported in
the financial statements.

4. The amounts reported on the R7120 reconcile with this schedule.

5. This schedule has been prepared under the modified accrual basis of

accounting



Accrued Accrued
(Deferred) (Memo only) (Deferred)
Revenue Prior Year Revenue
Jully 1. 2010 Expenditures Expenditures Receipts June 30, 2011

_ * 2,795 - 2,795
- 355,728 42,313 42,313 -
- 359,619 359,619 -
- * 401,932 401,932 -
- 72,178 6,434 6,434 -
- 71.500 71.500 -
- * 77,934 77,934 -
- 55,028 55,028 -
- * 55,028 55,028 -
- 537,689 534,894 2,795
- 6.988 6.988 -
$ 232,799 $ 2.336.288 $2.,548.,125 $ 20,962
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT EFINANCIAL
STATEMENTS PERFORMED IN OF ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Education
Hastings Area School System, Michigan

We have audited the financial statements of the
governmental activities, each major fund, and the aggregate
remaining fund information of Hastings Area School System
as of and for the year ended June 30, 2011, which
collectively comprise Hastings Area School System basic
financial statements and have issued our report therecn
dated November 9, 2011. We conducted our audit in
accordance with U.S. generally accepted auditing standards
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 Hastings Area School

System’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 on the Hastings Area School System’s internal
control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Hastings
Area School System’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, 1in the normal course of performing their
assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal
control such that there is a reasonable possibility that a
material misstatement of the School District’s financial
statements will not be prevented or detected and corrected
on a timely basis.

Our consideration of internal control over financial
reporting was for the limited purpose described in the
first paragraph of this section and was not designed to
identify all deficiencies 1in internal control over
financial reporting that might be deficiencies, significant
deficiencies, or material weaknesses. We did not identify
any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as
defined above.



Hastings Area School System
Page 2

Compliance and Other Matters - As part of obtaining reasonable assurance
about whether Hastings Area School System’s financial statements are free of
material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are reguired
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 1s not intended to be and should not be used by anyone other
than these specified parties.

§>4;6h| .
November 9, 2011 /L/W‘\ ’ IIDG
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Education
Hastings Area School System, Michigan

Compliance - We have audited the compliance of Hastings
Area School System with the types of compliance
requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that are
applicable to each of its major federal programs for the
year ended June 30, 2011. Hastings Area School System’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 Hastings Area School System’s management.
Our responsibility 1is to express an opinion on Hastings
Area School System’s compliance based on our audit.

We conducted our audit of compliance in accordance with
U.S. generally accepted auditing standards; 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
Hastings Area School System’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 on Hastings
Area School System’s compliance with those requirements.

In our opinion, Hastings Area School System complied, in
all material respects, with the requirements referred to
above that are applicable to each of its major federal
programs for the year ended June 30, 2011.
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Internal Control over Compliance - The management of Hastings Area
School System is responsible for establishing and maintaining effective
internal control over compliance with the reqguirements of laws,
regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered Hastings Area School
System internal control over compliance with the 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 and to test and report on internal
control over compliance in accordance with OMB Circular A-133, but not
for the purpose of expressing an opinion on the effectiveness of
Hastings Area School System’s internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the
Entity’s internal control over compliance.

A deficiency in internal control over compliance exists when the design
or operation of a control over compliance does not allow management or
employees, 1in the normal course of performing their assigned functions,
to prevent or detect and correct noncompliance with a type of
compliance requirement of a federal program on a timely basis. A
material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance
reguirements of a federal program will not be prevented or detected and
corrected on a timely basis.

Qur consideration of internal control or compliance was for the limited
purpose described in the first paragraph of this section and was not
designed to identify all deficiencies 1in internal control over
compliance that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal
control over compliances 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.

November 9, 2011




HASTINGS AREA SCHOOL SYSTEM

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2011

Summary of auditor’s results:

Q)

viii)

(1)

An  unqualified opinion was 1issued on the Tfinancial
statements.

No material weakness or significant deficiency iIn internal
control were disclosed by the audit of the financial statements.

The audit disclosed no noncompliance.

No material weakness or significant deficiency i1n internal
control over major programs were disclosed by the audit.

An unqualified opinion was 1issued on Compliance for major
programs.

No audit findings were disclosed.
Major programs: U.S. Department of Education
84 _410A Education Jobs Funds
U.S. Department of Agriculture
10.553, 10.555 & 10.559 Nutrition Cluster

Dollar threshold used to distinguish between Type A and Type
B programs: $300,000

Hastings Area School System qualified as a low-risk auditee.

Findings relating to the financial statements which are required to be
reported in accordance with GAGAS.

NONE

Findings and questioned costs for Federal awards.

NONE

Prior year findings:

NONE

- 50 -



Norman & Paulsen, P.C.

Certified Public Accountants

127 W. Chicago Road
Sturgis, Ml 49091
269.651.3228

Fax 269.651.5146

E-mail
normanpaulsen@charter.net

Other Location:

123 N. Main Street
Three Rivers, Ml 49093
269.273.8641

Fax 269.278.8252
E-mail
nptr@npaccounting.com

Donald L. Paulsen, CPA
Patrick J. Monahan, CPA

AUDIT-RELATED COMMUNICATIONS

To the Board of Education
Hastings Area Schools

We have audited the financial statements of the governmental
activities, each major fund and the aggregate remaining fund
information of Hastings Area Schools (the “School District”) for the
year ended June 30, 2011, and have issued our report thereon dated
November 9, 2011. Professional standards require that we provide you
with the following information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards
and Government Auditing Standards

As stated in our engagement letter dated April 11, 2011, our
responsibility, as described by professional standards, is to express an
opinion about whether the financial statements prepared by
management with your oversight are fairly presented, in all material
respects, in conformity with U.S. generally accepted accounting
principles. We are responsible for planning and performing the audit
to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatement. As part of our audit, we
considered the internal control of the School District. Our
consideration of internal control was solely for the purpose of
determining our audit procedures and not to provide any assurance
concerning such internal control.

We are responsible for communicating significant matters related to
the audit that are, in our professional judgment, relevant to your
responsibilities in overseeing the financial reporting process.
However, we are not required to design procedures specifically to
identity such matters and our audit of the financial statements does
not relieve you or management of your responsibilities.

We are also responsible for communicating significant matters related
to the audit that are, in our professional judgment, relevant to your
responsibilities in overseeing the financial reporting process. However,
we are not required to design procedures specifically to identify such
matters and our audit of the financial statements does not relieve you
and management of your responsibilities.

Bruce S. A. Gosling, CPA/ABV, CVA

Michael R. Wilson, CPA
Rick L. Strawser, CPA
Jerrel T. Norman (1941-1982)



Our audit of the School District’s financial statements has also been conducted in
accordance with Government Auditing Standards, issued by the Comptroller General of
the United States. Under Government Auditing Standards, we have made some
assessments of the School District’s compliance with certain provisions of laws,

regulations, contracts, and grant agreements. While those assessments are not

sufficient to identify all noncompliance with applicable laws, regulations, and contract
provisions, we are required to communicate all noncompliance conditions that come to
our attention. We have communicated those conditions in a separate letter dated
November 9, 2011 regarding our consideration of the School District’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements.

We are also obligated to communicate certain matters related to our audit to those
responsibilities for the governance of the School District, including certain instances of
error or fraud and significant deficiencies in internal control that we identify during our
audit. In certain situations, Government Auditing Standards require disclosure of illegal
acts to applicable government agencies. If such illegal acts were detected during our
audit, we would be required to make disclosure regarding these acts to applicable
government agencies. No such disclosures were required.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously
communicated to you in our meeting about planning matters on June 15, 2011.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies.
The significant accounting policies used by Hastings Area Schools are described in Note
1 to the financial statements. No new accounting policies were adopted and the
application of existing policies was not changed during the year. We noted no
transactions entered into by Hastings Area Schools during the year for which there is a
lack of authoritative guidance or consensus. There are no significant transactions that
have been recognized in the financial statement in a different period than when the
transaction occurred.



Accounting estimates are an integral part of the financial statements prepared by
management and are based on management's knowledge and experience about past and
current events and assumptions about future events. Certain accounting estimates are
particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from
those expected. The most sensitive estimates affecting the financial statements were:

Depreciation
We evaluated the key factors and assumptions used to develop the estimates in
determining that they are reasonable in relation to the financial statements taken as a
whole.
The disclosures in the financial statements are neutral, consistent, and clear. Certain
financial statement disclosures may be particularly sensitive because of their significance

to financial statement users. We did not identify any sensitive disclosures.

No Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements
identified during the audit, other than those that are trivial, and communicate them to
the appropriate level of management. Management has corrected all such
misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the
aggregate, to the financial statements taken as a whole.

No Disagreements with Management

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

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated November 9, 2011.



Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about
auditing and accounting matters, similar to obtaining a "second opinion" on certain
situations. If a consultation involves application of an accounting principle to the
governmental unit's financial statements or a determination of the type of auditor's
opinion that may be expressed on those statements, our professional standards require
the consulting accountant to check with us to determine that the consultant has all the
relevant facts. To our knowledge, there were no such consultations with other
accountants. -

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management each year prior to retention as
Hastings Area Schools’ auditors. However, these discussions occurred in the normal
course of our professional relationship and our responses were not a condition to our
retention.

As required by OMB Circular A-133, we have also completed an audit of the federal
programs administered by the School District. The results of that audit are provided to
the Board of Education in our report on compliance with requirements applicable to each
major program and on internal control over compliance in accordance with OMB Circular
A-133 dated November 9, 2011

This information is intended solely for the information and use of the Board of Education
and management of Hastings Area Schools and is not intended to be and should not be

used by anyone other than these specified parties.

We are pleased to serve as the School District’s auditors. If there are any questions
about the audited financial statements or the contents of this letter, we would welcome

the opportunity to discuss them at your convenience.

Sincerely,

November 9, 2011






