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Independent Auditors’ Report

Management and the Board of Education
School District of the City of Highland Park
Highland Park, Michigan

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, and the aggregate remaining fund
information of the School District of the City of Highland Park, as of and for the year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the School District’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on the auditors’ judgment, including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
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appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.
Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the governmental
activities, each major fund, and the aggregate remaining fund information of the School District of the City of Highland Park, as of June 30, 2015,
and the respective changes in financial position for the year then ended in accordance with accounting principles generally accepted in the United
State of America.

Deficit Fund Balance

The School District has accumulated unassigned deficits in the General Fund of $7,697,362, Food Service Fund of $561, Technology Equipment
Fund of $269,649 and 2005 School Building and Site Project Fund of $50,138 as of June 30, 2015, which have resulted from operating deficits. The
deficit and status of the District’s Deficit Elimination Plan that is required by the Michigan Department of Education, are disclosed in Note 2. Our
opinions are not modified with respect to this matter.

Other Matters:
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and analysis and budgetary
comparison information, identified in the table of contents, be 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.

Other Information
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the School District of the City of

Highland Park’s basic financial statements. The other supplementary information, as identified in the table of contents, are presented for purposes
of additional analysis and are not a required part of the basic financial statements.
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The other supplementary information, as identified in the table of contents, is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the other supplementary information, as identified in the table of contents, is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 18, 2017 on our consideration of the School
District of the City of Highland Park’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards in considering School District
of the City of Highland Park’s internal control over financial reporting and compliance.

Bw ﬁrjw) P.c.

Auburn Hills, Michigan
September 18, 2017
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School District of the City of Highland Park

Management'’s Discussion and Analysis

This section of the School District of the City of Highland Park’s (the “School District”) annual financial report presents
our discussion and analysis of the School District’s financial performance during the year ended June 30, 2015. Please
read it in conjunction with the School District’s financial statements, which immediately follow this section.

Using this Annual Report

This annual report consists of a series of financial statements and notes to those statements. These statements are
organized so the reader can understand the School District of the City of Highland Park 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 government-wide financial statements by providing information
about the School District’s most significant funds - the General Fund, with all other funds presented in one column as
nonmajor funds. The remaining statement, the statement of fiduciary net position, presents financial information about
activities for which the School District acts solely as an agent for the benefit of students and parents.



School District of the City of Highland Park

Management'’s Discussion and Analysis

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

Basic Financial Statements

Government-wide Financial Statements Fund Financial Statements
Notes to the Basic Financial Statements

(Required Supplemental Information)
Budgetary Information for Major Funds

Other Supplemental Information

Reporting the School District as a Whole — Government-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 position 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. These two statements report the School District’s net assets - the difference between assets and liabilities, as
reported in the statement of net position - 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 position - as reported in the statement of
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School District of the City of Highland Park

Management'’s Discussion and Analysis

activities - are indicators of whether its financial health is improving or deteriorating. The relationship between
revenues and expenses is the School District’s operating results. However, the School District’s goal is to provide
services to our students, not to generate profits as commercial entities do. One must consider many other 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 position and the statement of activities report the governmental activities for the School District,
which encompass all of the School District’s services, including instruction, support services, community services, 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 it control and manage money for particular purposes or to
show that it is meeting legal responsibilities for using certain taxes, grants, and other money (such as debt service
funds used to report debt millage revenue and the associated debt service payments). 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
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School District of the City of Highland Park

Management'’s Discussion and Analysis

provide a detailed short-term view of the operations of the School District and the services it provides. Governmental
fund information helps you determine whether there are more or less 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 position and the statement of activities) and governmental funds in a
reconciliation.

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

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



School District of the City of Highland Park

Management'’s Discussion and Analysis

The School District as a Whole

Recall that the statement of net position provides the perspective of the School District as a whole. Table 1 provides a
summary of the School District’s net position as of June 30, 2015:

TABLE 1 Governmental Activities
June 30
2015 2014
(in millions)
Assets
Current and other assets $ 22 $ 2.2
Capital assets 1.0 5.4
Total assets 3.2 7.6
Liabilities
Current liabilities 6.9 77
Long-term liabilities 9.7 9.7
Total liabilities 16.6 17.4
Net Position
Net investment (deficit) in capital assets @.7) 2.6
Restricted 33 3.1
Unrestricted (deficit) (15.0) (15.6)
Total net position $ (13.4) $ (9.9)




School District of the City of Highland Park

Management'’s Discussion and Analysis

The above analysis focuses on the net position (see Table 1). The change in net position (see Table 2) of the School
District’s governmental activities is discussed below. The School District’s net position was a negative ($13.4) million at
June 30, 2015. Net investment (deficit) in capital assets totaling ($1.7) million, compares the original cost, less
depreciation of the School District’s capital assets, to long-term debt used to finance the acquisition of those assets.
Most of the debt will be repaid from voter-approved property taxes collected as the debt service comes due. Restricted
net assets are reported separately to show 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 position
($15.0) million was unrestricted.

The net deficit of ($15.0) million represents the accumulated results of all past years’ operations. Total liabilities are
greater than the current and capital assets of the School District; therefore, the net position is negative. The operating
results of the General Fund will have a significant impact on the change in unrestricted net position from year to year.



School District of the City of Highland Park

Management'’s Discussion and Analysis

The results of this year’s operations for the School District as a whole are reported in the statement of activities (Table
2), which shows the changes in net position (deficit) for fiscal years 2015 and 2014.

2015 2014
(in millions)
Revenue
Program revenue:
Operating grants and contributions $ 03 $ 0.6
General revenue:
Property taxes 2.1 1.9
Other 0.4 0.4
Total revenue 2.8 2.9
Functions/Program Expenses
Instruction - 0.1
Support services 1.3 2.2
Interest on long-term debt 0.4 0.3
Depreciation (unallocated) - 0.2
Total functions/program expenses 1.7 2.8
Extraordinary item - impairment loss 4.6 -
Increase (Decrease) in Net Position (3.5) 0.1
Net Position - Beginning of year (9.9 (10.0)
Net Position - End of year $ (13.4) $ (9.9)




School District of the City of Highland Park

Management'’s Discussion and Analysis

As reported in the statement of activities, the cost of all of our governmental activities this year was $6.3 million, which
includes an impairment loss of $4.6 million. Certain activities were partially funded by other governments and
organizations that subsidized certain programs with grants and contributions $.3 million. We paid for the remaining
“public benefit” portion of our governmental activities with $2.5 million in taxes and with our other revenues, i.e.,
interest and general entitlements.

The School District experienced a decrease in net assets of $3.5 million. The key reasons for the change in net assets
was the impairment loss on capital assets.

As discussed above, the net cost shows the financial burden that was placed on the State and the School District’s
taxpayers by each of these functions. Since property taxes for operations and unrestricted state aid constitute the vast
majority of district operating revenue sources, the emergency manager and administration must annually evaluate the
needs of the School District and balance those needs with state-prescribed available unrestricted resources.

The School District’s Funds

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

As the School District completed this year, the governmental funds reported a combined fund deficit of ($4.6) million,
which is an increase of $.8 million from last year. The primary reasons for the decrease in the deficit are as follows:



School District of the City of Highland Park

Management'’s Discussion and Analysis

In the General Fund, our principal operating fund, the fund deficit decreased $.5 million to ($7.7) million. The change
is mainly due to an increase in tax collections and reductions in operating expenses. Interest and penalties on unpaid
legacy debt, which includes unemployment compensation, retirement service contributions, and utilities, continues to
be an issue for the district. Legal expenses due to unexpected litigation continue to be an issue for the district as well.

Millage rates are determined annually to ensure that the School District accumulates sufficient resources to pay annual
bond issue-related debt service. Durant debt obligations are funded by annual state appropriation and no fund balance
exists at year end. Debt service funds fund balances are reserved since they can only be used to pay debt service
obligations.

The School District collected $.5 million in voter-approved sinking fund millage. This millage is available to fund
specific capital projects allowed by state law and approved by the voters.

General Fund Budgetary Highlights

State law requires that the budget be amended to ensure that expenditures do not exceed appropriations. The School
District did not amend its budget during the year. A schedule showing the School District’s original and final budget
amounts compared with amounts actually paid and received is provided in the required supplemental information of
these financial statements.



School District of the City of Highland Park

Management'’s Discussion and Analysis

Capital Assets and Debt Administration

Capital Assets

As of June 30, 2015, the School District had $1.0 million invested in a broad range of capital assets, including

buildings, vehicles, furniture, and equipment. This amount represents a net decrease (including additions, disposals,
and depreciation) of approximately $4.4 million from last year.

2015 2014
Buildings and building improvements $ 1,639,522 $ 9,907,860
Furniture and equipment 61,575 724,531
Total capital assets 1,701,097 10,632,391
Less accumulated depreciation 735,269 5,270,005
Net capital assets $ 965,828 $ 5,362,386

There were no additions to capital assets in the current year. An impairment loss of $4.6 million was recorded in the
current year to adjust capital assets to their estimated fair value.



School District of the City of Highland Park

Management'’s Discussion and Analysis

No major capital projects were planned for the 2014-2015 fiscal year. The sinking fund will be used to pay for any
capital activity which may occur during the year. We present more detailed information about our capital assets in the
notes to the financial statements.

Debt

At the end of this year, the School District had $2.7 million in bonds outstanding versus $2.8 million in the previous
year, consisting of the following:

2015 2014

General obligation bonds $ 2,680,000 $ 2,810,000

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 issues “qualified debt,” i.e., debt backed
by the State of Michigan, such obligations are not subject to this debt limit. The School District has no outstanding
unqualified general obligation debt.

Other obligations include two emergency loans issued during the 2012-2013 year. These loans are payable annually
through 2042. We present more detailed information about our long-term liabilities in the notes to the financial
statements.



School District of the City of Highland Park

Management'’s Discussion and Analysis

Economic Factors and Next Year’s Budgets and Rates

The emergency manager continues to handle much of the day-to-day operational decisions associated with the original
School District and is attempting to pay down all debts.

The School District will continue to collect property taxes on non-homestead properties in order to pay off the existing
School District debt. Additionally, as the charter authorizing agency, the School District is entitled to a fee of 3 percent
of the State Aid associated with the enrolled pupils of the charter school district. The emergency manager will continue
to monitor the activities of the Highland Park Public School Academy, along with the charter school management
company.

These revenue sources will be the only available funds to pay off existing debt of the School District.

The School District and the emergency manager are working closely with the State of Michigan and vendors on a plan to
pay off existing debts and have a financial and operating plan in place. Once all debts are paid in full, the School
District will revisit the charter school structure to determine if a return to a traditional K-12 district is in order.

Contacting the School District’s Management

This financial report is intended to provide our taxpayers, parents, and investors with a general overview of the School
District’s finances and to show the School District’s accountability for the money it receives. If you have any questions
about this report or need additional information, we welcome you to contact the emergency manager.
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School District of the City of Highland Park
Statement of Net Position

June 30, 2015

Assets

Cash

Taxes receivable

Accounts receivable

Due from agency fund activities

Capital assets - net of accumulated depreciation

Total assets

Liabilities
Accounts payable
Due to other governmental units
Due to agency fund activities
Accrued expenditures
Noncurrent liabilities

Due within one year

Due in more than one year

Total liabilities

Net Position
Net deficit in capital assets
Restricted for

Debt service

Capital projects
Unrestricted (deficit)

Total net position

See Accompanying Notes to the Financial Statements
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Governmental
Activities

$ 1,914,862
263,773
72,529

1,329

965,828

3,218,321

2,979,644
2,973,444
158,916
773,090

325,000
9,400,000

16,610,094

(1,714,172)

141,227
3,221,441
(15,040,269)

$ (13,391,773)




School District of the City of Highland Park
Statement of Activities
For the Year Ended June 30, 2015

Program Revenues

Net (Expense)

Operating Capital Revenue and

Charges for Grants and Grants and Changes in

Expenses Services Contributions Contributions  Net Position

Functions/Programs
Governmental activities
Instruction $ 32,463 $ - $ - $ - $ (32,463)
Supporting services 1,338,361 - 257,454 - (1,080,907)
Interest on long-term debt 310,607 - - - (310,607)
Depreciation (unallocated) 5,852 - - - (5,852)
Total governmental activities $ 1,687,283 $ - $ 257454 § - (1,429,829)
General revenues

Property taxes, levied for general purposes 2,121,277

State aid - unrestricted 4,898

Interest and investment earnings 47

Other 375,399

Total general revenues 2,501,621
Extraordinary item - impairment loss (4,608,747)
Change in net position (3,536,955)
Net position - beginning (9,854,818)
Net position - ending $(13,391,773)

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Governmental Funds

Balance Sheet

June 30, 2015

Assets

Cash

Taxes receivable
Accounts receivable
Due from other funds

Total assets

Liabilities

Accounts payable

Due to other funds

Due to other governmental units
Accrued expenditures

Total liabilities

2005 School Nonmajor Total
General Sinking and Building Governmental Governmental
Fund Fund Bond Fund Funds Funds
$ 1,899,478 $ 3,380 - $ 12,004 1,914,862
189,118 54,016 20,639 - 263,773
70,052 - - 2,477 72,529
271,933 3,011,972 263,014 279,205 3,826,124
$ 2,430,581 $ 3,069,368 283,653 $ 293,686 6,077,288
$ 2,975,394 $ - 150 $ 4,100 2,979,644
3,431,163 - 227,029 325,519 3,983,711
2,973,444 - - - 2,973,444
725,501 - - - 725,501
10,105,502 - 227,179 329,619 10,662,300

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Governmental Funds
Balance Sheet
June 30, 2015

Deferred Inflows of Resources
Unavailable revenue
Other

Fund Balance
Restricted for
Debt service
Capital projects
Unassigned (deficit)

Total fund balance (deficit)

Total liabilities, deferred inflows of
resources, and fund balance

2005 School Nonmajor Total
General Sinking and Building Governmental Governmental
Fund Fund Bond Fund Funds Funds
$ 22,441  $ - $ - $ - $ 22,441
- - 56,474 132,342 188,816
- 3,069,368 - 152,073 3,221,441
(7,697,362) - - (320,348) (8,017,710)
(7,697,362) 3,069,368 56,474 (35,933) (4,607,453)

$ 2,430,581 $ 3,069,368 $ 283,653 $ 293,686 $ 6,077,288

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Reconciliation of the Balance Sheet of Governmental Funds to the Statement of Net Position
June 30, 2015

Total fund balances for governmental funds $ (4,607,453)
Total net position for governmental activities in the statement of net position is different because

Certain receivables are not available to pay for current period expenditures and, therefore, are unavailable in the funds.
Miscellaneous 22,441

Capital assets used in governmental activities are not financial resources and therefore are not reported in the funds.
Capital assets - net of accumulated depreciation 965,828

Certain liabilities are not due and payable in the current period and are not reported in the funds.
Accrued interest (47,589)

Long-term liabilities applicable to governmental activities are not due and payable in the current period and accordingly
are not reported as fund liabilities.

Bonds payable (9,725,000)
Net position of governmental activities $(13,391,773)

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Governmental Funds

Statement of Revenues, Expenditures and Changes in Fund Balances

For the Year Ended June 30, 2015

Revenues
Local sources
State sources

Total revenues

Expenditures
Current
Education
Instruction
Supporting services
Capital outlay
Debt service
Principal
Interest and other expenditures

Total expenditures
Net change in fund balance
Fund balance (deficit) - beginning

Fund balance (deficit) - ending

2005 School Nonmajor Total
General Sinking and Building Governmental Governmental
Fund Fund Bond Fund Funds Funds
$ 2244922 $ 518606 $ 231,831 $ 21,578 $ 3,016,937
4,898 - - - 4,898
2,249,820 518,606 231,831 21,578 3,021,835
32,463 - - - 32,463
1,310,411 - - 7,700 1,318,111
- 218,041 - 20,250 238,291
185,000 - 130,000 - 315,000
166,288 - 125,668 - 291,956
1,694,162 218,041 255,668 27,950 2,195,821
555,658 300,565 (23,837) (6,372) 826,014
(8,253,020) 2,768,803 80,311 (29,561) (5,433,467)
$ (7,697,362) $ 3,069,368 $ 56,474 $ (35,933) $ (4,607,453)

3-6

See Accompanying Notes to the Financial Statements



School District of the City of Highland Park
Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances
of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2015

Net change in fund balances - Total governmental funds $ 826,014
Total change in net position reported for governmental activities in the statement of activities is different because

Revenues in the statement of activities that do not provide current financial resources are not reported as

revenue in the funds.

Miscellaneous (262,760)

Governmental funds report capital outlays as expenditures. However, in the statement of activities the cost of
those assets is allocated over their estimated useful lives and reported as depreciation expense.

Depreciation expense (5,852)
Capital outlay 218,041
Impairment of capital assets (net book value) (4,608,747)

Expenses are recorded when incurred in the statement of activities.
Interest (18,651)

Bond and note proceeds and capital leases are reported as financing sources in the governmental funds and thus contribute
to the change in fund balance. In the statement of net position, however, issuing debt increases long-term liabilities and does
not affect the statement of activities. Similarly, repayment of principal is an expenditure in the governmental funds but reduces
the liability in the statement of net position. Also, governmental funds report the effect of premiums, discounts and similar
items when debt is first issued, whereas these amounts are recorded as liabilities and amortized in the statement of activities.
When debt refunding occurs, the difference in the carrying value of the refunding debt and the amount applied to the new debt
is reported the same as regular debt proceeds or repayments, as financing source or expenditure in the governmental funds.
However, in the statement of net position, debt refunding may result in deferred inflows of resources or deferred outflows of

of resources, which are then amortized in the statement of activities.

Repayments of long-term debt 315,000
Change in net position of governmental activities $ (3,536,955)

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Fiduciary Funds
Statement of Fiduciary Net Position
June 30, 2015

Assets

Cash

Accounts receivable
Due from other funds

Total assets
Liabilities
Accounts payable
Due to other funds

Due to agency fund activities

Total liabilities

Net Position

See Accompanying Notes to the Financial Statements
3-8

Private
Purpose Agency
Trust Funds Funds
$ 96,094 $ 3,845
11,500 83
101,413 57,503
209,007 $ 61,431
- 1,409
1,329 -
1,110 60,022
2439 $ 61,431
$ 206,568



School District of the City of Highland Park
Fiduciary Funds
Statement of Changes in Fiduciary Net Position
For the Year Ended June 30, 2015

Private
Purpose
Trust Funds

Additions

Local sources $ -

Deductions

Scholarships 419
Change in net position (419)

Net position - beginning 206,987

Net position - ending $ 206,568

See Accompanying Notes to the Financial Statements
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School District of the City of Highland Park
Notes to Financial Statements
June 30, 2015

Note 1 - Summary of Significant Accounting Policies

The accounting policies of the School District of the City of Highland
Park (School District) conform to accounting principles generally
accepted in the United States of America as applicable to
governmental units. The following is a summary of the School
District’s significant accounting policies:

Reporting Entity

Pursuant to Public Act 4 — Local Government Fiscal Responsibility Act,
the State of Michigan determined that a financial emergency exists
within the School District. ~An emergency manager (EM) was
appointed during February 2012 and was succeeded by the
successor-EM effective May 2012, and again in October 2013. The
EM assumes control over all fiscal matters of the School District and
makes fiscal decisions including but not limited to the preparation of
the School District’s financial statements. Except for those powers
granted to the EM, 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 included in the reporting
entity. These criteria include significant operational 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.

District-wide Financial Statements

The School District’s basic financial statements include both district-
wide (reporting for the district as a whole) and fund financial
statements (reporting the School District’'s major funds). The district—
wide financial statements categorize all nonfiduciary activities as either
governmental or business type. All of the School District’'s activities
are classified as governmental activities.

The statement of net position presents governmental activities on a
consolidated basis, using the economic resources measurement
focus and accrual basis of accounting. This method recognizes all
long-term assets and receivables as well as long-term debt and
obligations. The School District’s net position is reported in three
parts (1) net investment in capital assets, (2) restricted net position,
and (3) unrestricted net position. The School District first utilizes
restricted resources to finance qualifying activities.

The statement of activities reports both the gross and net cost of
each of the School District's functions. The functions are also
supported by general government revenues (property taxes and
certain intergovernmental revenues). The statement of activities
reduces gross expenses (including depreciation) by related program
revenues, operating and capital grants. Program revenues must be
directly associated with the function. Operating grants include
operating-specific and discretionary (either operating or capital)
grants.

The net costs (by function) are normally covered by general revenue
(property taxes, state sources and federal sources, interest income,
etc.). The School District does not allocate indirect costs. In creating
the district-wide financial statements the School District has
eliminated interfund transactions.

The district-wide focus is on the sustainability of the School District
as an entity and the change in the School District's net position
resulting from current year activities.

Fund Financial Statements

Separate financial statements are provided for governmental funds
and fiduciary funds, even though the latter are excluded from the
district-wide financial statements. Major individual governmental
funds are reported as separate columns in the fund financial
statements.
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Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis
of accounting. Revenue is recognized as soon as it is both
measurable and available. Revenue is considered to be available if it
is collected within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the School District
considers revenues to be available if they are collected within 60 days
of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as 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 items are considered to be
available only when cash is received by the government.

Fiduciary fund 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:

General Fund — The General Fund is used to record the general
operations of the School District pertaining to education and those
operations not required to be provided for in other funds.

Sinking Fund — The Sinking Fund is used to record the sinking fund
property tax levy and other revenue and the disbursement of
invoices specifically designated for technology and major
remodeling. The fund will operate until the purpose for which it
was created is accomplished.

2005 School and Building Bond Fund — The 2005 School and
Building Bond debt service fund is used to record tax, interest,
and other revenue and the payment of interest, principal, and
other expenditures on the School District's 2005 School Building
and Site Bonds.

Additionally, the School District reports the following fund types:

Special Revenue Fund — The Special Revenue Fund consists of
those activities involved in operating the programs necessary to
provide for the education of students identified as needing special
education services. The School District’s special revenue fund is
the Food Service Fund. Any operating deficit generated by these
activities is the responsibility of the General Fund. The Food
Services Fund is currently dormant since there are no more
students in the School District.

Debt Service Funds — The nonmajor 1988 Building Debt Fund,
1979 Building Debt Fund, and 1997 Energy Debt Fund are used
to record tax, interest, and other revenue and the payment of
interest, principal, and other expenditures on the School District’s
various bonds.

Capital Project Funds — The nonmajor Durant Project Fund,
Energy Bond Fund, and 2005 School Building and Site Project
Fund are used to record bond proceeds, interest and other
revenue, and the disbursement of monies specifically designated
for technology and major remodeling. The funds operate until the
purpose for which it was created is accomplished.

The nonmajor Technology Equipment Fund is used to account for
certain insurance proceeds received and related interest revenue
that is to be used for technology and related electrical upgrades.
The fund operates until the purpose for which it was created is
accomplished.



School District of the City of Highland Park
Notes to Financial Statements
June 30, 2015

The nonmajor Other Capital Improvement Fund is used to account
for certain insurance proceeds received and related interest
revenue that is to be used for various capital improvements. The
fund operates until the purpose for which it was created is
accomplished.

Fiduciary Funds — Fiduciary Funds are used to account for assets
held by the School District in a trustee capacity or as an agent.
The Trust Funds are funds entrusted to the School District for
scholarship awards and loans and the principal and interest of the
trust may be spent. The Agency Fund is custodial in nature (assets
equal liabilities) and does not involve the measurement of results
of operations. This fund is used to record the transactions of
student groups for school and school-related purposes.

Assets, Liabilities and Net Position or Equity

Cash — 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. Pooled
investment income is generally allocated to each fund based on
relative participation in the pool.

Receivables and Payables — Generally, outstanding amounts owed
between funds are classified as “due from/to other funds”. These
amounts are caused by transferring revenues and expenses between
funds to get them into the proper reporting fund. These balances are
paid back as cash flow permits.

All trade and property tax receivables are shown net of an allowance
for uncollectible amounts of $0.

Property taxes collected are based upon the approved tax rate for the
year of levy. For the fiscal year ended June 30, 2015, the rates are
as follows per $1,000 of assessed value.

General Fund

Non principal residence exemption 17.7300
Commercial personal property 5.7300
Debt Service Funds 1.8000
Sinking Fund 4.8425

School property taxes are assessed and collected in accordance with
enabling state legislation by cities and townships within the School
District’s boundaries. All of the School District's tax roll lies within
Wayne County.

The property tax levy runs from July 1 to June 30. Property taxes
become a lien on the first day of the levy year and are due on or
before September 14 or February 14. Collections are forwarded to
the School District as collected by the assessing municipalities. Real
property taxes uncollected as of February 28 are purchased by
Wayne County and remitted to the School District by June 30.
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Capital Assets — Purchased or constructed capital assets are reported
at cost or estimated historical cost. Donated capital assets are
recorded at their estimated fair market value at the date of donation.
The School District defines capital assets as assets with an initial
individual cost in excess of $5,000. Costs of normal repair and
maintenance that do not add to the value or materially extend asset
lives are not capitalized. The School District does not have
infrastructure assets. Buildings, equipment, and vehicles are
depreciated using the straight-line method over the following useful
lives:

Buildings and improvements
Furniture and other equipment

20-50 years
5-20 years

Deferred inflows of resources — A deferred inflow of resources is an
acquisition of net position by the government that is applicable to a
future reporting period. For governmental funds this includes
unavailable revenue in connection with receivables for revenues that
are not considered available to liquidate liabilities of the current period.

Long-term Obligations — In the district-wide financial statements, long-
term debt and other long-term obligations are reported as liabilities in
the statement of net position.

Fund Equity — In the fund financial statements, governmental funds
report fund balance in the following categories:

Non-spendable — amounts that are not available in a spendable
form.

Restricted — amounts that are legally imposed or otherwise
required by external parties to be used for a specific purpose.

Committed — amounts that have been formally set aside by
the Board of Education for specific purposes. A fund balance
commitment may be established, modified, or rescinded by a
resolution of the Board of Education.

Assigned — amounts intended to be used for specific
purposes, as determined by the Emergency Manager. The
board of education has granted the Emergency Manager the
authority to assign funds. Residual amounts in governmental
funds other than the general fund are automatically assigned
by their nature.

Unassigned — all other resources; the remaining fund
balances after non-spendable, restrictions, commitments and
assignments.

When an expenditure is incurred for purposes for which both
restricted and unrestricted fund balance is available, the District's
policy is to consider restricted funds spent first.

When an expenditure is incurred for purposes for which committed,
assigned, or unassigned amounts could be used, the District’s policy
is to consider the funds to be spent in the following order: (1)
committed, (2) assigned, (3) unassigned.

Use of Estimates

The preparation of 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, as well as deferred inflows and
deferred outflows of resources at the date of the financial statements
and the reported amounts of revenue and expenditures during the
reporting period. Actual results could differ from those estimates.
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Eliminations and Reclassifications

In the process of aggregating data for the statement of net position and
the statement of activities, some amounts reported as interfund activity
and balances in the funds were eliminated or reclassified. Interfund
receivables and payables were eliminated to minimize the “grossing
up” effect on assets and liabilities within the governmental activities
column.

Adoption of New Accounting Standards

The Governmental Accounting Standards Board (“The GASB”) has
issued Statement No. 68 Accounting and Financial Reporting for
Pensions, and Statement 71 Pension Transition for Contributions
Made Subsequent to the Measurement Date. Statement 68 requires
governments participating in public employee pension plans to
recognize their portion of the long-term obligation for the pension
benefits as a liability and to measure the annual costs of the pension
benefits. The net pension liability is recorded on the government-wide
statements. Statement 71 amends Statement 68 to address an issue
concerning transition provisions related to certain pension
contributions made to defined benefit pension plans prior to
implementation of Statement 68 by employers and non-employer
contributing entities. Statements 68 and 71 are effective for the year
ended June 30, 2015.

Upcoming Accounting and Reporting Changes

The Governmental Accounting Standards Board (“The GASB”) has
issued Statement No. 72 Fair Value Measurements and Applications.
Statement 72 provides guidance for accounting and financial reporting
issues related to fair value measurement. This Statement provides
guidance for determining a fair value measurement for financial
reporting purposes. This Statement also provides guidance for
applying fair value to certain investments and disclosures related to all
fair value measurements. The guidance establishes a three level
hierarchy of inputs for valuation of fair value. Statement 72 is effective
for the year ending June 30, 2016.
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Statement No. 73 Accounting and Financial Reporting for Pensions
and Related Assets That Are Not within the Scope of GASB
Statement No. 68, and Amendments to Certain Provisions of GASB
Statement 67 and 68. The first objective of this Statement is provide
the readers of the financial statements information about the effects
of the pension-related transactions on the financial statements of
state and local district employers. It will assist in assessing the
relationship between a district’s inflows of resources and its total cost
(including pension expense) of providing district services each period
in addition to providing information about the government’s pension
obligation. The second objective of this Statement is to improve the
information about financial support provided by certain nonemployer
entities for pensions that are provided to the employees of other
entities that are not within the scope of Statement No. 68. These
requirements are effective for the fiscal year ending June 30, 2017.
The third objective is to improve the quality of information associated
with districts that hold assets accumulated for purposes of providing
defined benefit pensions that are not within the scope of Statement
68 and to clarify the application of certain provisions of Statement No.
67 and 68. These requirements are effective for the fiscal year
ending June 30, 2016.

Statement No. 74 Financial Reporting for Postemployment Benefit
Plans Other Than Pension Plans addresses the other
postemployment benefits plans (OPEB) — defined benefit and defined
contribution — administered through trusts. This Statement will
improve the financial reporting primarily through enhanced note
disclosures and schedules of required supplementary information
that will be presented by OPEB plans that are administered through
trusts. This information will enhance the transparency by providing
information about measures of net OPEB liabilities and explanations
of how and why those liabilities changed from year to year.
Statement No. 74 is effective for the fiscal year ending June 30,
2017.
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Statement No. 75 Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions establishes standards
for recognizing and measuring liabilities, deferred outflows of
resources, deferred inflows of resources, and expense/expenditures.
For defined OPEB plans, this Statement identifies the methods and
assumptions that are required to be used to project benefit payments,
discount projected benefit payments to their actuarial present value,
and attribute that present value to periods of employee services. It also
requires additional note disclosures and required supplementary
information. Statement No. 75 is effective for the fiscal year ending
June 30, 2018.

GASB No. 76, The Hierarchy of Generally Accepted Accounting
Principles for State and Local Governments. The objective of this
Statement is to identify the hierarchy of generally accepted accounting
principles (GAAP). The “GAAP hierarchy” consists of the sources of
accounting principles used to prepare financial statements of state and
local governmental entities in conformity with GAAP and the
framework for selecting those principles. This Statement reduces the
GAAP hierarchy to two categories of authoritative GAAP and
addresses the use of authoritative and nonauthoritative literature in the
event that the accounting treatment for a transaction or other event is
not specified within a source of authoritative GAAP. This Statement
supersedes Statement No. 55, The Hierarchy of Generally Accepted
Accounting Principles for State and Local Governments. Statement 76
is effective for the year ending June 30, 2016.

GASB Statement No. 77, Tax Abatement Disclosures requires
disclosure of tax abatement information about (1) a reporting
government’s own tax abatement agreements and (2) those that are
entered into by other governments and that reduce the reporting
government’s tax revenues. The requirements of this Statement are
effective for the fiscal year ending June 30, 2017.

GASB No. 79, Certain External Investment Pools and Pool
Participants, establishes criteria that, if met, permit external
investment pools to elect to measure all of their investments at
amortized cost for financial reporting purposes. Also, it establishes
additional disclosure requirements for qualifying external investment
pools that make that election and for governments that participate in
such external investment pools. Statement 79 is effective for the year
ending June 30, 2016.

GASB Statement No. 80, Blending Requirements for Certain
Component Units—an amendment of GASB Statement No. 14
amends the blending requirements for the financial statement
presentation of component units of all state and local governments.
The additional criterion requires blending of a component unit
incorporated as a not-for-profit corporation in which the primary
government is the sole corporate member. The requirements of this
Statement are effective for the fiscal year ending June 30, 2017.

GASB Statement No. 81, Irrevocable Split-Interest Agreements. The
objective of this Statement is to improve accounting and financial
reporting for irrevocable split-interest agreements by providing
recognition and measurement guidance for situations in which a
government is a beneficiary of the agreement. Statement No. 81 is
effective for the fiscal year ending June 30, 2018.

GASB No. 82, Pension Issues—an amendment of GASB Statements
No. 67, No. 68, and No. 73 addresses certain issues that have been
raised with respect to Statements No. 67, Financial Reporting for
Pension Plans, No. 68, Accounting and Financial Reporting for
Pensions, and No. 73, Accounting and Financial Reporting for
Pensions and Related Assets That Are Not within the Scope of
GASB Statement 68, and Amendments to Certain Provisions of
GASB Statements 67 and 68. Specifically, this Statement addresses
issues regarding (1) the presentation of payroll-related measures in
required supplementary information, (2) the selection of assumptions
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and the treatment of deviations from the guidance in an Actuarial
Standard of Practice for financial reporting purposes, and (3) the
classification of payments made by employers to satisfy employee
(plan member) contribution requirements. Statement 82 is effective for
the year ending June 30, 2016.

Statement No. 83, Certain Asset Retirement Obligations establishes
criteria for determining the timing and pattern of recognition of a liability
and a corresponding deferred outflow of resources for asset retirement
obligations (AROs). An ARO is a legally enforceable liability associated
with the retirement of a tangible capital asset. The requirements of this
Statement are effective for the fiscal year ending June 30, 2019.

Statement No. 84, Fiduciary Activities improves the guidance
regarding the identification of fiduciary activities for accounting and
financial reporting purposes and how those activities should be
reported. The focus of the criteria includes the following: (1) is the
government controlling the assets of the fiduciary activity and (2) the
beneficiaries with whom a fiduciary relationship exists. The four
fiduciary funds that should be reported, if applicable are: (1) pension
(and other employee benefit) trust funds, (2) investment trust funds, (3)
private-purpose trust funds, and (4) custodial funds. Custodial funds
generally will report fiduciary activities that are not held in a trust or
similar arrangement that meets specific criteria. The requirements of
this Statement are effective for the fiscal year ending June 30, 2020.

Statement No. 85, Omnibus 2017 addresses practice issues that were
identified during implementation and application of certain GASB
Statements. This statement covers issues related to blending
component units, goodwill, fair value measurement and application,
and postemployment benefits (pensions and other postemployment
benefits), which is effective for the fiscal year ending June 30, 2018.

Statement No. 86, Certain Debt Extinguishment Issues is to improve
consistency in accounting and financial reporting for in-substance
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defeasance of debt. The statement provides uniform guidance for
derecognizing debt that is defeased in substance, regardless of how
cash and other monetary assets placed in an irremovable trust for the
purpose of extinguishing that debt were acquired. The effective date
is for the fiscal year ending June 30, 2018.

The School District is evaluating the impact the above GASBs will
have on its financial reporting.

Note 2 - Stewardship, Compliance, and Accountability

Budgetary Information

Annual budgets are adopted on a basis consistent with accounting
principles generally accepted in the United States of America and
state law for the General and Special Revenue Funds. All annual
appropriations lapse at fiscal year end, thereby canceling all
encumbrances. These appropriations are reestablished at the
beginning of the year.

The budget document presents information by fund and function.
The legal level of budgetary control adopted by the governing body is
the function level. State law requires the School District to have its
budget in place by July 1. A district is not considered in violation of
the law if reasonable procedures are in use by the School District to
detect violations.

The Emergency Manager is authorized to transfer budgeted amounts
between functions within any fund; however, any revisions that alter
the total expenditures of any fund must be approved by the Board of
Education.

Budgeted amounts are as originally adopted or as amended by the
Board of Education throughout the year. Individual amendments
were not material in relation to the original appropriations.
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Excess of Expenditures over Appropriations

During the year, the School District incurred expenditures in certain
budgetary funds which were in excess of the amounts appropriated, as
follows:

Final Amount of Budget
Function Budget Expenditures Variances
General Fund
Basic programs $ - $ 32,463 $ 32,463
Instructional staff 3,600 3,788 188
General administration 230,611 317,834 87,223
Business 427,096 499,647 72,551
Operations and maintenance 310,200 476,161 165,961
Central 12,616 12,981 365

Deficit Fund Balance

The School District has accumulated unassigned deficits in the
General Fund of $7,697,362, Food Service Fund of $561, Technology
Equipment Fund of $269,649, and 2005 School Building and Site
Project Fund of $50,138 as of June 30, 2015. The School District has
filed a deficit elimination plan with the State of Michigan, which the
School District is in compliance with as of year end. The School
District also has a deficit unrestricted net position in the amount of
$15,040,269 on the Statement of Net Position.

Compliance - Sinking Funds

The Sinking Fund records capital project activities funded with Sinking
Fund millage. For this fund, the School District has complied with the
applicable provisions of § 1212(1) of the Revised School Code and the
State of Michigan Department of Treasury Letter No. 2004-4.

Noncompliance with Legal or Contractual Provisions

The Sinking Fund has a significant balance due from the General Fund
at June 30, 2015. This is a violation of State law under Michigan
Compiled Law 380.1212.
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Note 3 - Deposits and Investments

State statutes and the School District’s investment policy authorize
the School District to make deposits in the accounts of federally
insured banks, credit unions, and savings and loan associations that
have offices in Michigan. The School District is allowed to invest in
U.S. Treasury or agency obligations, U.S. government repurchase
agreements, bankers’ acceptances, commercial paper rates prime at
the time of purchase that matures not more than 270 days after the
date of purchase, mutual funds, and investment pools that are
composed of authorized investment vehicles. The School District’s
deposits are in accordance with statutory authority. At June 30,
2015, the School District did not have any investments.

The School District has designated three banks for the deposit of its
funds.

Concentration of credit risk — The District has no policy that would
limit the amount that may be invested with any one issuer.

Custodial credit risk — deposits — In the case of deposits, this is the
risk that in the event of a bank failure, the District's deposits may not
be returned to it. The District does not have a deposit policy for
custodial credit risk. As of year-end, $1,539,812 of the District’'s bank
balance of $2,065,989 was exposed to custodial credit risk because it
was uninsured and uncollateralized.
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Note 4 - Capital Assets

A summary of the changes in governmental capital assets is as
follows:

Beginning Ending
Balance Increases  Decreases Balance
Governmental activities
Capital assets being depreciated
Buildings and improvements $ 9,907,860 $ 218,041 $8,486,379 $ 1,639,522
Furniture and equipment 724,531 - 662,956 61,575
Total capital assets being depreciated 10,632,391 _ 218,041 _ 9,149,335 1,701,097
Less accumulated depreciation for
Buildings and improvements 4,567,387 4,326 3,897,712 674,001
Furniture and equipment 702,618 1,526 642,876 61,268
Total accumulated depreciation 5,270,005 5,852 4,540,588 735,269
Net capital assets being depreciated 5,362,386 212,189 4,608,747 965,828
Net capital assets $ 5,362,386 $ 212,189 $4,608,747 $ 965,828

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

During the year ended June 30, 2015, an impairment loss of
$4,608,747 was recorded and has been included in the reduction of
both capital asset cost and accumulated depreciation. The balances
were adjusted to better reflect the value of the capital assets held by
the District.

Note 5 - Interfund Receivable and Payable and Transfers

Interfund balances result from the time lag between the dates that
goods and services are provided or reimbursable expenditures occur,
transactions are recorded in the accounting system, and payments
between funds are made. The ultimate resolution of the balances
between funds is currently being analyzed and concluded upon.

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. Two
emergency loans were issued during the year ended June 30, 2013
under the powers of the emergency manager and communication
with the State of Michigan. General obligation bonds are direct
obligations and pledge the full faith and credit of the School District.

Long-term obligation activity is summarized as follows:

Amount Due
Beginning Ending Within One

Balance Additions  Reductions Balance Year
School Building and Site Bonds $ 2,810,000 $ $ 130,000 $ 2,680,000 $ 140,000
Emergency Loan #1 4,305,000 110,000 4,195,000 110,000
Emergency Loan #2 2,925,000 75,000 2,850,000 75,000
Total $ 10,040,000 $ $ 315,000 $ 9,725,000 $ 325,000
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General obligation bonds and emergency loans payable at year end,
consists of the following:

$3,580,000 of School Building and Site Bonds due in installments of
$140,000 to $870,000 through May 1, 2031; interest at 3.625

percent to 5.00 percent $ 2,680,000
$4,410,000 of Emergency Loan #1 due in installments of

$110,000 to $205,000 through November 1, 2041; interest at

2.35 percent 4,195,000
$3,000,000 of Emergency Loan #2 due in installments of

$75,000 to $140,000 through November 1, 2041; interest at

2.30 percent 2,850,000

Total general obligation bonded debt $ 9,725,000

Future principal and interest requirements for bonded debt and
emergency loans are as follows:

Principal Interest Total

Year Ending June 30,

2016 $ 325,000 $ 167,228 $ 492,228
2017 345,000 163,364 508,364
2018 355,000 159,150 514,150
2019 365,000 154,633 519,633
2020 375,000 150,164 525,164
2021 - 2025 1,980,000 678,621 2,658,621
2026 - 2030 2,125,000 546,524 2,671,524
2031 - 2035 1,585,000 356,828 1,941,828
2036 - 2040 1,590,000 173,805 1,763,805
2041 - 2042 680,000 15,959 695,959
Total $ 9,725000 $ 2,566,276 $ 12,291,276

Note 7 - 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).  The School District has purchased
commercial insurance for property loss, torts, errors and omissions
and participates in the SET/SEG risk pool.

The shared-risk pool program in which the School District participates
operates as a common risk-sharing management program for school
districts in Michigan; member premiums are used to purchase
commercial excess insurance coverage and to pay member claims in
excess of deductible amounts. Settled claims have not exceeded
excess coverage for the past three fiscal years.

Note 8 - Contingent Liabilities

The School District is a defendant in various lawsuits. Although the
outcome of these lawsuits is not presently determinable, in the
opinion of the School District’'s attorneys, the resolution of these
matters will not have a material adverse effect on the financial
condition of the School District.

Note 9 - Management’s Plan

The School District is working closely with the State of Michigan
Departments of Treasury and Education on deficit elimination plans
and financing. With the chartering of the School District as of July 1,
2012, the School District is collecting property taxes from the
taxpayers and using those funds to pay down loans and vendor
obligations as efficiently as they can. Additionally, the School District
receives a fee equal to 3 percent of the state aid received by the
three charter school districts they have authorized.
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Continual discussion occurs with the State as to the long term plan for
the School District and their ability to repay amounts that are owed.
The emergency manager meets regularly with the Board of Education
and the community to discuss the status of operations so all parties
are adequately informed.

Note 10 - Subsequent Events

Beginning September of 2015, Highland Park Public School Academy
System was no longer providing educational services for students
within the 9th-12th grade span. These services are now provided by
surrounding districts.

The building located at 131 Pilgrim St. (Ford High School) was no
longer being used by the district and was listed for sale. Highland Park
Public School Academy is conducting its educational operations out of
Barber school moving forward. Ford High Schools was sold for
$80,000 in September 2015.

In September 2015, the School District settled the AT&T liabilities for
$240,454.

In December 2015, the School District also gave humerous properties
to the City of Highland Park in exchange for the elimination of past due
water obligations. As of December 2015, the School District no longer
had any water utility obligations. The outstanding amount to the City
as of June 30, 2015 was $178,454. In addition, the High School was
demolished by the City. The School District agreed to contribute
$500,000 of sinking funds toward the demolition.

In January 2016, the administration building was sold for $1. In March
2016, The Highland Park High School building was sold to the City of
Highland Park for $1. The City proceeded to demolish the building. All
these properties had a value of $0 on the School District’s books as of
June 30, 2015.
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Over
Final (Under)
Original Budget Actual Budget
Revenues
Local sources $ 1,928,237 $ 1,928,237 $ 2,244922 $ 316,685
State sources - - 4,898 4,898
Total revenues 1,928,237 1,928,237 2,249,820 321,583
Expenditures
Instruction
Basic programs - - 32,463 32,463
Supporting services
Instructional staff 3,600 3,600 3,788 188
General administration 230,611 230,611 317,834 87,223
Business 427,096 427,096 499,647 72,551
Operations and maintenance 310,200 310,200 476,161 165,961
Central 12,616 12,616 12,981 365
Debt service
Principal 185,000 185,000 185,000 -
Interest and fiscal charges 166,288 166,288 166,288 -
Total expenditures 1,335,411 1,335,411 1,694,162 358,751
Excess (deficiency) of
revenues over expenditures 592,826 592,826 555,658 (37,168)
Other Financing Sources
Proceeds from sale of capital assets 9,000 9,000 - (9,000)
Net change in fund balance 601,826 601,826 555,658 (46,168)
Fund balance (deficit) - beginning (8,253,020) (8,253,020) (8,253,020) -

Fund balance (deficit)- ending

$ (7,651,194) $ (7,651,194) $ (7.697,362) $  (46,168)
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School District of the City of Highland Park
Other Supplementary Information
Nonmajor Governmental Funds

Combining Balance Sheet

June 30, 2015

Assets

Cash

Accounts receivable
Due from other funds

Total assets

Liabilities
Accounts payable
Due to other funds

Total liabilities

Fund Balance
Restricted for:
Debt service
Capital projects
Unassigned (deficit)

Total fund balance (deficit)

Total liabilities, deferred inflows
of resources, and fund balance

Special
Revenue
Fund Debt Service Funds Capital Projects Funds Total
1988 1979 1997 2005 School Nonmajor
Food Building Building  Energy Durant Energy Technology Building &  Other Capital Governmental
Service Debt Debt Debt Projects Bonds Equipment Site Project Improvements Funds
$ - $ 212 $ 108 $ 575 $ - $ 8480 $ 2424 $ 103 $ 102 % 12,004
2,477 - - - - - - - - 2,477
- 90,736 40,878 - 144,779 2,812 - - - 279,205
$ 2,477 $90,948 $40986 $ 575 $ 144,779 $11292 $ 2424 $ 103 $ 102 $ 293,686
$ - $ - $ - $ - $ 4100 $ - $ - $ - $ - $ 4,100
3,038 - - 167 - - 272,073 50,241 - 325,519
3,038 - - 167 4,100 - 272,073 50,241 - 329,619
- 90,948 40,986 408 - - - - - 132,342
- - - - 140,679 11,292 - - 102 152,073
(561) - - - - - (269,649) (50,138) - (320,348)
(561) 90,948 40,986 408 140,679 11,292 (269,649) (50,138) 102 (35,933)
$ 2477 $90,948 $40986 $ 575 $ 144,779 $11292 $ 2424 $ 103 $ 102 $ 293,686




School District of the City of Highland Park
Other Supplementary Information
Nonmajor Governmental Funds
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
For the Year Ended June 30, 2015

Revenues
Local sources

Expenditures
Current
Education
Supporting services
Capital outlay
Total expenditures
Net change in fund balance

Fund balance (deficit) - beginning

Fund balance (deficit) - ending

Special
Revenue
Fund Debt Service Funds Capital Projects Funds Total
1988 1979 1997 2005 School Nonmajor
Food Building  Building Energy  Durant Energy Technology Building & Other Capital Governmental
Service Debt Debt Debt Projects Bonds Equipment Site Project Improvements Funds
$ 9,002 $ - $ - $ - $ 3 8 - $ 12573 $ - $ - $ 21,578
- - - - 7,700 - - - - 7,700
- - - - 20,250 - - - - 20,250
- - - - 27,950 - - - - 27,950
9,002 - - - (27,947) - 12,573 - - (6,372)
(9,563) 90,948 40,986 408 168,626 11,292 (282,222) (50,138) 102 (29,561)
$ (561) $ 90,948 $40,986 $ 408 $140,679 $11,292 $(269,649) $ (50,138) $ 102 $ (35,933)




School District of the City of Highland Park
Other Supplementary Information
Schedule of Outstanding Bonded Indebtedness
June 30, 2015

Year Ending
June 30,

2016
2017
2018
2019
2020
2021 - 2025
2026 - 2030
2031

Total

Principal payments
due the first day of

Interest payments
due the first day of

Interest rate

Original issue

2005 Issuance
Principal

$ 140,000
150,000
155,000
160,000
165,000
860,000

875,000
175,000

$ 2,680,000

May

May and
November

3.625% - 5.000%

$ 3,580,000
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800.968.0010 | yeoandyeo.com

Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed
in Accordance With Government Auditing Standards

Independent Auditors’ Report

Management and the Board of Directors
School District of the City of Highland Park
Highland Park, Michigan

We have audited, in accordance with the 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, the financial statements of the
governmental activities, each major fund, and the aggregate remaining fund information of the School District of the City of Highland Park as of and
for the year ended June 30, 2015, and the related notes to the financial statements, which collectively comprise the School District of the City of
Highland Park’s basic financial statements, and have issued our report thereon dated September 19, 2017.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the School District of the City of Highland Park's internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the School District of the City of
Highland Park’s internal control. Accordingly, we do not express an opinion on the effectiveness of the School District of the City of Highland Park’s
internal control.

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 and correct, 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. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit attention by those charged with
governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control that might be material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. We did identify certain deficiencies in internal control, described in the accompanying schedule of
findings and responses as items 2015-001, 2015-002, 2015-003, 2015-004, 2015-005, 2015-006 and 2015-007 that we consider to be material
weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School District of the City of Highland Park 's financial statements are free from
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 instances of honcompliance or other matters that are required to be reported under Government Auditing Standards and which
are described in the accompanying schedule of findings and responses as items 2015-004, 2015-005 and 2015-006.

The School District of the City of Highland Park’s Response to Findings and Corrective Action Plan

The School District of the City of Highland Park’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and responses and corrective action plan. The School District of the City of Highland Park’s responses were not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of that testing, and not to
provide an opinion on the effectiveness of the entity’s internal control or on compliance. This report is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Bw t}(jw) fc.

Auburn Hills, Michigan
September 19, 2017
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School District of the City of Highland Park
Schedule of Findings and Responses
June 30, 2015

2015-001, 2014-001 Material Weakness — Audit Adjustments

Specific requirement:

Condition:

Cause:

Effect:
Recommendation:
Views of responsible
officials:

Corrective action plan:

Management is responsible for reporting reliable financial data in accordance with Generally Accepted Accounting
Principles.

Material audit adjustments were required to adjust the accounts payable to the correct balance based on external
confirmation of amounts.

Material adjustments were not detected by management due to lack of reconciliations and internal controls in the district.
The financial statements would have been materially misstated had these entries not been recorded.

The School District create adequate reconciliations and document contact with vendors to ensure liability balances are
properly recorded.

Management agrees with the finding.

See attached corrective action plan.

2015-002, 2014-002 Material Weakness — Internal Control Environment / Lack of Segregation of Duties

Specific requirement:

Condition:

Cause:

Effect:

Recommendation:

Management is responsible for maintaining internal controls in key transaction cycles, which includes establishing the
appropriate segregation of duties amongst staff.

Adequate internal controls and appropriate segregation of duties has not been fully established by the School District.

The School District has limited staff and a poor internal control environment. The School District needs to implement more
mitigating controls to make up for the lack of employees.

The weak internal control environment and lack of segregation of duties creates opportunities for potential material
misstatement and fraudulent behavior.

While improvements have been made, the School District should continue to analyze its control environment and look at
ways that more internal controls can be put in place. The School District needs a long-term sustainable system of internal
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School District of the City of Highland Park
Schedule of Findings and Responses
June 30, 2015

Views of responsible
officials:

Corrective action plan:

controls the help mitigate potential misstatements or fraud within the district. The person reconciling these accounts should
be different from the person doing day to day data entry and transaction processing. Reconciliations should be reviewed by
someone who did not prepare them.

Management agrees with the finding.

See attached corrective action plan.

2015-003, 2014-003 Material Weakness — Lack of Timely Reconciliations

Specific requirement:

Condition:

Cause:

Effect:

Recommendation:

Views of responsible
officials:

Corrective action plan:

Management is responsible for reconciling accounts regularly and reporting reliable financial data in accordance with
Generally Accepted Accounting Principles.

There is a lack of internal controls, timely reconciliations and monitoring of daily transactions by management.

The School District’'s accounts were not being reconciled regularly. Many reconciliations were not considered or performed
until well after the fiscal year end. Some audit adjustments were also required to appropriately reconcile accounts to their
correct balances at year end. Moreover, some accounts payable and accounts receivable accounts have small balances
that are the same as the prior year due to the fact that management needs to investigate whether these balances are still
accurate or not. There were many old outstanding items on the bank reconciliations that management has not dealt with.
There are numerous cash accounts that could possibly be consolidated. The detail of the interfund receivables and
payables is unknown.

Misstatements, potential fraud and misappropriate of funds or assets could occur due to the lack of monitoring and
reconciling.

The School District should reconcile and monitor accounts monthly to ensure accurate financial reporting throughout the
fiscal year. Management needs to evaluate all balance sheet accounts for accuracy and investigate and adjust those
accounts as needed.

Management agrees with the finding.

See attached corrective action plan.



School District of the City of Highland Park
Schedule of Findings and Responses
June 30, 2015

2015-004, 2014-004 Material Weakness and Material Noncompliance — Budgeting

Specific requirement:

Condition:

Cause:

Effect:

Recommendation:

Views of responsible
officials:

Corrective action plan:

The School District is required to authorize expenditures only in accordance with budgeted amounts and monitor
expenditures in accordance with that budget. Amendments should be made to the budget as deemed necessary.

Expenditures were made significantly in excess of budgeted amounts. Management is also not monitoring expenditures in
comparison with the budget. Many adjustments made during the year and at year end were posted to miscellaneous
expenditure and revenue accounts instead of the appropriate accounts.

Management is not monitoring the budget and the cleanup of accounts led to entries to miscellaneous revenue and expense
accounts.

There were significant budget overages and numerous expenditures misclassified. There is the potential for misstatements
or fraudulent activity due to the lack of monitoring. The budget was not amended to reflect changes in expenditure amounts
throughout the year.

The School District should use the budget as a control to monitor revenue and expenditures accounts. Expenditures must
be recorded timely and accurately for this to be effective. Budget to actual comparisons should be made available and
reviewed for large or unusual variances. The budget should also be amended throughout the year for changes in expected
operations.

Management agrees with the finding.

See attached corrective action plan.

2015-005, 2014-005 Material Weakness and Material Noncompliance — Deficit Fund Balance

Specific requirement:

Condition:

Cause:

The State School Aid Act of 1979 Article 10 Section 388.1702 does not allow for districts receiving funds under the act to
operate under a deficit.

The General Fund, Food Service Fund, Technology Equipment Fund, and 2005 School Building and Site Project Fund have
unassigned deficit fund balance as of June 30, 2015.

The School District lacks adequate budgetary controls and revenues have decreased at a larger rate than expenditures.
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School District of the City of Highland Park
Schedule of Findings and Responses
June 30, 2015

Effect: An Emergency Manager has been assigned to the district and a deficit elimination plan has been filed.
Recommendation: The School District should continue to file and comply with its deficit elimination plan.

Views of responsible
officials: Management agrees with the finding.

Corrective action plan: See attached corrective action plan.

2015-006, 2014-006 Material Weakness and Material Noncompliance — Sinking Fund

Specific requirement:  The Sinking Fund dollars cannot be used to fund general operations of the district.

Condition: The Sinking Fund has a significant balance due from the General Fund at June 30, 2015.

Cause: In prior years, funds from the Sinking Fund were comingled with the General Fund.

Effect: This is a violation of State law under Michigan Compiled Law 380.1212.

Recommendation: The School District needs to determine if the General Funds needs to repay the Sinking Fund for the amounts owed. This is

a repeat finding from previous years’ audits.

Views of responsible
officials: Management agrees with the finding.

Corrective action plan: See attached corrective action plan.



School District of the City of Highland Park
Schedule of Findings and Responses
June 30, 2015

2015-007 Material Weakness — Lack of Supporting Documentation

Specific requirement:

Condition:

Cause:

Effect:

Recommendation:

Views of responsible
officials:

Corrective action plan:

Management is responsible for retaining supporting documentation for all financial transactions of the School District.

There were receipts, disbursements, and manual journal entries for which management was unable to provide adequate
support. There were also some immaterial cash accounts that were missing supporting bank statements.

The School District has moved various times, endured a fire at the administrative office and faced turnover in management
resulting in the misplacement of some supporting documents.

Some items could not be properly reviewed or traced to their supporting documents.

The School District should retain support for all financial transactions, bank accounts and journal entries posted in order to
avoid misstatements, potential fraud, and misappropriate of funds or assets.

Management agrees with the finding.

See attached corrective action plan.



Our Mission:
Your Future

Kevin A. Smith
Emergency Manager

THE ScHooL DISTRICT OF THE CITY OF HIGHLAND PARK

OFFICE OF THE EMERGENCY MANAGER

12360 Woodward Avenue
Highland Park, Michigan 48203

Findings Responsible Management Views Corrective Action Anticipated
Individual Completion Date
2015-001 Emergency Management understands The District has hired a February 1, 2017
Manager the need to have accurate Certified Public
financial information Accounting firm to
available for making day to | prepare the accounting
day decisions. records for audit.
2015-002 Emergency Management understands The District has hired February 1, 2017
Manager the importance of additional staff and
strengthen the internal reassigned job
control environment of the | responsibilities that will
District. allow for the proper
segregation of duties.
2015-003 Emergency Management understands The District has February 1, 2017
Manager the need to have accurate implemented monthly
financial information and year end closing
procedures that allow for
proper monitoring of




available for making day to
day decisions.

transactions and
reconciliation of major

accounts.
2015-004 Emergency Management understands The District has February 1, 2017
Manager the need to have accurate implemented a
financial information budgeting process that
available for making day to | requires the adoption of
day decisions. an original budget and an
adoption of a final
budget prior to yearend.
2015-005 Emergency Management understands An Emergency Manager Ongoing
Manager the requirements of a has been assigned to the
positive fund balance and is | district and a deficit
working with stakeholders elimination plan has
to eliminate the deficit. been filed.
2015-006 Emergency Management has The District is aware of February 1, 2017
Manager appropriate knowledge of the amounts owed to the
the legal limitations and Sinking Fund and will
permissible use of sinking repay this fund in
funds. accordance with the
District’s Deficit
Elimination Plan.
2015-007 Emergency Management understands The District has improved
Manager the importance of proper the recording keeping

accounting records.

process to ensure that
proper documentation is
maintained for cash
receipts and
disbursements.




