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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

TO: THE OFFICIALS OF BLUFFTON-HARRISON METROPOLITAN
SCHOOL DISTRICT, WELLS COUNTY, INDIANA

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of Bluffton-Harrison Metropolitan School District (School
Corporation), as of and for the years ended June 30, 2005 and 2006, which collectively comprise the School
Corporation's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the School Corporation's management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to 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 misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

As discussed in Note I, the School Corporation prepares its financial statements on the prescribed
basis of accounting that demonstrates compliance with the cash and investment basis and budget laws of the
State of Indiana, which is a comprehensive basis of accounting other than accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective cash and investment balances of the governmental activities, each major fund, and the aggregate
remaining fund information of the School Corporation as of June 30, 2005 and 2006, and the respective cash
receipts and cash disbursements during the years then ended on the basis of accounting described in Note I.

In accordance with Government Auditing Standards, we have also issued a report dated January 17,
2007, on our consideration of the School Corporation's internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grants. Our report on compliance
and on internal control over financial reporting should be read along with this report.

Our audit was performed for the purpose of forming an opinion on the basic financial statements of the
School Corporation taken as a whole. The accompanying Schedule of Expenditures of Federal Awards is pre-
sented for purposes of additional analysis as required by the 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, in all material respects, in relation to
the basic financial statements taken as a whole.




INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
(Continued)

The Schedule of Funding Progress, as listed in the Table of Contents, is not a required part of the
basic financial statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted prin-
cipally of inquiries of management, regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

The School Corporation has not presented Management's Discussion and Analysis or Budgetary
Comparison Schedules that accounting principles generally accepted in the United States of America has
determined is necessary to supplement, although not required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that col-
lectively comprise the School Corporation's basic financial statements. The Schedule of Capital Assets and
Schedule of Long-Term Debt are presented for additional analysis and are not required parts of the basic
financial statements. The Schedule of Capital Assets and Schedule of Long-Term Debt have not been sub-
jected to the auditing procedures applied by us in the audit of the basic financial statements and, accordingly,
we express no opinion on them.

STATE BOARD OF ACCOUNTS

January 17, 2007



STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

TO: THE OFFICIALS OF BLUFFTON-HARRISON METROPOLITAN
SCHOOL DISTRICT, WELLS COUNTY, INDIANA

We have audited the financial statements of Bluffton-Harrison Metropolitan School District (School
Corporation), as of and for the years ended June 30, 2005 and 2006, and have issued our report thereon
dated January 17, 2007. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Government Audit-
ing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the School Corporation's financial state-
ments are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provi-
sions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing
Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the School Corporation's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on the internal control over financial reporting. Our con-
sideration of the internal control over financial reporting would not necessarily disclose all matters in the inter-
nal control over financial reporting that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over financial reporting
and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the School Corporation's 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. In accordance with Indiana Code 5-11-5-1, this report is a part of
the public records of the State Board of Accounts and of the office examined.

STATE BOARD OF ACCOUNTS

January 17, 2007



BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT

Assets

Current assets:
Cash and investments

Restricted assets:
Cash and investments

Total assets

Net Assets

Restricted for:
Debt service

Unrestricted

Total net assets

STATEMENT OF CASH AND INVESTMENTS
June 30, 2005

Governmental
Activities

$ 1,098,668

358,518

$ 1457186

$ 358,518
1,098,668

$ 1,457,186

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT

Assets

Current assets:
Cash and investments

Restricted assets:
Cash and investments

Total assets

Net Assets

Restricted for:
Debt service

Unrestricted

Total net assets

STATEMENT OF CASH AND INVESTMENTS
June 30, 2006

Governmental
Activities

$ 3,029,169

910,541

$ 3939710
$ 910,541
3,029,169

$ 3,939,710

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF CASH ACTIVITIES
For the Year Ended June 30, 2005

Net
(Disbursements)
Program Receipts Receipts
Operating
Charges for Grants and
Functions/Programs Disbursements Services Contributions Total
Governmental activities:
Instruction $ 4,601,148 $ - % 62,233 $ (4,538,915)
Support services 5,936,257 426,325 172,539 (5,337,393)
Community services 187,035 - - (187,035)
Nonprogrammed charges 618,144 - - (618,144)
Debt service 2,745,721 - - (2,745,721)
Total governmental activites ~ $ 14,088,305 $ 426,325 $ 234,772 (13,427,208)
General receipts:

Property taxes 5,753,046

Other local sources 1,142,226

State aid 5,694,427

Grants and contributions not restricted 188,651

Sale of property, adjustments, and refunds 45,358

Investment earnings 20,354

Total general receipts 12,844,062
Change in cash and investments (583,146)

Net assets - beginning 2,040,332

Net assets - ending $ 1,457,186

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF CASH ACTIVITIES

For the Year Ended June 30, 2006

Net
(Disbursements)
Program Receipts Receipts
Operating
Charges for Grants and
Functions/Programs Disbursements Services Contributions Total
Governmental activities:
Instruction $ 4,834,719 §$ -3 51,566 $ (4,783,153)
Support services 5,815,011 437,764 202,156 (5,175,091)
Community services 206,051 - - (206,051)
Nonprogrammed charges 561,752 - - (561,752)
Debt service 2,140,579 - - (2,140,579)

Total governmental activities $ 13,558,112 §$ 437,764 $ 253,722

(12,866,626)

General receipts:
Property taxes
Other local sources
State aid

Grants and contributions not restricted

Bonds and loans

Sale of property, adjustments, and refunds

Investment earnings

Total general receipts

7,237,755
1,113,586
6,067,742
417,406
400,000
46,711
65,950

15,349,150

Change in cash and investments

Net assets - beginning

Net assets - ending

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

2,482,524

1,457,186

$

3,939,710
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF RECEIPTS, DISBURSEMENTS, AND CASH AND INVESTMENT BALANCES
GOVERNMENTAL FUNDS
For The Year Ended June 30, 2005

Transportation Debt Capital School Bus
General Operating Service Projects Replacement Other Totals
Receipts:
Local sources $ 3,255,834 $ 534,144 $ 1,875942 $ 1,113,333 § 120,096 $ 441,743 $ 7,341,092
Intermediate sources 146 - - - - 713 859
State sources 5,743,151 - - - - 76,680 5,819,831
Federal sources - - - - - 298,019 298,019
Sale of property, adjustments
and refunds 31,616 1,766 - 4,984 - 6,992 45,358
Intergovernmental transfers - 13,000 - 12,000 - 6,123 31,123
Total receipts 9,030,747 548,910 1,875,942 1,130,317 120,096 830,270 13,536,282
Disbursements:
Current:
Instruction 4,408,641 - - - - 192,507 4,601,148
Support services 3,541,254 538,325 - 1,062,596 111,022 683,060 5,936,257
Community services 186,910 - - - - 125 187,035
Nonprogrammed charges 618,144 12,000 - - 13,000 6,123 649,267
Debt services 543,700 - 2,202,021 - - - 2,745,721
Total disbursements 9,298,649 550,325 2,202,021 1,062,596 124,022 881,815 14,119,428
Excess (deficiency) of total receipts
over (under) total disbursements (267,902) (1,415) (326,079) 67,721 (3,926) (51,545) (583,146)
Cash and investments - beginning 392,528 1,584 684,597 636,384 22,872 302,367 2,040,332
Cash and investments - ending $ 124,626 $ 169 § 358,518 $§ 704,105 $ 18,946 $ 250,822 $ 1,457,186

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF RECEIPTS, DISBURSEMENTS, AND CASH AND INVESTMENT BALANCES
GOVERNMENTAL FUNDS
For The Year Ended June 30, 2006

Transportation Rainy Debt Capital School Bus
General Operating Day Service Projects Replacement Other Totals
Receipts:
Local sources $ 3,794,117 $ 654,030 $ - $ 2292602 $ 1,296,520 $ 143,498 $ 673,261 $ 8,854,028
Intermediate sources 146 - - - - - 881 1,027
State sources 6,105,658 - - - - - 89,304 6,194,962
Federal sources - - - - - - 543,908 543,908
Bonds and loans - - - 400,000 - - - 400,000
Sale of property, adjustments
and refunds 40,971 1,214 - - 337 - 4,189 46,711
Intergovernmental transfers 56,624 55,695 476,863 - - 13,000 8,445 610,627
Total receipts 9,997,516 710,939 476,863 2,692,602 1,296,857 156,498 1,319,988 16,651,263
Disbursements:
Current:
Instruction 4,386,754 - - - - - 447,965 4,834,719
Support services 3,565,180 562,310 - - 953,161 - 734,360 5,815,011
Community services 187,004 - - - - - 19,047 206,051
Nonprogrammed charges 561,752 13,000 - - 589,182 - 8,445 1,172,379
Debt services - - - 2,140,579 - - - 2,140,579
Total disbursements 8,700,690 575,310 - 2,140,579 1,542,343 - 1,209,817 14,168,739
Excess (deficiency) of total receipts
over (under) total disbursements 1,296,826 135,629 476,863 552,023 (245,486) 156,498 110,171 2,482,524
Cash and investments - beginning 124,626 169 - 358,518 704,105 18,946 250,822 1,457,186
Cash and investments - ending $ 1421452 $ 135,798 § 476,863 $§ 910,541 $ 458,619 $ 175,444 § 360,993 $ 3,939,710

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

-11-


ldavid
Text Box
-11-


BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF RECEIPTS, DISBURSEMENTS,
AND CHANGES IN CASH AND INVESTMENTS
FIDUCIARY FUNDS
For The Year Ended June 30, 2005

Private-Purpose
Trust Funds

Additions $ -
Deductions -

Excess of total additions
over total deductions -

Cash and investments - beginning 2,249

Cash and investments - ending $ 2,249

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF RECEIPTS, DISBURSEMENTS,
AND CHANGES IN CASH AND INVESTMENTS
FIDUCIARY FUNDS
For The Year Ended June 30, 2006

Private-Purpose
Trust Funds

Additions:

Local sources $ 8,600
Deductions:

Support services 1,473

Excess of total additions

over total deductions 7,127
Cash and investments - beginning 2,249
Cash and investments - ending $ 9,376

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF CASH AND INVESTMENTS
FIDUCIARY FUNDS
June 30, 2005

Private-Purpose

Assets Trust Funds
Cash and investments $ 2,249
Net Assets

Held in trust for employee benefits and other purposes $ 2,249

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
STATEMENT OF CASH AND INVESTMENTS
FIDUCIARY FUNDS
June 30, 2006

Private-Purpose

Assets Trust Funds
Cash and investments $ 9,376
Net Assets

Held in trust for employee benefits and other purposes $ 9,376

The accompanying notes are an integral part of the financial statements.
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BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

School Corporation, as used herein, shall include, but is not limited to, school townships, school
towns, school cities, consolidated school corporations, joint schools, metropolitan school districts,
township school districts, county schools, united schools, school districts, cooperatives, educational
service centers, community schools, community school corporations, and charter schools.

The School Corporation was established under the laws of the State of Indiana. The School Corpo-
ration operates under a Board of School Trustees form of government and provides educational serv-
ices.

The School Corporation (primary government) is the financial reporting entity.

In determining the financial reporting entity, the School Corporation complies with the provisions of
GASB Statement No. 14, The Financial Reporting Entity.

Joint Venture

The School Corporation is a participant with South Adams Schools, Adams Central Community
Schools, Southern Wells Community Schools, Northern Wells Community Schools and North Adams
Community Schools in a joint venture to operate Adams—Wells Special Services Cooperative (Co-op)
which was created to provide instruction for handicapped children. The Co-op's continued existence
depends on continued funding by the School Corporations. Complete financial statements for the Co-
op can be obtained from the Co-op's administrative offices at 925 North Main Street, Bluffton, Indiana,
46714.

The School Corporation is also a participant with South Adams Schools, Adams Central Community
Schools, Northern Wells Community Schools, North Adams Community Schools, Southern Wells
Community Schools, Huntington County Community School Corporation and Jay School Corporation
in a joint venture to operate Vocational Area 18 Cooperative (Co-op) which was created to provide
occupational training to students. The Co-op's continued existence depends on continued funding by
the participating school corporations. Complete financial statements for the Co-op can be obtained
from the Co-op's administrative offices at One Tiger Trail, Bluffton, Indiana, 46714.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statements

The Statement of Cash and Investments and Statement of Cash Activities display information about
the reporting government as a whole. It includes all funds of the reporting entity except for fiduciary
funds. The statements distinguish between governmental and business-type activities. Govern-
mental activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange revenues. Business-type activities are financed in whole or in part by fees charged to
external parties for goods or services. The School Corporation does not have any business-type
activities.

-16-



BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

Fund Financial Statements

Fund financial statements of the reporting entity are organized into funds, each of which is considered
to be a separate accounting entity. 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 and major individual enterprise funds are reported
as separate columns in the fund financial statements. However, at this time, the School Corporation
has not established any enterprise funds.

The School Corporation reports the following major governmental funds:

The general fund is the primary operating fund. It accounts for all financial resources of the gen-
eral government, except those required to be accounted for in another fund.

The transportation operating fund accounts for financial resources for the transportation of school
children to and from school.

The rainy day fund is to account for transfers of unused and unencumbered funds in accordance
with Indiana Code 36-1-8-5 and a locally adopted resolution. The fund is subject to the same ap-
propriation process as funds that receive tax money.

The debt service fund accounts for debt from funds borrowed or advanced for the purchase or
lease of school buildings, school buses, judgments against the corporation, equipment or capital
construction, and interest on emergency and temporary loans.

The capital projects fund accounts for planned construction, repair, replacement or remodeling;
and the purchase, lease, upgrade, maintenance, or repair of computer equipment.

The school bus replacement fund is used to account for receipts and disbursements concerning
the acquisition and disposal of school buses.

Additionally, the School Corporation reports the following fund type:

The private-purpose trust fund reports a trust arrangement under which principal and income
benefit the individuals for whom the gift is designated.

Measurement Focus and Basis of Accounting

The government-wide, governmental fund, and fiduciary fund financial statements are reported using
the basis of accounting that demonstrates compliance with the cash and investment basis and budget
laws of the State of Indiana, which is a comprehensive basis of accounting other than accounting
principles generally accepted in the United States of America.

The cash and investment basis of accounting differs from accounting principles generally accepted in
the United States of America in that receipts are recognized when received in cash rather than when
earned and disbursements are recognized when paid rather then when a liability is incurred.
Investment transactions are not presented on the financial statements.

If the School Corporation utilized the basis of accounting recognized as generally accepted, the fund

financial statements for governmental funds would use the modified accrual basis of accounting. All
government-wide financials would be presented on the accrual basis of accounting.

-17-



BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

As a general rule, the effect of interfund activity has been eliminated from the government-wide finan-
cial statements.

Proprietary funds are used to account for activities similar to those found in the private sector, where
the determination of net income is necessary or useful to sound financial administration. Goods or
services from such activities are provided to people outside the government (enterprise funds) or
other departments or agencies primarily within the government (internal service funds). The School
Corporation does not have any proprietary funds.

When both restricted and unrestricted resources are available for use, the School Corporation's policy
is to use restricted resources first, then unrestricted resources as they are needed.

D. Assets and Cash and Investment Balances

1.

Cash and Investments

Investments are stated at cost. Any changes in fair value of the investments are reported as
interest receipts in the year of the sale of the investment.

Property Taxes

Property taxes levied are collected by the County Treasurer and are distributed to the School
Corporation in June and in December. State statute (IC 6-1.1-17-16) requires the Indiana
Department of Local Government Finance to establish property tax rates and levies by February
15. These rates were based upon the preceding year's March 1 (lien date) assessed valuations
adjusted for various tax credits. Taxable property is assessed at 100% of the true tax value
(determined in accordance with rules and regulations adopted by the Indiana Department of Local
Government Finance). Taxes may be paid in two equal installments which become delinquent if
not paid by May 10 and November 10, respectively. All property taxes collected by the County
Treasurer and available for distribution were distributed to the School Corporation on or prior to
June 30 of the year collected.

3. Compensated Absences

a. General Leave

Teachers earn general leave at the rate of 12 days per year. The first 2 days of unused gen-
eral leave accumulate to retirement personal leave and any remaining days accumulate to
sick leave. Unused sick leave may be accumulated to a maximum of 180 days. Accumu-
lated sick leave is paid to employees through cash payments upon retirement.

b. Sick Leave
Nonteaching or administrative and noncertified employees earn sick leave at rates from 9
days to 15 days per year. Unused sick leave may be accumulated to a maximum of 215
days. Accumulated sick leave is paid to employees through cash payments upon retirement.

c. Vacation Leave

Nonteaching or administrative and noncertified employees earn vacation leave at rates from
10 days to 20 days per year based upon the number of years of service. Vacation leave may
be accumulated, but must be used within 18 months. Accumulated vacation leave is paid to
administrative employees through cash payments upon retirement.

-18-



BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

d. Personal Leave
Nonteaching or administrative and noncertified employees earn personal leave at rates from
one day to two days per year. Unused personal leave may be accumulated to a maximum of
four days. Accumulated personal leave is paid to employees through cash payments upon
retirement.

4. Capital Assets

Capital assets arising from cash transactions acquired for use in governmental or proprietary fund
operations are accounted for as capital outlay disbursements of the fund upon acquisition.

5. Long-Term Debt
Long-term debt arising from cash basis transactions of governmental and proprietary funds is not
reported as liabilities in the basic financial statements. The debt proceeds are reported as other
financing sources and payment of principal and interest reported as disbursements.

6. Equity Classification

Government-Wide Statements

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

a. Restricted net assets — Consists of net assets with constraints placed on the use either by (1)
external groups such as creditors, grantors, contributors, or laws and regulations of other
governments, or (2) law through constitutional provisions or enabling legislation.

b. Unrestricted net assets — All other net assets that do not meet the definition of "restricted."

Itis the School Corporation's policy to first use restricted net assets prior to the use of unrestricted

net assets when a disbursement is incurred for purposes for which both restricted and unre-

stricted net assets are available.

Fund Financial Statements

Governmental fund equity is classified as fund balance.
E. Receipts

Program Receipts

Amounts reported as program receipts include (1) charges to customers or applicants for goods,
services, or privileges provided, (2) operating grants and contributions, and (3) capital grants and con-
tributions, including special assessments. Internally dedicated resources are reported as general
receipts rather than as program receipts. Likewise, general receipts include all taxes.

F. Internal and Interfund Balances and Activities
In the process of aggregating the financial information for the government-wide Statement of Cash

Activities, some amounts reported as interfund activity and balances in the fund financial statements
have been eliminated or reclassified.

-19-



BLUFFTON-HARRISON METROPOLITAN SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

Fund Financial Statements

1. Interfund services — Sales or purchases of goods and services between funds are reported as
receipts and disbursements.

2. Interfund reimbursements — Repayments from funds responsible for certain disbursements to the
funds that initially paid for them are reported as reimbursements.

3. Interfund transfers — Flow of assets from one fund to another where repayment is not expected is
reported as transfers in and out.

Government-Wide Financial Statements

Interfund activity and balances, if any, are eliminated or reclassified in the government-wide financial
statements as follows:

Internal activities — Amounts reported as interfund transfers in the fund financial statements are elimi-
nated in the government-wide Statement of Cash Activities except for the net amount of transfers
between governmental and business-type activities, which are reported as Transfers — Internal Activi-
ties. The effects of interfund services between funds, if any, are not eliminated in the Statement of
Cash Activities.

Stewardship, Compliance and Accountability

Budgetary Information

Annual budgets are adopted on the cash basis, which is not consistent with accounting principles gen-
erally accepted in the United States of America. All annual appropriations lapse at calendar year end.

Prior to the first required publication, the fiscal officer of the School Corporation submits to the governing
board a proposed operating budget for the year commencing the following July 1. Prior to adoption, the
budget is advertised and public hearings are conducted by the governing board to obtain taxpayer
comments. In September of each year, the governing board, through the passage of a resolution/
ordinance, approves the budget for the next year. Copies of the budget resolution/ordinance and the
advertisement for funds for which property taxes are levied or highway use taxes are received are sent to
the Indiana Department of Local Government Finance. The budget becomes legally enacted after the
fiscal officer of the School Corporation receives approval of the Indiana Department of Local Government
Finance.

The School Corporation's management cannot transfer budgeted appropriations between object classi-
fications of a budget without approval of the governing board. The Indiana Department of Local Govern-
ment Finance must approve any revisions to the appropriations for any fund or any department of the
General Fund. The legal level of budgetary control is by object and department within the fund for the
General Fund and by object within the fund for all other budgeted funds.
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Detailed Notes on All Funds

A. Deposits and Investments

1.

Deposits

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may
not be returned to it. Indiana Code 5-13-8-1 allows a political subdivision of the State of Indiana
to deposit public funds in a financial institution only if the financial institution is a depository
eligible to receive state funds and has a principal office or branch that qualifies to receive public
funds of the political subdivision. At June 30, 2006, the bank balance held at National City Bank
in the amount of $3,794,000 was collateralized with securities held by the pledging financial insti-
tution's trust department or agent but not in the depositor-School Corporation's name. The
remaining bank balances were insured by the Federal Deposit Insurance Corporation or the
Public Deposit Insurance Fund, which covers all public funds held in approved depositories.

Investments
Authorization for investment activity is stated in Indiana Code 5-13.

Investment Policies

Indiana Code 5-13-9 authorizes the School Corporation to invest in securities backed by the full
faith and credit of the United States Treasury or fully guaranteed by the United States of America
and issued by the United States Treasury, a federal agency, a federal instrumentality, or a federal
government sponsored enterprise. Indiana Code also authorizes the unit to invest in securities
fully guaranteed and issued by a federal agency, a federal instrumentality or a federal government
sponsored enterprise. These investments are required by statute to have a stated final maturity
of not more than two years.

Indiana Code also provides for investment in money market mutual funds that are in the form of
securities of, or interest in, an open-end, no-load, management-type investment company or
investment trust registered under the provision of the federal Investment Company Act of 1940,
as amended. Investments in money market mutual funds may not exceed 50% of the funds held
by the School Corporation and available for investment. The portfolio of an investment company
or investment trust used must be limited to direct obligations of the United States of America,
obligations issued by a federal agency, a federal instrumentality, or a federal government spon-
sored enterprise or repurchase agreements fully collateralized by direct obligations of the United
States of America or obligations issued by a federal agency, a federal instrumentality, or a federal
government sponsored enterprise. The form of securities of, or interest in, an investment com-
pany or investment trust must be rated as AAA, or its equivalent by Standard and Poor's Corpo-
ration or its successor or Aaa, or its equivalent, by Moody's Investors Service, Inc., or its succes-
sor. The form of securities in an investment company or investment trust should have a stated
final maturity of one day.

Additionally, the School Corporation may enter into repurchase agreements with depositories
designated by the State Board of Finance as depositories for state deposits involving the unit's
purchase and guaranteed resale of any interest-bearing obligations issued or fully insured or
guaranteed by the United States of America, a United States of America government agency, an
instrumentality of the United States of America, or a federal government sponsored enterprise.
The repurchase agreement is considered to have a stated final maturity of one day. This agree-
ment must be fully collateralized by interest-bearing obligations as determined by their current
market value.
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Investment Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the counter-
party to a transaction, a government will not be able to recover the value of investment or col-
lateral securities that are in the possession of an outside party. The School Corporation does not
have a formal investment policy for custodial credit risk for investments.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The School Corporation must follow state statute and limit the stated final maturities
of the investments to no more than two years.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obli-
gations.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government's invest-
ment in a single issuer. The School Corporation does not have a policy in regards to concentra-
tion of credit risk. United States of America government and United States of America govern-
mental agency securities are exempt from this policy requirement.

Foreign Currency Risk

The School Corporation does not have a formal policy in regards to foreign currency risk.

Interfund Transfers

Interfund transfers for the years ended June 30, 2005 and 2006, were as follows:

June 30, June 30,
Transfer From Transfer To 2005 2006
Capital Projects General $ - % 56,624
Capital Projects Rainy Day - 476,863
Capital Projects Transportation - 55,695
Transportation Capital Projects 12,000 -
Bus Replacement Transportation 13,000 13,000
Other governmental  Other governmental 6,123 8,445
Totals $ 31,123 $ 610,627

The School Corporation typically uses transfers for cash flow purposes according to various statutes.
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IV. Other Information
A. Risk Management

The School Corporation is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; job related illnesses or injuries to employees; medical
benefits to employees, retirees, and dependents (excluding postemployment benefits); and natural
disasters.

The risks of torts; theft of, damage to, and destruction of assets; errors and omissions; job related ill-
nesses or injuries to employees; and natural disasters are covered by commercial insurance from
independent third parties. Settled claims from these risks have not exceeded commercial insurance
coverage for the past three years. There were no significant reductions in insurance by major cate-
gory of risk.

Medical Benefits to Employees

During 1990, the School Corporation joined the School Employees' Benefits Trust, a public entity risk
pool currently operating as a common risk management and insurance program for fourteen member
governmental entities. This risk pool was formed in 1980. The purpose of the risk pool is to provide a
medium for the funding and administration of medical benefits to employees. The risk pool is con-
sidered a self-sustaining risk pool that will provide coverage for its members for up to $150,000 per
insured event. The risk pool obtains independent coverage for insured events in excess of the
$150,000 limit.

B. Holding Corporation

The School Corporation has entered into a capital lease with Bluffton-Harrison High School Building
Corporation (the lessor). The lessor was organized as a for profit corporation pursuant to state statute
for the purpose of financing and constructing or reconstructing facilities for lease to the School Corpo-
ration. The lessor has been determined to be a related party of the School Corporation. Lease pay-
ments during the year ended June 30, 2006, totaled $1,364,000.

C. Postemployment Benefits

In addition to the pension benefits described below, the School Corporation provides postemployment
health insurance benefits, as authorized by Indiana Code 5-10-8, to all employees who retire from the
School Corporation on or after attaining age 55 with at least 10 years of service. Currently, 12 retirees
meet these eligibility requirements. The School Corporation and retirees provide 49% and 51%,
respectively, of these postemployment benefits. Disbursements for those postemployment benefits
are recognized on a pay-as-you-go basis. During the year ended June 30, 2006, disbursements of
$70,214 were recognized for postemployment benefits.
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D. Pension Plans

1.

Agent Multiple-Employer Defined Benefit Pension Plan

Public Employees' Retirement Fund

Plan Description

The School Corporation contributes to the Indiana Public Employees' Retirement Fund (PERF), a
defined benefit pension plan. PERF is an agent multiple-employer public employee retirement
system, which provides retirement benefits to plan members and beneficiaries. All full-time
employees are eligible to participate in the defined benefit plan. State statutes (IC 5-10.2 and
5-10.3) govern, through the PERF Board, most requirements of the system and give the School
Corporation authority to contribute to the plan. The PERF retirement benefit consists of the pen-
sion provided by employer contributions plus an annuity provided by the member's annuity sav-
ings account. The annuity savings account consists of member's contributions, set by state stat-
ute at 3% of compensation, plus the interest credited to the member's account. The employer
may elect to make the contributions on behalf of the member.

PERF administers the plan and issues a publicly available financial report that includes financial
statements and required supplementary information for the plan as a whole and for its partici-
pants. The report may be obtained by contacting:

Public Employees' Retirement Fund
Harrison Building, Room 800

143 West Market Street
Indianapolis, IN 46204

Ph. (317) 233-4162

Funding Policy and Annual Pension Cost

The contribution requirements of plan 