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May 25, 2017
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Report on Financial Statements and Federal Single Audit

Please find attached our report on South Kitsap School District No. 402’s financial statements
and compliance with federal laws and regulations.

We are issuing this report in order to provide information on the District’s financial condition.

Sincerely,

o

Pat McCarthy
State Auditor
Olympia, WA

Insurance Building, P.O. Box 40021 * Olympia, Washington 98504-0021 ¢ (360) 902-0370 « Pat.McCarthy@sao.wa.gov



TABLE OF CONTENTS

Schedule Of Findings And QUESLIONEA COSES........ccueruiiiriiiieieieie et 4
Summary Schedule Of Prior Audit FINAINGS .....cccvoiiiieiicieiec e 6

Independent Auditor’s 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 .............cccoereriieniiinenieeee e 7
Independent Auditor’s Report On Compliance For Each Major Federal Program And Report

On Internal Control Over Compliance In Accordance With The Uniform Guidance.................... 9
Independent Auditor’s Report On Financial Statements .............ccovvieiiiinineiiieneeseseeeses 12
FINANCIAL SECTION ... .ottt et e st et eere e beeseesreesreeneeeneenteeneens 15
About The State Auditor’s OffICE.......iuiiiiiiiii it 43

Washington State Auditor's Office Page 3



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

South Kitsap School District No. 402
Kitsap County
September 1, 2015 through August 31, 2016

SECTION | - SUMMARY OF AUDITOR’S RESULTS

The results of our audit of South Kitsap School District No. 402 are summarized below in
accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance).

Financial Statements

We issued an unmodified opinion on the fair presentation of the District’s financial statements in
accordance with its regulatory basis of accounting. Separately, we issued an unmodified opinion
on the fair presentation with regard to accounting principles generally accepted in the United
States of America (GAAP).

Internal Control over Financial Reporting:

o Significant Deficiencies: We reported no deficiencies in the design or operation of
internal control over financial reporting that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We noted no instances of noncompliance that were material to the financial statements of the
District.

Federal Awards

Internal Control over Major Programs:

¢ Significant Deficiencies: We reported no deficiencies in the design or operation of
internal control over major federal programs that we consider to be significant
deficiencies.
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e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We issued an unmodified opinion on the District’s compliance with requirements applicable to
each of its major federal programs.

We reported no findings that are required to be disclosed in accordance with 2 CFR 200.516(a).

Identification of Major Federal Programs:

The following programs were selected as major programs in our audit of compliance in
accordance with the Uniform Guidance.

CEDA No. Program or Cluster Title

10.555 Child Nutrition Cluster — National School Lunch Program

10.553 Child Nutrition Cluster — School Breakfast Program

10.559 Child Nutrition Cluster — Summer Food Service Program for Children
84.010 Title 1 Grants to Local Educational Agencies

The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
the Uniform Guidance, was $750,000.

The District did not qualify as a low-risk auditee under the Uniform Guidance.

SECTION Il - FINANCIAL STATEMENT FINDINGS

None reported.

SECTION IlIl - FEDERAL AWARD FINDINGS AND QUESTIONED
COSTS

None reported.
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

South Kitsap School District No. 402
Kitsap County
September 1, 2015 through August 31, 2016

This schedule presents the status of federal findings reported in prior audit periods. The status
listed below is the representation of South Kitsap School District No. 402. The State Auditor’s
Office has reviewed the status as presented by the District.

Audit Period: Report Ref. No: | Finding Ref. No: CFDA Number(s):
9/1/2015 — 8/31/2016 1016763 2015-001 84.014

Federal Program Name and Granting Pass-Through Agency Name:

Agency: NA

U.S. Department of Education

Finding Caption:
The District did not have adequate internal controls to ensure compliance with reporting
requirements for the Impact Aid.

Background:

Our audit found the following errors on the Impact Aid application: (1) the District reported
108 special education children twice (both in Table 2 and table 5 of the application), the result
was overfunding of $30,797; (2) expenditures of $53,997 for all children with disabilities were
not included in table 7; and (3) total students enrolled in state approved education programs for
all children with disabilities were underreported by 6 children.

Status of Corrective Action: (check one)
X Fully [] Partially
Corrected Corrected

[] Finding is considered no

[ ] Not Corrected longer valid

Corrective Action Taken:
Additional audit was conducted by Federal Government and revenue to the District was
adjusted in 2015-16. Subsequent filing was thoroughly reviewed before submission.
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INDEPENDENT AUDITOR’S 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

South Kitsap School District No. 402
Kitsap County
September 1, 2015 through August 31, 2016

Superintendent and Board of Directors
South Kitsap School District No. 402
Port Orchard, Washington

We have audited, 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, the financial statements of
South Kitsap School District No. 402, Kitsap County, Washington, as of and for the year ended
August 31, 2016, and the related notes to the financial statements, which collectively comprise
the District’s financial statements, and have issued our report thereon dated May 18, 2017.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the District’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 District’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the District’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 District'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. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the District’s financial statements are
free from material misstatement, we performed tests of the District’s compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

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 District’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 District’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose. However, this report is a matter of public record and its distribution is not limited. It
also serves to disseminate information to the public as a reporting tool to help citizens assess
government operations.

A

Pat McCarthy
State Auditor
Olympia, WA

May 18, 2017
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND REPORT ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE UNIFORM GUIDANCE

South Kitsap School District No. 402
Kitsap County
September 1, 2015 through August 31, 2016

Superintendent and Board of Directors
South Kitsap School District No. 402
Port Orchard, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of South Kitsap School District No. 402, Kitsap County,
Washington, with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Compliance Supplement that could have a direct and material
effect on each of the District’s major federal programs for the year ended August 31, 2016. The
District’s major federal programs are identified in the accompanying Schedule of Findings and
Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the District’s major federal
programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and the
audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance). Those standards and the Uniform Guidance require that we plan and perform the
audit to obtain reasonable assurance about whether noncompliance with the types of compliance
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requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the District’s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each
major federal program. Our audit does not provide a legal determination on the District’s
compliance.

Opinion on Each Major Federal Program

In our opinion, the District complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended August 31, 2016.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the District is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered the District’s internal control
over compliance with the types of requirements that could have a direct and material effect on
each major federal program in order to determine the auditing procedures that are appropriate in
the circumstances for the purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in accordance with the
Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the District's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.
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Our consideration of internal control over compliance 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. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Purpose of this Report

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other
purpose. However, this report is a matter of public record and its distribution is not limited. It
also serves to disseminate information to the public as a reporting tool to help citizens assess
government operations.

A

Pat McCarthy
State Auditor
Olympia, WA

May 18, 2017
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
South Kitsap School District No. 402

Kitsap County
September 1, 2015 through August 31, 2016

Superintendent and Board of Directors
South Kitsap School District No. 402
Port Orchard, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of South Kitsap School District No.
402, Kitsap County, Washington, as of and for the year ended August 31, 2016, and the related
notes to the financial statements, which collectively comprise the District’s financial statements,
as listed on page 15.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with the financial reporting provisions of Washington State statutes and the
Accounting Manual for Public School Districts in the State of Washington (Accounting Manual)
described in Note 1. This includes determining that the basis of accounting is acceptable for the
presentation of the financial statements in the circumstances. Management is also responsible
for 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.

Auditor’s Responsibility

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

Washington State Auditor's Office Page 12



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 District’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 District’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant account
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

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

Unmodified Opinion on Regulatory Basis of Accounting (Accounting Manual)

As described in Note 1, the District has prepared these financial statements to meet the financial
reporting requirements of Washington State statutes using accounting practices prescribed by the
Accounting Manual. Those accounting practices differ from accounting principles generally
accepted in the United States of America (GAAP). The difference in these accounting practices
is also described in Note 1.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of South Kitsap School District No. 402, as of August 31, 2016, and the
changes in financial position thereof for the year then ended in accordance with the basis of
accounting described in Note 1.

Unmodified Opinions on the Governmental and Fiduciary Funds Based on U.S.
GAAP

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the General, ASB, Debt Service, Capital Projects,
Transportation Vehicle, and Fiduciary funds as of August 31, 2016, and the changes in financial
position thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America for governmental and fiduciary funds.

Other Matters
Supplementary and Other Information

Our audit was performed for the purpose of forming an opinion on the financial statements taken
as a whole. The accompanying Schedule of Expenditures of Federal Awards is presented for
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purposes of additional analysis as required by Title 2 U.S. Code of Federal Regulations (CFR)
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). The accompanying Schedule of Long-Term Liabilities is
also presented for purposes of additional analysis, as required by the prescribed Accounting
Manual. These schedules are not a required part of the financial statements. Such information is
the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements, and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated, in all material respects, in relation to the financial statements taken as a whole.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
May 18, 2017 on our consideration of the District’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 the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the District’s internal control over financial reporting and compliance.

o

Pat McCarthy
State Auditor
Olympia, WA

May 18, 2017
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FINANCIAL SECTION

South Kitsap School District No. 402
Kitsap County
September 1, 2015 through August 31, 2016

FINANCIAL STATEMENTS

Balance Sheet — Governmental Funds — 2016

Statement of Revenues, Expenditures and Changes in Fund Balance — Governmental
Funds — 2016

Statement of Net Position — Fiduciary Funds — 2016

Statement of Changes in Fiduciary Net Position — Fiduciary Funds — 2016

Notes to Financial Statements — 2016

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Long-Term Liabilities — 2016
Schedule of Expenditures of Federal Awards — 2016
Notes to the Schedule of Expenditures of Federal Awards — 2016

Washington State Auditor's Office Page 15



*juLsWe3BlS TPIDUBUTI STIU3 JOo 3aed Teabslurl ue aIe so3jou buTAuedwodde ayf

00°0
19°T2L'61C
00°0

00°0
6L°ZEVLT0'E

26°9€8'ST6 ' ¥VE

00°0

00°0

Z6°9€8'ST6 ¥PE

00°0

00°0

00°0
91°820°02S ‘6T
Zz 1eL'ele
96°%€€’2€9
00°0

00°0

2z vLz'vez

Zr 8ee‘eLs
CT TILT'TET
vZ €0T‘9vL 0T
0% €86°G9€'1-
86°8£8°0L8°¢E

Te30L

00°0
00°0

00°0

00°0

00°0

00°0

00°0

00°0

00°0

00°0

00°0
00°0

00°0
00°0

pung
jusuewasdg

00°0

00°0
00°0

9Z EVL'¥OL

00°0

00°0

9Z EVL V0L

00°0
G6°€06 ‘29T
00°0

00°0
00°0
00°0
00°0
00°0

00°0
T€°6€8'TFS

pung

STOTYSA
uoTtjejxodsuea],

00"
00"

00"
9¢-

99

00°

00"

99

00"
00"
S0-°

00"
00"
00"
00"

00"
00"
00"
00"
T9°

0
0

0
9FT‘18L

‘SLO‘v8Y ‘e

"GLO‘¥8% ‘T

0
0
9vv ‘6Lz 'C

0
0
0
000‘0€

0
000‘00T
0

0
629°VL

pung

s3oaloxg

Teatded

00°0

00°0

00°0

16°920°'C

00°0

00°0

16°920°2

00°0
vz L86"T

00°0

00°0

00°0
00°0
00°0
00°0
L9 6€

pung
20TAIDS

19ea

00"

00"

€9°

€6°

00°

€6°

69"
8¢ "
00"
00"

4

00"
8"

0§

0
68zt

z9e‘eeL

z9e‘zeL

08G“1€G
vve‘e

0

0

L26'ST

0
9%¥ ‘e

*LS0‘9-
€T

TZT'€ST

pung
gasvy

910Z ‘1€ 3Isnbny

spung Te3lUusSuuISAO0D

399ys eoueTeg

00°
T9°

00°
06"

9T"

00°

00°

9T"

00°

00"
00°
€c’
8-

96

00"
00"
08"

47
e
ves

06

9¢"

Z0% "ON 3°TI3sT@ Tooyos des3Ty yinos

0
TZL'61C

0
ey eec’e

829266 °0€

829266 0€

0

0

OTT‘PPS ‘9T
98€‘01¢C
"ree’ze9

0

0

9ve ‘8ee

8eCCL8
vZL’o
€0T‘9FL 0T
"GZ6'6G€ T~
60Z'T0T ¢

pung
Texsuss

oTqeAed so30N uoTiedIoTluy
SOTIRTRS PONIOOY

oTgeAed 131S9I93UI PONIDOY
jusIxan) oTgeAed S310BRIJUOD

oTgeiAed S3UNODOY

CSHILITIEVIT

SEADYNOSHEY J40 MOTALNO
AIIYIIId ANV SLESSY TWLOL

SEADINOSHY

d0 SMOTAILNO dEIFIIIA TVLOL

I9Yl0 - sedInossay
JO SMOTIANO paixaia(

£ SEDENOSHY

d0 SMOT4LNO aIIIIHA

SLASSVY TYIOL
3Tsodaq

A3TINOSS 90URINSUI-JTOS

uoT3jesusadwo)

P2II8I3(0-SIUSWIASDAUT

991sSnig Y3ITM USeD/SIUSWISSAUT

sjusw3saaul
swell pTedsid

AxojusAaut

STQeATS09Y 1S9I23Ul PONIDOY
STQeATS02Y SUROT PUNFISIUT

STgRATSD09Y S3UNOOOY

s3Tun

TR3IUSWUIDAOD I2U3l0 WOoIjg on(g
spung Isyip woxg ang
STgeATS02Y SOXPB[L
buTtpuelsinQ sjuerIeym SNUTK

sjusTeaTnby yse) pue ysep

*SLUSSY

Page 16

Washington State Auditor's Office



‘juswe3els TeTOUBUTI STYl JOo 3xed TeabsiuTr ue oie so30u HbutAuedwodde syj

Z6°9€8'ST6‘¥VE

66°0L8'66€'0T
LT €80°26T L
0€°6L9°216'8

T6°L80'%ZS

16°862'828°C

00°22L'Z¥8

Z0°LZE'S68°0T

P2 €0T‘9%L 0T

8L €ZZ'6VT

16°8€9°029°€

00°0
00°0

0070
00°8TT°S6
9Gez1'Ce
00°0

2T TLT TET

00°0
00°0

00°0

€8°TLO'STT

Te30L

00°0

00°
00"
00"
00"
00"
00"

o O O o o o

00°0

00°0

00°0

00°0

00°0

pung
JusaurwIaSg

9Z EVL V0L

9Z €VL 'vOL
00°0
00°0
00°0
9Z EVL'VOL
00°0

00°0
00°0

00°0

00°0
00°0

00°0

00°0
00°0

00°0

pung
STOTUSA

GO._.HU..MUHOQWGMHB

99

(U
00"
49
N
LE"
00"

00°

00"
00"

9z-
00"

00"
00"
00"
00"

00~

00"

00"

"GLO‘¥8% ‘T

626°'20L'T
0

RATARTA

L80'¥ZS
L8G'LS0T
0

o O

9%1'18L
0

o O o o

pung
s3oaloxg
Teatded

16°920°2 €6°

16°920°'2 LE"

00°0 00"

00°0 00"

00°0 00"

16°920°2 LE"

00°0 00"

00°0 29"

00°0

00°0 z9°

00°0 76"

00°0

00°0

00°0

00°0 00
00"

00°0

00°0 TE"
00"
00"

pung
9O TAISS
39°a

z9g‘zeL

TIE'26S
0
0
0
TT€°265
0

T4

96e’G6eZ

769 V1T

"8TTG6

vZL'o

pung
asy

910Z ‘1€ 3Isnbny

spung Te3lUSWUIDAOD

3e9ys soueTeg

9T~

S0

Le:

8L

00°
00"
00°

o7 -

ves
9T~

IL”
00"

00°
9G6-
00"
18"

00"
00"

00°

€8°

Z0% "ON 39TI3sT@ Tooyos des3Ty yinos

829266 0€

"098°L6ELT
€80°¢6C L
by '16L’8
0

0€9‘TLY
zeL'zys

0L6°698°0T

€0T‘9%L ‘0T
L98°€CT

L6L'veL'Z
0

0
€ecr’ze
0
9%y ‘¥2T

TLO'GTT

pung
Teasuso

aNnd  dNV

HONY'IVE

'SEOYNOSEY A0 MOTANI
QIYEAEd ‘SHILITIEVIT TYIOL

HONVIVE AaNAd TVLOL

soueTeg pung paubIisseun

souerTeRg punj pPoubIssy

soueTedg PUN POIJTWWOD

ooueTRg pUNg PO31OTIISSY

soueTedg punjg oTqepusdsuoN

HONVIVE aNnd

SADINOSHY

dJ0 SMOTANI QIIIIITA TYIOL

soxe]

aTgeATSDSY

snuoAdy oTgeTIRARUN

snusAsy oTgeTITRARUN

£ SEO¥NOSHA

J0 SMOTANI QEIIIITA
SHILITIEVIT TVIOL

oTgeAeg 91eg9Y °2HRIFTAIY

oTqedAeg 3s9I93uUl puUOg pPLaINIER

oTgeAed spuog painien

SnusA9y pauiesuq

s3tsodaq

oTqeAed SUROT PUNFISJUT

spung I9ylQ oL ong

oTqeiAeg

s3Tyousg osAoTdwuyd pPoOlIPWTIISH

sTgeiAeg uorjzesusdwo) poxxaisg

s3Tun

TRPIUSWUISAOD I2Yl0 OJ ond

oTgeiAeg

seoxe] Pue suoTjlonpsqg [T0oIAeg

CSHUILITIEVIT

Page 17

Washington State Auditor's Office



*juswWe3le3s TRIOURUTI STY3l JO 3aed TeaboajuTr ue aie sojou buTtAuedwodde oyl

TO LIS Z¥6°90T 00°0

0070
0z°09€‘88
€0°8ST 62Ch

20" 8EV ‘€%9
00°0

9¥ " L90Zr¥
€V L66°0T
00°0

0070
LE"098°LT8
8% ZSL’18C

67°08T'€c0’T
6G°G€1'880°¢e
267697 ‘888

Ly 867 ‘€€6
66°€€8°LGS Y
0070

TO"EvL EVE Y
0€°88L 8TL'ET
0070
GZ"€€2G99GS

S LEB'VPYL'ZIT 00°0

LETSLEIY
0070
92°6ST'62€’L
Z8°129°LEc 8L
L0°T89°TE0 LT

Te3on

9% L90'2¥¥
00°0
00°0
0070

97" L90‘Zh¥

00°0

L9 ¥L9’6S9
0070 0070

00°0
T€°6€8°THS
9€°GE8LTT

pung pung
JusuRWIDg STOTYSA
uotjejxodsuea],

82°0T9°02T'T
00°0
00°0
0070

00°0

€V L66°0T
0070

0070
LE"098°LC8
8% "ZSL18T

06 "6SL‘8S€E
0070

0070
0070
06°6SL‘8S€

pung
s3oaloag
Te3Tded

€Z°8IG’LIS 67 08T €EE0'T
0Z°09€¢ ‘88
€0°8ST 62V
67 08T'€€0’T
[404°] 98°0LF'920'T
00°0
00°0
ceecs 98°0L7“920"T
pung pung
90TAISS asv
31qeqa

GS0VT‘6Z8°€E0T

0070
0070

20 8EV ‘€¥9

6G°G€T“880 €T
Z6°697 888

Ly 867 ‘€€6
66°€€8°LGS Y
00°0

TOEVL EVE Y
0€°88L"8TLET
00°0

GZ €€Z'GG9 ‘GG

LL 6L8'669°0TT
LE"GLE'IY

00°0
92°6ST'62€ L
16°28L G6L LL
€9°296829S¢e

pung
Texauss

910Z ‘1€ 3Isnbny pspum Iedx Syl I04

spung Te3lusuuISA09

soueTeg pung ut sabuey) pue ‘sainjTpusdxy ‘Sonusady JO JusuS}IeIS

(44

‘ON 30TI3STA Tooyos des3iTy y3nos

SHINLIANIIXH TVLOL

souenssT AasT/puog
sebrey) I92YylQ puer 3IsoI23UT

TedToutid

CHOIAYES LI9Ed

19430

oSseoT pue SoTES
Juswdtnbyg uoTjejzodsuei]
Abasug

AboTouyodos] TBRUOTIONIFSUI
Juswdtnbyg

putptTng

s93TS

AYILNO TVLIAYD

I9Y30/SSTITATIOY JUSPNIS
seoTAISS 3x0ddng

SOOTAISS AJTUNWWOD

SweIboird TeuoT3IONIISUI ISYI0
swexboarg Axojzesusdwo)d

193US8) TTTS

UOT3eONPH TRUOTILDOA
uoT3leonpyd TeToads

SNTOWT3S TeIspsd

uoT3OoNIJSUI IeTnbsy

- INEIEND
¢ SINLIANIdXH

SHNNUIATY TYLOL

19410

SNTNWT3S Texspad
TeIopPSA

s3e3s

TeD0T

- SEHNNIATI

Page 18

Washington State Auditor's Office



66

00°
oL’

6C"

8L

16°

"0L8'66€E°02

0
898°68S %1

z0o0‘0t18’S

"189°L
8L"
00°
€e”
€e’
00°
00°

189 L

0
8TG“L9C T~
8TG‘L9Z'T
0

0

0ze‘z08’s

Te3oL

‘jusws3elsS TPIDOURUTI STU3 JO 3aed Teabolur ue sIe so3ou burtAuedwoode aYf

00°0

00°0
00°0

00°0

00°0

00°0

00°0

pung
Jusuewasag

9z €VL V0L ov -
00°0 00°
LZ 9L8'€E8Y 88"
669987022 8-
8L°6SC'€E 06
8L°6GZ’¢ 00°
00°0 00"
000 0T~
000 00°
00°0 00"
00°0 00"
1Z2°L09°LTC 8¢ "
pung
STOTYSA
uoTtjejzxodsuea],

626°20L T

0
6EE'E0T'C

0T? ‘007~

"6EVT9€E

0

0

096 “88€-
000“0SL
0

0

068 ‘T9L~-

pung
s3osloxg
Te3tded

16

00°
6G°

ce”

€T’
00°
00"
00°
€C’

00"

16°

'9z0‘¢C LE TTE'T6S S0’
0 00°0 00°
vL6'T 00°120°66S 96°
4 €9°60L "9~ 60"
8TS'LIS €T’
0 00°
0 00°
0 €T
8IS ‘LIS 00°
00"
0 00
G9F ‘LTG- €9°60L9- e’
pung pung
90TAISS asv
L]

098°L6E’LT

0
96910711

€0Z'966°S

9€S‘¥L8-
'y

0

856 ‘8L8~

6€L°0L879

pung
Texauss

910z ‘1€ 3Isnbny pspuxm Iesx 8Yy3z Iod

spung Te3usWUuILSAO0D

HONVY'IVE dNAd TVILOL ONIANHE

Ssjuswelelsay
I0 SUOT308II0) (S)IeSx IO0TId

HONVY'IVE JNAd TVIOL ONINNIOHLI

SESN ONIDNUNIJ
YIHIO ANV STIALIANIAXT (YIANA) WIAO
SHEO¥NOS ONIONVUNIA ¥IHIO/SHANIATE IO SSHOXH

(sEsn) STDINOS ONIONYNIA JYHTHIO TYIOL

I92430

(GeG T9H) sesn butoueutrd I9U30

(9€G T9) 3INO saeFsueiy]

Ul saIojsuei]

burtoueuTtg wWIsl-buoT

SsaTeS puog buTpunjisy 3 saleS puog
: (sEsn) SHEO¥NOS ONIONUYNIA YHHIO
STINLIANIAXT (JIANA) PYIAO SHONIATA
CEDIAYES 193Ed

soueTeg pung ur sobuey) pue ‘sornjTpusdxy ‘SONUSADY JO JUSWSIERS

20y

"ON 39TI3STQ Tooyds des3Ty yanos

Page 19

Washington State Auditor's Office



‘juswe3els TETOUBUTI STYl} JOo 3xed TeabsiuTr ue o1 so30u HbutAuedwodde syf

00°0
00°0
00°0

00°0

00°0
00°0
00°0

00°0
00°0

00°0

00°0
00°0
00°0
00°0
00°0
00°0
00°0
00°0
00°0
asnig,
I3Y30

GT1°08S NOILISO4d LEN TVYIOL
00°0 sosodang I92y3lQ IOo4 3ISNIL Ul PTISH
s3TJausag juswhoTdwg-3sod ILUlzQ IO uoIsuad IOoJg 3ISNII Ul PTISH

ST°08G sosoding 93eATIgd I04 3SnIL Ul PISH
00°0 TedIouTad 23Isna] 3I0e3ul JIOo4g ISNIJ UI PTSH
:I0F 3ISnIj uT PISH

*NOILISOd LiN

00°0 SHILITIEVIT TVLOL
00°0 spung Isayl0 oL ang
00°0 STqeABRd S3UNODDY
cSHILITIEVIT
Gg1°089 SLASSY 'TVIOL
00°0 Juswdinby ‘uotieTtosadsg WNOOVY
00°0 sbutpTIng ‘uoTieTOooadeg WNdOOY
00°0 Juswdtnbyg ‘s3sssy Te3TdR)
00°0 sbuTtpTIng ‘s3sessy Teatde)d
00°0 pueT ‘s3essy Te3iTde)d
00°0 s39ssy I92Y30
00°0 291snI] YaTM yse)/sijuswissaaul
SGT°08G S]USWIS2AUT
00°0 STUPATS09Y 3SSI93Ul PSNIDOY
00°0 STOPATS09Y S3UNODDY
00°0 spung Isyl0 woid =ng
00°0 pbutpuelsinQ S3UBIIRM SNUTK
00°0 sea1] A3D yatm 3Tsodsg uQ yseDd
00°0 pueHg uQ ysed
00°0 yse) 3saadwl
Isnag - SLESSY
osoding
o3eaATad

9102 ‘T€ 3Isnbny
spung AxetonpTtd
UOT3TSOd 3ION AIRTONPTI FO IUSWEIE}S

Z0% °ON 3IOTI3ISTA Toouyos des3Ty yanos

Page 20

Washington State Auditor's Office



*quswsilels

TeIOoUBUTI STU3 JOo 3aed TeIbS3UT ue oIk sojou buTAuedwodde oy

00°0 aT°089 ONIANI--NOILISOd LIN
00°0 00°0 Sjuswojlelssy I0 SUOTIDSII0) (S)IeSx IO0TIJ
00°0 99°9LS T30 - UOT3TSOd 3IoN
00°0 00°0 UOTSTASY TeNuUeW 96T-4 ABSX IOTId
00°0 99°9.LG putuuTbog 3snbny IeSx IOTIJ--UOTITSOJ 3ION
00°0 oV "¢ (oseaI103(Q) oSeSIDUI 19N
00°0 00°0 SNOILONAIA TYLOL
00°0 00°0 I9Y30
00°0 sdTysaeToyos
00°0 00°0 sosuadxy SATIRIISTUTWPY
00°0 00°0 SUOTAINOTIJIUOD JFO punjsy
00°0 sjTtJsusg
¢ SNOILONAHA
00°0 67" € SNOILIAAY TVILOL
00°0 00°0 SUOTITPPY ISY30 TelolL
000 00°0 SNUSADY 9SeaT IO 3Jusy
:SUOT31TPPY I9Y30
00°0 (72N SWODUT JUSWIASSAUT I8N
000 00°0 sosuadxXy JUSWISSAUT SSoOT
00°0 (72N SPUSPTATIQ Pue 3saI923ul
0070 0070 snTeA ITed uT (uotlerosadeq) uotrierosaddy 3oN
:SWODUI JUSWISSAUT
00°0 00°0 SNOILA9IIYINOD TVLOL
00°0 00°0 I92Y30
00°0 SIDqUR
00°0 PEYNeRgelllict
00°0 00°0 SuoT3leUOQ 93BATIJ
3Isnag Isnig I SUOT3INQTIFIUOD
I3Y3o0 osodang :SNOILIAA¥Y
o3eaTad

9102 ‘TE€

3Isnbny pepud Iesx 9yl Iod

spung AxetonpTd
uoT3Tsod 3ISN AxeTonpTd UuT sobuey) Jo juswejlels

Z0v "ON 30TI3sTQ Tooyos desiTy yanos

Page 21

Washington State Auditor's Office



Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The South Kitsap School District is a municipal corporation organized pursuant to Title 28A of the Revised
Code of Washington (RCW) for the purpose of providing public school services to students in grades K-12.
Oversight responsibility for the district's operations is vested with the independently elected board of
directors. Management of the district is appointed by and is accountable to the board of directors. Fiscal
responsibility, including budget authority and the power to set fees, levy property taxes, and issue debt
consistent with provisions of state statutes, also rests with the board of directors.

The District presents governmental fund financial statements and related notes on the modified accrual basis
of accounting in accordance with the Accounting Manual for Public School Districts in the State of
Washington, issued jointly by the State Auditor’s Office and the Superintendent of Public Instruction by the
Authority of RCW 43.09.200, RCW 28A.505.140, RCW 28A.505.010(1), and RCW 28A.505.020. This
manual prescribes a financial reporting framework that differs from generally accepted accounting principles
(GAAP) in the following manner:

(1) Districtwide statements, as defined in GAAP, are not presented.
(2) A Schedule of Long-Term Liabilities is presented as supplementary information.
(3) Supplementary information required by GAAP is not presented.

Fund Accounting

Financial transactions of the District are reported in individual funds. Each fund uses a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures (or expenses)
as appropriate. All funds are considered major funds. The various funds in the report are grouped into
governmental (and fiduciary) funds as follows:

Governmental funds

General Fund

This fund is used to account for all expendable financial resources, except those that are required to be
accounted for in another fund. In keeping with the principle of as few funds as necessary, activities such as

food services, maintenance, data processing, printing, and transportation are included in the General Fund.

Capital Projects Funds

These funds account for financial resources that are to be used for the construction or acquisition of major
capital assets. There are two funds that are considered to be of the capital projects fund type: the Capital
Projects fund and the Transportation Vehicle Fund.

Capital Projects Fund - This fund is used to account for resources set aside for the acquisition and
construction of major capital assets such as land and buildings

Transportation Vehicle Fund - This fund is used to account for the purchase, major repair,
rebuilding, and debt service expenditures related to pupil transportation equipment.
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

Debt Service Fund

This fund is used to account for the accumulation of resources for the payment of matured general long-term
debt principal and interest.

Special Revenue Fund

In Washington State, the only allowable special revenue fund for school districts is the Associated Student
Body (ASB) fund. This fund is accounted for in the District’s financial statements as the financial resources
that legally belong to the District. As a special revenue fund, amounts within the ASB Fund may only be
used for those purposes that relate to the operation of the Associated Student Body of the District.

Permanent Funds

These funds are used to report resources that are legally restricted such that only earnings, and not
principal, may be expended. Amounts in the Permanent Fund may only be spent in support of the district’s
programs and may not be used to the benefit of any individual.

Fiduciary Funds

Fiduciary funds include pension and other employee benefit trust funds, private-purpose trust funds, and
agency funds, and are used to account for assets that are held in trust by the District in a trustee and agency
capacity.

Private-Purpose Trust Fund

This fund is used to account for resources legally held in trust by the District. The trust agreement details
whether principal and interest may both be spent, or whether only interest may be spent. Money from Private-
Purpose Trust Fund may not be used to support the District’s programs, and may be used to benefit
individuals, private organizations, or other governments.

Pension and Other Employee Benefit Trust Fund

This fund is used to account for resources to be held for the members and beneficiaries of a pension plan or
other employee benefit plans.

Measurement focus, basis of accounting and fund financial statement presentation

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are measurable and
available. Revenues are considered “measurable” if the amount of the transaction can be readily determined.
Revenues are considered “available” when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the District considers revenues to be
available if they are collected within 60 days after year-end. Property taxes receivable are measurable but
are considered to be available only if they are collected within 30 days after year-end. Categorical program
claims and inter-district billings are measurable and available and are, therefore accrued.

Expenditures are recognized under the modified accrual basis of accounting when the related fund liability
is incurred, except for un-matured principal and interest on long-term debt which are recorded when due.
Purchases of capital assets are expensed during the year of acquisition. For federal grants, the recognition of
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

expenditures is dependent on the obligation date. (Obligation means a purchase order has been issued,
contracts have been awarded, or goods and/or services have been received.)

Budgets

Chapter 28A.505 RCW and Chapter 392-123 Washington Administrative Code (WAC) mandate school
district budget policies and procedures. The board adopts annual appropriated budgets for all governmental
funds. These budgets are appropriated at the fund level. The budget constitutes the legal authority for
expenditures at that level. Appropriations lapse at the end of the fiscal period.

Budgets are adopted on the same modified accrual basis as used for financial reporting. Fund balance is
budgeted as available resources and, under statute, may not be negative, unless the District enters into
binding conditions with state oversight pursuant to RCW 28A.505.110.

The government’s policy regarding whether to first apply restricted or unrestricted resources when
an expense is incurred for purposes for which both restricted and unrestricted net assets are available.

The District receives state funding for specific categorical education-related programs. Amounts that are
received for these programs that are not used in the current fiscal year may be carried forward into the
subsequent fiscal year, where they may be used only for the same purpose as they were originally received.
When the District has such carryover, those funds are expended before any amounts received in the current
year are expended.

Additionally, the district has other restrictions placed on its financial resources. When expenditures are
recorded for purposes for which a restriction or commitment of fund balance is available, those funds that
are restricted or committed to that purpose are considered first before any unrestricted or unassigned amounts
are expended.

The government’s fund balance classifications policies and procedures

The District classifies ending fund balance for its governmental funds into five categories.

Non-spendable Fund Balance The amounts reported as Non-spendable are resources of the district that are
not in spendable format. They are either non-liquid resources such as inventory or prepaid items, or the
resources are legally or contractually required to be maintained intact.

Restricted Fund Balance Amounts that are reported as Restricted are those resources of the District that
have a legal restriction placed on their use either from statute, WAC, or other legal requirements that are
beyond the control of the board of directors. Restricted fund balance includes anticipated recovery of
revenues that have been received but are restricted as to their usage.

Committed Fund Balance Amounts that are reported as committed are those resources of the District that
have a limitation placed upon their usage by formal action of the District’s board of directors. Commitments
are made either through a formal adopted board resolution or are related to a school board policy.
Commitments may only be changed when the resources are used for the intended purpose of the limitation is
removed by the subsequent formal action of the board of directors.

Assigned Fund Balance In the General Fund, amounts that are reported as Assigned are those resources
that the District has set aside for specific purposes. These accounts reflect tentative management plans for
future financial resource use such as the replacement of equipment or the assignment of resources for
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

contingencies. Assignments reduce the amount reported as Unassigned fund Balance, but may not reduce
that balance below zero.

In other governmental funds, Assigned fund balance represents a positive ending spendable fund balance
once all restrictions and commitments are considered. These resources are only available for expenditure in
that fund and may not be used in any other fund without formal action by the District’s board of directors
and as allowed by statute.

The Superintendent and/or designee are the only persons who have the authority to create Assignments of
fund balance.

Unassigned Fund Balance In the General Fund, amounts that are reported as Unassigned are those net
spendable resources of the District that are not otherwise Restricted, Committed, or Assigned, and may be
used for any purpose within the General Fund.

In other governmental funds, unassigned fund balance represents a deficit ending spendable fund balance
once all restrictions and commitments are considered.

A negative un-assigned fund balance means that the legal restrictions and formal commitments of the district
exceed its currently available resources.

Cash and Cash Equivalents

All of the District’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-
term investments with original maturities of three months or less for the date of acquisition.
Receivable and Payables

There were no receivables or payables not expected to be collected within one year.

Inventory

Inventory is valued at cost using the first-in, first-out (FIFO) method. The consumption method of inventory
is used, which charges inventory as an expenditure when it is consumed. A portion of the fund balance,
representing inventory, is considered Non-spendable. Such reserves for inventory indicate that a portion of
net current assets is set aside to replace or increase the inventory. USDA commodity inventory consists of
food donated by the United States Department of Agriculture. It is valued at the prices paid by the USDA for
the commodities.

NOTE 2: DEPOSITS AND INVESTMENTS

The Kitsap County Treasurer is the ex-officio treasurer for the District and holds all accounts of the District.
The District directs the County Treasurer to invest those financial resources of the District that the District
has determined are not needed to meet the current financial obligations of the District.

The district’s deposits and certificates of deposit are entirely covered by federal depository insurance (FDIC)
or by collateral held in a multiple financial institution collateral pool administered by the Washington Public
Deposit Protection Commission (PDPC).
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

All of the District’s investments (except for investments of deferred compensation plans) during the year and
at year-end were insured or registered and held by the District or its agent in the District’s name.

Washington State statues authorize the district to invest in the following types of securities:

o Certificates, notes, or bonds of the United States, its agencies, or any corporation wholly owned
by the government of the United States.

o Obligations of government-sponsored corporations which are eligible as collateral for advances
to member banks as determined by the Board of Governors of the Federal Reserve System.

e Bankers’ acceptances purchased on the secondary market.
Repurchase agreements for securities listed in the three items above, provided that the transaction
is structured so that the public treasurer obtains control over the underlying securities.

e Investment deposits with qualified public depositories.

e Washington State Local Government Investment Pool, and

e County Treasurer Investment Pools.

The District’s investments as of August 31, 2016 are as follows:
Carrying Amount Market Value
Kitsap County Treasurer's Investment Pool $19,520,608 $19,522,942
The district’s participation in the Kitsap County Investment Pool is voluntary and the pool is not rated by a
nationally recognized statistical rating organization (NRSRO). The fair value of the district’s investment in

the pool is measured using a net asset value (NAV) as determined by the pool The pool maintains a
(duration/weighted average maturity) of 1.34 years.

' NOTE 3: SIGNIFICANT CONTINGENT LIABILITIES

Significant Contingent Liabilities

The District has no known significant contingent liabilities as of August 31, 2016.
Litigation
The District is aware of potential litigation, but none meet the materiality threshold.

Arbitrage Rebate

Arbitrage rebates are non-applicable to the District.

' NOTE 4: SIGNIFICANT EFFECTS OF SUBSEQUENT EVENTS

There were no events after the balance sheet date that would have a material impact on the next or future
fiscal years.
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

' NOTE 5: ANNUAL PENSION COST AND NET PENSION OBLIGATIONS

General Information

The Washington State Department of Retirement Systems (DRS), a department within the primary
government of the state of Washington, prepares a stand-alone comprehensive annual financial report
(CAFR) that includes financial statements and required supplementary information for each pension plan.
The pension plan’s basic financial statement is accounted for using the accrual basis of accounting. The
measurement date of the pension plans is June 30. Benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms. Investments
are reported at fair value.

The school district is reporting the net pension liability in the notes and on the Schedule of Long-term
Liabilities calculated as the district’s proportionate allocation percentage multiplied by the total plan
collective net pension liability.

Detailed information about the pension plans’ fiduciary net position is available in the separately issued
DRS CAFR. Copies of the report may be obtained by contacting the Washington State Department of
Retirement Systems, P.O. Box 48380, Olympia, WA 98504-8380; or online at
http://www.drs.wa.gov./administrations/annual-report.

Membership Participation

Substantially all school district full-time and qualifying part-time employees participate in one of the
following three contributory, multi-employer, cost-sharing statewide retirement systems managed by
DRS: Teachers’ Retirement System (TRS), Public Employees’ Retirement System (PERS) and School
Employees’ Retirement System (SERS).

Membership participation by retirement plan as of June 30, 2016, was as follows:

Retirees and Inactive Plan
Plan N Members Entitled to .

Beneficiaries L Active Plan Members

- : but not yet Receiving
Receiving Benefits .
Benefits

PERS 1 49,417 827 3,230
SERS 2 7,391 5,704 26,127
SERS 3 6,715 7,899 32,409
TRS 1 34,859 223 962
TRS 2 4,700 2,443 17,612
TRS 3 8,866 8,373 53,417

Membership & Plan Benefits

Certificated employees are members of TRS. Classified employees are members of PERS (if Plan 1) or
SERS. Plan 1 under the TRS and PERS programs are defined benefit pension plans whose members
joined the system on or before September 30, 1977. TRS 1 and PERS 1 are closed to new entrants.
TRS is a cost-sharing multiple-employer retirement system comprised of three separate plans for
membership purposes: Plans 1 and 2 are defined benefit plans and Plan 3 is a defined benefit plan with
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Notes to the Financial Statements for: South Kitsap School District
September 1, 2015 through August 31, 2016

a defined contribution component. TRS eligibility for membership requires service as a certificated public
school employee working in an instructional, administrative or supervisory capacity.

TRS is comprised of three separate plans for accounting purposes: Plan 1, Plan 2/3, and Plan 3. Plan 1
accounts for the defined benefits of Plan 1 members. Plan 2/3 accounts for the defined benefits of Plan 2
members and the defined benefit portion of benefits for Plan 3 members. Plan 3 accounts for the defined
contribution portion of benefits for Plan 3 members. Although members can only be a member of either
Plan 2 or Plan 3, the defined benefit portions of Plan 2 and Plan 3 are accounted for in the same pension
trust fund. All assets of this Plan 2/3 defined benefit plan may legally be used to pay the defined benefits
of any of the Plan 2 or Plan 3 members or beneficiaries, as defined by the terms of the plan. Therefore,
Plan 2/3 is considered to be a single plan for accounting purposes.

TRS Plan 1 provides retirement, disability and death benefits. TRS 1 members were vested after the
completion of five years of eligible service. Retirement benefits are determined as two percent of the
average final compensation (AFC), for each year of service credit, up to a maximum of 60 percent,
divided by twelve. The AFC is the total earnable compensation for the two consecutive highest-paid fiscal
years, divided by two. Members are eligible for retirement at any age after 30 years of service, or at the
age of 60 with five years of service, or at the age of 55 with 25 years of service. Other benefits include
temporary and permanent disability payments, an optional cost-of-living adjustment (COLA), and a one-
time duty-related death benefit, if found eligible by the Department of Labor and Industries.

TRS Plan 2/3 provides retirement, disability and death benefits. Retirement benefits are determined as
two percent of the average final compensation (AFC) per year of service for Plan 2 members and one
percent of AFC for Plan 3 members. The AFC is the monthly average of the 60 consecutive highest-paid
service credit months. There is no cap on years of service credit. Members are eligible for normal
retirement at the age of 65 with at least five years of service credit. Retirement before age 65 is
considered an early retirement. TRS Plan 2/3 members, who have at least 20 years of service credit and
are 55 years of age or older, are eligible for early retirement with a reduced benefit.

The benefit is reduced by a factor that varies according to age, for each year before age 65. TRS Plan
2/3 members who have 30 or more years of service credit, were hired prior to May 1, 2013, and are at
least 55 years old, can retire under one of two provisions: With a benefit that is reduced by three percent
for each year before age 65; or with a benefit that has a smaller (or no) reduction (depending on age)
that imposes stricter return-to-work rules.

TRS Plan 2/3 members hired on or after May 1, 2013, have the option to retire early by accepting a
reduction of five percent for each year of retirement before age 65. This option is available only to those
who are age 55 or older and have at least 30 years of service.

TRS Plan 2/3 retirement benefits are also actuarially reduced to reflect the choice of a survivor benefit.

Other benefits include duty and non-duty disability payments, a cost-of-living allowance (based on the
Consumer Price Index), capped at three percent annually and a one-time duty-related death benefit, if
found eligible by the Department of Labor and Industries.

PERS Plan 1 provides retirement, disability and death benefits. PERS 1 members were vested after the
completion of five years of eligible service. Retirement benefits are determined as two percent of the
member’s average final compensation (AFC) times the member’s years of service. The AFC is the
average of the member’s 24 highest consecutive service months. Members are eligible for retirement
from active status at any age with at least 30 years of service, at age 55 with at least 25 years of service,
or at age 60 with at least five years of service.
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Members retiring from inactive status prior to the age of 65 may receive actuarially reduced benefits.
PERS Plan 1 retirement benefits are actuarially reduced to reflect the choice of a survivor benefit. Other
benefits include duty and non-duty disability payments, an optional cost-of-living adjustment (COLA), and
a one-time duty-related death benefit, if found eligible by the Department of Labor and Industries.

SERS is a cost-sharing multiple-employer retirement system comprised of two separate plans for
membership purposes. SERS Plan 2 is a defined benefit plan and SERS Plan 3 is a defined bengfit plan
with a defined contribution component. SERS members include classified employees of school districts
and educational service districts.

SERS is reported as two separate plans for accounting purposes: Plan 2/3 and Plan 3. Plan 2/3 accounts
for the defined benefits of Plan 2 members and the defined benefit portion of benefits for Plan 3
members. Plan 3 accounts for the defined contribution portion of benefits for Plan 3 members.

Although members can only be a member of either Plan 2 or Plan 3, the defined benefit portions of Plan
2 and Plan 3 are accounted for in the same pension trust fund. All assets of this Plan 2/3 defined benefit
plan may legally be used to pay the defined benefits of any of the Plan 2 or Plan 3 members or
beneficiaries. Therefore, Plan 2/3 is considered to be a single plan for accounting purposes.

SERS provides retirement, disability and death benefits. Retirement benefits are determined as two
percent of the member’s average final compensation (AFC) times the member’s years of service for Plan
2 and one percent of AFC for Plan 3. The AFC is the monthly average of the member’s 60 highest-paid
consecutive service months before retirement, termination or death. There is no cap on years of service
credit. Members are eligible for retirement with a full benefit at 65 with at least five years of service credit.
Retirement before age 65 is considered an early retirement. SERS members, who have at least 20 years
of service credit and are 55 years of age or older, are eligible for early retirement with a reduced benefit.

The benefit is reduced by a factor that varies according to age, for each year before age 65. SERS
members who have 30 or more years of service credit and are at least 55 years old can retire under one
of two provisions, if hired prior to May 2, 2013: With a benefit that is reduced by three percent for each
year before age 65; or with a benefit that has a smaller (or no) reduction (depending on age) that
imposes stricter return-to-work rules.

SERS members hired on or after May 1, 2013, have the option to retire early by accepting a reduction of
five percent for each year of retirement before age 65. This option is available only to those who are age
55 or older and have at least 30 years of service. SERS retirement benefits are also actuarially reduced
to reflect the choice of a survivor benefit. Other benefits include duty and non-duty disability payments, a
cost- of-living allowance (based on the Consumer Price Index), capped at three percent annually and a
one-time duty-related death benefit, if found eligible by the Department of Labor and Industries.

Plan Contributions

The employer contribution rates for PERS, TRS, and SERS (Plans 1,2, and 3) and the TRS and SERS Plan
2 employee contribution rates are established by the Pension Funding council based upon the rates set by
the legislature. The methods used to determine the contribution requirements are established under
chapters 41.40, 41.32, and 41.35 RCW for PERS, TRS and SERS respectively. Employers do not
contribute to the defined contribution portions of TRS Plan 3 or SERS Plan 3. Under current law the
employer must contribute 100 percent of the employer-required contribution. The employee contribution
rate for Plan 1 in PERS and RS is set by statue at six percent and does not vary from year to year.
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The Employer and employee contribution rates for the PES plan are effective as of July 1. SERS and TRS
contribution rates are effective as of September 1. The pension plan contribution rates (expressed as a
percentage of covered payroll for 2016 were as follows:

Employee contribution rates effective September 1, 2015 through August 31, 2016:

Plan 1 TRS 6.00% Plan 1 PERS 6.00%
Plan 2 TRS 5.95% Plan 2 SERS 5.63%
Plan 3 TRS & SERS 5.00% (Minimum), 15% (Maximum)

For Plan 3 TRS and SERS, rates adjusted based upon age may be chosen. The optional rates range
begins at 5 percent and increase to a maximum of 15 percent.

Employer contribution rates effective September 1, 2015 through August 31, 2016:

Plan 1 TRS 13.13% Plan1PERS  11.18%
Plan 2 TRS 13.13% Plan2 SERS  11.58%
Plan 3 TRS 13.13% Plan 3SERS  11.58%

Under current law the employer must contribute 100 percent of the employer-required contribution.
Employer required contributions in dollars (Participant information for all plans is as of August 31, 2016):

The Collective Net Pension Liability

The collective net pension liabilities for the pension plans school districts participated in are reported in

the following tables.

The Collective Net Pension Liability as of June 30, 2016:

Dollars in Thousands

PERS 1

SERS 2/3

TRS 1

TRS 2/3

Total Pension Liability

$12,496,872

$4,870,806

$9,001,257

$12,172,222

Plan fiduciary net
position

($7,126,401)

($4,214,039)

($5,587,020)

($10,798,925)

Participating
employers’ net pension
liability

$5,370,471

$656,767

$3,414,237

$1,373,297

Plan fiduciary net
position as a
percentage of the total
pension liability

57.03%

86.52%

62.07%

88.72%

The School District’s Proportionate Share of the Net Pension Liability (NPL)

At June 30, 2016, the school district reported a total liability of $50,641,318 for its proportionate shares of
the individual plans’ collective net pension liability. Proportions of net pension liability is based on annual
contributions for each of the employers participating in the DRS administered plans. At June 30, 2016,

the district’s proportionate share of each plan’s net pension liability is reported below:
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June 30, 2016 PERS 1 SERS 2/3 TRS 1 TRS 2/3
District’'s Annual

oV 681,176 927,961 2,475,019 2,683,735
Contributions
Proportionate
Share of the Net 6,450,815 5,094,306 27,804,747 11,291,450

Pension Liability

At June 30, 2016, the school district’s percentage of the proportionate share of the collective net pension
liability was as follows and the change in the allocation percentage from the prior period is illustrated
below.

Allocation percentages PERS 1 SERS 2/3 TRS 1 TRS 2/3
Current year proportionate

share of the Net Pension 0.120116% 0.775664% | 0.814377% 0.822215%
Liability

Prior year proportionate share

of the Net Pension Liability 0.1201067% 0.777699% | 0.798079% 0.801525%
Net difference percentage -0.000950% | -0.002035% | 0.016298% | 0.020690%

Actuarial Assumptions

Capital Market Assumptions (CMAs) and expected rates of return by asset class provided by the
Washington State Investment Board. The Office of the State Actuary relied on the CMAs in the selection
of the long-term expected rate of return for reporting purposes.

The total pension liabilities for TRS 1, TRS 2/3, PERS 1 and SERS 2/3 were determined by actuarial
valuation as of June 30, 2015, with the results rolled forward to June 30, 2016, using the following
actuarial assumptions, applied to all prior periods included in the measurement:

Inflation 3.0% total economic inflation, 3.75% salary inflation

Salary increases In addition to the base 3.75% salary inflation assumption, salaries
are also expected to grow by promotions and longevity.

Investment rate of return 7.50%

Mortality Rates

Mortality rates used in the plans were based on the RP-2000 Combined Healthy Table and Combined
Disabled Table published by the Society of Actuaries. The Office of the State Actuary applied offsets to
the base table and recognized future improvements in mortality by projecting the mortality rates using
100 percent Scale BB. Mortality rates are applied on a generational basis, meaning members are
assumed to receive additional mortality improvements in each future year, throughout their lifetime. The
actuarial assumptions used in the June 30, 2015, valuation were based on the results of the 2007-2012
Experience Study. Additional assumptions for subsequent events and law changes are current as of the
2015 actuarial valuation report.
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Long-term Expected Rate of Return

The long-term expected rate of return on pension plan investments was determined using a building-
block method in which a best-estimate of expected future rates of return (expected returns, net of
pension plan investment expense, but including inflation) are developed for each major asset class by
the Washington State Investment Board (WSIB). Those expected returns make up one component of
WSIB’'s CMAs. The CMAs contain three pieces of information for each class of assets the WSIB currently
invest in:

¢ Expected annual return

e Standard deviation of the annual return

o Correlations between the annual returns of each asset class with every other asset class
WSIB uses the CMAs and their target asset allocation to simulate future investment returns over various
time horizons.

The long-term expected rate of return of 7.50% percent approximately equals the median of the
simulated investment returns over a fifty-year time horizon, increased slightly to remove WSIB’s implicit
and small short-term downward adjustment due to assumed mean reversion. WSIB’s implicit short-term
adjustment, while small and appropriate over a ten to fifteen-year period, becomes amplified over a fifty-
year measurement period.

Best estimates of arithmetic real rates of return for each major asset class included in the pension plans’
target asset allocation as of June 30, 2016, are summarized in the following table:

TRS 1, TRS 2/3, PERS 1, and SERS 2/3
Asset Class Target Long-term Expected Real
Allocation Rate of Return

Fixed Income 20.00% 1.70%
Tangible Assets 5.00% 4.40%
Real Estate 15.00% 5.80%
Global Equity 37.00% 6.60%
Private Equity 23.00% 9.60%

The inflation component used to create the above table is 2.20 percent, and represents WSIB’s most
recent long-term estimate of broad economic inflation.

Discount Rate

The discount rate used to measure the total pension liability was 7.50 percent. To determine the discount
rate, an asset sufficiency test was completed to test whether the pension plan’s fiduciary net position was
sufficient to make all projected future benefit payments of current plan members. Consistent with current
law, the completed asset sufficiency test included an assumed 7.70 percent long-term discount rate to
determine funding liabilities for calculating future contributions rate requirements. Consistent with the
long-term expected rate of return, a 7.50 percent future investment rate of return on invested assets was
assumed for the test. Contributions from plan members and employers are assumed to continue to be
made at contractually required rates. Based on those assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return of 7.50 percent on pension plan investments
was applied to determine the total pension liability.
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Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The table below presents the South Kitsap School District’s proportionate share of the net pension
liability (NPL) calculated using the discount rate of 7.50%, as well as what the net pension liability would
be if it were calculated using a discount rate that is one percentage point lower (6.50%) or one
percentage point higher (8.50%) than the current rate. Amounts are calculated by plan using the district’s
allocation percentage.

1% Decrease (6.50%)

Current Discount Rate

1% Increase (8.50%)

(7.50%)
PERS 1 NPL $6,476,248,000 $5,370,471,000 $4,418,882,000
Allocation 0.120116% 0.120116% 0.120116%
Percentage
Proportionate Share
of Collective NPL $7,779,034 $6,450,815 $5,307,800
SERS 2/3 NPL $1,600,655,000 $656,767,000 ($75,324,000)

Allocation
Percentage

0.775664%

0.775664%

0.775664%

Proportionate Share

of Collective NPL

of Collactive NPL $12,415.785 $5,094,306 ($584,261)
TRS 1 NPL $4,197,137,000 $3,414.237,000 $2,739,882,000
Allocation 0.814377% 0.814377% 0.814377%
Percentage

Proportionate Share $34.180,502 $27.804,747 $22.312.958

TRS 2/3 NPL $3,107,958,000 $1,373,297,000 ($1,595,357,000)
Allocation o ] )
Percentage 0.822215% 0.822215% 0.822215%

Proportionate Share
of Collective NPL

$25,554,087

$11,291,450

($13,117,260)

NOTE 6: ANNUAL OTHER POST-EMPLOYMENT BENEFIT COST AND NET OPEB OBLIGATIONS

The State, through the Health Care Authority (HCA), administers an agent multi-employer Other Post-
Employment Benefit plan. The Public Employees Benefits Board (PEBB), created within the HCA, is
authorized to design benefits and determine the terms and conditions of employee and retired employee
participation and coverage, including establishment of eligibility criteria for both active and retired
employees. Programs include (medical, dental, life insurance and long term disability insurance).

Employers participating in the plan include the State of Washington (which includes general government
agencies and higher education institution), 60 of the state’s K-12 school districts and educational services
districts (ESDs), and 221 political subdivisions and tribal governments. Additionally, the PEBB plan is
available to the retirees of the remaining 237 K-12 school districts and ESDs. The District’s retirees are
eligible to participate in the PEBB plan under this arrangement.
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According to state law, the Washington State Treasurer collects a fee from all school district entities which
have employees that are not current active members of the State Health Care authority, but participate in
the state retirement system. The purpose of this fee is to cover the impact of the subsidized rate of health
care benefits for school retirees that elect to purchase their health care benefits through the state Health
Care Authority. For the fiscal year 2015-16, the District was required to pay the HCA

$ 65.25 per month per full-time equivalent employee to support the program, for a total payment of
$818,085. This assessment to the District is set forth in the State’s operating budget and is subject to
change on an annual basis. This amount is not actuarially determined and is not placed in a trust to pay the
obligations for post-employment health care benefits.

The District has no control over the benefits offered to retirees, the rates charged to retirees, or the fee paid
to the Health Care authority. The District does not determine its annual required contribution nor the Net
Other Post-Employment Benefit obligation associated with this plan. Accordingly, these amounts are not
shown on the financial statements.

NOTE 7: COMMITMENTS UNDER NONCAPITALIZED (OPERATING) LEASES

The District entered into an operating lease agreement with Lease Servicing Center, Inc. dba National
Cooperative Leasing in order to provide 57 copiers districtwide. The lease agreement is for a period of 61
months ending November 2020.

For the fiscal years ended August 31, 2016, the district had incurred additional long-term debt as follows:

Final
Annual Installment | Interest
Vendor Amount Installment Date Rate Balance
Conditional Sales Contracts
Copier Lease Agreement
Provide $266,115 $61,966 11/2020 | 6.7342% $228,469
TOTAL: CONDITIONAL SALES & LONG-TERM COMMITMENTS $ 228,469

NOTE 8: CONSTRUCTION AND OTHER SIGNIFICANT COMMITMENTS

The District did not have construction in progress, or any other significant commitments as of
August 31, 2016.

Encumbrances

Encumbrance accounting is employed in governmental funds. Purchase orders, contracts, and other
commitments for the expenditure of moneys are recorded in order to reserve a portion of the applicable
appropriation. Encumbrances lapse at the end of the fiscal year and may be re-encumbered the following year.
The following encumbrance amounts were re-encumbered by fund in September 2016.

Fund Amount
General $185,368
Capital Projects fund $116,255
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NOTE 9: CAPITAL ASSETS

The District’s capital assets are insured in the amount of $376,811,043 for fiscal year 2016. In the opinion of
the District’s insurance consultant, the amount is sufficient to adequately fund replacement of the District’s
assets.

NOTE 10: REQUIRED DISCLOURES ABOUT LONG-TERM LIABILITIES

Long Term Debt

There were no General Obligation Bonds issued as of August 31, 2016.

Non-Voted Debt

The School District applied for Capital Asset Lending with the State of Washington Treasurer for acquisition of
HVAC equipment and energy projects. On October 10, 2012 the District issued $2,385,043 non-voted Limited
General Obligation Refunding Bonds (LGOB) Series 2012. Proceeds from the LGOB refinance was placed in
trust to pay all future debt service of the LGOB Series 2007. The refinance resulted in a present value net
savings of $232,375. The following is a schedule of payments:

Date of Amount Annual Principal Final - Interest Amount Outstanding

Issue Authorized Payment (for 15-16) Maturity  Rate(s) as of 8/31/2016

08/25/2010 $ 1,066,500 $107,106 ENERGY Junel, 3.950% $ 472,889

2020

10/10/2012  $ 2,385,043 $222,052 Dec. 1, 2.490% $1,728,644
LAND 2022

07/02/2015 $ 1,000,000 $100,000 June 1, 2.300% $ 900,000
TURF FIELD 2025

Total Non-Voted Bonds $ 3,101,533

The following is a summary of all long-term debt transactions of the district for the fiscal year ending August
31, 2016:

Long-Term Debt Payable at 9/1/2015 $6,290,751
New Issues/Increase $514,332
Debt Retired/Decreased $832,480
Long-Term Debt Payable at 8/31/2016 $5,972,602
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Annual Debt Requirements

The following is a schedule of annual requirements to amortize long-term debt at August 31, 2016:

Year Ending Principal Interest Total
August 31:

2016 429,158 88,360 517,518
2017 439,734 79,145 518,879
2018 450,189 67,333 517,522
2019 460,520 54,938 515,458
2020 470,728 41,990 512,718
2021 355,568 29,722 385,290
2022 360,232 20,779 381,011
2023 364,562 11,529 376,091
2024 100,000 5,357 105,357
2025 100,000 2,335 102,335

TOTALS $3,530,691 $401,488 $3,932,179

NOTE 11: INTERFUND BALANCES AND TRANSFERS

The following table depicts inter-fund transfer activity as of August 31, 2016:

Purpose Transfer To/From Amount
LGO Bond 2010 (Energy) From GF to DSF $128,958
LGO Bond 2012 (Land) From CPF to DSF $267,860
LGO Bond 2015 (Turf) From CPF to DSF $120,700
CPF Projects From GF to CPF $750,000

NOTE 12: ENTITY RISK MANAGEMENT ACTIVITIES

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets,
errors and omissions; injuries to employees; and natural disasters.

The South Kitsap School District participates with the Washington Schools Risk Management Pool. In

September 2014, the District joined together with other districts in the state to form the Washington Schools
Risk Management Pool, a public entity risk pool currently operating as a common risk management and
insurance program. The District pays an annual premium to the pool for its general insurance coverage. The
agreement for formation of the Washington Schools Risk Management Pool provides that the pool will be self-
sustaining through member premiums and will reinsure through commercial companies for claims in excess of
$1 million for each insured event.

Olympic Educational Service District No. 114 administers the industrial insurance pool on behalf of South Kitsap
School District, along with several other local school districts. This fund is operated for the district’s benefit in-
lieu-of the district having to make monthly premium payments to the State of Washington for industrial insurance,
thus minimizing the district’s cost.
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The district is self-insured for unemployment benefits and reimburses the State of Washington Employment
Security for benefits paid on behalf of the district. During 2015-16, the district paid $7,340 in unemployment
benefits.

In addition, the district is insured with Northwest Administrators, Inc. for employee vision benefits. At the end
of the benefit period the reserve balance held by Northwest Administrators equaled $88,528. This balance is
adequate to provide for more than four months of claims.

NOTE 13: PROPERTY TAXES

Property tax revenues are collected as the result of special levies passed by the voters in the District. Taxes are
levied on January 1. The taxpayer has the obligation of paying all taxes on April 30 or one-half then and one-
half on October 31. Typically, slightly more than half of the collections are made on the April 30" date. The
October 31% collection is not available in time to cover liabilities for the fiscal period ended August 31. Therefore,
the fall portion of the property taxes is not accrued as revenue, with the exception of the collections received in
September. The property taxes due on October 31 are recorded as unavailable revenue.

In 2015-16, following historical practices, property taxes collected in the following fiscal year were not recorded
as revenue. We will be revising this in 2016-17, based on guidance by the State Auditor Office and Office of
Superintendent of Public Instruction to accrue collections received in September.

NOTE 14: JOINT VENTURES AND JOINTLY GOVERNED ORGANIZATIONS

The district is a member of the King County Directors’ Association (KCDA). KCDA is a purchasing cooperative
designed to pool the member districts’ purchasing power. The board authorized joining the association as of
September 9, 1974, and has remained in the joint venture ever since. The District’s current equity of $121,569 is
the accumulation of the annual assignment of KCDA’s operating surplus based upon the percentage derived from
KCDA'’s total sales to the District compared to all other districts applied against paid administrative fees. The
District may withdraw from the joint venture and will receive its equity in ten annual allocations of merchandise
or 15 annual payments.

The District participates in the WSIPC data processing cooperative under the authority of the Inter-local
Cooperation Act (chapter 39.34 RCW). The relationship with WSIPC is as a “jointly governed organization.”
Payments are made on a fee-for-service basis with no ongoing financial obligation on the part of participating
districts.
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NOTE 15: FUND BALANCE CLASSIFICATION DETAILS

General Capital Debt Service | Transportation
Fund ASB Projects Fund Fund Vehicle Fund
Non-spendable Fund Balance
Inventory and Prepaid | 842,722
Restricted Fund Balance
Carryover of Restricted Revenues | 471,630
For Other Items 704,743
Debt Service 2,027
Associated Student Body 592,311
Impact Fees Restricted for CPF 1,028,495
Mitigation Fees Restricted for CPF 29,092
Committed Fund Balance
Committed for Levy Proceeds 524,087
Assigned Fund Balance
Contingencies | 1,384,107
Other Capital Projects 121,255
Committed to Minimum FB Policy | 6,642,258
Other Purposes | 7,407,318
Unassigned Fund Balance | 649,825
Totals 17,397,860 | 592,311 1,702,929 2,027 704,743

In addition, the Capital Projects Fund has the following amounts in Restricted and Committed Fund Balance, based

on the source of revenues:

Committed from Levy Proceeds
Restricted from Other Proceeds
Restricted Impact Fees
Restricted Mitigation Fees
Assigned to Fund Purposes

Totals Capital Projection Fund Balance

2015-16 Capital Projects Fund Restricted and Committed Fund Balance

$ 524,088
s -
$1,028,495
$ 29,092
$ 121,255
$1,702,929

The board of directors has established financial planning that shall not deviate materially from the Board’s Ends
policies, fail to adhere to state law, or risk fiscal jeopardy to the district. Ends Limitation 8.2: “Maintain and protect
the minimum maintenance of the un-assigned committed general fund balance in an amount equal to or greater than
5.0 percent in 2015-16 to provide financial stability and contingencies within the District. Portions of fund balance
that are set aside for the purpose of meeting this policy are recorded on the financial statements as a part of the

Unassigned fund balance.
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NOTE 16: POST-EMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS—BOTH IN
SEPARTATELY ISSUES PLAN FINANCIAL STATEMENTS AND EMPLOYER STATEMENTS

457 Plan — Deferred compensation Plan

District employees have the option of participating in a deferred compensation plan as defined in Section 457 of
the Internal Revenue Code that is administered by the state deferred compensation plan, or the District.

403 (b) Plan-tax Sheltered Annuity (TSA)

The district offers a tax deferred annuity plan for its employees. The plan permits participants to defer a portion
of their salary until future years under two types of deferrals: elective deferrals (employee contribution) and non-
elective contribution (employer matching).

The district complies with IRS regulations that require school districts to have a written plan to include
participating investment companies, types of investments, loans, transfers, and various requirements. The plan is
administered by a third party administrator, The Omni Group, Water Tower Office Park, and 1099 Jay Street,
Rochester, NT 14611. The Omni Group website is 222.0mni403b.com. The plan assets are assets of the
employees, not the assets of the school district, and therefore not reflected on these financial statements.

NOTE 17: TERMINATION BENEFITS

Compensated Absences

Employees can earn sick leave at a rate of up to 12 days per year with a maximum of 1 contract year.

Under the provisions of RCW 28A.400.210, sick leave accumulated by District employees is reimbursed at death
or retirement at the rate of one day for each four days of accrued leave, limited to 180 accrued days. This
provision also provides for an annual buy out of an amount up to the maximum annual accumulation of 12 days.
For buyout purposes, employees may accumulate such leave to a maximum of 192 days, including the annual
accumulation, as of December 31% of each year.

These expenditures are recorded when paid, except termination sick leave that is accrued upon death, retirements,
or upon termination provided the employee is at least 55 years of age and has sufficient years of service. Vested
sick leave was computed using the vesting method.
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 1—BASIS OF ACCOUNTING

The Schedule of Expenditures of Federal Awards is prepared on the same basis of accounting as
the South Kitsap School District's financial statements. South Kitsap School District uses the
modified accrual basis of accounting. Expenditures represent only the federally funded portions of

the program. District records should be consulted to determine amounts expended or matched from
non-federal sources.

NOTE 2—PROGRAM COSTS/MATCHING CONTRIBUTIONS

The amounts shown as current year expenses represent only the federal grant portion of the
program costs. Entire program costs, including the South Kitsap School District #402’s local
matching share, may be more than shown. Such expenditures are recognized following, as
applicable, either the cost principles in the OMB Circular A-87, Cost Principles for State, Local, and
Indian Tribal Governments, or the cost principles contained in Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit

Requirements for Federal Awards, wherein certain types of expenditures are not allowable or are
limited as to reimbursement.

NOTE 3—NONCASH AWARDS

The amount of commaodities reported on the schedule is the value of commodities distributed by the
South Kitsap School District during the current year and priced as prescribed by the USDA.

NOTE 4—SCHOOLWIDE PROGRAMS

The South Kitsap School District operates a “schoolwide program” in four elementary buildings.
Using federal funding, schoolwide programs are designed to upgrade an entire educational program
within a school for all students, rather than limit services to certain targeted students. The following
federal program amounts were expended by the South Kitsap School District in its schoolwide
program: Title | (84.010) $405,389.48; IDEA (84.027) $196,142.92.

NOTE 7—FEDERAL INDIRECT RATE

The South Kitsap School District used the federal restricted rate of 4.85%. The South Kitsap School

District has not elected to use the 10-percent de minimis indirect cost rate allowed under the Uniform
Guidance.
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ABOUT THE STATE AUDITOR’S OFFICE

The State Auditor's Office is established in the state's Constitution and is part of the executive
branch of state government. The State Auditor is elected by the citizens of Washington and
serves four-year terms.

We work with our audit clients and citizens to achieve our vision of government that works for
citizens, by helping governments work better, cost less, deliver higher value, and earn greater
public trust.

In fulfilling our mission to hold state and local governments accountable for the use of public
resources, we also hold ourselves accountable by continually improving our audit quality and
operational efficiency and developing highly engaged and committed employees.

As an elected agency, the State Auditor's Office has the independence necessary to objectively
perform audits and investigations. Our audits are designed to comply with professional standards
as well as to satisfy the requirements of federal, state, and local laws.

Our audits look at financial information and compliance with state, federal and local laws on the
part of all local governments, including schools, and all state agencies, including institutions of
higher education. In addition, we conduct performance audits of state agencies and local
governments as well as fraud, state whistleblower and citizen hotline investigations.

The results of our work are widely distributed through a variety of reports, which are available
on our website and through our free, electronic subscription service.

We take our role as partners in accountability seriously, and provide training and technical
assistance to governments, and have an extensive quality assurance program.

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (360) 902-0370

Toll-free Citizen Hotline | (866) 902-3900

Website | www.sa0.wa.gov
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http://www.sao.wa.gov/investigations/Pages/FraudProgram.aspx
http://www.sao.wa.gov/investigations/Pages/Whistleblower.aspx
http://www.sao.wa.gov/investigations/Pages/CitizenHotline.aspx
http://www.sao.wa.gov/Pages/default.aspx
https://portal.sao.wa.gov/saoportal/Login.aspx
mailto:PublicRecords@sao.wa.gov
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