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CERTIFICATE OF BOARD

Spearman Independent School District Hansford 098904
Name of School District County Co.-Dist. Number

We, the undersigned, certify that the attached annual financial reports of the above-named school district were
reviewed and (check one) approved disapproved for the year ended August 31, 2009 at a meeting

of the Board of Trustees of such school district on the 9" day of February, 2010.

Signature of Board Secretary Signature of Board President

If the Board of Trustees disapproved of the auditors' report, the reason(s) for disapproving it is(are):
(attach list as necessary)
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CORNELL & COMPANY, RP.C.

CERTIFIED PUBLIC ACCOUNTANTS

802 SOUTH MONROE + AMARILLO, TEXAS 78101 « PHONE (BOB) 372-4331 * FAX (B0B) 372-3963

Patricia D. Buzzell W.E. Swenson, Sr., C.P.A.
Kelly W. Hill Founder
Albert W. Cupell 1826-1876

Laurie D. Shepard

: UNQUALIFIED OPINION ON BASIC FINANCIAL STATEMENTS
ACCOMPANIED BY REQUIRED SUPPLEMENTARY INFORMATION AND OTHER
SUPPLEMENTARY INFORMATION INCLUDING THE

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Independent Auditor's Report

Board of Trustees

Spearman Independent School District
403 East Eleventh Ave

Spearman, Texas 79081

Members of the Board:

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of Spearman Independent School District (the
District) as of and for the year ended August 31, 2009, which collectively comprise the District’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the District's

administrators. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in- Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the

overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining
fund information of Spearman Independent School District as of August 31, 2009, and the respective changes in
financial position and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America. Management’s discussion and analysis and the
budgetary comparison for the general fund on pages 4 through 11 and 36 are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.

However, we did not audit the information and express no opinion on it.
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In accordance with Government Auditing Standards, we have also issued our report dated February 3, 2010, on our
consideration of the District’s internal control over financial reporting and 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 Governmental Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the financial statements that collectively comprise
Spearman Independent School District basic financial statements.

The accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole.

Although the combining fund financial statements are presented for purposes of additional analysis and are not a
required part of the basic financial statements, they have been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

The Texas Education Agency requires school districts to include certain information in the Annual Financial and
Compliance Report in conformity with laws and regulations of the State of Texas. This information is in Exhibits
identified in the Table of Contents as J-1 through J-5. Except for Exhibit J-3 (Cash Flow and the Optimum Fund
Balance Calculation Schedule) which is marked UNAUDITED and on which we express no opinion, these schedules
have been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, are fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

CORNELL & COMPANY, P.C.

February 3, 2010



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of Spearman Independent School District’s annual financial report presents our
discussion and analysis of the District’s financial performance during the fiscal year ended
August 31, 2009. Please read it in conjunction with the District’s financial statements, which
follow this section.

FINANCIAL HIGHLIGHTS

e The District’s total combined net assets were $11,170,781 at August 31, 20009.

e During the year, the District’s expenses were $512,030 less than the $9,997,880
generated in taxes and other revenues for governmental activities.

e The total cost of the District’s programs increased $250,426 from last year. No new
programs were added this year and one program was deleted this year.

e The general fund reported a fund balance this year of $3,745,224 an increase of $515,467
from the prior year.

e The District had long-term debt at August 31, 2009 of $10,855,000.
OVERVIEW OF THE FINANCIAL STATEMENTS
This annual report consists of three parts—management’s discussion and analysis (this section),

the basic financial statements, and required supplementary information. The basic financial
statements include two kinds of statements that present  Figure A-1. Required Components of

different views of the District: the District’s Annual Financial Report
e The first two statements are government-wide financial o R S .

statements that prowde_ bqth, Iong-term_ and_short-term , 5 Basic Required
information about the District’s overall financial status. Déscaseion Financial Supplementary

aud Statements Information

e The remaining statements are fund financial statements | 4.4
that focus on individual parts of the government,
reporting the District’s operations in more detail than the
government-wide statements.

e The governmental funds statements tell how general
government services were financed in the short term :

as well as what remains for future spending. Government-Wide Fund Mstes
] Financial Financial 2o the
e Proprietary fund statements offer short- and long- || statemens stetements || Sinauctal
term financial information about the activities the Statements
government operates like businesses, such as food
service.

Summary <:> Detail




Fiduciary fund statements provide information about the financial relationships in

which the District acts solely as a trustee or agent for the benefit of others, to whom
the resources in question belong.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of required

supplementary  information
that further explains and
supports the information in
the financial statements.
Figure A-1 shows how the
required parts of this annual
report are arranged and
related to one another.

Figure A-2 summarizes the
major  features of the
District’s financial
statements, including the
portion of the District
government they cover and
the types of information they
contain. The remainder of
this overview section of
management’s discussion
and analysis explains the
structure and contents of
each of the statements.

Figure A-2. Major Features of the District's Government-wide and Fund Financial Statements

Fund Statements

Type of Statements

Government-wide

Governmental Funds

Proprietary Funds

Fiduciary Funds

Scope

Entire Agency’s government
(except fiduciary funds)

and the Agency's component
units

The activities of the district
that are not proprietary or
fiduciary

Activities the district
operates similar to private
businesses: self insurance

Instances in which the
district is the trustee or
agent for someone else's
resources

e Statement of net assefs™ ~ I e Balance sheet ~ T Tl —eStatement of netassefs — 1% Statement of tiduciary”
net assets
+ Statement of activities + Statement of revenues, +Statement of revenues, + Statement of changes

Required financial
statements

expenditures & changes
in fund balances

expenses and changes in
fund net assets

+Statement of cash flows

in fiduciary net assets

Accounting basis
and measurement
focus

Accrual accounting and
economic resources focus

Modified accrual
accounting and current
financial resources focus

Accrual accounting and
economic resources focus

Accrual accounting and
economic resources focus

All assets and liabilities,
both financial and capital,

Only assets expected to
be used up and liabilities

All assets and liabilities,
both financial and capital,

All assets and liabilities,
both short-term and long-

;Z:);/(I)ifabili ty short-term and long-term that come due during the and short-term and long- term; the Agency's _funds do
. . year or soon thereafter; term not currently contain
information . X .
no capital assets included capital assets, although
they can

All revenues and Revenues for which cash All revenues and expenses All revenues and

expenses during year, is received during or soon during year, regardless of expenses during year,

regardless of when cash after the end of the year; when cash is received or regardless of when cash
Type of is received or paid expenditures when goods paid is received or paid
inflow/outflow or services have been
information received and payment is

due during the year or
soon thereafter

Government-wide Statements

The government-wide statements report information about the District as a whole using
accounting methods similar to those used by private-sector companies. The statement of net
assets includes all of the government’s assets and liabilities. All of the current year’s revenues
and expenses are accounted for in the statement of activities regardless of when cash is received

or paid.

The two government-wide statements report the District’s net assets and how they have changed.

Net assets

the District’s financial health or position.

financial health is improving or deteriorating, respectively.

factors such as changes in the District’s tax base

the difference between the District’s assets and liabilities—are one way to measure

Over time, increases or decreases in the District’s net assets are an indicator of whether its

To assess the overall health of the District, you need to consider additional non financial




The government-wide financial statements of the District include the Governmental activities.
Most of the District’s basic services are included here, such as instruction, extracurricular
activities, curriculum and staff development, health services, and general administration.
Property taxes and grants finance most of these activities.

Fund Financial Statements

The fund financial statements provide more detailed information about the District’s most
significant funds—not the District as a whole. Funds are accounting devices that the District
uses to keep track of specific sources of funding and spending for particular purposes.

e Some funds are required by State law and by bond covenants.

e The Board of Trustees establishes other funds to control and manage money for particular
purposes or to show that it is properly using certain taxes and grants.

The District has two kinds of funds:

e Governmental funds—Most of the District’s basic services are included in governmental
funds, which focus on (1) how cash and other financial assets that can readily be
converted to cash flow in and out and (2) the balances left at year-end that are available
for spending. Consequently, the governmental fund statements provide a detailed short-
term view that helps you determine whether there are more or fewer financial resources
that can be spent in the near future to finance the District’s programs. Because this
information does not encompass the additional long-term focus of the government-wide
statements, we provide additional information at the bottom of the governmental funds
statement, or on the subsequent page, that explain the relationship (or differences)
between them.

e Fiduciary funds—The District is the trustee, or fiduciary, for certain funds. It is also
responsible for other assets that—because of a trust arrangement—can be used only for
the trust beneficiaries. The District is responsible for ensuring that the assets reported in
these funds are used for their intended purposes. All of the District’s fiduciary activities
are reported in a separate statement of fiduciary net assets and a statement of changes in
fiduciary net assets. We exclude these activities from the District’s government-wide
financial statements because the District cannot use these assets to finance its operations.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Since the District has implemented GASB Statement #34, two-year comparisons are presented.
This two-year comparison presents both current and prior year data and discusses significant
changes in the accounts. Our analysis focuses on the net assets (Table A-1) and changes in net
assets (Table A-2) of the District’s governmental activities.

Net assets

Net assets of the District’s governmental activities increased from $10.658 million to $11.171
million (See Table A-1). The District’s restricted net assets represent amounts set aside for debt
repayment and future capital expenditures. The $4.680 million of unrestricted net asset
represents resources available to fund the programs of the District in future years.
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Changes in net assets

The increase of $512,030 in governmental net assets was a result of state operating grants and
tax revenue increasing. See changes in net assets (Table A-2) on page 8.

Current and Other Assets

Capital and Non-Current Assets

Total Assets

Current Liabilities

Long Term Liabilities

Total Liabilities

Net Assets

Invested in Capital Assets
net of related debt

Restricted

Unrestricted

Total Net Assets

Table A-1
The District's Net Assets

Gowernmental Activities

2009 2008 Change
5,385,316 $ 6,026,534 $ (641,218)
17,020,687 16,134,122 886,565
22,406,003 22,160,656 245,347
633,341 646,905 (13,564)
10,601,881 10,855,000 (253,119)
11,235,222 11,501,905 (266,683)
11,170,781 $ 10,658,751 $ 512,030
6,088,806 $ 4,959,122 $ 1,129,684
401,976 528,783 (126,807)
4,679,999 5,170,846 (490,847)
11,170,781 $ 10,658,751 $ 512,030

The District’s total revenues were $9.998 million. A significant portion, fifty-four percent, of the
District’s revenue comes from property taxes (See Figure A-3.) Thirty-three percent comes from

Figure A-3 District
Sources of Revenue for Fiscal Year 2009

Property Taxes
54%

Operating Grants|
10%

Charges for.

Services
204 Other
5%

Investment
earnings
5%

State aid-formula

state aid-formula grants, and ten
percent relates to federal, state,
and private grants.

The total cost of all programs and
services was $9.486 million;
seventy-nine percent of these costs
are for instructional and student
services.

Governmental Activities

e The District’s tax revenues
increased $792,992. Appraised
values increased.

e Expenditures increased
$250,426.




Table A-2

Changes in the District's Net Assets

(in millions of dollars)

Revenues

Program Revenues

Charges for Services

Operating Grants and Contributions
General Revenues

Property Taxes

State aid - formula

Investment earnings

Other

Total Revenues

Expenses

Instruction and instructional related
Instructional leadership/school leadership
Guidance, social work, health, transportation
Food services

Extracurricular activities

General Administration

Plant maintenance and security

Data processing services

Community services

Debt Service

Facility Acquistion

Payments to Fiscal Agent/Member Districts
Other Govermental Charges

Total Expenses

Increase / (decrease) in Net Assets
Beginning Net Assets

Prior Period Adjustment

Ending Net Assets

Governmental Activities

2009 2008 Change

$ 0228 $ 0198 $  0.030
1.008 0.968 0.040
5.384 4591 0.793
3.261 3.968 (0.707)
0.040 0.260 (0.220)
0.077 0.045 0.032
9.998 10.030 (0.032)
5.590 5.383 0.207
0.420 0.407 0.013
0.529 0.529 -
0.486 0.465 0.021
0.393 0.366 0.027
0.548 0.492 0.056
0.865 0.877 (0.012)
0.064 0.094 (0.030)
0.040 0.039 0.001
0.487 0.497 (0.010)
- 0.020 (0.020)
0.064 0.061 0.003
- 0.005 (0.005)
9.486 9.235 0.251
0.512 0.795 (0.283)
10.659 9.863 0.796

$ 11171 $ 10658 $  0.513

Table A-3 presents the cost of each of the District’s largest functions as well as each function’s
net cost (total cost less fees generated by the activities and intergovernmental aid). The net cost
reflects what state revenues as well as local tax dollars funded.

e The cost of all governmental activities this year was $9.486 million.

e However, the amount that our taxpayers paid for these activities through property
taxes was only $5.38 million.

e Some of the cost was paid by those who directly benefited from the programs $0.228

million, or

e By grants and contributions and state aid $4.269 million.




(in millions of dollars)

Total Cost of Services Net Cost of Services
2009 2008 Change 2009 2008 Change
Instruction 5.392 5.180 0.212 4.687 4.489 0.198
School Leadership 0.417 0.405 0.012 0.399 0.388 0.011
Food Service 0.485 0.465 0.020 0.092 0.107 (0.015)
Plant Maintenance & Operations 0.861 0.874 (0.013) 0.843 0.853 (0.010)

FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

As the District completed the year, its governmental funds (as presented in the balance sheet of
Exhibit C-1 of the financial statements) reported a combined fund balance of $4.965 million,
which is below last year’s total of $5.581 million. As mentioned in the government wide
financial analysis above, the primary reason for the decrease is increased expenditures for
instruction costs.

General Fund Budgetary Highlights

Over the course of the year, the Board of Trustees revised the District’s budget several times.
These amendments involved moving funds from functions that did not need all the resources
originally appropriated to functions with resource needs. The District’s major amendment
during the year was to budget transfers out to National School Lunch and Breakfast Program
$97,393. Even with these adjustments, actual expenditures were $432,680 below final budget
amounts.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At the end of 2009, the District had invested $21.867 million in a broad range of capital assets,
including land, equipment, and buildings. (See Table A-4.) This amount represents a net
increase (including additions, deductions, and asset revaluations) of $1.355 million above last
year.




Table A-4

District's Capital Assets
(in millions of dollars)

Governmental Activities

2009 2008 Change
Land $ 0271 $ 0240 $ 0.031
Buildings and improvements 19.050 17.010 2.040
Furniture & Equipment 2.479 2.049 0.430
Construction in Progress 0.067 1.213 (1.146)
Totals at historical cost 21.867 20.512 1.355
Total accumulated depreciation (4.919) (4.374) (0.545)
Net capital assets $ 16948 $ 16.138 $ 0.810

Long-Term Debt

The District incurred new debt in 2008. The reader is directed to the notes to the financial
statements for more detailed discussion and data related to the District’s debt. The following
table very briefly describes selected information concerning the District’s debt.

Governmental Activities

9/1/08 Increases Payments 8/31/09
Bonds Payable $ 11,175,000 $ - $ 320,000 $ 10,855,000

The bonds will be paid in full in 2030. These bonds will be paid by Debt Service resources.
ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

e Appraised value used for the 2010 budget preparation will decrease $277,965 from 2008.

e General operating fund spending per student increases in the 2010 budget from $11,502 to
$11,679.

e The District’s 2010 refined average daily attendance is expected to be 761, an increase of 10
from the prior year.

These indicators were taken into account when adopting the general fund balance for 2009-2010.
Amounts available for appropriation in the general fund budget are $8,117,252, a decrease of
1.6% over the final 2008-2009 final budget of $8,246,782. Property tax revenue will decrease
due to the property valuation decrease.

Expenditures are budgeted to increase to $7.785 million. If these estimates are realized, the
District’s budgetary general fund balance is expected to increase by the close of 2009-2010.
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CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors with a general overview of the District’s finances and to demonstrate the District’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact the District’s Business Office.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
STATEMENT OF NET ASSETS
AUGUST 31, 2009

Primary Government

Data
Control Governmental
Codes Activities
ASSETS
1110 Cash and Cash Equivalents 4,295,630
1120 Current Investments 429,321
1220 Property Taxes Receivable (Delinquent) 210,825
1230 Allowance for Uncollectible Taxes (93,782
1240 Due from Other Governments 495,965
1300 Inventories 7,221
1410 Deferred Expenses 40,136
1420 Capitalized Bond and Other Debt Issuance Costs 72,826
Capital Assets:
1510 Land 271,277
1520  Buildings, Net 15,067,448
1530  Furniture and Equipment, Net 1,542,411
1580  Construction in Progress 66,725
1000 Total Assets 22,406,003
LIABILITIES
2110 Accounts Payable 18,653
2160 Accrued Wages Payable 278,510
2200 Accrued Expenses 6,178
Noncurrent Liabilities
2501  DueWithin One Year 330,000
2502  Duein More Than OneYear 10,601,881
2000 Total Liabilities 11,235,222
NET ASSETS
3200 Invested in Capital Assets, Net of Related Debt 6,088,806
3850 Restricted for Debt Service 70,112
3860 Restricted for Capital Projects 41,349
3890 Restricted for Other Purposes 290,515
3900 Unrestricted Net Assets 4,679,999
3000 Total Net Assets 11,170,781

The notes to the financial statements are an integral part of this statement.
12
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EXHIBIT B-1

SPEARMAN INDEPENDENT SCHOOL DISTRICT
STATEMENT OFACTIVITIES

FORTHE YEARENDED AUGUST 31, 2009

Net (Expense)
Revenue and
Changes in Net
Data Program Revenues Assets
Control 1 3 4 BE
Operating Primary Gov.
Codes Charges for Grants and Governmental
Expenses Services Contributions Activities
Primary Gover nment:
GOVERNMENTAL ACTIVITIES:
11 Instruction $ 5,391,763 $ - % 705232 $  (4,686,531)
12 Instructional Resources and Media Services 141,317 - 6,173 (135,144)
13 Curriculum and Instructional Staff Devel opment 57,230 - 918 (56,312)
21 Instructional Leadership 2,500 - - (2,500)
23 School Leadership 417,287 - 17,890 (399,397)
31 Guidance, Counseling and Evaluation Services 206,306 - 11,334 (194,972)
33 Hedlth Services 76,872 - 3,789 (73,083)
34 Student (Pupil) Transportation 246,145 - 7,893 (238,252)
35 Food Services 485,668 183,668 210,181 (91,819)
36 Extracurricular Activities 392,802 29,154 7,348 (356,300)
41 General Administration 548,357 - 16,881 (531,476)
51 Plant Maintenance and Operations 860,667 - 17,263 (843,404)
52 Security and Monitoring Services 4,067 - - (4,067)
53 Data Processing Services 63,689 - 337 (63,352)
61 Community Services 40,038 15,000 2,640 (22,398)
72 Debt Service - Interest on Long Term Debt 482,825 - - (482,825)
73 Debt Service - Bond Issuance Cost and Fees 4,012 - - (4,012)
81 Facilities Acquisition and Construction 1 - - @
93 Payments to Fiscal Agent/Member Districts of SSA 64,304 - - (64,304)
[TP] TOTAL PRIMARY GOVERNMENT: $ 9,485,850 $ 227,822 $ 1,007,880 (8,250,148)
Data
Control
Codes General Revenues:
Taxes:
MT Property Taxes, Levied for General Purposes 4,555,029
DT Property Taxes, Levied for Debt Service 828,702
GC Grants and Contributions not Restricted 3,260,615
IE Investment Earnings 40,373
Ml Miscellaneous Local and Intermediate Revenue 77,459
TR Total General Revenues 8,762,178
CN Changein Net Assets 512,030
NB Net Assets--Beginning 10,658,751
NE Net Assets--Ending

The notes to the financial statements are an integral part of this statement.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
BALANCE SHEET
GOVERNMENTAL FUNDS
AUGUST 31, 2009

Data
Control 10 Permanent 69
Codes General Trust Capltal
Fund Fund Projects
ASSETS
1110 Cash and Cash Equivalents $ 3,076,198 $ 1108247 ¢ 36,464
1120 Investments - Current 429,321 - -
1220 Property Taxes - Delinquent 190,136 - -
1230  Allowancefor Uncollectible Taxes (Credit) (89,400) - -
1240 Due from Other Governments 468,106 - -
1260 Due from Other Funds 8,267 - 4,885
1300 [Inventories 7,221 - -
1410 Deferred Expenditures 40,136 - -
1000 Total Assets $ 4129985 $ 1,108,247 $ 41,349
LIABILITIESAND FUND BALANCES
Liabilities:
2110 Accounts Payable $ 18,653 $ - $ -
2160  Accrued Wages Payable 260,740 - -
2170 Due to Other Funds - - -
2200 Accrued Expenditures 4,632 - -
2300 Deferred Revenues 100,736 - -
2000 Total Liabilities 384,761 - -
Fund Balances:
Reserved For:
3410  Investmentsin Inventory 7,221 - -
3430  Prepaid Items 40,136 - -
3490  Other Purposes - 290,515 -
Unreserved Designated For:
3510 Construction 1,191,000 - -
Unreserved and Undesignated:
3600  Reported in the Genera Fund 2,506,867 - -
3620  Reported in Capital Projects Funds - - 41,349
3630  Reported in Permanent Funds - 817,732 -
3640  Reported in Debt Service Funds - - -
3000 Total Fund Balances 3,745,224 1,108,247 41,349
4000 Total Liabilities and Fund Balances $ 4,129,985 $ 1,108,247 $ 41,349

The notes to the financia statements are an integral part of this statement.
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EXHIBIT C-1

Total
Other Governmental
Funds Funds

74721 $ 4295630
- 429,321
20,689 210,825
(4,382) (93,782)
27,859 495,965
- 13,152
- 7,221
- 40,136

118,887 $ 5,398,468

- % 18,653
17,770 278510
13,152 13,152

1,546 6,178
16,307 117,043
48,775 433,536

- 7,221

- 40,136

- 290,515

- 1,191,000

- 2,506,867

- 41,349

- 817,732
70,112 70,112
70,112 4,964,932

118,887 $ 5,398,468
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EXHIBIT C-2
SPEARMAN INDEPENDENT SCHOOL DISTRICT

RECONCILIATIONOFTHEGOVERNMENTAL FUNDSBALANCESHEET TOTHE
STATEMENT OF NET ASSETS
AUGUST 31, 2009

Total Fund Balances - Governmental Funds $ 4,964,932

1 Capital assetsused ingovernmental activitiesare not financial resourcesand therefore 4,963,377
are not reported in governmental funds. At the beginning of the year, the cost of these
assetswas $20,512,263 and the accumul ated depreci ation was $(4,373,886). In
addition, long-termliabilities, including bondspayable$(11,175,000), arenot dueand
payablein the current period, and, therefore are not reported asliabilitiesin the funds.
The net effect of including the beginning balancesfor capital assets (net of
depreciation) and long-term debt in the governmental activitiesistoincrease (decrease)
net assets.

2 Currentyear capital outlays$1,354,625 andlong-termdebt principal payments$320,000 1,674,625
areexpendituresin thefund financial statements,but they should be shown asincreases
incapital assetsand reductionsinlong-term debt inthegovernment-widefinancial
statements. The net effect of including the 2009 capital outlaysand debt principal
payments is to increase (decrease) net assets.

3 The 2009 depreciation expense increases accumul ated depreciation. The net effect of (545,141)
the current year's depreciation is to decrease net assets.

4 Variousother reclassificationsand eliminations are necessary to convert fromthe 117,043
modified accrual basisof accounting to accrual basisof accounting. Theseinclude
recognizingtax deferredrevenueasrevenue$117,043, eliminatinginterfund
transactions, reclassifying the basis of fixed assets sold during the year $(0), and
recognizingtheliabilitiesassociated with maturing long-term debt andinterest. Thenet
effect of these reclassifications and recognitionsisto increase (decrease) net assets.

5 Another reclassification is necessary to convert from themodified accrual basis of (4,055)
accounting to he accrual basis of accounting isto recognize I ssuanace Costs $87,750
and Premium $(92,635) on Debt asintangible assets. The Costsand Premiums earned
arereported in governmental activitiesand amortized over thelife of thedebt. For the
year ended August 31, 2009 the accumul ated amorti zation was $(14,924) for | ssuance
Costsand $15,754 for Premium on Bonds. The net effect of including theintangible
assets is to decrease net assets.

19 Net Assets of Governmental Activities $ 11,170,781

The notes to the financia statements are an integral part of this statement.
16



SPEARMAN INDEPENDENT SCHOOL DISTRICT
STATEMENT OFREVENUES, EXPENDITURES,AND CHANGESIN FUND BALANCE
GOVERNMENTAL FUNDS
FORTHE YEAR ENDED AUGUST 31, 2009

Data 10 Permanent 60
Control General Trust Capital
Codes Fund Fund Projects
REVENUES:
5700 Total Loca and Intermediate Sources $ 4,699,396 $ 5824 $ 4,095
5800 State Program Revenues 3,615,354 - -
5900 Federa Program Revenues - - -
5020 Total Revenues 8,314,750 5,824 4,095
EXPENDITURES:

Current:
0011 Instruction 4,711,026 - -
0012 Instructional Resources and Media Services 135,319 - -
0013  Curriculum and Instructional Staff Development 55,425 - -
0021 Instructional Leadership 2,500 - -
0023 School Leadership 396,426 - -
0031 Guidance, Counseling and Evaluation Services 205,151 - -
0033 Health Services 76,239 - -
0034 Student (Pupil) Transportation 328,572 - -
0035 Food Services 10,970 - -
0036 Extracurricular Activities 331,302 - -
0041 General Administration 542,464 - -
0051 Facilities Maintenance and Operations 829,392 - -
0053 Data Processing Services 63,689 - -
0061 Community Services 40,038 - -

Debt Service:

0071 Debt Service - Principal on Long Term Debt - - -
0072 Debt Service - Interest on Long Term Debt - - -
0073 Debt Service - Bond Issuance Cost and Fees - - -

Capital Outlay:
0081 Facilities Acquisition and Construction - - 1,059,362

Intergovernmental:
0093 Payments to Fiscal Agent/Member Districts of SSA 64,304 - -
6030 Total Expenditures 7,792,817 - 1,059,362
1100 Excess (Deficiency) of Revenues Over (Under) 521,933 5,824 (1,055,267)

Expenditures
OTHERFINANCING SOURCES(USES):

7915 Transfers In 90,927 - 130,008
8911 Transfers Out (Use) (97,393) (61,698) (90,927)
7080 Total Other Financing Sources (Uses) (6,466) (61,698) 39,081
1200 Net Change in Fund Balances 515,467 (55,874) (1,016,186)
0100  Fund Balance - September 1 (Beginning) 3,229,757 1,164,121 1,057,535
3000  Fund Balance - August 31 (Ending) $ 3745224 $  1,108247 $ 41,349

The notes to the financial statements are an integral part of this statement.
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Total
Other Governmental
Funds Funds

$ 1,017,889 $ 5,727,204
110,601 3,725,955
542,540 542 540
1,671,030 9,995,699
542,186 5,253,212
- 135,319
918 56,343
- 2,500
400 396,826
268 205,419
- 76,239
- 328,572
412,546 423,516
- 331,302
- 542,464
- 829,392
- 63,689
- 40,038
320,000 320,000
482,825 482,825
431 431
- 1,059,362
- 64,304
1,759,574 10,611,753
(88,544) (616,054)
29,083 250,018
- (250,018)

29,083 -
(59,461) (616,054)
129,573 5,580,986
$ 70,112 $ 4,964,932
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EXHIBIT C-4
SPEARMAN INDEPENDENT SCHOOL DISTRICT

RECONCILIATIONOFTHEGOVERNMENTAL FUNDSSTATEMENT OFREVENUES, EXPENDITURES,
AND CHANGESIN FUND BALANCESTOTHESTATEMENT OFACTIVITIES
FORTHE YEARENDED AUGUST 31, 2009

Total Net Change in Fund Balances - Governmental Funds $ (616,054)

Currentyear capital outlays$1,354,625 and | ong-termdebt principal payments$320,000 1,674,625
areexpendituresin thefund financial statements, but they should be shown asincreases

incapital assetsand reductionsinlong-termdebt inthegovernment-widefinancial

statements. The net effect of removing the 2009 capital outlaysand debt principal

payments is to increase (decrease) net assets.

Depreciation isnot recognized as an expensein governmental fundssinceit does not (545,141)
require the use of current financial resources. The net effect of the current year's
depreciation is to decrease net assets.

Variousother reclassificationsand eliminations are necessary to convert fromthe (1,600)
modified accrual basis of accounting to accrual basisof accounting. Theseinclude

recognizing current tax deferred revenue asrevenue $57,822 adjusting current year

revenue to show the revenue earned from the current year'stax levy $(59,422),

eliminatinginterfund transactions, reclassifying thebasi sof fixed assetssold during the

year $(0), and recogni zing theliabilitiesassoci ated with maturinglong-term debt and

interest. The net effect of these reclassifications and recognitionsisto increase

(decrease) net assets.

Amortizationisnot recognized asan expenseor incomeingovernmental fundssinceit 200
does not require the use of current financial resources. The net effect of the current

year'samortization of Bond Premium $3,781 and | ssuance Costs $(3,581) istoincrease

net assets.

Change in Net Assets of Governmental Activities $ 512,030

The notes to the financia statements are an integral part of this statement.
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EXHIBIT E-1
SPEARMAN INDEPENDENT SCHOOL DISTRICT

STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
AUGUST 31, 2009

Private
Purpose Agency
Trust Fund Fund
ASSETS
Cash and Cash Equivalents $ 11,447  $ 104,720
Accrued Interest 427 -
Total Assets 11,874 $ 104,720
LIABILITIES
Due to Student Groups - $ 104,720
Total Liabilities - $ 104,720
NET ASSETS
Restricted for Scholarships 11,874
Total Net Assets $ 11,874

The notes to the financia statements are an integral part of this statement.
20



EXHIBIT E-2
SPEARMAN INDEPENDENT SCHOOL DISTRICT

STATEMENT OF CHANGESIN FIDUCIARY FUND NET ASSETS
FIDUCIARY FUNDS
FORTHE YEARENDED AUGUST 31, 2009

Private
Purpose
Trust Fund
ADDITIONS:
Local and Intermediate Sources $ 1,250
Earnings from Temporary Deposits & 642
Total Additions 1,892
DEDUCTIONS:
Other Operating Costs 250
Total Deductions 250
Change in Net Assets 1,642
Total Net Assets - September 1 (Beginning) 10,232
Total Net Assets - August 31 (Ending) $ 11,874

The notes to the financial statements are an integral part of this statement.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
NOTESTO THE FINANCIAL STATEMENTS

YEAR ENDED AUGUST 31, 2009

[. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Spearman Independent School District (the "District”") is a public educational agency operating under the applicable laws and
regulations of the State of Texas. It is governed by a seven member Board of Trustees (the "Board") elected by registered
voters of the District. The District prepares its basic financial statements in conformity with generally-accepted accounting
principles promulgated by the Governmental Accounting Standards Board and other authoritative sources identified in
Statement on Auditing Standards No. 69 of the American Institute of Certified Public Accountants; and it complies with the
requirements of the appropriate version of Texas Education Agency's Financial Accountability System Resource Guide (the
"Resource Guide") and the requirements of contracts and grants of agencies from which it receives funds.

A. REPORTING ENTITY

The Board of Trustees (the "Board") is elected by the public and it has the authority to make decisions, appoint administrators
and managers, and significantly influence operations. It also has the primary accountability for fiscal matters. Therefore, the
District is afinancial reporting entity as defined by the Governmental Accounting Standards Board ("GASB") in its Statement
No. 14, "The Financial Reporting Entity." There are no component units included within the reporting entity.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The Statement of Net Assets and the Statement of Activities are government-wide financial statements. They report
information on all of the Spearman Independent School District nonfiduciary activities with most of the interfund activities
removed. Governmental activities include programs supported primarily by taxes, State foundation funds, grants and other
intergovernmental revenues.

The Statement of Activities demonstrates how other people or entities that participate in programs the District operates have
shared in the payment of the direct costs. The"chargesfor services' column includes payments made by parties that purchase,
use, or directly benefit from goods or services provided by agiven function or segment of the District. Examplesincludetuition
paid by students not residing in the district, school lunch charges, etc. The "grantsand contributions' column includes amounts
paid by organizations outside the District to help meet the operational or capital requirements of a given function. Examples
include grants under the Elementary and Secondary Education Act. If a revenue is not a program revenue, it is a general
revenue used to support all of the District's functions. Taxes are always general revenues.

Interfund activities between governmental funds appear as due to/due froms on the Governmental Fund Balance Sheet and as
other resources and other uses on the governmental fund Statement of Revenues, Expenditures and Changes in Fund Balance.
All interfund transactions between governmental funds are eliminated on the government-wide statements. Interfund activities
between governmental funds and fiduciary funds remain as due to/due froms on the government-wide Statement of Activities.

The fund financial statements provide reports on the financial condition and results of operations for two fund categories -
governmental and fiduciary. Since the resources in the fiduciary funds cannot be used for District operations, they are not
included in the government-wide statements. The District considers some governmental funds major and reportstheir financial
condition and results of operationsin a separate column.

C. MEASUREMENT FOCUS, BASISOF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

The government-wide financial statements use the economic resources measurement focus and the accrual basis of accounting,
asdo thefiduciary fund financial statements. Revenues are recorded when earned and expenses are recorded when aliability is
incurred, regardless of thetiming of the related cash flows. Property taxes are recognized as revenuesin the year for which they
arelevied. Grantsand similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.
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Governmental fund financia statements use the current financial resources measurement focus and the modified accrual basis
of accounting. With this measurement focus, only current assets, current liabilities and fund balances are included on the
balance sheet. Operating statements of these funds present net increases and decreasesin current assets (i.e., revenues and other
financing sources and expenditures and other financing uses).

The modified accrual basis of accounting recognizes revenuesin the accounting period in which they become both measurable
and available, and it recognizes expenditures in the accounting period in which the fund liability is incurred, if measurable,
except for unmatured interest and principal on long-term debt, which is recognized when due. The expenditures related to
certain compensated absences and claims and judgments are recognized when the obligations are expected to be liquidated with
expendable available financial resources. The District considers all revenues available if they are collectible within 60 days
after year end.

Revenues from local sources consist primarily of property taxes. Property tax revenues and revenues received from the State
are recognized under the "susceptible to accrual” concept, that is, when they are both measurable and available. The District
considers them "available" if they will be collected within 60 days of the end of the fiscal year. Miscellaneous revenues are
recorded as revenue when received in cash because they are generally not measurable until actually received. Investment
earnings are recorded as earned, since they are both measurable and available.

Grant funds are considered to be earned to the extent of expenditures made under the provisions of the grant. Accordingly,
when such funds are received, they are recorded as deferred revenues until related and authorized expenditures have been made.
If balances have not been expended by the end of the project period, grantors sometimes require the District to refund all or part
of the unused amount.

The Fiduciary Funds are accounted for on a flow of economic resources measurement focus and utilize the accrual basis of
accounting. This basis of accounting recognizes revenues in the accounting period in which they are earned and become
measurable and expenses in the accounting period in which they are incurred and become measurable. The District appliesall
GASB pronouncements as well as the Financial Accounting Standards Board pronouncements issued on or before November
30, 1989, unless these pronouncements conflict or contradict GASB pronouncements. With this measurement focus, all assets
and all liabilities associated with the operation of these funds areincluded on the fund Statement of Net Assets. The fund equity
is segregated into invested in capital assets net of related debt, restricted net assets, and unrestricted net assets.

D. FUND ACCOUNTING
The District reports the following major governmental funds:

1. The General Fund — The General Fund is the District's primary operating fund. It accounts for all financial
resources except those required to be accounted for in another fund.

2. The Capital Projects Funds— A Capital Project Fund accounts for the proceeds from long-term debt financing.
Revenues and expenditures related to authorized construction and other capital asset acquisition are accounted for
in a Capital Project fund.

The Capital Projects Fund #1 accounted for the proceeds from long-term debt financing for construction of a new
middle school and for improvements to the elementary school. The Project was completed by August 31% with a
total cost of $12,828,116, including current year additions of $40,289.

The Capital Projects Fund #2 is funded through transfers from the General Fund and the Permanent Trust Fund
authorized by the District’s Board. This Project isfor the construction of new science rooms for the High Schoal.
This project was completed during the year with atotal cost of $1,747,832, including current year additions of
$558,312.

The Capital Projects Fund #3 is funded through transfers from the General Fund and the Permanent Trust Fund
authorized by the District’s Board. This Project is for the purchase and construction of a new agricultural farm.
The total cost at August 31, 2009 was $418,466, including current year additions of $394,036.

The Capital Projects Fund #4 is funded through transfers from the General Fund and from the Permanent Trust
Fund as authorized by the District’ sBoard. ThisProjectisfor renovationsto the high school. Total cost at August
31, 2009 was $66,725 al in the fiscal year.

3. The Gus Birdwell Trust — This is a fund which is restricted for building improvements on the origina
contribution. Earnings on the original investment are unrestricted.
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Additionally, the District reports the following fund type(s):

Governmental Funds:

1

2.

Special Revenue Funds— The Digtrict accounts for resourcesrestricted to, or designated for, specific purposes by
the District or agrantor in a special revenue fund. Most Federal and some State financial assistance is accounted
for in a Special Revenue Fund, and sometimes unused balances must be returned to the grantor at the close of
specified project periods.

Debt Service Funds — The District accounts for resources accumulated and payments made for principa and
interest on long-term general obligation debt of governmental fundsin a debt service fund.

Fiduciary Funds:

3.

Private Purpose Trust Funds— The District accounts for donations for which the donor has stipulated that both
the principal and the income may be used for purposes that benefit parties outside the District. The Digtrict's
Private Purpose Trust Fund is: C.A. Gibner Memorial Scholarship Fund.

Agency Funds — The District accounts for resources held for othersin a custodia capacity in agency funds. The
District's Agency Funds are: Student Activity Fund and Cafeteria Plan 125.

E. OTHER ACCOUNTING POLICIES

1

The District reports inventories of supplies at weighted average cost including consumable maintenance,
instructional, office, athletic, and transportation items. Supplies are recorded as expenditures when they are
consumed. Inventories of food commodities are recorded at market values supplied by the Texas Department of
Human Services. Although commodities are received at no cost, their fair market value is supplied by the Texas
Department of Human Services and recorded as inventory and deferred revenue when received. When
requisitioned, inventory and deferred revenue are relieved, expenditures are charged, and revenue is recognized
for an equal amount.

In the government-wide financial statements, long-term debt and other long-term obligations are reported as
liabilitiesin the applicable governmental activities, statement of net assets. Bond premiums and discounts, aswell
asissuance costs, are deferred and amortized over the life of the bonds using the effective interest method. Bonds
payable are reported net of the applicable bond premium or discount. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

The District allows for seven to nine days of compensated absences during the year. Thisincludesfive daysfrom
state policy and two sick days for ten month contracted employees and four sick days for twelve month contracted
employees from local policy. State unused days are accumulated for future benefit but are not paid by the District
at termination or retirement.

Capital assets, which include land, buildings, furniture and are reported in the applicable governmental or
busi ness-type activities columns in the government-wide financial statements. Capital assets are defined by the
Digtrict as assets with an initial, individual cost of more than $5,000 and an estimated useful life in excess of two
years. Such assetsarerecorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend assets

lives are not capitalized. Major outlays for capital assets and improvements are capitalized as projects are
constructed.
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10.

11.

12.

Buildings, furniture and equipment of the District are depreciated using the straight line method over the
following estimated useful lives:

Assets Years
Buildings 40-50
Building
Improvements 10-20
Vehicles 5-10
Office Equipment 10-20

The assets of the following funds are restricted:

a) Debt Service- $70,112
b) Capital Project - $41,349
c) Other — GusBirdwell Trust $299,515

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. During the current fiscal year, the District purchased
commercial insurance to cover genera liabilities. There were no significant reductions in coverage in the past
fiscal year, and there were no settlements exceeding insurance coverage for each of the past three years.

The Federal Tax Reform Act of 1986 requires issuers of tax-exempt debt to make payments to the United States
Treasury for investment income received at yields that exceed the issuer’s tax exempt borrowing rates. The
Treasury requires payment for each issue every five years. The estimated liability is updated annualy for all
tax-exempt issuances or changes in yields until such time payment of the calculated liability isdue. The District
had no arbitrage liability as of August 31, 20009.

In the government-wide financial statements, and proprietary fund types in the fund financia statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental activities
or proprietary fund type statement of net assets. Bond premiums and discounts, as well as issuance costs, are
deferred and amortized over the life of the bonds using the effective interest method. Bonds payable are reported
net of the applicable bond premium or discount. Bond issuance costs are reported as deferred charges and
amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received in debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

When the District incurs an expense for which it may use either restricted or unrestricted assets, it uses the
restricted assets first whenever they will have to be returned if they are not used.

The Data Control Codes refer to the account code structure prescribed by TEA in the Financial Accountability
System Resource Guide. Texas Education Agency requires school districtsto display these codesin the financial
statements filed with the Agency in order to insure accuracy in building a Statewide data base for policy
development and funding plans.

During the year ended August 31, 2009, the District offered a cafeteria plan meeting the requirements of Section
125 of the Internal Revenue Code to al full-time employees. Under this cafeteria plan employees designate a
certain portion of their salary to be contributed to the cafeteria plan to pay for selected employee benefits which
can include a child and dependent care reimbursement plan and a health insurance plan. By contributing to the
cafeteria plan, employees can receive certain income tax benefits.

Certain accountsin the prior-year financia statements have been reclassified for comparative purposesto conform
to the presentation in the current-year financial statements.

25



[I. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. BUDGETARY DATA

The Board of Trustees adopts an "appropriated budget" for the General Fund, Debt Service Fund and the Food Service Fund
which isincluded in the Special Revenue Funds. The District is required to present the adopted and final amended budgeted
revenues and expenditures for each of these funds. The District compares the final amended budget to actual revenues and
expenditures. The General Fund Budget report appears in Exhibit G-1 and the other two reports are in Exhibit J4 and J5.

The following procedures are followed in establishing the budgetary data reflected in the general-purpose financial statements:

1. Prior to August 20 the District prepares a budget for the next succeeding fiscal year beginning September 1. The
operating budget includes proposed expenditures and the means of financing them.

2. A meeting of the Board is then called for the purpose of adopting the proposed budget. At least ten days public
notice of the meeting must be given.

3. Prior to September 1, the budget islegally enacted through passage of aresolution by the Board. Onceabudgetis
approved, it can only be amended at the function and fund level by approval of a majority of the members of the
Board. Amendments are presented to the Board at its regular meetings. Each amendment must have Board
approval. Asrequired by law, such amendments are made before the fact, are reflected in the official minutes of
the Board, and are not made after fiscal year end. Because the District has a policy of careful budgetary control,
several amendments were necessary during the year. The following amendments were significant: payroll,
maintenance and transfers out.

4. Each budget is controlled by the budget coordinator at the revenue and expenditure function/object level.
Budgeted amounts are as amended by the Board. All budget appropriations lapse at year end. A reconciliation of
fund balances for both appropriated budget and nonappropriated budget special revenue fundsis as follows:

August 31, 2009

Fund Balance
Appropriated Budget Funds - Food Service Special Revenue Fund $ -
Nonappropriated Budget Funds
All Special Revenue Funds $ -
B. EXCESS OF EXPENDITURES OVER APPROPRIATIONS

In Fund 199 expenditures exceeded budget in two functions. The Special RevenueFund 240 exceeded budget in one function.
The Debt Service Fund exceeded budget in one function.

[Il. DETAILED NOTESONALL FUNDSAND ACCOUNT GROUPS

A. DEPOSITSAND INVESTMENTS

The Didtrict’ s total cash and cash equivalents at year-end primarily consisted of deposits with the contracted depository bank
and amountsinvested in uninsured public fund investment pools (Investment Pools). Investment Poolsinvest in certain eligible
investments, including obligations of the United States and the State of Texas and fully collateralized direct repurchase
agreements.

Legal and Contractual Provisions Governing Deposits

TheDistrict’s policy states that the depository selected shall be abank located in the state of Texas and it cannot be at any bank
where the deposits are not insured by the Federal Deposit Insurance Corporation. The District must secure public funds by
eligible securities to the extent and in the manner required by the Public Funds Collateral Act. The District isin compliance
with applicable legal and contractual provisions.
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Policies Governing Deposits

Custodial Credit Risk: In the case of deposits, thisisthe risk that in the event of a bank failure, the government’ s deposits may
not be returned to it. The District’s cash deposits at August 31, 2009 and during the year ended August 31, 2009 were entirely
covered by the FDIC insurance or by pledged collateral held by the District’s agent bank and therefore were not exposed to
custodial credit risk.

Participation in External Investment Pools

As of August 31, 2009, the carrying amount of amounts invested in Investment Pools was $429,321 in al funds. The
Investment Pools are recorded at cost, which approximated market value at August 31, 2009. All Investment pools are
uninsured and are not registered with the Securities and Exchange Commission. Investment pools are not subject to custodial
credit risk, asthey are not evidenced by securities that exist in physical or book entry form.

The Digtrict’ s investment in Investment Pools includes Lone Star Investment Pool and Logic Participant Services. Lone Star
Investment Pool’ s regulatory oversight agent is the Texas Association of School Boards and their credit risk rating is AAAmM.
Their financial reports may be obtained by writing TASB, Inc., P.O. Box 400, Austin, TX 78767-0400. Logic Participant
Services' Investment Pool’s regulatory oversight agents are First Southwest Asset Management, Inc. and their credit rating is
AAAmM. Their financial reports may be obtained by writing First Southwest Asset Management, Inc., 325 North St. Paul, Suite
800, Dallas, Texas 75201.

Investments
In accordance with GASB No. 31, the District records investments at fair value as determined by quoted market prices except
for short-term, highly liquid debt instruments with a remaining maturity at time of purchase of one year or less. These

instruments are recorded at amortized cost, which approximates fair value.

Legal and Contractual Provisions Governing | nvestments

The Public Funds Investment Act (Government Code Chapter 2256) contains specific provisionsin the areas of investment
practices, management reports and establishment of appropriate policies. Among other things, it requires the District to adopt,
implement, and publicize and investment policy. That policy must address the following areas: (1) safety of principal and
liquidity, (2) portfolio diversification, (3) allowable investments, (4) acceptable risk levels, (5) expected rates of return, (6)
maximum allowable stated maturity of portfolio investments, (7) maximum average dollar-weighted maturity allowed based on
the stated maturity date for the portfolio, (8) investment staff quality and capabilities, (9) and bid solicitation preferences for
certificates of deposit. Statutesauthorizethe District toinvestin (1) obligations of the U.S. Treasury, certain U.S. agencies, and
the State of Texas; (2) certificates of deposit, (3) certain municipal securities, (4) money market savings accounts, (5)
repurchase agreements, (6) bankers acceptances, (7) Mutual Funds, (8) Investment Pools, (9) guaranteed investment contracts,
(10) and common trust funds. The Act also requiresthe District to have independent auditors perform test procedures rel ated to
investment practices as provided by the Act. Management believes the District isin compliance with all significant limitations
and restrictions of the Act and with local policies.

As of August 31, 2009, Spearman I ndependent School District’ s investments were as follows:

Investment M aturities (in years)

Fair Less More
Value Than 1 1-5 6-10 Than 10
Investment Type
Lone Star Investment Pool -
Government Overnight Fund  $ 121,981 $ 121,981 $ - $ - $ -
Logic 307,340 307,340
Total Investment Pools $ 429,321 $ 429,321 $ - % - $ -
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Additional policies and contractual provisions governing deposits and investments for Spearman Independent School District
are specified below:

Policies Governing | nvestments

In compliance with the Public Funds I nvestment Act, the District has adopted an investment policy.

Custodial Credit Risk: For an investment, thisisthe risk that, in the event of the failure of the counterparty, the government
will not be able to recover the value of itsinvestments or collateral securitiesthat are in the possession of an outside party. The
District is not exposed to custodial credit risk for itsinvestments as all are insured, registered and held by the District or by its
agent in the District’s name.

Interest Rate Risk: Interest rate risk occurs when potential purchasers of debt securities do not agree to pay face value for those
securities if interest ratesrise. The District’s policy generally states that the maximum allowable stated maturity of individual
investments owned by the District shall not exceed one to two years from the time of purchase, within legal limits. The District
uses the specific identification method to disclose interest-rate risk (see table above.)

Credit Risk: Statelaw limitsinvestmentsin commercia paper to those rated not lessthan A-1 or P-1 and no-load money market
mutual funds to those rated not lessthat AAA. Asof August 31, 2009, the District’ sinvestment in U.S. Government agencies
al had a credit risk rating of AAA.

Concentration of Credit Risk: Concentration risk is defined as positions of 5 percent or more in the securities of asingleissuer.
The Digtrict’s policy regarding concentration states that the investment portfolio shall be diversified in terms of investment
instruments, maturity scheduling, and financial institutions to reduce risk of loss resulting from overconcentration of assetsin a
specific class of investments, specific maturity, or specific issuer. The District is not exposed to concentration risk.

B. PROPERTY TAXES

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for all real and business personal
property located in the District in conformity with Subtitle E, Texas Property Tax Code. Taxesare due on receipt of the tax bill
and are delinquent if not paid before February 10of the year following the year in which imposed. On January 31 of each year, a
tax lien attachesto property to secure the payment of all taxes, penalties, and interest ultimately imposed. Property tax revenues
are considered available (1) when they become due or past due and receivable within the current period and (2) when they are
expected to be collected during a 60-day period after the close of the school fiscal year.

C. DELINQUENT TAXESRECEIVABLE
Delinquent taxes are prorated between maintenance and debt service based on rates adopted for the year of the levy.
Allowances for uncollectible tax receivables within the General and Debt Service Funds are based on historical experiencein

collecting property taxes. Uncollectible personal property taxes are periodically reviewed and written off, but the District is
prohibited from writing off real property taxes without specific statutory authority from the Texas Legislature.
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D. INTERFUND BALANCESAND TRANSFERS

Interfund balances at August 31, 2009, consisted of the following amounts:

Dueto General Fund from:

Nonmagjor Governmental Funds

Total Due to General Fund from Other Funds

Dueto Capital Projects Fund:

Nonmagjor Governmental Funds

Total Due to Nonmajor Governmental Funds

All short-term loans payable within one year.

$ 8,267
$ 8,267
$ 4,885
$ 4,885

Purpose
Short-Term Loan

Short-Term Loan

Interfund transfers for the year ended August 31, 2009, consisted of the following individual amounts:

Transfersto Nonmajor Gover nmental Funds From:

General Operating

Total Transferred to Nonmajor Governmental Funds

Transfersto General Fund From:

Capital Projects Fund

Total Transferred to General Fund

Transfersto Capital Projects Fund From:

Permanent Trust Fund
General Fund

Total Transferred to Capital Projects Fund

$ 29,083
S 20083
$ 90,927
S 90027
$ 61,698

68,310
S 130008

The Genera Operating Fund supplemented the School Lunch Program $29,083 and Capital Projects $68,310.
The Permanent Fund supplemented the Capital Projects Fund $61,698.
The Capital Projects Fund transferred excess funds after compl etion of two projects.

DISAGGREGATION OF RECEIVABLESAND PAYABLES

Receivables at August 31, 2009, were as follows:

Governmental Activities:

Genera Fund

Capital Projects Fund

Nonmajor Governmental Funds
Total - Governmental Activities

Amounts not scheduled for collection

during the subsequent year

Property Other Due From Total
Taxes Governments  Other Funds Other Receivables
$ 190,136 $ 468,106 $ 8267 $ - % 666,509
- - 4,885 - 4,885
20,689 27,859 - - 48,548
$ 210825 $ 495965 $ 13152 $ - $ 719,942
$ 93782 $ - $ - $ -3 93,782
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Payables at August 31, 2009, were as follows:
Loans, Leases

and Bonds Sdaries DueTo

Accounts PavMent an_d. Other Tota

Payable Year Benefits Funds Other Payables
Governmental Activities:
General Fund $ 18653 $ - $ 265,372 $ - $ - $ 284,025
Capital Projects Fund - - - - - -
Nonmajor Gov. Funds - - 19,316 13,152 - 32,468
Total - Gov. Activities $ 18653 $ - $ 284,688 $ 13152 $ - $ 316,493
Amounts not scheduled for
collection during the subsequent ¢ - $ 10855000 $ - $ - $ - $ 10,855,000

F. CAPITAL ASSET ACTIVITY
Capital asset activity for the Digtrict for the year ended August 31, 2009, was as follows:

Primary Government

Beginning Ending
Balance Additions Retirements Balances
Governmental Activities:
Land $ 240,428 $ 30,849 $ - % 271,277
Buildings and Improvements 17,009,697 2,039,947 - 19,049,644
Furniture and Equipment 2,048,965 430,277 - 2,479,242
Construction in Progress 1,213,173 66,726 (1,213,173) 66,726
Totals at Historic Cost 20,512,263 2,567,799 (1,213,173) 21,866,889
Less Accumulated Depreciation for:
Buildings and Improvements (3,608,462) (373,734) - (3,982,196)
Furniture and Equipment (765,424) (171,407) - (936,831)
Total Accumulated Depreciation (4,373,886) (545,141) - (4,919,027)
Government Activities Capital Assets,
Net $ 16138377 $ 2,022,658 $ (1,213,173) $ 16,947,862

Depreciation expense was charged to governmental functions as follows:

Instruction $ 282,466
Instructional Resources and Media Services 5,998
Curriculum Development and Instructional Staff Development 887
School Leadership 20,461
Guidance, Counseling and Evalution Services 887
Health Services 633
Student (Pupil) Transportation 68,922
Food Services 62,152
Cocurricular/Extracurricular Activities 61,500
General Administration 5,893
Plant Maintenance and Operations 31,275
Security and Monitoring 4,067
Total Depreciation Expense $ 545,141
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l. DEBT SERVICE REQUIREMENTS—-LONG-TERM PAYABLES

The general obligation bonds mature serially and the tax note through 2030 as follows:
General Obligations

Y ear Ended August 31, Principal I nterest Total Requirements

2010 $ 330,000 $ 471,650 $ 801,650

2011 340,000 459,713 799,713

2012 355,000 446,894 801,894

2013 365,000 433,394 798,394

2014 380,000 419,188 799,188
2015-2019 2,150,000 1,848,600 3,998,600
2020-2024 2,720,000 1,281,875 4,001,875
2025-2029 3,430,000 576,452 4,006,452
2030 785,000 17,663 802,663

Total $ 10,855,000 $ 5,955,429 $ 16,810,429

J. AMORTIZATION OF BOND ISSUE COSTSAND PREMIUM

The School-house Bond Series 2006 Issuance Costs and Premiums are being amortized. The total issue costs were $87,750.
The bonds sold at a premium of $92,635. The accumulated amortization for costs was $14,923, and for premium, $15,754 at
the end of August 31, 2009. The cost and premium is being amortized over the life of the bond issue, $3,581 and $3,781
respectively for the year ended 2009.

K. ACCUMULATED UNPAID VACATION AND SICK LEAVE BENEFITS

Employees of the District are entitled to paid vacation and paid sick days depending on job classification, length of service, and
other factors. No payments are made to an employee for unused sick leave or vacation. It is impracticable to estimate the
amount of compensation for future absences, and accordingly, no liability has been recorded in the accompanying financial
statements. This District’ policy isto recognize the costs of compensated absences when actually paid to employees.

L. DEFINED BENEFIT PENSION PLAN

Plan Description. Spearman Independent School District contributes to the Teacher Retirement System of Texas (TRS), a
cost-sharing multiple employer defined benefit pension plan. TRS administers retirement and disability annuities, and death
and survivor benefits to employees and beneficiaries of employees of the public school systems of Texas. It operates primarily
under the provisions of the Texas Congtitution, Article XVI1, Sec. 67, and Texas Government Code, Title 8, Subtitle C. TRSalso
administers proportional retirement benefits and service credit transfer under Texas Government Code, Title 8, Chapters 803
and 805, respectively. TRS issues a publicly available financial report that includes financial statements and required
supplementary information for the defined benefit pension plan. That report may be obtained by writing to the TRS
Communications Department, 1000 Red River Street, Austin, Texas 8701, by calling the TRS Communications Department at
1-800-223-8778, or by downloading the report from the TRS Internet website, www.trs.state.tx.us, under the TRS Publications
heading.

Funding Policy. Contribution requirements are not actuarially determined but are established and amended by the Texas state
legislature. The state funding policy is as follows: (1) The state constitution requires the legislature to establish a member
contribution rate of not less than 6.0% of the member’sannual compensation and a state contribution rate of not less than 6.0%
and not more than 10% of the aggregate annual compensation of all members of the system; (2) A state statute prohibits benefit
improvements or contribution reductions if, as a result of a particular action, the time required to amortize TRS' unfunded
actuarial liabilities would be increased to aperiod that exceeds 31 years, or, if the amortization period already exceeds 31 years,
the period would be increased by such action. State law provides for amember contribution rate of 6.4% for fiscal years 2009,
2008 and 2007, and a state contribution rate of 6.58% for fiscal years 2009 and 2008 and 6.0% for fiscal year 2007. In certain
instances the reporting district is required to make all or a portion of the state’s 6.58% contribution for fiscal years 2009 and
2008 and 6.0% for fiscal year 2007. State contributions to TRS made on behalf of Spearman Independent School District's
employees for the years ended August 31, 2007, 2008 and 2009 were $241,023, $287,308 and $297,004, respectively.
Spearman Independent School District paid additional state contributions for the years ended August 31, 2007, 2008, and 2009
in the amount of $48,541, $57,436 and $66,210, respectively, on the portion of the employees' saaries that exceeded the
statutory minimum and for federal salaries.
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M. SCHOOL DISTRICT RETIREE HEALTH PLAN

Plan Description. The Spearman School District contributes to the Texas Public School Retired Employees Group
Insurance Program (TRS-Care), a cost-sharing multiple-employer defined benefit postemployment health care plan
administered by the Teacher Retirement System of Texas. TRS-Care Retired Plan provides health care coverage for certain
persons (and their dependents) who retired under the Teacher Retirement System of Texas. The statutory authority for the
program is Texas Insurance Code, Chapter 1575. Section 1575.052 grantsthe TRS Board of Trustees the authority to establish
and amend basic and optional group insurance coverage for participants. The TRSissues a publicly available financial report
that includes financial statements and required supplementary information for TRS-Care. That report may be obtained by
visiting the TRS Web site at www.trs.state.tx.us, by writing to the Communications Department of the Teacher Retirement
System of Texas at 1000 Red River Street, Austin, Texas 78701, or by calling 1-800-223-8778.

Funding Policy. Contribution requirements are not actuarially determined but are legally established each biennium by the
Texas Legidature. Texas Insurance Code, Sections 1575.202, 203 and 204 establish state, active employee and public school
contributions, respectively. The State of Texas and active public school employee contribution rates were 1.0% and 0.65% of
public school payroll, respectively, with school districts contributing a percentage of payroll set at 0.55% for fiscal years 2009,
2008 and 2007. Per Texas Insurance Code, Chapter 1575, the public school contribution may not be lessthan 0.25% or greater
than 0.75% of the salary of each active employee of the public school. For the year ended August 31, 2009, the State's
contributionsto TRS-Care were $45,127, the active member contributions were $35,186 and the school district’s contributions
were $29,773, which equaled the required contributions each year. In addition to the pension plan and TRS-Care on behalf, the
Digtrict is allocated a portion of the Medicare Part D retiree drug subsidy the TRS-Care receives. The amount allocated on
behalf for the year ended August 31, 2009 is estimated by TRS at $12,608.

N. HEALTH CARE COVERAGE

During the year ended August 31, 2009, employees of the Spearman Independent School District were covered by a health
insurance plan (the Plan). The District contributed $249 per month per employee to the Plan and employees, at their option,
authorized payroll withholdings to pay additional premiums for dependents. All contributions were paid to the TRS Active
Care Plan.

0. CHANGESIN LONG-TERM LIABILITIES

Long-term activity for the year ended August 31, 2009, was as follows:

Beginning Ending Due Within
Balance Issued Reductions Balance OneYear
Governmental Activities:
Bonds Payable:
General Obligation Bonds $ 11,175,000 $ - 3 320,000 $ 10,855,000 $ 330,000
Total Governmental Activities
Long-Term Liabilities $ 11,175,000 $ - $ 320,000 $ 10,855,000 $ 330,000

P. WORKERS COMPENSATION POOL

During the year ended August 31, 2009, the Center met its statutory workers' compensation obligations through participationin
the TASB Risk Management Fund (the Fund). The Fund was created and is operated under the provisions of the Interlocal
Cooperation Act, Chapter 791 of the Texas Government Code. The Fund’s Workers' Compensation Program is authorized by
Chapter 504, Texas Labor Code. All members participating in the Fund execute Interlocal Agreements that define the
responsibilities of the parties. The Fund provides statutory workers' compensation benefits to its members and their injured
employees.

The Fund and its members are protected against higher than expected claims costs through the purchase of stop loss coverage
for any claim in excess of the Fund’s self-insured retention of $1.5 million. The Fund uses the services of an independent
actuary to determine reserve adequacy and fully funds those reserves. As of August 31, 2009, the Fund carries a discounted
reserve of $72,996,132 for future development on reported claims and claims that have been incurred but not yet reported. For
the year-ended August 31, 2009, the Fund anticipates no additional liability to members beyond their contractual obligationsfor
payment of contributions.
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The Fund engages the services of an independent auditor to conduct afinancial audit after the close of each plan year on August
31. The audit is accepted by the Fund’'s Board of Trustees in February of the following year. The Fund’s audited financial
statements as of August 31, 2008, are available at the TASB offices and have been filed with the Texas Department of
Insurancein Austin.

Q. UNEMPLOYMENT COMPENSATION POOL

During the year ended August 31, 2009, the District provided unemployment compensation coverage to its employees through
participation in the TASB Risk Management Fund (the Fund). The Fund was created and is operated under the provisions of the
Interlocal Cooperation Act, Chapter 791 of the Texas Government Code. The Fund’ s Unemployment Compensation Programis
authorized by Section 22.005 of the Texas Education Code and Chapter 172 of the Texas Loca Government Code. All
members participating in the Fund execute Interlocal Agreements that define the responsibilities of the parties.

The Fund meets its quarterly obligation to the Texas Workforce Commission. Expenses are accrued each month until the
quarterly payment has been made. Expenses can be reasonably estimated: therefore, there is no need for specific or aggregate
stop loss coverage for Unemployment Compensation pool members.

The Fund engages the services of an independent auditor to conduct afinancial audit after the close of each plan year on August
31. The audit is accepted by the Fund’'s Board of Trustees in February of the following year. The Fund’s audited financial
statements as of August 31, 2008, are available at the TASB offices and have been filed with the Texas Department of
Insurancein Austin.

R. DEFERRED REVENUE

Deferred revenue at year-end consisted of the following:

General Debt
Fund Service Total
Net Tax Revenue $ 100,736 $ 16,307 $ 117,043
State Foundation - - -
Tota Deferred Revenue $ 100,736 $ 16,307 $ 117,043

S. DUE FROM STATE AGENCIES

The District participates in a variety of federal and state programs from which it receives grants to partially or fully finance
certain activities. In addition, the District receives entitlements from the State through the School Foundation and Per Capita
Programs. Amounts due from federal and state governments as of August 31, 2009, are summarized below. All federal grants
shown below are passed through the TEA and are reported on the combined financial statements as Due from State Agencies.

State Other Federd
Fund Entitlements Governments Grants Totd
Generd $ 466,589 $ 1517 $ - % 468,106
Specia Revenue 3,150 - 24433 $ 27,583
Debt Service - 276 - 276
Total $ 469,739 $ 1,793 $ 24433 $ 495,965




T. REVENUE FROM LOCAL AND INTERMEDIATE SOURCES
During the current year, revenues from local and intermediate sources consisted of the
following:
Special Debt Gus
General Revenue Service Capital Bidwell
Fund Fund Fund Projects Trust Tota

Property Taxes $ 4557102 $ - $ 828229 % - % - $ 5385331
Penalties, Interest and Other 32,690 - 5,408 - - 38,098
Investment Income 29,871 583 - 4,095 5,824 40,373
Food Sales - 183,669 - - - 183,669
Co-curricular Student Activities 29,154 - - - - 29,154
Other 50,579 - - - - 50,579
Total $ 469939 $ 184252 $ 833637 $ 409 $ 5824 $ 5,727,204
U. JOINT VENTURE-SHARED SERVICE ARRANGEMENTS
1. The Didtrict participates in a SSA with Perryton Independent School District, 179901, the fiscal agent, to provide for a

Special Education Cooperative. The District paid $64,304 to the Cooperative. The District accounts for these moniesin

General Fund, Function 93.
2. The District isin SSA with Perryton Independent School District, 179901, the fiscal agent, to provide IDEA, Part B,

Formula, Fund 224 and IDEA, Part B, Preschool, Fund 225. The District received $105,147 and $9,524 respectively.
3. The District also participated in a SSA with Region 16 Education Service Center, 188950, the fiscal agent, to provide

ESEA, Titlel, Part C, Migratory Children Program, Fund 212. The District received $23,654 from the fiscal agent during
the year.
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REQUIRED SUPPLEMENTARY INFORMATION



SPEARMAN INDEPENDENT SCHOOL DISTRICT
STATEMENT OFREVENUES, EXPENDITURES,AND CHANGESIN FUND BALANCE
BUDGET AND ACTUAL - GENERAL FUND
FORTHE YEAR ENDED AUGUST 31, 2009

EXHIBIT G-1

Data Actual Amounts Variance With
Control Budgeted Amounts (GAAPBASIS) F;r(;al B udget
Codes — : Sitive or

Original Final (Negative)
REVENUES:

5700 Tota Local and Intermediate Sources $ 4,538,973 $ 4538973 $ 4,699,396 $ 160,423
5800 State Program Revenues 3,707,809 3,707,809 3,615,354 (92,455)
5020 Total Revenues 8,246,782 8,246,782 8,314,750 67,968

EXPENDITURES:
Current:

0011 Instruction 4,977,841 4,974,202 4,711,026 263,176
0012 Instructional Resources and Media Services 144,535 145,385 135,319 10,066
0013 Curriculum and Instructional Staff Development 65,744 69,644 55,425 14,219
0021 Instructional Leadership 2,500 2,500 2,500 -
0023 School Leadership 407,012 408,002 396,426 11,576
0031 Guidance, Counseling and Evaluation Services 205,107 206,997 205,151 1,846
0033 Health Services 82,047 82,116 76,239 5,877
0034 Student (Pupil) Transportation 336,994 345,944 328,572 17,372
0035 Food Services 10,039 10,580 10,970 (390)
0036 Extracurricular Activities 361,374 370,124 331,302 38,822

0041 General Administration 506,509 555,813 542,464 13,349

0051 Facilities Maintenance and Operations 816,247 884,890 829,392 55,498

0053 Data Processing Services 50,245 65,028 63,689 1,339

0061 Community Services 39,968 39,968 40,038 (70

Intergovernmental :

0093 Payments to Fiscal Agent/Member Districts of SSA 61,146 64,304 64,304 -
6030 Total Expenditures 8,067,308 8,225,497 7,792,817 432,680
1100 Excess (Deficiency) of Revenues Over (Under) 179,474 21,285 521,933 500,648

Expenditures
OTHERFINANCING SOURCES (USES):

7915 Transfers In - - 90,927 90,927

8911 Transfers Out (Use) - (97,393) (97,393) -
7080 Total Other Financing Sources (Uses) - (97,393) (6,466) 90,927
1200 Net Change in Fund Balances 179,474 (76,108) 515,467 591,575

0100 Fund Balance - September 1 (Beginning) 3,229,757 3,229,757 3,229,757 -

3000 Fund Balance - August 31 (Ending) $ 3,409,231 $ 3153649 $ 3745224  $ 591,575
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

AUGUST 31, 2009

204 211 224

Data ESEA TitlelV ESEAILA ESEA Titlel IDEA - Part B
Control Safe & Drug Improving Part C Formula
Codes Free Schools  Basic Program Migrant

ASSETS
1110 Cash and Cash Equivalents $ - - -
1220 Property Taxes - Delinquent - - .
1230 Allowancefor Uncollectible Taxes (Credit) - - -
1240 Due from Other Governments 12,736 1,274 2,767
1000 Total Assets $ 12,736 1,274 2,767

LIABILITIESAND FUND BALANCES

Liabilities:

2160 Accrued Wages Payable $ 11,632 1,164 2,529
2170 Due to Other Funds - - -
2200 Accrued Expenditures 1,104 110 238
2300 Deferred Revenues - - -
2000 Total Liabilities 12,736 1,274 2,767

Fund Balances:

Unreserved and Undesignated:
3640  Reported in Debt Service Funds - - -
3000 Total Fund Balances - - -
4000 Total Liabilities and Fund Balances $ 12,736 1,274 2,767
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EXHIBIT H-1 (Cont'd)

225 240 255 262 270 404 411 428

IDEA - Part B National ESEA IILA Titlell, D ESEA VI, PtB Student Technology

Preschool Breakfastand  Training and Education Rura & Low Success Allotment High School

Lunch Program Recruiting Technology Income Initiative Allotment

$ - % - % -8 - $ - -8 - % -

1,003 6,653 - - - 2,715 435 -

$ 1,003 $ 6,653 $ - $ - $ - 2715 $ 435 $ -

$ 917 $ 1528 $ - $ - $ - - % - $ -

- 5117 - - - 2,715 435 -

86 8 - - - - - -

1,003 6,653 - - - 2,715 435 -

$ 1,003 $ 6,653 $ - $ - $ - 2715 $ 435 $ -
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SPEARMAN INDEPENDENT SCHOOL DISTRICT

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
AUGUST 31, 2009

Tota 511 Total

Data Nonmajor Nonmajor
Control Specid Debt Governmental
Codes Revenue Funds Service Funds

ASSETS
1110 Cash and Cash Equivalents $ - 8 74721 $ 74,721
1220 Property Taxes - Delinquent - 20,689 20,689
1230 Allowancefor Uncollectible Taxes (Credit) - (4,382) (4,382
1240 Due from Other Governments 27,583 276 27,859
1000 Total Assets $ 27583 $ 91,304 $ 118,887

LIABILITIESAND FUND BALANCES

Liabilities:

2160 Accrued Wages Payable $ 17,770 $ -3 17,770
2170 Due to Other Funds 8,267 4,885 13,152
2200 Accrued Expenditures 1,546 - 1,546
2300 Deferred Revenues - 16,307 16,307
2000 Total Liabilities 27,583 21,192 48,775

Fund Balances:

Unreserved and Undesignated:
3640  Reported in Debt Service Funds - 70,112 70,112
3000 Total Fund Balances - 70,112 70,112
4000 Total Liabilities and Fund Balances $ 27583 $ 91,304 $ 118,887
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
COMBININGSTATEMENT OFREVENUES, EXPENDITURESAND CHANGESIN
FUND BALANCES-NONMAJORGOVERNMENTAL FUNDS
FORTHE YEAR ENDED AUGUST 31, 2009

204 211 212 224
Data ESEA TitlelV ESEA I, A ESEA Titlel IDEA - Part B
Control Safe & Drug Improving Part C Formula
Codes FreeSchools  Basic Program Migrant

REVENUES:
5700 Total Local and Intermediate Sources $ - $ - $ -3 -
5800 State Program Revenues - - - -
5900 Federa Program Revenues 2,512 145,905 23,654 105,147

5020 Total Revenues 2,512 145,905 23,654 105,147

EXPENDITURES:

Current:
0011 Instruction 2,512 145,905 23,654 104,229
0013 Curriculum and Instructional Staff Development - - - 918
0023 School Leadership - - - -
0031 Guidance, Counseling and Evaluation Services - - - -
0035 Food Services - - - -

Debt Service:
0071 Deht Service- Principal on Long Term Debt - - - -
0072 Debht Service - Interest on Long Term Debt - - - -
0073 Debt Service - Bond Issuance Cost and Fees - - - -

6030 Total Expenditures 2,512 145,905 23,654 105,147

1100 Excess (Deficiency) of Revenues Over (Under) - - - -
Expenditures _

OTHERFINANCING SOURCES(USES):
7915 Transfers In - - - -

7080 Total Other Financing Sources (Uses) - - - -

1200 Net Change in Fund Balance - - - -
0100 Fund Balance - September 1 (Beginning) - - - -

3000 Fund Balance - August 31 (Ending) $ - $ - $ -3 -
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EXHIBIT H-2 (Cont'd)

225 240 255 262 270 404 411 428
IDEA - Part B National ESEA IIL,A Titlell, D ESEA VI, PtB Student Technology
Preschool Breakfast and Training and Education Rural & Low Success Allotment High School
Lunch Program Recruiting Technology Income Initiative Allotment
$ - $ 184,252 $ - - $ - - $ - $ -
- 2,103 - - - 27,153 22,144 59,201
9,524 197,108 33,000 1,362 24,328 - - -
9,524 383,463 33,000 1,362 24,328 27,153 22,144 59,201
9,524 - 32,332 1,362 24,328 27,153 22,144 149,043
- - 400 - - - - -
- - 268 - - - - -
- 412,546 - - - - - -
9,524 412,546 33,000 1,362 24,328 27,153 22,144 149,043
- (29,083) - - - - - (89,842)
- 29,083 - - - - - -
- 29,083 - - - - - -
- - - - - - - (89,842)
- - - - - - - 89,842
$ - $ - $ - - $ - - $ - $ -
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EXHIBIT H-2
SPEARMAN INDEPENDENT SCHOOL DISTRICT
COMBININGSTATEMENT OFREVENUES, EXPENDITURESAND CHANGESIN
FUND BALANCES-NONMAJORGOVERNMENTAL FUNDS
FORTHE YEAR ENDED AUGUST 31, 2009

Total 511 Total

Data Nonmajor Nonmajor
Control Special Debt Governmental
Codes Revenue Funds Service Funds

REVENUES:
5700 Total Local and Intermediate Sources $ 184252 % 833,637 $ 1,017,889
5800 State Program Revenues 110,601 - 110,601
5900 Federa Program Revenues 542,540 - 542,540
5020 Total Revenues 837,393 833,637 1,671,030

EXPENDITURES:

Current:
0011 Instruction 542,186 - 542,186
0013 Curriculum and Instructional Staff Development 918 - 918
0023 School Leadership 400 - 400
0031 Guidance, Counseling and Evaluation Services 268 - 268
0035 Food Services 412,546 - 412,546
Debt Service:
0071 Debt Service- Principal on Long Term Debt - 320,000 320,000
0072 Debt Service - Interest on Long Term Debt - 482,825 482,825
0073 Debt Service - Bond Issuance Cost and Fees - 431 431
6030 Total Expenditures 956,318 803,256 1,759,574
1100 Excess (Deficiency) of Revenues Over (Under) (118,925) 30,381 (88,544)
Expenditures

OTHERFINANCING SOURCES (USES):
7915 Transfers In 29,083 - 29,083
7080 Total Other Financing Sources (Uses) 29,083 - 29,083
1200 Net Change in Fund Balance (89,842) 30,381 (59,461)
0100 Fund Balance - September 1 (Beginning) 89,842 39,731 129,573
3000 Fund Balance - August 31 (Ending) $ - $ 70112 $ 70,112
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
SCHEDULE OF DELINQUENT TAXESRECEIVABLE

FISCAL YEARENDED AUGUST 31, 2009

(1) @) ©)
Assessed/Appraised

Last 10 Y ears Ended Valuefor School
August 31 Maintenance Debt Service Tax Purposes
2000 and prior years Various Various 1,416,357,881
2001 1.500000 0.060000 212,417,509
2002 1.260400 0.074200 278,260,645
2003 1.500000 0.087500 274,976,356
2004 1.500000 0.110900 216,589,685
2005 1.500000 0.000000 277,970,489
2006 1.500000 0.277300 288,293,070
2007 1.370100 0.208300 379,139,065
2008 1.040000 0.225700 370,003,344
2009 (School year under audit) 1.040000 0.189000 439,720,591

1000

TOTALS



EXHIBIT J1

(20) (20) (31 (32 (40) (50)

Beginning Current Entire Ending
Balance Year's Maintenance Debt Service Year's Balance
9/1/2008 Total Levy Collections Collections Adjustments 8/31/2009

35730 $ - 8 814 $ - (135) $ 34,781

4,289 - 25 - - 4,264

11,239 - - - - 11,239

6,731 - 812 - (76) 5,843

11,051 - 482 - (78) 10,491

11,002 - 1,414 - (69) 9,519

21,167 - 2,836 524 (369) 17,438

39,542 - 8,691 1,321 (861) 28,669

57,145 - 27,138 5,889 (1,205) 22,913

- 5,404,166 4,514,890 820,495 (3,113) 65,668

197,896 $ 5,404,166 $ 4557102 $ 828,229 $ (5,906) $ 210,825




SPEARMAN INDEPENDENT SCHOOL DISTRICT

SCHEDULEOFEXPENDITURESFORCOMPUTATIONSOFINDIRECT COST FOR2010-2011
GENERAL AND SPECIAL REVENUE FUNDS

AUGUST 31, 2009
FUNCTION 41AND RELATED FUNCTION 53- GENERAL ADMINISTRATION, 99- APPRAISAL DISTRICT COST

EXHIBIT J-2

1 2 3 4 5 6 7
(702) (703) (701) (750) (720) (other)
Account Account School Tax Supt's Indirect Direct
Number Name Board Collections Office Cost Cost  Miscellaneous Total
611X-6146 PAYROLL COSTS $ -$ -$ 160810 $ 170,239 $ $ - $ 331,049
6149 Leave for Separating - - - - - -
Employees in Fn 41 & 53
6149 Leave - Separating Employees - - - - - -
not in 41 & 53
6211 Legal Services - - 18,087 - - 18,087
6212 Audit Services - - - 13,500 - 13,500
6213 Tax Appraisal/Collection - - 111,139 - - - 111,139
Appraisal in Fn 99
621X Other Professional Services - - 25 - - 25
6220 Tuition and Transfer Payments - - - - - -
6230 Education Service Centers - - 579 3,104 - 3,683
6240 Contr. Maint. and Repair - - 850 54 - 904
6250 Utilities - - - - - -
6260 Rentals - - 2,204 2,204 - 4,408
6290 Miscellaneous Contr. - - - - - -
6320 Textbooks and Reading - - - - - -
6330 Testing Materials - - - - - -
63X X Other Supplies Materias - - 7,921 5,607 - 13,528
6410 Travel, Subsistence, Stipends 6,030 - 4,809 1,730 - 12,569
6420 Ins. and Bonding Costs - - 11,875 1,145 - 13,020
6430 Election Costs 1,276 - - - - 1,276
6490 Miscellaneous Operating 3,157 - 8,468 9,376 - 21,001
6500 Debt Service - - - - - -
6600 Capital Outlay - - - - - -
6000 TOTAL $ 10,463 $ 111,139 $ 215,628 $ 206,959 $ $ -$ 544,189
Total expenditures/expenses for General and Special Revenue Funds: 9 $ 8,746,380
LESS: Deductions of Unallowable Costs
FISCAL YEAR
Total Capital Outlay (6600) (10) $ 295,264
Total Debt & Lease(6500) (12) -
Plant Maintenance (Function 51, 6100-6400) (12) 829,392
Food (Function 35, 6341 and 6499) (13) 170,821
Stipends (6413) (14) -
Column 4 (above) - Total Indirect Cost 206,959
SubTotal: 1,502,436
Net Allowed Direct Cost $ 7,243,944
CUMULATIVE
Total Cost of Buildings before Depreciation (1520) (15) $ 19,049,644
Historical Cost of Building over 50 years old (16) $ 137,094
Amount of Federal Money in Building Cost (Net of #16) a7 $ -
Total Cost of Furniture & Equipment before Depreciation (1530 & 1540) (18) $ 2,479,242
Historical Cost of Furniture & Equipment over 16 years old (19 $ -
Amount of Federal Money in Furniture & Equipment (Net of #19) (20) $ 69,940

(8) NOTE A: $1,725in Function 53 expenditures are included in this report on administrative costs.
No Function 99 expenditures for appraisal district costs are included in this report on administrative costs.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT

FUND BALANCEAND CASHFLOW CALCULATIONWORKSHEET

GENERAL FUND ASOF AUGUST 31, 2009

UNAUDITED

EXHIBIT J-3

10

1

Total General Fund Balance as of 8/31/09 (Exhibit C-1 object 3000 for
the General Fund Only)

Total Reserved Fund Balance (from Exhibit C-1 - total of object 3400s
for the General Fund Only)

Total Designated Fund Balance (from Exhibit C-1 - total of object 3500s
for the General Fund Only)

Estimated amount needed to cover fall cash flow deficitsin the
General Fund (Net of borrowed funds and funds representing
deferred revenues.)

Estimate of one month's average cash disbursements during
the regular school session (9/1/09-5/31/10).

Estimate of delayed payments from state sources (58xx) including
August payment delays

Estimate of underpayment from state sources equal to variance
between L egislative Payment Estimate (L PE) and District Planning
Estimate (DPE) or District's calculated earned state aid amount.

Estimate of delayed payments from federal sources (59xx)

Estimate of expenditures to be reimbursed to General Fund from
Capital Projects Fund (uses of General Fund cash after bond
referendum and prior to issuance of bonds)

Optimum Fund Balance and Cash Flow (Lines 2+3+4+5+6+7+8+9)

Excess (Deficit) Undesignated Unreserved General Fund
Balance (Line 1 minusLine 10)

47,357

1,191,000

264,306

648,784

363,991

$

$

3,745,224

2,515,438

1,229,786

Explanation of need for and/or projected use of net positive Undesignated Unreserved General Fund Fund Balance:

The District currently has a capital project for renovations of the High School building and other improvements. The

General Fund will need to contribute the Excess Fund Balance above to finish this project.
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EXHIBIT 34
SPEARMAN INDEPENDENT SCHOOL DISTRICT

SCHEDULEOFREVENUES, EXPENDITURES, AND CHANGESIN FUND BALANCE
BUDGET AND ACTUAL -CHILD NUTRITION PROGRAM
FORTHE YEAR ENDED AUGUST 31, 2009

Data Actual Amounts  Variance With
Control Budgeted Amounts (GAAPBASIS) Final Budget
C Positive or
odes - :
Origina Final (Negative)
REVENUES:
5700 Tota Local and Intermediate Sources $ 155418 $ 184252 $ 184252 $ -
5800 State Program Revenues 2,028 2,103 2,103 -
5900 Federal Program Revenues 155,883 197,109 197,108 1)
5020 Total Revenues 313,329 383,464 383,463 1)
EXPENDITURES:
0035 Food Services 397,623 412,547 412,546 1
6030 Total Expenditures 397,623 412,547 412,546 1
1100 Excess (Deficiency) of Revenues Over (Under) (84,294) (29,083) (29,083) -
Expenditures
OTHERFINANCING SOURCES (USES):
7915 Transfers In - 29,083 29,083 -
7080 Total Other Financing Sources (Uses) - 29,083 29,083 -
1200 Net Change in Fund Balances (84,294) - - -

0100  Fund Balance - September 1 (Beginning) - - ) .

3000 Fund Balance - August 31 (Ending) $ (84,294) $ - $ - $ -
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EXHIBIT 35
SPEARMAN INDEPENDENT SCHOOL DISTRICT

SCHEDULEOFREVENUES, EXPENDITURES, AND CHANGESIN FUND BALANCE
BUDGET AND ACTUAL - DEBT SERVICE FUND
FORTHE YEAR ENDED AUGUST 31, 2009

Data Actual Amounts  Variance With
Control Budgeted Amounts (GAAPBASIS) Flnql Budget
Positive or
Codes - ) .
Origina Final (Negative)
REVENUES:
5700 Tota Local and Intermediate Sources $ 798,427 $ 798427 % 833637 $ 35,210
5020 Total Revenues 798,427 798,427 833,637 35,210
EXPENDITURES:
Debt Service:
0071 Debt Service - Principal on Long Term Debt 320,000 320,000 320,000 -
0072 Debt Service - Interest on Long Term Debt 482,825 482,825 482,825 -
0073 Debt Service - Bond Issuance Cost and Fees - - 431 (431)
6030 Total Expenditures 802,825 802,825 803,256 (431)
1200 Net Changein Fund Balances (4,398) (4,398) 30,381 34,779
0100 Fund Balance - September 1 (Beginning) 39,731 39,731 39,731 -
3000 Fund Balance - August 31 (Ending) $ 35333 $ 35333 % 70112 $ 34,779
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CORNELL & COMPANY, RP.C.

CERTIFIED PUBLIC ACCOUNTANTS

802 SOUTH MONROE + AMARILLO, TEXAS 78101 « PHONE (BOB) 372-4331 * FAX (B0B) 372-3963

Patricia D. Buzzell W.E. Swenson, Sr., C.P.A.
Kelly W. Hill Founder
Albert W. Cupell 1826-1876

Laurie D. Shepard

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENTAL AUDITING STANDARDS

Independent Auditor's Report

Board of Trustees

Spearman Independent School District
403 E. 11" Ave

Spearman, Texas 79081

Members of the Board:

We have audited the financial statements of the governmental activities, each major fund, and the aggregate remaining
fund information of Spearman Independent School District ( the District) as of and for the year ended August 31, 2009.
These collectively comprise the District’s basic financial statements. We have issued our report on them dated
February 3, 2010.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained m Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Spearman Independent School District's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements but not for the purpose of expressing an opinion on the effectiveness of Spearman Independent
School District’s internal control over financial reporting. Accordingly we do not express an opinion on the
effectiveness of Spearman Independent School District’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses. However, as discussed below, we identified certain def|C|enC|es in internal
control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees in the
normal course of performing their assigned functions to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency or combination of control deficiencies that adversely affects the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the entity’s internal control.
We considered the deficiencies described in the accompanying schedule of significant deficiencies on page 53, items 1
through 4, to be significant deficiencies in internal control over financial reporting.
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A material weakness is a significant deficiency or a combination of significant deficiencies that results in more than a
remote likelihood that material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in the District’s internal control that might be significant
deficiencies or material weaknesses as defined below. However, we believe that none of the significant deficiencies
described above is a material weakness.

Compliance

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

The results of our tests disclosed no instances of noncompliance that are required to be reported under Government
Auditing Sandards.

This report is intended for the information of the district's trustees, the audit committee, the administration, Texas

Education Agency, federal awarding agencies and pass-through entities, and is not intended to be used and should not
be used by anyone other than these specified parties.

Cornell & Company, P.C.

February 3, 2010
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Patricia D. Buzzell W.E. Swenson, Sr., C.P.A.
Kelly W. Hill Founder
Albert W. Cupell 1826-1876

Laurie D. Shepard

« FAX (80B) 372-3963

REPORT ON COMPLIANCE WITH REQUIREMENTSAPPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

Independent Auditor's Report

Board of Trustees

Spearman Independent School District
403 East Eleventh Ave

Spearman, Texas 79081

Members of the Board:

Compliance

We have audited the compliance of Spearman Independent School District with the types of compliance requirements
described in the U S Office of Management and Budget (OMB) Circular-A-133 Compliance Supplement that are
applicable to each of its major federal programs for the year ended August 31, 2009. The District's major federal
programs are identified in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of Spearman Independent School District's administrators. Our
responsibility is to express an opinion on the District's compliance based on our audit.

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

In our opinion, Spearman Independent School District complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended August 31, 2009.
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Internal Control Over Compliance

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

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in the District’s internal control that might be significant
deficiencies or material weaknesses as defined below. However, as discussed below, we identified certain
deficiencies in internal control over compliance that we consider to be significant deficiencies.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a control
does not allow management or employees in the normal course of performing their assigned functions to prevent or
detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A significant
deficiency is a control deficiency or combination of control deficiencies that adversely affects the entity’s ability to
administer a federal program such that there is more than a remote likelihood that noncompliance with a type of
compliance requirement of a federal program that is more than inconsequential will not be prevented or detected by
the entity’s internal control. We considered the deficiencies in internal control over compliance described in the
accompanying schedule of significant deficiencies and questioned costs, items 1 through 4, page 53, to be significant
deficiencies.

A material weakness is a significant deficiency or a combination of significant deficiencies that results in more than a
remote likelihood that material noncompliance with a type of compliance requirement of a federal program will not be
prevented or detected by the entity’s internal control. We did not consider any of the deficiencies described in the
accompanying schedule of findings and questioned costs as a material weakness.

This report is intended for the information of the District's Trustees, the audit committee, the administration, Texas

Education Agency, federal awarding agencies and pass-through entities and is not intended to be used and should not
be used by anyone other than these specified parties.

CORNELL & COMPANY, P.C.

February 3, 2010
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
SCHEDULE OF SIGNIFICANT DEFICIENCIES AND QUESTIONED COSTS
YEAR ENDED AUGUST 31, 2009
Financial Statements

Type of auditor's report issued: Unqualified

Internal Control over financial reporting:
Material Weakness(es) identified? yes X no
Significant Deficienciesidentified that are not
considered to be material weakness(es)? X yes none reported

1. The General Fund expenditures exceeded budget in two functions and in one function in Debt
Service. The over-budget in the General Fund was in two functions involving Medicare Part D on
behalf payments that were not budgeted for. The District failed to budget bond issue costs.

The Digtrict failed to originally budget for transfers out of the General Fund to the National School
Breakfast & Lunch Program.The Didtrict failed in the operations of their Internal Controls over the
budgeting process. The District isrequired by law to maintain a budget and keep their expenditures

within the budget. The budget of the District should be monitored and timely amended by the
administration at all times, including at year end to ensure all expenditures, including on behalf
payments have been properly budgeted for and approved.

2. TheDidtrict failed to maintain the same level of effort for Special Education at the local level. This
is considered a deficiency in the operations of the District's internal controls. The District's estimated
local deficiency was $7,482. If the District does not maintain the same level of effort, funding could
be dropped by federal and state programs. We recommend the District monitor their level of effort
throughout the year closely to ensure the same level asthe prior year.

3. TheDidtrict failed to reverse prior year accruasin special revenue funds. The District did
not properly adjust state foundation receivable. These deficiencies are considered
afailureinthe Digtrict's Design of Controls. The possibility of misstatement is significant
due to these deficiencies. We recommend that all special revenue accruals be reversed at the
end of the fiscal year by the business manager. Also, the business manager should reconcile
the state foundation receivable and deferred foundation income to the state foundation payment
ledgers provided by the TEA.

4. The District had two board members that did not have the required continuing education hours
during the August 31, 2009 fiscal year. Thisis considered a significant deficiency in the contol
environment of the District. The lack of the required CPE indicates alack of control's consciousness
within these board members. We recommend that all board members receive the required CPE
hours through Region 16 Education Service Center or other satellite classes.

Noncompliance material to financial statements noted? yes X no

Federal Awards

Internal control over major programs:

Material Weakness(es) identified? yes X no
Significant Deficienciesidentified that are not
considered to be material weakness(es)? yes X none reported
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Type of auditor's report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported in

accordance with Section 510(a) of OMB Circular A-133? yes
I dentification of major programs:
CFDA Number(s) Name of Program or Cluster
10.553 & 10.555 National School Breakfast and Lunch program
84.010A ESEA - Titlel, Part A, Improving Basic Programs
Dollar threshold used to distinguish between type A and type B programs: $300,000
Auditee qualified as low-risk auditee? X yes
Section Il -- Financial Statement Findings
None.
Section 111 -- Federal Award Significant Differences and Questioned Costs
None.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
SCHEDULE OF PRIOR YEAR SIGNIFICANT DEFICIENCIES AND QUESTIONED COSTS
YEAR ENDED AUGUST 31, 2009
Financial Statements

Type of auditor's report issued: Unqualified

Internal Control over financial reporting:
Material Weakness(es) identified? yes X no
Significant Deficienciesidentified that are not
considered to be material weakness(es)? X yes none reported

1. The District failed to originally budget for transfers out of the General Fund to the National
School Breakfast and Lunch Program. This deficiency has not been corrected in the current year.
The District failed in the operations of their Internal Controls over the budgeting process. The
District isrequired by law to maintain a budget and keep their expenditures within the budget.
The budget of the District should be monitored and timely amended by the administration at all
times, including at year end to ensure all expenditures, inlcuding payables have been properly
budgeted for and approved. General Fund expenditures exceed budget in two functions.
This deficiency till exists.

2. TheDistrict only spent 16.35% of the mandated Gifted and Talented allocation, a shortage of
$13,621. The District also till had a carryover from subsequent year of $11,188 for a total shortage
of $24,809. The District failed in the operation of their Internal Controls to maintain the states
mandated expenditures for the Gifted and Talented. The District should periodically review their
required mandated program expenditures and compare to actual to comply with the states
requirements.

This deficiency has been corrected in the current year August 31, 2009.

Noncompliance material to financial statements noted? yes X no
Federal Awards

Internal control over major programs:

Material Weakness(es) identified? yes X no

Significant Deficienciesidentified that are not

considered to be material weakness(es)? yes X none reported
Type of auditor's report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are reguired to be reported in
accordance with Section 510(a) of OMB Circular A-133? yes X no
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I dentification of major programs:

CFDA Number(s) Name of Program or Cluster
10.553 & 10.555 National School Breakfast and Lunch program
84.027 IDEA- Part B, Formula
Dollar threshold used to distinguish between type A and type B programs: $300,000
Auditee qualified as low-risk auditee? X yes no
Section Il -- Financial Statement Findings
None.
Section 111 -- Federal Award Significant Differences and Questioned Costs

None.
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED AUGUST 31, 2009
(Prepared by District’s Administration)

With respect to the audit finding in the 2008/2009 auditor's report, Spearman Independent School District submitsthe
following corrective action:

1

2.

The name of the contact person responsible for corrective action is: Rodney W. Sumner, Superintendent.

Thebudgetswill be amended timely including all on behalf payments. The District’schief financia officer will
monitor special education at thelocal level to maintain the samelevel of effort. Y ear end adjustmentswill be
reviewed closely to ensure prior accruals have been reversed and the proper receivable and deferred foundation
adjustments have been made. All board memberswill be notified of their continuing education requirements.

These items are expected to be corrected by the end of fiscal year 2009-2010.
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EXHIBIT K-1 Cont'd)
SPEARMAN INDEPENDENT SCHOOL DISTRICT

SCHEDUL E OF EXPENDITURESOF FEDERAL AWARDS
FORTHE YEAR ENDED AUGUST 31, 2009

1) @) ©) 4

FEDERAL GRANTOR/ Federal Pass-Through
PASS-THROUGH GRANTOR/ CFDA Entity Identifying Federal
PROGRAM or CLUSTERTITLE Number Number Expenditures

U.S.DEPARTMENT OFEDUCATION
Direct Programs

ESEA, Title VI, Part B - Rural & Low Income Proa. 84.358B S358A082458 $ 24,328
Total Direct Programs $ 24,328
Passed Through Tx Region 16 Education Service Cent
ESEA, Titlel, Part C - Miaratory Children 84.011 09615001188950 $ 22,380
ESEA, Titlel, Part C - Migratory Children 84.011 10615001188950 1,274
Total CFDA Number 84.011 23,654
Total Passed Through Tx Region 16 Education Service Cent $ 23,654
Passed Through State Department of Education
ESEA, Titlel, Part A - Improving Basic Programs 84.010A 09610101098904 $ 133,170
ESEA, Titlel, Part A - Improving Basic Programs 84.010A 10610101098904 12,735
Total CFDA Number 84.010A 145,905
IDEA - Part B, Formula 84.027 09660001179901 102,380
IDEA - Part B, Formula 84.027 10660001179901 2,767
Total CFDA Number 84.027 105,147
IDEA - Part B, Preschool 84.173 09661001179901 8,521
IDEA - Part B, Preschool 84.173 10661001179901 1,003
Total CFDA Number 84.173 9,524
ESEA TitlelV - Safeand Drua-Free Schools 84.186A 09691001098904 2512
Titlell, Part D -Enhancing Ed. Throuah Technoloay 84.318X 09630001098904 1,362
ESEA, Titlell, Part A, Teacher/Principal Training 84.367A 09694501098904 33,000
Total Passed Through State Department of Education $ 297,450
TOTAL DEPARTMENT OF EDUCATION $ 345,432
U.S.DEPARTMENT OF AGRICULTURE
Passed Through the State Department of Agriculture
School Breakfast Program®* 10.553 714009098904 $ 25,399
National School Lunch Program - Cash Assistance* 10.555 713009098904 156,844
National School Lunch Proa. - Non-Cash Assistance* 10.555 14,865
Total CFDA Number 10.555 171,709
Total Passed Through the State Department of Agriculture $ 197,108
TOTAL DEPARTMENT OF AGRICULTURE $ 197,108
TOTAL EXPENDITURESOF FEDERAL AWARDS $ 542,540

*Clustered Programs as required by Compliance Supplement March, 2009
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SPEARMAN INDEPENDENT SCHOOL DISTRICT
NOTES ON ACCOUNTING POLICIESFOR FEDERAL AWARDS
YEAR ENDED AUGUST 31, 2009

1. For all Federal programs, the District uses the fund types specified in Texas Education Agency's Financial
Accountability System Resource Guide. Special revenue funds are used to account for resources restricted to, or
designated for, specific purposes by a grantor. Federal and state financial assistance generally is accounted for in
a Special Revenue Fund.

2. The accounting and financial reporting treatment applied to a fund is determined by its measurement focus. The
Governmental Fund types and Expendable Trust Funds are accounted for using a current financial resources
measurement focus. All Federal grant funds were accounted for in a Special Revenue Fund which is a
Governmental Fund type. With this measurement focus, only current assets and current liabilities and the fund
balance are included on the balance sheet. Operating statements of these funds present increases and decreases in
net current assets.

The modified accrual basis of accounting is used for the Governmental Fund types, the Expendable Trust Funds,
and Agency Funds. This basis of accounting recognizes revenues in the accounting period in which they become
susceptible to accrual, i.e., both measurable and available, and expenditures in the accounting period in which the
fund liability is incurred, if measurable, except for unmatured interest on General Long-Term Debt, which is
recognized when due, and certain compensated absences and claims and judgments, which are recognized when
the obligations are expected to be liquidated with expendable available financial resources.

Federal grant funds are considered to be earned to the extent of expenditures made under the provisions of the
grant, and, accordingly, when such funds are received, they are recorded as deferred revenues until earned.

3. The period of availability for federal grant funds for the purpose of liquidation of outstanding obligations made on
or before the ending date of the federal project period extended 30 days beyond the federal project period ending
date, in accordance with provisions in Section H, Period of Availability of Federal Funds, Part 3, OMB Circular
A-133 Compliance Statement - Provisional 6/97.
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SCHOOLS FIRST QUESTIONNAIRE

Spearman Independent School District

Fiscal Year 2009

SF2

SF4

SF5

SF9

SF10

Were there any disclosures in the Annual Financial Report and/or other sources of
information concerning default on bonded indebtedness obligations?

Did the district receive a clean audit? - Was there an unqualified opinion in the Annual
Financial Report?

Did the Annual Financial Report disclose any instances of material weaknesses in internal
controls?

Was there any disclosure in the Annual Financial Report of material noncompliance?

Total accumulated accretion on capital appreciation bonds included in government-wide
financial statements at fiscal year end.

No

Yes

No

No
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