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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Highline School District No. 401
September 1, 2017 through August 31, 2018

SECTION I - SUMMARY OF AUDITOR’S RESULTS

The results of our audit of Highline School District No. 401 are summarized below in accordance
with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Financial Statements

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

Internal Control over Financial Reporting:

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

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

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

Federal Awards

Internal Control over Major Programs:

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

e Material Weaknesses: We identified deficiencies that we consider to be material
weaknesses.
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We issued an unmodified opinion on the District’s compliance with requirements applicable to
each of its major federal programs.

We reported findings that are required to be disclosed in accordance with 2 CFR 200.516(a).

Identification of Major Federal Programs

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

CFDA No. Program or Cluster Title

10.555 Child Nutrition Cluster — National School Lunch Program

10.559 Child Nutrition Cluster — Summer Food Service Program for Children

84.010 Title 1 Grants to Local Educational Agencies

84.365 English Language Acquisition State Grants

84.367 Supporting Effective Instruction State Grants (formerly Improving
Teacher Quality State Grants)

84.027 Special Education Cluster (IDEA) — Special Education Grants to States

84.173 Special Education Cluster (IDEA) — Special Education Preschool Grants

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

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

SECTION Il - FINANCIAL STATEMENT FINDINGS

None reported.

SECTION IIl - FEDERAL AWARD FINDINGS AND QUESTIONED
COSTS

See finding 2018-001.
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2018-001

SCHEDULE OF FEDERAL AWARD FINDINGS AND
QUESTIONED COSTS

Highline School District No. 401
September 1, 2017 through August 31, 2018

The District did not have adequate internal controls to ensure
compliance with procurement requirements.

CFDA Number and Title:

Federal Grantor Name:

Federal Award/Contract Number:

Pass-through Entity Name:

84.027 — Special Education — Grants
to States

84.173 — Special Education —
Preschool Grants

U.S. Department of Education
N/A
Office of Superintendent of Public

Instruction (OSPI)

Pass-through Award/Contract 0306222, 0338032, 0365711, and

Number: 0385419
Questioned Cost Amount: $0
Background

The objective of the Special Education grant program is to ensure all children with
disabilities receive special education and related services to meet their needs.
During fiscal year 2018, the District spent $4,540,151 in federal funding through
its Special Education program. Of this amount, the District spent $1,980,320 for
contracted professional services.

Federal regulations require recipients to establish and follow internal controls to
ensure compliance with program requirements. These controls include
understanding grant requirements and monitoring the effectiveness of established
controls.

Federal regulations and its own policy require the District to solicit formal bids for
services costing $150,000 or more. The District’s policy also requires it to obtain
at least three quotes from qualified sources when the cost of services is between
$3,000 and $150,000. These procedures ensure it receives the best price from the
lowest responsible bidder. The District may solicit a proposal from only one source
under certain circumstances, such as when a service is available only from a single
source. If procurement by noncompetitive proposals is used, the District must
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document how it concluded there was only a single source for the service required
before awarding the contract.

Description of Condition

The District paid three contractors a total of $1,206,090 for staffing of onsite
stabilization services. The District did not follow established procedures to comply
with federal regulations and District policy when procuring these services, and the
documented rationale to support that these services were available only from a
single source was not valid.

We consider this control deficiency to be a material weakness.

This issue was reported as a finding in the prior audit as finding 2017-001.

Cause of Condition

The District did not have time to implement our prior audit recommendation for the
current 2017-2018 school year.

Effect of Condition and Questioned Costs

The District cannot ensure it received the best possible price for the professional
services received and could not demonstrate it complied with federal regulations
for procuring service contracts. Specifically, the District did not document a valid
rationale for declaring three vendors as sole source when awarding onsite
stabilization service contracts. Because these services were available from multiple
sources, we found the District should have:

e Solicited formal bids for two vendors it paid $636,350 and $465,000 as
required by District policy and federal regulations

e Obtained at least three quotes as required by District policy when awarding
the third contract totaling $122,000

The purchases were allowable under the federal program; therefore, we are not
questioning the costs paid under these contracts.

Recommendations

We recommend the District establish and follow internal controls to ensure it:

e Retains sufficient documentation to demonstrate compliance with federal
procurement requirements and District policy

e Provides adequate training and guidance to grant staff about federal
procurement requirements
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District’s Response

The District concurs with this finding. Program managers for the Special
Education federal grant will receive more training on their responsibilities for
procurement compliance, with a focus on contracts and competitive bidding
procedures. Additionally, the Purchasing Manager will review and monitor the
processes that were updated at the end of the 2017-2018 fiscal year, to ensure
compliance with the requirements for use of Sole Source, as well as the need for
fiscal analysis prior to purchase.

Auditor’s Remarks

We thank the District for its assistance throughout the audit and the steps it is taking
to address these issues. We will review the status of the District’s corrective action
during our next audit.

Applicable Laws and Regulations

The American Institute of Certified Public Accountants defines significant
deficiencies and material weaknesses in its Codification of Statements on Auditing
Standards, section 935, Compliance Audits, paragraph 11.

Title 2 CFR Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards (Uniform Guidance), section 516(a) (1)
and (2), Audit findings, establishes reporting requirements for audit findings.

Title 2 CFR Part 200, Uniform Guidance, section 303, Internal Controls, describes
the requirements for auditees to maintain internal controls over federal programs
and comply with federal program requirements

Title 2 CFR Part 200, Uniform Guidance, section 318, General procurement,
describes the requirements for auditees to use its own procurement procedures,
which reflect applicable Federal State, and local laws and maintain records
sufficient to detail the history of procurement.

Title 2 CFR Part 200, Uniform Guidance, section 320 Methods of procurement to
be followed, establishes the methods of procurement an entity must follow

District policy 6220, Bid requirements, states in part; Procurement of services using
federal funds - Purchases of between $3,000.00 and $150,000.00 may be procured
using price or rate quotations from three or more qualified sources. Purchases of
$150,000 or more must be publically solicited using sealed bids.
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Business Services
15675 Ambaum Boulevard Southwest

Burien, Washington 98166
highlineschools.org

PUBLIC SCHOOLS 206.631.3007

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Highline School District No. 401
September 1, 2017 through August 31, 2018

This schedule presents the status of federal findings reported in prior audit periods.

Audit Period: Report Ref. No.: Finding Ref. No.:
9/1/2016 — 8/31/2017 1021464 2017-001

Finding Caption:

The District did not have adequate internal controls to ensure compliance with procurement
requirements.

Background:

The fiscal year 2017 audit found that the District paid two contractors a total of $930,157 for
services that did not follow allowable federal procurement procedures. These contracts were
improperly claimed as sole source. For one of the identified contracts, valued at $400,000, the
District did not document it performed the required cost/price analysis.

Status of Corrective Action: (check one)

O Fully Partially [ Not Corrected O Flndlng_ is considered no
Corrected Corrected longer valid

Corrective Action Taken:

The District completed the two corrective actions identified in this finding of the 2016-2017
audit.

First, the District informed and trained staff on the narrow and specific application of the sole
source option in the procurement process. Additionally, the District’s sole source form was
updated and now requires approval by the CFO.

Second, the District updated its policy regarding bids to include a section on price/cost
analysis requirements. Further, the District updated the Contract Approval form to include
information on those stipulations. Finally, training that included price/cost analysis
information was offered to all staff involved in purchasing.
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Audit Period: Report Ref. No.: Finding Ref. No.:
9/1/2016 — 8/31/2017 1021464 2017-002

Finding Caption:

The District did not have adequate internal controls to ensure compliance with requirements
for time-and-effort documentation and graduation-rate reporting.

Background:

The fiscal year 2017 audit found that the District did not have time-and-effort documentation
for payroll costs of $49,724. We did not question these costs as the District was able to
demonstrate they were properly charged to the Title | grant program. We further noted the
District did not maintain written documentation for five students who were transferred to
another district.

Status of Corrective Action: (check one)

Fully O Partially 1 Not Corrected O Finding is cons_idered no
Corrected Corrected longer valid
Corrective Action Taken:
The District reviewed its process and implemented an electronic approval system to ensure
accurate and timely collection of time and effort documentation. District staff were trained
regarding this new paperless time and effort process in August of 2018.

The new system supports improved internal controls, reflects time after the work is performed,
can be more easily accessed, and provides electronic approval by supervisors with firsthand
knowledge of the work performed.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Highline School District No. 401
September 1, 2017 through August 31, 2018

Board of Directors
Highline School District No. 401
Burien, Washington

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the financial statements of
Highline School District No. 401, as of and for the year ended August 31, 2018, and the related
notes to the financial statements, which collectively comprise the District’s financial statements,
and have issued our report thereon dated May 15, 2019.

We issued an unmodified opinion on the fair presentation of the District’s financial statements in
accordance with its regulatory basis of accounting. We issued an adverse opinion on the fair
presentation with regard to accounting principles generally accepted in the United States of
America (GAAP) because, as described in Note 1, the Accounting Manual for Public School
Districts in the State of Washington does not require the District to prepare the government-wide
statements presenting the financial position and changes in financial position of its governmental
activities as required by GAAP. The effects on the financial statements of the variances between
the basis of accounting described in Note 1 and accounting principles generally accepted in the
United States of America, although not reasonably determinable, are presumed to be material.

INTERNAL CONTROL OVER FINANCIAL REPORTING

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the District's financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

COMPLIANCE AND OTHER MATTERS

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

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

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
District’s internal control or on compliance. This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the District’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose. However,
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this report is a matter of public record and its distribution is not limited. It also serves to
disseminate information to the public as a reporting tool to help citizens assess government
operations.

N v//zéee?%

Pat McCarthy
State Auditor
Olympia, WA

May 15, 2019
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND REPORT ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE UNIFORM GUIDANCE

Highline School District No. 401
September 1, 2017 through August 31, 2018

Board of Directors
Highline School District No. 401
Burien, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of Highline School District No. 401, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Compliance
Supplement that could have a direct and material effect on each of the District’s major federal
programs for the year ended August 31, 2018. The District’s major federal programs are identified
in the accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility

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

Auditor’s Responsibility

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

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

Opinion on Each Major Federal Program

In our opinion, the District complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended August 31, 2018.

Other Matters

The results of our auditing procedures disclosed an instance of noncompliance with those
requirements, which is required to be reported in accordance with the Uniform Guidance and
which is described in the accompanying Schedule of Federal Award Findings and Questioned
Costs as Finding 2018-001. Our opinion on each major federal program is not modified with
respect to these matters.

District’s Response to Findings

The District’s response to the noncompliance findings identified in our audit is described in the
accompanying Schedule of Federal Award Findings and Questioned Costs. The District’s
response was not subjected to the auditing procedures applied in the audit of compliance and,
accordingly, we express no opinion on the response.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

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

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

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified. We identified
certain deficiencies in internal control over compliance, as described in the accompanying
Schedule of Federal Award Findings and Questioned Costs as Finding 2018-001 to be a material
weakness.

District’s Response to Findings

The District's response to the internal control over compliance findings identified in our audit is
described in the accompanying Schedule of Federal Award Findings and Questioned Costs. The
District's response was not subjected to the auditing procedures applied in the audit of compliance
and, accordingly, we express no opinion on the response.

Purpose of this Report

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

N %@g%

Pat McCarthy
State Auditor
Olympia, WA

May 15, 2019
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
Highline School District No. 401

September 1, 2017 through August 31, 2018

Board of Directors
Highline School District No. 401
Burien, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of Highline School District No. 401, as
of and for the year ended August 31, 2018, and the related notes to the financial statements, which
collectively comprise the District’s financial statements, as listed on page 22.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with the financial reporting provisions of Washington State statutes and the
Accounting Manual for Public School Districts in the State of Washington (Accounting Manual)
described in Note 1. This includes determining that the basis of accounting is acceptable for the
presentation of the financial statements in the circumstances. Management is also responsible for
the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

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

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

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

Unmodified Opinion on Regulatory Basis of Accounting (Accounting Manual)

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Highline School District No. 401, as of August 31, 2018, and the changes
in financial position thereof for the year then ended in accordance with the basis of accounting
described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

Auditing standards issued by the American Institute of Certified Public Accountants (AICPA)
require auditors to formally acknowledge when governments do not prepare their financial
statements, intended for general use, in accordance with GAAP. GAAP requires presentation of
government-wide financial statements to display the financial position and changes in financial
position of its governmental activities.

As described in Note 1, the Accounting Manual does not require the District to prepare the
government-wide financial statements, and consequently such amounts have not been determined
or presented. We are therefore required to issue an adverse opinion on whether the financial
statements are presented fairly, in all material respects, in accordance with GAAP.
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Adverse Opinion on U.S. GAAP

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of Highline School District No. 401, as of August 31, 2018, or the
changes in financial position or cash flows for the year then ended, due to the significance of the
matter discussed in the above “Basis for Adverse Opinion on U.S. GAAP” paragraph.

Other Matters
Supplementary and Other Information

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

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated May 15,
2019 on our consideration of the District’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral
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part of an audit performed in accordance with Government Auditing Standards in considering the
District’s internal control over financial reporting and compliance.

N %/zfa?.%

Pat McCarthy
State Auditor
Olympia, WA

May 15, 2019
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FINANCIAL SECTION

Highline School District No. 401
September 1, 2017 through August 31, 2018

FINANCIAL STATEMENTS

Balance Sheet — Governmental Funds — 2018

Statement of Revenues, Expenditures and Changes in Fund Balance — Governmental
Funds — 2018

Statement of Fiduciary Net Position — Fiduciary Funds — 2018

Statement of Changes in Fiduciary Net Position — Fiduciary Funds — 2018

Notes to Financial Statements — 2018

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Long-Term Liabilities — 2018
Schedule of Expenditures of Federal Awards — 2018
Notes to the Schedule of Expenditures of Federal Awards — 2018

Office of the Washington State Auditor Page 22



“juawajels jeroueul) siyl Jo jaed jeabajurl ue aae sajou HBurAuedwodde ayl

Page 23

0070 0070 0070 0070 0070 a1qeked sa3oN uoljedioniuy
98°G9€ €95 00°0 00°0 98°G9€ ‘€95 Saliejes paniadoy
0070 0070 ajgeled 1saaalu] panaddy
22°1T08°208 0070 00°0 T2 €S2 6Ty LEVIZY 79 €€€“v8E juaaan) ajqeed s1oeUa3U0)
GO GPT“8ET € 0070 0070 86" ¥62 ‘S 0070 €6°7.5°0€ v, Slz zvo‘e a1qeked s31UNO2dY
SS3LLravi
S304N0S3d 40 MO14LNO
16°TEV L.¥V°962 0070 GT "8G/ 96/, TV Tv6°688°v0¢ T16°00G°8S.L°€EE /0°08T°T98 €V TS0 TLT°9S 3443430 ANV S13SSV Tv1OoL
S304N0S3y
00°0 0070 00°0 0070 0070 0070 0070 40 SMOT4LNO d3y¥y343d V1oL
19Y3l0 - S924Nn0Ssay
00°0 00°0 00°0 0070 0070 JO sSmoj4ano paiuaagaq
-S324N0S3Y
40 SMOT4LNO d3dd343d
16°TEV LLV°962 0070 GT 85,96/ Ty Iv6°688°v0C T6°00G°8S.L°€EE /0°08T°T98 €V TS0 TLT 9SG S13SSVY V10l
31sodag
0070 0070 A311N23S @oueansuj-4J9s
uoryesuaduwo)
00°0 00°0 00°0 [SEPBEY ETeRtss TET ESEVNIT |
00°289‘v.L2 T 0070 00°0 00°0 0070 00°289°v22°T 991SNnul Y3Im ysed/siusulsanul
0070 00°0 0070 0070 00°0 0070 0070 SuUBWISaAU|
7G5 286°ET 0070 0070 00°0 7G5 286 €T swal| predaid
€1°19€°0TC 0070 0070 €T°T9E“0T2 Aaojuanug
0070 00°0 0070 00°0 00°0 00°0 00°0 9]1geAladay 1sadalu] panaddy
00°0 00°0 00°0 91qeAl1923y SueoT punjaaluj
9" ¥0.L°“929 0070 0070 00°0 0070 00°0 9" ¥0.L“929 9]geAlsday S3uNoddY
s31un
TE TIPS T6E T 0070 0070 0070 0070 0070 TE TYS T6E C JejusuuiIancg Aayyo wod4 ang
G87269°8YT 00°0 0070 ov-8.LT°€ 0070 99°€09°9Y 6.°0T6°86 spund4 J48yzQ woda4 ang
G6°G86 VST ‘61 0070 0070 G6°T80°/9.°8T 00" 706 “28€°0¢E 91geAIdD3Y saxel
T9"v¥PT 69€“L- 0070 00°0 €5°¥82 ¥95°e- 0070 €0°68C°L- G0 TLG /6L ¢~ Burpuelsing siuedaep snuip
¥£°929°G20°0S¢ 0070 GT"8G.“96/L ¥ST.v0° TSP 80C 96°8IV 166 VT ¥ G98°TZ8 G295 ¥96“vZ siuajenrnb3 ysen pue ysen
ZS13SSsV
1eloL pun4 pun4 pun4 pun4 pun4 pun4
Jusuewaad ETEIIE)N syoafoad ELTVSELS asy [ EDEL)
uoryelaodsuea | jexde) 19aq

8T0Z “TE 3snbny
sSpun4 jejusuuiasno9
199ys aouejeg

TOv "ON 19141S1Q J00YdS aulpybIH



“juawajels jeroueul) siyl Jo jaed jeabajyurl ue aae sajou HBurAuedwodde ayl

JONVIvE

ANNd ANV “S32¥N0S3Y 40 MOTANI

Page 24

L6°TEV L.V 962 0070 GT1°85.°96L T Iv6°688°¥0Cc T6°00S°8SL°€E  L0°08T*T98 €V TS0 TLT 95 a3yy¥343a “s3nLiniavii viol
2€°62T°00L°G€C 0070 GT1°8G5.°96L 22°Sr9°906°€0C 96°8IV T66°VT 92 ¥E€ZT“9LL €.°890°622°ST JONVIVE ANNd TVL10L
€5°69Z°GTT 6 00°0 00°0 0070 00°0 0070 €G°692°STIT 6 aouejeg pund paubisseun
T0"8.v“66T°8 0070 00°0 62°689°292°L 0070 0070 2/.°88L°9¢6 aouejeg pung paubissy
0070 00°0 0070 0070 00°0 0070 0070 aduejeg pund pajlIuwod
0T "¥€0“T9T“8TZ 0070 GT°8S.°96.L €6°GS6°EV9°96T 967 8TV T66°VT 92 ¥EZ“9.L 08°999°2S6“Y aduejeg pund pa3olalsay
89-eve‘vee 00°0 0070 0070 00°0 0070 89 eveE“vee aouejeg pund ajgepuadsuon
“3ONVIvd anNnd
S304N0S3y
G6°G86°VST 67 0070 0070 0070 G6°180°292.°8QT 0070 00"¥06/28€“0€ 40 SMOTANI d3y¥y343a V1oL
91gen192ay
G6°G86 VST ‘61 0070 00°0 G6°T180°29.°8T 00" %06 “/8€“0€E Sa9xel - SNUdA3Y 3jqe]leneun
0070 00°0 0070 0070 0070 0070 0070 SnuaAsy algejeneun
-S304N0S3yd
40 SMOTANI1 d3dy3d43d
0,.°02€“229°IT 0070 00°0 6T 962 €86 0070 18°SV6°v8 0,.°8/0°¥SS“0T SAILIT18vI] vLioL
00°0 0070 0070 0070 0070 a1qefed a1egay abeuariqay
00°0 0070 algeled 1seuaslu] puog painiep
0070 0070 ajgqeAed spuog paaniej
0S°0T.L.SE 00°0 0070 0070 Tv-Lev 6y 60°€82°80¢ anuansy paudesun
8T°TES 9¢C 0070 0070 8T°TES 9¢C s11sodaq
1oAY 0070 0070 0070 Ge"LEL a1qeled sueo pungasiuj
G8 ¢6v CTE 00°0 00°0 00786986 00°0 6L°2T¢ 90°28S°€TC spung 4a8ylo ol and
ajqeled
61" ¥6¥ 9022 6V "¥6¥ 902 2 s11yousg d9kojduz parewrlsy
00°0 0070 0070 a]qefed uoryesuadwo) paiaiasaq
s31un
z6-5eeee 00°0 0070 00°0S 0070 z6-98z°€e 1eluswulsn0g 48yl oL and
ajqeled
89°G0L“S8T VY 0070 T€ 9189 LE°68T STV Sexe] pue suo11onpaqg ||oiked
~SaLLriavi
1e1oL pun4 pun4 pund pun4 pun4 pun4
Juauew.aad ETEIUEIN syoafoad 901A13S asy Jedausg
uoryelaodsuea | jexde) 1998a

8T0Z “TE 3snbny
sSpun4 jejusuuiasno9
199ys aouejeg

TOv "ON 19141S1Q J00YdS aulpybIH



“juawajels jerdoueul) siyl Jo jaed jeabajur ue aae sajou HBurAuedwoode ayl

¥ €90°858°95E€ 000 9G°ZTIV e8I T 89°GT9°6EL°9F 22 82£°€S6°8E 907 0TO‘¥6. 26°969°/8T°69¢C S3ANLIAN3AX3 TV1O0L
0070 0070 0070 aouenss| Ana/puog
22°82E€°€SS 6T 0070 0070 22°82€°€SS 6T 0070 sabaeyn 48ylQ pue 1saaslu]
00°000°00¥“6T 0070 0070 00°000°00V“6T 0070 jediourud
-301AY3S 1934
2£7992°1ve 2€°99Z°1vC 43430
00°0 0070 oseaT pue sajes
9G 2IV“E8T‘T 9G ZIV“E8T‘T juswdinb3 uoryelaodsueu ]
00°0 00°0 ABasuz
0070 00°0 ABojouyosa] peuolldnaisui
8T°609°0S 8T °609°0S Juawdinbg
0G°€86°009 9 05°€86°009°9¥ Buipping
00°€20°88 00°€20°88 So11S

SAVILNO VLIdYD

90°0T0“v6L 00°0 90°0T0“v6L FELRIVAE] b ) 30V 3uspnls
S0"168°686 “6V S0"1¥68°686 “61 S921A49S 340ddns
9,°995°2¥9°T 9/°99G°2¥9°T S921A19S A31UNWWOD
2L Llv8°G9T e 2L 1v8°G9T ¢ suweuaBoad jeuorloniisul J4saylo
90°S69°€SL°92 907569 °€SL 92 sweuaBoad Aroresuaduo)
LE"E09°TTL E LE"E09°TTL E 493Uad 111S
9,°12z°028‘S 9.°v¥2Z°028°S uorjednpy Jeuoiledon
1,0°€58°682°SE 10°€G8°682°GE uoryeonp3 jeroads
0070 0070 SNINWIlS JeJdspad
T8°GV.L 2GS EVT T8°GV.L“2LG EVT uorlonaisul aepnbey
- IN3HEND
-S3YNLIANIdX3
96°0.6°0¥T“02E 0070 T9°90%“069 0,°825°9eL L LT°2.T°599°8E 69°568°988 6L°,96°TLT°C2.LC S3NNIAZY VL0L
99-z/€°0S2°¢C 00°0 0070 0070 99-z.€°0S2°C 43430
69°12S°0TT 69°1¥2S“0TT sSNINUIlS Jeldapad
99°290°880°¢€eC 0070 0070 00°0 99°290°880°€2C 1eispa
19°1¥6€£°225° /8T ¥6°82.°8L9 9G°/€9°L2e Yy 00°0 /1°820°9T5°Z8T 93els
82°9T9°69T“L0T 197L/9°TT YT 168°86E°E LT°2/.1T°599°8E 69°568°988 T19°6.6°90Z 19 18207
-S3INN3IAZH
jejol pung pung pung pung pung pung
Juauew.aad ETELIETN syoafloagd LY VS EIS asy Jedauag
uoryelaodsueu | jexide) 192q

8T0Z ‘TE 3asnbny pspul aesp 8yl Joo
Spun4 JeludWUABN09
aouejeg pund ur sabuey) pue “saanyipuadx3y “sanuanay JO Jusawalels

TO¥ "ON 1131s1Q Jooyds aulybiy

Page 25



“juawajels jerdoueul) siyl Jo jaed jeabajur ue aae sajou HBurAuedwoode ayl

2€°G2T°00L°GE€Z 0070 G1°8GL°96/L 22°G¥9°906°€02 96 8TV 166 VYT 92 ¥EC 9LL €/°890°622°ST JONVIvd ANNd TvL1OL ONIAN3
Sjuswalelsay

28°128°/v2 Z- 00°0 0070 0070 0070 0070 287/28°Lve e- 10 SU013129440) (S)4es) Jolud

29°56€°€99°v/.2 0070 0T ¥IT“882°T 0Z°2EL“6T6 2P TO"SLS°6LZ°ST €9°8¥E°E€89 89°G29°26V “¥T 3ONVIvVE ANNd T1V1O0L ONINNIO34

S3SN ONIONVNIH
Y3HLO ANV SIINLIANIAX3 (H43IANN) ¥3AO

87 Zv¥STL 9€- 0070 §6°G5€“T6Y~ 867980°ET0“6E- SO 9ST “882- €9°688°26 1870/2°¥86°C  S3I0UNOS ONIONYNIH ¥IHLO/SINNIATY 40 SS3OX3
00°0S9°T 0070 0070S9°T 0070 0070 0070 (s3sN) $304N0S ONIONYNIH ¥3HIO VLIOL
00°0S9°T 00°0S9°T 0070 0070 000 18430
00°0 00°0 0070 0070 0070 (ses 19) sasn Buroueurd 43ylo
0070 0070 0070 0070 0070 0070 (9g5 19) INQ sJsgsuedl
0070 0070 0070 0070 0070 Ul saagsued|
0070 0070 0070 0070 Buroueur4 waa]-Huo
00°0 0070 0070 0070 0070 sejes puog Buipunjey » sajes puog
2(S3SN) S304N0S ONIONVYNIH ¥3HLO
8¥°260°LTL 9~ 0070 S6°G00 €67~ 86°980°€T0“6E- S0 9ST 882~ €9°688°26 1870L2°¥86°C SFANLIANIdX3 (43ANN) ¥AAO SANNIATA

=301A43S 193d

1e10] pun4 pun4 pun4 pun4 pun4 pun4
Jusuewaad 1YaA syoaload ELTVSELS asy [ ENED)
uoryelaodsueu | jexrde) 192q

8T0Z ‘TE 3asnbny pspul aesp 8yl Joo
Spun4 JeludWUABN09
aouejeg pund ur sabuey) pue “saanyipuadx3y “sanuanay JO Jusawalels

TOP "ON 19141S1Q [00YdS SurjybIy

Page 26



0070

00°0
0070

0070

0070
0070
00°0

00°0
0070

0070

000
0070
0070
0070
0070
00°0
0070
000
0070
snaj
12410

“juawajels jeroueul) siyl Jo jaed jeabajyur ue aae sajou HBurAuedwoodoe ayl

YE V.LE 6SY

0070

NOILISOd 13N Tv1O0L

sasodand 48ylQ 404 3IsSnAl U] plaH

s3i1jauag juswAojdwi-3sod 48yl AQ UOISUBd 404 ISnal Ul PI8H

767982 °09¢€
07" 285°86

ST°S00°S
0070
ST°500°S

6V 6.LE V9V
0070

0070

0070

0070

0070

00°0

0070

0070

0070

00°0
00°008“€9T
007295 Ve~
67 9vT“SEE
0070

0070
snal

asod.angd
a1enlad

8T0Z “TE 3Isnbny
spun4 Aaeronpi4

uo111S0d 18N Aaeronpi4 Jo juswalels

TOF "ON 130143SIQ Jooyds auljybiy

sesodand 831eAldd 404 Isnal uj pleH
jediourad Isnal 310elu] 404 ISnal Ul pIeH
1403 ISNJL Ul pIeH
*NOILISOd 13N

SALLITIavI V10l

spun4 J18ylo ol ang

ajqeled S1UNODDY

S3Lravin

S13SSV V10l

juawdinb3 ‘uorjerdauadag wnooy
sBurpping “uorjerdsadag wnooy
juawdinb3g ‘sjassy jeiride)
sbuipping “sjassy jeride)
pueq ‘sjassy Jeiide)

s3essy 49ylo

991SNJU] YIIM YSeD/SIUBWISIAU]
S3uUBWISaAU]

91geAl1a23y 1Sa4931U] panaddy
91qeAl1929y SIUNO0IDY

spun4 48ylo wou4 ang
Burpuelsing sjueduej snuipy
seaa] A1) yamm 3asodag up ysed
pueH uQ ysep

ysed asaadug

2S13SSVY

Page 27



“juawajels jeroueul) siyl Jo jaed jeabajyur ue aae sajou HBurAuedwoodoe ayl

00°0 YE V.LE6SY ONIAN3--NOIL1SOd 13N
00°0 00°0 S3UsWalel1say 40 Suoil0a4a0) (S)aeaA Joiad
GE"688°TC 10752690V 13101 - UOI311ISOd 18N
00°0 00°0 UOISIA®Y Jenuep 96T-4 JAedA JA014d
GE"688°TC /07626901 Buruuibag 3snbny aesas 401dd--U0131SOd ION
GE"688°TC- 12 6vv°“2S (oseau09(q) aseauou] 38N
SE°688°T¢C €5°291“S62 SNOILONa3ad v1ioL
GE"688°TC 617°/,98°GT 19410
0°G65°6.¢C sdiysaejoyos
0070 0070 sasuadx3 anrjeaisiulupy
0070 0070 suo13NgIIluo) JOo punjay
00°0 siijausg
ZSNO1.LONa3d
0070 08 TT6°.LVE SNOILIdav 1v1ioLl
0070 00°0 SuoI3Ippy A9ylQ jelol
0070 00°0 2NuUaNdY asea 40 1uay

-SuorlIppy 48yio

00°0 0070 BWOOU| JuswlsaAul 18N
0070 0070 sasuadx3y JuUBWISaAU] SSIT
00°0 00°0 SPUSPIALIQ pue 3sauaalu]
0070 00°0 anpeA Jared ur (uorjerdoaadsq) uoryerdauaddy 3oN

Z9WOdU] JUBWISAAU|
00°0 08" TT6°.LVE SNOILNGIYLINOD IV1OL
00°0 00°0 13410
00°0 Saaquap
0070 a9Aopdug
00°0 08 TT6 .VE suorjeuoq aleAlldd
Isnay Isna ISUOIINQIIIUO0)D
19430 asodand SSNolLIaavy

a3entld

8T0OZ “T€ Isnbny psapu3 Jesp a8yl Jo4
spun4 AaeronpiH
uo131S0d 318N Adelonpi4 ul sabuey) Jo jusawalyels

T0¥7 “ON 32143S1Q JOooydsS auljybiH

Page 28



Highline School District

Notes to the Financial Statements
September 1, 2017 through August 31, 2018

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

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

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

Fund Accounting

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

Governmental Funds

General Fund

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

printing, and student transportation are included in the General Fund.

Capital Projects Funds

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

Transportation Vehicle Fund. This fund is used to account for the purchase, major repair,
rebuilding, and debt service expenditures that relate to pupil transportation equipment.

Debt Service Fund

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

Special Revenue Fund

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

Fiduciary Funds

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

Private-Purpose Trust Fund

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

Measurement focus, basis of accounting, and fund financial statement
presentation

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are measurable and available. Revenues are considered “measurable” if the
amount of the transaction can be readily determined. Revenues are considered “available”
when they are collectible within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the District considers revenues to be available if they are
collected within 60 days after year-end. Categorical program claims and interdistrict billings are
measurable and available and are accrued. Property taxes not collected by the fiscal year end
are measurable and recorded as a receivable, however the receivable is not considered
available of revenue accrual, but is recorded as a deferred inflow of resources.

Expenditures are recognized under the modified accrual basis of accounting when the related
fund liability is incurred, except for unmatured principal and interest on long-term debt which are
recorded when due. Purchases of capital assets are expensed during the year of acquisition.
For federal grants, the recognition of expenditures is dependent on the obligation date.
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(Obligation means a purchase order has been issued, contracts have been awarded, or goods
and/or services have been received.)

Budgets

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

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

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

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

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

The government’s fund balance classifications policies and procedures.
The District classifies ending fund balance for its governmental funds into five categories.
Nonspendable Fund Balance. The amounts reported as Nonspendable are resources of the

District that are not in spendable format. They are either non-liquid resources such as inventory
or prepaid items, or the resources are legally or contractually required to be maintained intact.

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

Committed Fund Balance. Amounts that are reported as Committed are those resources of the
District that have had a limitation placed upon their usage by formal action of the District’'s board
of directors. Commitments are made either through a formal adopted board resolution or are
related to a school board policy. Commitments may only be changed when the resources are
used for the intended purpose or the limitation is removed by a subsequent formal action of the
board of directors.
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Assigned Fund Balance. In the General Fund, amounts that are reported as Assigned are those
resources that the District has set aside for specific purposes. These accounts reflect tentative
management plans for future financial resource use such as the replacement of equipment or
the assignment of resources for contingencies. Assignments reduce the amount reported as
Unassigned Fund Balance, but may not reduce that balance below zero.

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

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

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

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

A negative Unassigned fund balance means that the legal restrictions and formal commitments
of the District exceed its currently available resources.

Cash and Cash Equivalents

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

Inventory

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

Summary of Significant Accounting Policies Changes for 2017-2018
Cobra — At the recommendation of the State Auditor’s Office during the 2016-2017 fiscal year
audit, the district moved the Cobra account funds, which at the time was $21,889.35, from the

Trust Fund (in the Other Trust sections of the Statement of Fiduciary Net Position and
Statement of Changes in Fiduciary Net Position in prior year’'s F196s) to the General Fund.
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NOTE 2: DEPOSITS AND INVESTMENTS

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

The district’s deposits and certificates of deposit are entirely covered by federal depository
insurance (FDIC) or by collateral held in a multiple financial institution collateral pool
administered by the Washington Public Deposit Protection Commission (PDPC).

All of the District’s investments during the year and at year-end were insured or registered and
held by the District or its agent in the District’'s name.

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

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

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

Bankers’ acceptances purchased on the secondary market,

e Repurchase agreements for securities listed in the three items above, provided that the
transaction is structured so that the public treasurer obtains control over the underlying
securities,

¢ Investment deposits with qualified public depositories,

¢ Washington State Local Government Investment Pool, and

e County Treasurer Investment Pools.

The District’s investments as of August 31, 2018, are as follows:

Fair Value Effective Duration
King County Investment Pool | $248,068,637.00 | 1.03 Years

The district’s participation in the King County Investment Pool is voluntary and the pool does not
have a credit rating. The fair value of the district’s investment in the pool is measured using a
net asset value (NAV) as determined by the pool. The pool maintains a (duration/weighted
average maturity) of 1 year.

Impaired Investments. As of August 31, 2018, all impaired commercial paper investments
have completed enforcement events. The King County impaired investment pool (Impaired
Pool) held one commercial paper asset where the Impaired Pool accepted an exchange offer
and is receiving the cash flows from the investment’s underlying securities. The Impaired Pool
also held the residual investments in two commercial paper assets that were part of completed
enforcement events, where the Impaired Pool accepted the cash-out option. The District’s share
of the impaired investment pool principal is $242,960.20 and the District’s fair value of these
investments is $163,149.85.

Credit Risk. As of August 31, 2018, the district’s investment in the Pool was not rated by a
nationally recognized statistical rating organization (NRSRO). In compliance with state statutes,
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Pool policies authorize investments in U.S. Treasury securities, U.S. agency securities and
mortgage-backed securities, corporate note (rated at least “A”), municipal securities (rated at
least “A” by two NRSROs), commercial paper (rated at least the equivalent of “A-1” by two
NRSROs), certificates of deposits issued by qualified public depositaries, repurchase
agreements, and the Local Government Investment Pool managed by the Washington State
Treasurer’s office.

Interest Rate Risk. As of August 31, 2018, the Pool’s average duration was 1.03 years. As a
means of limiting its exposure to rising interest rates, securities purchased in the Pool must
have a final maturity, or weighted average life, no longer than five years. While the Pool’s
market value is calculated on a monthly basis, unrealized gains and losses are not distributed to
participants. The Pool distributes earnings monthly using an amortized cost methodology.
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NOTE 3: SIGNIFICANT EFFECTS OF SUBSEQUENT EVENTS

On November 20, 2018 the district completed the sale of $64,350,000 in general unlimited
obligation bonds. This represented the balance of voter approved bonds of $299,850,000.
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NOTE 4: PENSION PLANS

General Information

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

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

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

Membership Participation

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

Membership participation by retirement plan as of June 30, 2018, was as follows:

Retirees and Inactive Plan Members :
el Beneficiaries Entitled to but not yet Al\c/:lg\ﬁbzlrasn
Receiving Benefits Receiving Benefits

PERS 1 47,037 539 1,086
SERS 2 9,171 6,050 27,786
SERS 3 8,866 8,678 34,930
TRS 1 33,460 188 497
TRS 2 5,453 2,617 20,518
TRS 3 11,960 8,735 55,117

Membership & Plan Benefits

Certificated employees are members of TRS. Classified employees are members of PERS (if
Plan 1) or SERS. Plan 1 under the TRS and PERS programs are defined benefit pension plans
whose members joined the system on or before September 30, 1977. TRS 1 and PERS 1 are
closed to new entrants.
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TRS is a cost-sharing multiple-employer retirement system comprised of three separate plans
for membership purposes: Plans 1 and 2 are defined benefit plans and Plan 3 is a defined
benefit plan with a defined contribution component. TRS eligibility for membership requires
service as a certificated public school employee working in an instructional, administrative or
supervisory capacity.

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

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

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

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

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

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

Other benefits include duty and non-duty disability payments, a cost-of-living allowance (based

on the Consumer Price Index), capped at three percent annually and a one-time duty-related
death benefit, if found eligible by the Department of Labor and Industries.
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PERS Plan 1 provides retirement, disability, and death benefits. PERS 1 members were vested
after the completion of five years of eligible service. Retirement benefits are determined as two
percent of the member’s average final compensation (AFC) times the member’s years of
service. The AFC is the average of the member’s 24 highest consecutive service months.
Members are eligible for retirement from active status at any age with at least 30 years of
service, at age 55 with at least 25 years of service, or at age 60 with at least five years of
service.

Members retiring from inactive status prior to the age of 65 may receive actuarially reduced
benefits. PERS Plan 1 retirement benefits are actuarially reduced to reflect the choice of a
survivor benefit. Other benefits include duty and non-duty disability payments, an optional cost-
of-living adjustment (COLA), and a one-time duty-related death benefit, if found eligible by the
Department of Labor and Industries.

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

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

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

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

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

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

Plan Contributions

The employer contribution rates for PERS, TRS, and SERS (Plans 1, 2, and 3) and the TRS
and SERS Plan 2 employee contribution rates are established by the Pension Funding Council
based upon the rates set by the Legislature. The methods used to determine the contribution
requirements are established under chapters 41.34 and 41.40 RCW for PERS, 41.34 and 41.35
RCW for SERS, and 41.32 and 41.34 RCW for TRS. Employers do not contribute to the
defined contribution portions of TRS Plan 3 or SERS Plan 3. Under current law the employer
must contribute 100 percent of the employer-required contribution. The employee contribution
rate for Plan 1 in PERS and TRS is set by statute at six percent and does not vary from year to
year.

The employer and employee contribution rates for the various plans are effective as of the dates
shown in the table. The pension plan contribution rates (expressed as a percentage of covered
payroll) for 2017 and 2018 are listed below:

Pension Rates
| 9/1/18 Rate | 71117 Rate |

PERS 1
Member Contribution Rate 6.00% 6.00%
Employer Contribution Rate 12.83% 12.70%

Pension Rates

| 9/1/18 Rate | 9/1/17 Rate |

TRS 1
Member Contribution Rate 6.00% 6.00%
Employer Contribution Rate 15.41% 15.20%
TRS 2
Member Contribution Rate 7.06% 7.06%
Employer Contribution Rate 15.41% 15.20%
TRS 3
Member Contribution Rate varies™ varies®
Employer Contribution Rate 15.41% 15.20% >
SERS 2
Member Contribution Rate 7.27% 7.27%
Employer Contribution Rate 13.58% 13.48%
SERS 3
Member Contribution Rate varies™ varies®
Employer Contribution Rate 13.58% 13.48% **
Note: The DRS administrative rate of .0018 is included in the employer rate.
* = Variable from 5% to 15% based on rate selected by the member.
** = Defined benefit portion only.
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The Collective Net Pension Liability

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

the following table:

The Net Pension Liability as of June 30, 2018:

percentage of the total
pension liability

Dollars in Thousands PERS 1 SERS 2/3 TRS 1 TRS 2/3
Total Pension Liability $12,143,412 $5,719,600 $8,722,439 $14,422,685
ELZ?ﬁfc')iuc'ary net ($7,677,378) | ($5,420,538) | ($5,801,847) | ($13,972,571)
Participating

employers’ net $4,466,034 $299,062 $2,920,592 $450,114
pension liability

Plan fiduciary net

position as a 63.22% 94.77% 66.52% 96.88%

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

At June 30, 2018, the school district reported a total liability of $89,534,099 for its proportionate
shares of the individual plans’ collective net pension liability. Proportion of net pension liability is
based on annual contributions for each of the employers participating in the DRS administered
plans. At June 30, 2018, the district’s proportionate share of each plan’s net pension liability is

reported below:

June 30, 2018 PERS 1 SERS 2/3 TRS 1 TRS 2/3
District’'s Annual
Contributions $2,298,561 $3,562,358 $8,396,224 $9,012,228
Proportionate
Share of the Net $15,357,701 $6,089,875 $58,962,123 $9,124,399
Pension Liability

At June 30, 2018, the school district’'s percentage of the proportionate share of the collective net
pension liability was as follows and the change in the allocation percentage from the prior period

is illustrated below.

Liability

Allocation percentages PERS 1 SERS 2/3 TRS 1 TRS 2/3
Current year proportionate
share of the Net Pension 0.343878% 2.036325% | 2.018841% 2.027131%

Prior year proportionate share
of the Net Pension Liability

0.298038%

1.782727%

1.718718%

1.726836%

Net difference percentage

-0.045839%

-0.2535599%

-0.300123%

-0.300295%
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Actuarial Assumptions

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

The total pension liabilities for TRS 1, TRS 2/3, PERS 1, and SERS 2/3 were determined by
actuarial valuation as of June 30, 2017, with the results rolled forward to June 30, 2018, using
the following actuarial assumptions, applied to all prior periods included in the measurement:

Inflation 2.75% total economic inflation, 3.50% salary inflation

Salary increases In addition to the base 3.50% salary inflation assumption, salaries
are also expected to grow by promotions and longevity.

Investment rate of return 7.40%

Mortality Rates

Mortality rates used in the plans were based on the RP-2000 Combined Healthy Table and
Combined Disabled Table published by the Society of Actuaries. The Office of the State Actuary
applied offsets to the base table and recognized future improvements in mortality by projecting
the mortality rates using 100 percent Scale BB. Mortality rates are applied on a generational
basis, meaning members are assumed to receive additional mortality improvements in each
future year throughout their lifetime. The actuarial assumptions used in the June 30, 2017,
valuation were based on the results of the 2007-2012 Experience Study Report. Additional
assumptions for subsequent events and law changes are current as of the 2017 actuarial
valuation report.

Long-term Expected Rate of Return

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

e Expected annual return

e Standard deviation of the annual return

o Correlations between the annual returns of each asset class with every other asset class

WSIB uses the CMAs and their target asset allocation to simulate future investment returns over
various time horizons.

The long-term expected rate of return of 7.40 percent approximately equals the median of the
simulated investment returns over a fifty-year time horizon, increased slightly to remove WSIB’s
implicit and small short-term downward adjustment due to assumed mean reversion. WSIB’s
implicit short-term adjustment, while small and appropriate over a ten to fifteen-year period,
becomes amplified over a fifty-year measurement period.
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Best estimates of arithmetic real rates of return for each major asset class included in the
pension plans’ target asset allocation as of June 30, 2018, are summarized in the following
table:

TRS 1, TRS 2/3, PERS 1, and SERS 2/3
Target Long-term Expected Real

Asset Class Allocation Rate of Return
Fixed Income 20.00% 1.70%
Tangible Assets 7.00% 4.90%

Real Estate 18.00% 5.80%

Global Equity 32.00% 6.30%

Private Equity 23.00% 9.30%

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

Discount Rate

The discount rate used to measure the total pension liability was 7.40 percent. To determine the
discount rate, an asset sufficiency test was completed to test whether the pension plan’s
fiduciary net position was sufficient to make all projected future benefit payments of current plan
members. Consistent with current law, the completed asset sufficiency test included an
assumed 7.50 percent long-term discount rate to determine funding liabilities for calculating
future contributions rate requirements. Consistent with the long-term expected rate of return, a
7.40 percent future investment rate of return on invested assets was assumed for the test.
Contributions from plan members and employers are assumed to continue to be made at
contractually required rates. Based on those assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current
plan members.

Therefore, the long-term expected rate of return of 7.40 percent on pension plan investments
was applied to determine the total pension liability.

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following table presents the Highline School District’s proportionate share of the collective
net pension liability (NPL) calculated using the discount rate of 7.40 percent, as well as what the
net pension liability would be if it were calculated using a discount rate that is one percentage-
point lower (6.40 percent) or one percentage-point higher (8.40 percent) than the current rate.
Amounts are calculated using the school district’s specific allocation percentage, by plan, to
determine the proportionate share of the collective net pension liability.
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1% Decrease (6.50%)

Current Discount Rate

(7.40%)

1% Increase (8.40%)

PERS 1 NPL $5.472,767,000 $4 466,034,000 $3.566,959,000
Allocation 0.343878% 0.343878% 0.343878%
Percentage
Proportionate
Share of $18.819,633 $15,357,701 $12.265,982
Collective NPL

SERS 2/3 NPL $1.131,422,000 $299 062,000 ($380,838,000)

é”ocat"’“ 2.036325 % 2.036325% 2.036325%
ercentage
Proportionate
Share of $23,039,433 $6,089,875 ($7,755,101)
Collective NPL
TRS 1 NPL $3.634,012,000 $2.920,592,000 $2.274.705,000
Q"ocat'on 2.018841% 2.018841% 2.018841%
ercentage
Proportionate
Share of $73.364,942 $58,962,123 $45.922,688

Collective NPL

TRS 2/3 NPL $2.818,935,000 $450,114.000 ($1,453,166,000)
Allocation 2.027131% 2.027131% 2.027131%
Percentage
Proportionate
Share of $57,143 495 $9.124.399 ($29,457,573)

Collective NPL
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NOTE 5: ANNUAL OTHER POST-EMPLOYMENT BENEFIT COST
AND NET OPEB OBLIGATIONS

The state, through the Health Care Authority (HCA), administers a defined benefit other post-
employment benefit (OPEB) plan that is not administered through a qualifying trust. The Public
Employees Benefits Board (PEBB), created within the HCA, is authorized to design benefits and
determine the terms and conditions of employee and retired employee participation and
coverage, including establishment of eligibility criteria for both active and retired employees.
Benefits purchased by PEBB include medical, dental, life insurance and long-term disability
insurance.

The relationship between the PEBB OPEB plan and its member employers and their employees
and retirees is not formalized in a contract or plan document. Rather, the benefits are provided
in accordance with a substantive plan. A substantive plan is one, which the employers and plan
members understand the plan terms. This understanding is based on communications between
the HCA, employers and plan members, and historical pattern of practice with regard to sharing
of benefit costs.

Employers participating in the plan include the state of Washington (which includes general
government agencies and higher education institutions), 74 of the state’s K—12 school districts
and educational service districts (ESDs), and 236 political subdivisions and tribal governments.
Additionally, the PEBB plan is available to the retirees of the remaining 238 K—12 school
districts and ESDs. The District’s retirees (approximately 757) are eligible to participate in the
PEBB plan under this arrangement.

According to state law, the Washington State Treasurer collects a fee from all school district
entities which have employees that are not current active members of the state Health Care
Authority but participate in the state retirement system. The purpose of this fee is to cover the
impact of the subsidized rate of health care benefits for school retirees that elect to purchase
their health care benefits through the state Health Care Authority. For the fiscal year 2017-18,
the District was required to pay the HCA $64.07 per month per full-time equivalent employee to
support the program, for a total payment of $1,741,879.82. This assessment to the District is
set forth in the state’s operating budget and is subject to change on an annual basis. This
amount is not actuarially determined and is not placed in a trust to pay the obligations for post-
employment health care benefits.

The District has no control over the benefits offered to retirees, the rates charged to retirees, nor
the fee paid to the Health Care Authority. The District does not determine its annual required
contribution nor the net other post-employment benefit obligation associated with this plan.
Accordingly, these amounts are not shown on the financial statements.

For further information on the results of the actuarial valuation of the employer provided
subsidies associated with the state’s PEBB plan, refer to:
http://leg.wa.gov/osa/additionalservices/Documents/Final.2017.PEBB.OPEB.AVR.pdf

The plan does not issue a separate report; however, additional information is included in the
State of Washington Comprehensive Annual Financial Report, which is available on this site
https://www.ofm.wa.gov/accounting/financial-audit-reports/comprehensive-annual-financial-

report
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NOTE 6: COMMITMENTS UNDER LEASES

For the fiscal year ended August 31, 2018, the District incurred additional long-term debt as
follows:

RAISBECK AVIATION HIGH SCHOOL GROUND LEASE

On March 29, 2011 the District entered into a ground lease agreement with the Museum of
Flight Foundation for the use of 41,500 square feet of building land to construct an educational
facility. The facility is to be dedicated to educating secondary students with an emphasis on
aeronautics and aviation.

In exchange for a reduction in the total rent the district will provide the Museum of Flight the
right to use certain classroom and meeting areas during non-school hours and days. The base
rent for the entire first ten-years (expiring 5/31/2021) is $1,700,000, which is reduced to
$1,300,000 due to the above consideration. The $1,300,000 adjusted rent has been paid
through an in-kind donation from the Museum of Flight Foundation and its lender. The first
amendment to the ground lease amends Section 3.1.1 Base Rent of the agreement per the
following: “This section is amended in part to reflect that the Landlord, in consideration for the
simultaneous forgiveness by its Lender of an equal amount of debt, agrees to forgive the
Tenant’s $1,300,000 Rent payment for the initial ten (10) year lease Term”.

This Lease agreement has four (4) ten-year renewal options for a total of fifty years. District
liability for the first and second renewal terms is one dollar ($1) each to exercise the renewal
term. No additional rent shall be payable during either of these renewal periods.

The district liability for the third and fourth lease renewal terms is outlined in Section 4.3 of the
agreement. Base monthly rent for the first lease year of the third and fourth renewal terms shall
be calculated on the fair market rent for a ground lease of the building land without reference to
any improvements. The fair market value will be determined for the first year of each renewal
term and will be subject to CPI adjustment the first day of each subsequent lease year. The
base for computing any rent increase is the Consumer Price Index All Urban Consumers
Seattle-Tacoma Metropolitan Area (1982-84=100), published by the United States Department
of Labor, Bureau of Labor Statistics.

In addition, the District is responsible for, unless otherwise exempt, any real and personal
property taxes, general and special assessments, and all other charges or taxes levied on or
assessed against the building and the land.

MARINE TECHNOLOGY GROUND LEASE

The District has leased from King County a parcel at Seahurst Park since November 25, 1970
and built on the property the Marine Technology facility for instructional use by the Puget Sound
Skills Center. In 1993, the City of Burien incorporated and the park became city property.
Since that time the lease has been between the City of Burien and the District.

The terms of the lease states, “The Lessee is hereby granted an irrevocable option to renew this
lease for an extend terms of forty years, by written notice of renewal to the Lessor at least thirty
days prior to the termination of the initial term thereof.” The lease option was executed
November 1, 2011 for an additional forty years, beginning November 26, 2010 through
November 25, 2050. The lease rate is $10 per year.
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WAREHOUSE LEASE

The District has leased from The Realty Associates Fund X LP a building of 13,950 square feet
for warehouse on July 1, 2014 for 65 calendar months, expiring December 1, 2019. The monthly

rental payment schedule as below:

Month of Lease Term
1-12
13-24
25 - 36
37 -48
49 - 60
61 - 65

Monthly Base Rent

Sh L PP PP

7,000
7,210
7,426
7,649
7,879
8,115

Along with the rental expense, the district will also pay $2,511 operating expense each month.
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NOTE 7: OTHER SIGNIFICANT COMMITMENTS

The District has active construction projects as of August 31, 2018:

Project Expended as of Additional
Project Authorization P 8/31/18 Funds
Amount Committed
Olympic Interim School 24,107,098 14,891,440 9,215,658
Highline High School 148,408,933 4,580,358 143,828 575
Replacement
g‘ﬁ:’ Middle School at Glacier 94,301,357 14,948,956 79,352,401
NeV\_/ Elementary School at 57.782.961 4,360,522 53,422,439
Zenith
Safety, Security, and Critical 19,719,176 2752152 16,967,024
Improvements
Total $344,319,525 $41,533,428 $302,786,097
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NOTE 8: REQUIRED DISCLOSURES ABOUT CAPITAL ASSETS

The District’s capital assets are insured in the amount of $922,533,163 for fiscal year 2018. In
the opinion of the District’s insurance consultant, the amount is sufficient to adequately fund
replacement of the District’s assets.

Burien Heights located at 1210 SW 136th Street, Burien, WA 98166.

The entire site (land only, no building) is leased to NAVOS. Lease expires in 2058 and requires
24 months written notification for cancellation. Annual amount is $24,325 (including Leasehold
Excise tax). The terms of the lease allow for an annual adjustment equal to the Consumer Price
Index (CPI). Every ten years the lease amount will adjust by the current fair market rent for land.

North Shorewood Elementary School located at 1410 S. 200th Ave. SW; Seattle, WA 98146
Facility is leased to Westside School and Explorer West Middle School. Lease expires April,
2049 and requires twelve months written notification for cancellation. Annual amount is
$62,515. The terms of the lease allow for an annual adjustment equal to the Consumer Price
Index (CPL.)

Office Space at Educational Resource and Administrative Center located at 15675
Ambaum Boulevard SW, Burien WA 98166

Office space is leased to the Highline Schools Foundation for Excellence. The term of the lease
is for 12 months, with an option to extend for an additional 12 months. Annual amount for fiscal
year 2017-2018 was $763.32.

Puget Sound Skills Center located at 18010 Eighth Avenue South, Burien, Washington 98148.
Space in the Health Science building is leased to Sea Mar Community Health Center. Lease
expires on December 31, 2018 and will automatically extend for a maximum of four (4)
successive one (1) year terms, each commencing on January 1 immediately following the then-
effective expiration date, and expiring on the following December 31, unless terminated by
either Landlord or Tenant in writing not later than the March 31 immediately preceding the then-
effective expiration date. The monthly rent amount is as listed below:

Period Monthly Base Amount
Lease Year 1 $5,254.52
Extension Term 1 $5,412.16
Extension Term 2 $5,574.52
Extension Term 3 $5,741.76
Extension Term 4 $5,914.01

Salmon Creek located at 614 SW 120th St; Burien WA 98168

Facility is leased to Burien Little Theatre, The Hi-Liners, and World Vision. The Burien Little
Theatre and the Hi-Liners leases are open and have no end date, but requires twelve months
written notification by tenant for cancellation. The World Vision lease is year-to-year in July as
long as the District has no need for the space. The annual amount is $9,399. The lease amount
is recalculated annually using the previous 12 months operating costs.

None of the district leases are with related parties, have imputed interest, have an allowance for

uncollectible lease payments, or have unguarded residual value accruing to the District’s
benefit. There is no contingent rental included in revenue or any unearned revenue, therefore
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there is no offset used in recording indirect costs on unearned revenue. Leased assets are fifty
years old, and all leases except as noted above are cancelable with thirty days written
notification. No contingent rental income is included in revenue.

Page 49



NOTE 9: REQUIRED DISCLOSURES ABOUT LONG-TERM LIABILITIES

Long-Term Debt

Bonds payable at August 31, 2018, are comprised of the following individual issues:

Amount Final Interest Amount
Issue Name Authorized Maturity Rate(s) Outstanding

UTGO Bonds, 2006 89,000,000 | 12/01/2018 3.65%- 4,545,000
5.00%

UTGO Refunding 106,835,000 | 12/01/2021 2.00%- 50,435,000

Bonds, 2009 5.00%

UTGO Refunding 38,015,000 | 12/01/2023 2.75%- 37,225,000

Bonds, 2011 5.00%

UTGO Refunding 11,835,000 6/01/2024 2.00%- 10,730,000

Bonds, 2012 5.00%

UTGO Refunding 69,760,000 | 12/01/2025 .35%- 68,260,000

Bonds, 2012B 5.00%

UTGO Refunding 43,955,000 | 12/01/2025 4.00%- 43,955,000

Bonds, 2015 5.00%

UTGO Bonds, 2017 212,685,000 | 12/1/2026 3.125%- 208,465,000
5.00%

Total General $572,085,000 $423,615,000

Obligation Bonds

The following is a summary of general obligation long-term debt transactions of the District for

the fiscal year(s) ended August 31, 2018:

Long-Term Debt Payable at 9/1/2017

$443,015,000

New Issues

$0

Debt Retired

$19,400,000

Long-Term Debt Payable at 8/31/2018

$423,615,000

The following is a schedule of annual requirements to amortize debt at August 31, 2018:

Years Ending August 31 Principal Interest Total
2018-2019 20,485,000 18,633,525 39,118,525
2019-2020 18,085,000 17,740,550 35,825,550
2020-2021 19,880,000 16,881,450 36,761,450
2021-2022 32,475,000 15,953,775 48,428,775
2022-2023 25,340,000 14,631,494 39,971,494
2023-2024 26,365,000 13,391,725 39,756,725
2024-2025 20,550,000 12,040,450 32,590,450
2025-2026 33,965,000 10,736,300 44,701,300
2026-2027 37,035,000 9,009,275 46,044,275
2027-2028 13,955,000 7,734,525 21,689,525
2028-2029 15,425,000 7,000,025 22,425,025
Total $263,560,000 $143,753,094 $407,313,094
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At August 31, 2018, the District had $14,991,418.96 available in the Debt Service Fund to
service the general obligation bonds.

Bonds Authorized But Unissued

The voted debt was approved for $299,850,000. $235,500,000 was issued in January 2017; the
remainder of the approved amount, $64,350,000, was issued on November 20, 2018.
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NOTE 10: ENTITY RISK MANAGEMENT ACTIVITIES

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

Unemployment Insurance

In 1991, the District joined together with other school districts in the state to form the Puget
Sound Educational Service District Unemployment Pool, a public entity risk pool currently
operating as a common risk management and insurance program for unemployment insurance.
This fund is operated for the District’s benefit in lieu of the District having to make monthly
premium payments to the State of Washington for unemployment insurance. This practice
enables the district to pay unemployment benefits as they occur and minimizes the District’s
costs for the program. The following is a summary of activity:

2017-2018 Unemployment Pool Balance: $1,274,682.

The agreement for formation of the Puget Sound Educational Service District Unemployment
Pool provides that the pool will be self-sustaining through member premiums.

Other Insurance

The Highline School District is a member of the Schools Insurance Association of Washington.
Chapter 48.62 RCW authorizes the governing body of any one or more governmental entities
to form together into or join a program or organization for the joint purchasing of insurance,
and/or joint self-insuring, and/or joint hiring or contracting for risk management services to the
same extent that they may individually purchase insurance, self-insure, or hire or contract for
risk management services. An agreement to form a pooling arrangement was made pursuant
to the provisions of Chapter 39.34 RCW, the Interlocal Cooperation Act. The program was
formed on September 1, 1995, when seven mid-sized school districts in the State of
Washington joined together by signing an Interlocal Agreement to pool their self-insured losses
and jointly purchase insurance and administrative services. Presently, the SIAW pool has 37
member districts.

The program allows members to jointly purchase insurance coverage and provide related
services, such as administration, risk management, claims administration, etc. Coverage for
Wrongful Act Liability and Employee Benefit Liability is on a claims-made basis. All other
coverages are on an occurrence basis. The program provides the following forms of group
purchased insurance coverage for its members: property, earthquake, general liability,
automobile liability, Equipment breakdown, crime, and Wrongful Acts Liability.

The program acquires Liability insurance through their administrator, Clear Risk
Solutions, which is subject to a per-occurrence self-insured retention (SIR) of $100,000.
Members are responsible for a standard deductible of $2,500 for each claim (some
member deductibles vary), while the program is responsible for the $100,000 SIR.
Insurance carriers cover insured losses over $102,500 to the limits of each policy. Since
the program is a cooperative program, there is a joint liability among the participating
members towards the sharing of the $100,000 SIR. The program also purchases a Stop
Loss Policy with an attachment point of $3,058,747, which it fully funds in its annual
budget.
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Property insurance is subject to a per-occurrence SIR of $250,000. Members are
responsible for a $10,000 deductible for each claim (some member deductibles vary),
while the program is responsible for the $250,000 SIR. Insurance carriers cover insured
losses over $260,000 to the limits of each policy. Equipment Breakdown insurance is
subject to a per-occurrence deductible of $10,000. Members are responsible for the
deductible amount of each claim.

Members contract to remain in the program for one year and must give notice before
December 31 to terminate participation the following September 1. Renewal of the
Interlocal Agreement occurs automatically each year. Even after termination, a member
is still responsible for contributions to the program for any unresolved, unreported, and
in-process claims for the period they were a signatory to the Interlocal Agreement.

The program is fully funded by its member participants. Claims are filed by members with
Clear Risk Solutions, which has been contracted to perform program administration,

claims adjustment and administration, and loss prevention for the program. Fees paid to

the third party administrator under this arrangement for the year ending August 31, 2018 were
$3,223,192.51

A board of directors, consisting of eight members, is selected by the membership from
the east and west side of the state and is responsible for conducting the business affairs
of the program. The Board of Directors has contracted with Clear Risk Solutions to
perform day-to-day administration of the program. This program has no employees.

Industrial Insurance

The District self-insures industrial insurance claims that do not exceed $400,000 per
occurrence. It reinsures claims of $400,000 aggregate or more. After approval by the State
of Washington Department of Labor and Industries, the District pays the claim of each
eligible employee.

Claims management was assigned to Cannon Cochran Management Services, Inc., lllinois.
Dental and Vision Insurance

Qualified employees receive dental and vision coverage under the district’s self-insured
insurance plan. Dental plans are administered by United Concordia and Willamette Dental.
Vision plan claims are administered by Northwest Benefit Network. Plan premiums are

accumulated and claims are paid through a liability account in the General Fund. At August
31, 2018, the amount of liabilities totaled $1,083,381.74.
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NOTE 11: PRIOR PERIOD CORRECTIONS

A prior year correction has been reported on the Statement of Revenues, Expenditures and
Changes in Fund Balance for the fiscal year ended August 31, 2018 of $2,247,827.82. In fiscal
year 2016-2017, the District overstated their prepaid items asset account and understated the
District’s insurance expenditures by $2,247,827.82. This resulted in an overstated unassigned
fund balance by the same amount. This was due to an incorrect journal entry that recognized
fiscal year 2017-2018 insurance expenditures as the prepaid asset in fiscal year 2016-2017.
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NOTE 12: PROPERTY TAXES

Property tax revenues are collected as the result of special levies passed by the voters in the
District. Taxes are levied on January 1. The taxpayer has the obligation of paying all taxes on
April 30 or one-half then and one-half on October 31. Typically, slightly more than half of the
collections are made on the April 30 date. The October 31 collection is not available in time to
cover liabilities for the fiscal period ended August 31. Property taxes receivable are measurable
but are considered to be available only if they are collected within 30 days after year-end.
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NOTE 13: JOINT VENTURES AND JOINTLY GOVERNED
ORGANIZATIONS

The district is a member of the King County Directors’ Association (KCDA). KCDA is a
purchasing cooperative designed to pool the member districts’ purchasing power. The board
authorized joining the association by passing a Resolution in June, 1974 and has remained in
the joint venture ever since. The District’s current equity of $293,192.95 is the accumulation of
the annual assignment of KCDA'’s operating surplus based upon the percentage derived from
KCDA'’s total sales to the District compared to all other districts applied against paid
administrative fees. The District may withdraw from the joint venture and will receive its equity in
ten annual allocations of merchandise or 15 annual payments.
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NOTE 14: FUND BALANCE CLASSIFICATION DETAILS

The District’s financial statements include the following amounts presented in the aggregate.

Transportation
Capital Debt Service Vehicle
General Fund | ASB Fund | Projects Fund Fund Fund

Nonspendable
Fund Balance

Inventory and

Prepaid ltems $224,344

Restricted Fund
Balance

For Carryover $2,683,502

For Fund

Purpose $776,234 $796,758

For Carryover
of Skills $449,771
Centers

For Carryover
of Food
Service
Revenue

$1,419,393

For Debt

Service $14,991,419

For Uninsured

Risks $400,000

For Bond

Proceeds $195,083,007

For State
Proceeds

For Other

Proceeds $936,789 $1,560,949

Fund

Purposes $7,262,689

Unassigned

Fund Balance $11,363,097

The board of directors has established a minimum fund balance policy for the general fund to
provide for financial stability and contingencies within the District. The policy is that the District
shall maintain an unassigned fund balance of 3% of the current year’s expenditures attributable
to basic education, special education, support services and transportation. Portions of fund
balance that are set aside for the purpose of meeting this policy are recorded on the financial
statements as a part of Unassigned fund balance.
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NOTE 15: TERMINATION BENEFITS

Compensated Absences
Employees earn sick leave at a rate of 12 days per year up to a maximum of one contract year.

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

Additionally, teachers are eligible to cash out sick leave balances at a rate of one day for each
four days if they separate employment with the District and are at least 55 years of age and
have a minimum of 10 years under the teachers’ retirement system plan 3 or; are at least 55
years of age and have a minimum of 15 years under the teachers’ retirement system plan 2.

These expenditures are recorded when paid, except termination sick leave that is accrued upon

death, retirement, or upon termination provided the employee is at least 55 years of age and
has sufficient years of service. Vested sick leave was computed using the vesting method.
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NOTE 16: OTHER DISCLOSURES

Skills Center Core Campus Note

The District is the host district for the Puget Sound Skills Center, a regional program designed to
provide career and technical education opportunities to students in participating districts. The
purpose of a Skills Center is to enhance the career and technical education course offerings
among districts by avoiding unnecessary duplication of courses.

The Puget Sound Skills Center was created through an agreement of the four member districts.
The Skills Center is governed by an Administrative Council, comprised of the superintendents,
or their appointed representatives, of all member districts. The Skills Center administration is
handled through a director, employed by the District.

As host district, the District has the following responsibilities:
1. Employ staff of the Skills Center.
2. Act as fiscal agent for the Skills Center and maintain separate accounts and fund
balances for each fund.
3. Review and adopt the Skills Center budget as a part of the District's overall budget.
4. Provide such services as may be mutually agreed upon by the District and the Skills
Center.

The District received an enrollment audit finding at Puget Sound Skills Center. This was due to
incorrect enrollment reporting, resulting in overpayment of $433,381 for fiscal year 2009 and
$32,888 for fiscal year 2010. The District has scheduled a repayment plan with OSPI over a
three-year period via a reduction of the State apportionment each May. The last repayment of
$155,423 was withheld from the May 2015 apportionment payment.

Sources of Funding

The Skills Center is primarily funded by state apportionment, based on the number of students
who attend the Skills Center. Other sources of income include federal grants from the Carl D.
Perkins program, tuition, and fees.

Capital Improvements

The District collects an annual fee from all participating districts for minor repair and
maintenance. These funds are used for maintenance and related improvements of Skill Center
facilities. Fees are collected from each member district in accordance with the interlocal
agreement signed by all member districts. Any amounts collected that have not been expended
for such purposes are recorded as a restriction of the District's General Fund balance.

Unspent Funds

Any funds remaining at the end of the year from Skills Center operations are recorded as a
restriction of the District's General Fund balance, and are to be used for financing future
operations of the Skills Center. Member districts do not have claim to any unspent funds of the
Skills Center.

The following districts are member districts of the Skills Center:
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Highline School District #401
Federal Way School District #210
Tahoma School District #409
Tukwila School District #406
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Include the following notes to the schedule either as an attachment to the schedule or on the
face of the schedule (if space permits). The notes should disclose the basis of accounting,
definitions of abbreviations, and any other information that might be needed by the reader.
Each district should prepare notes that describe their particular programs and circumstances.

NOTE 1—BASIS OF ACCOUNTING

The Schedule of Expenditures of Federal Awards is prepared on the same basis of accounting as
the Highline Public School's financial statements. The Highline Public School uses the Modified
Accrual basis of accounting. Expenditures represent only the federally funded portions of the
program. District records should be consulted to determine amounts expended or matched

from non-federal sources.
NOTE 2—PROGRAM COSTS/MATCHING CONTRIBUTIONS

HHIE AlTIOUTILS STTUWIT d> LUTICTIL yEdI SXPEINDES TTpresciit Uiy ulc icucidl yrdiit puiuull vl uie
program costs. Entire program costs, including the Highline Public School's local matching
share, may be more than shown. Such expenditures are recognized following, as applicable,
either the cost principles in the OMB Circular A-87, Cost Principles for State, Local, and Indian
Tribal Governments, or the cost principles contained in Title 2 U.S. Code of Federal Regulations
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for

Federal Awards, wherein certain types of expenditures are not allowable or are limited as to

reimbursement.

NOTE 3—NONCASH AWARDS
The amount of commodities reported on the schedule is the value of commodities distributed

by the Highline Public School's during the current year and priced as prescribed by Value of

Commodities Shipped Report.
NOTE 4—SCHOOLWIDE PROGRAMS

The Highline Public School's operates a “schoolwide program” in eighteen elementary buildings
and Twelve secondary buildings. Using federal funding, schoolwide programs are designed to
upgrade an entire educational program within a school for all students, rather than limit
services to certain targeted students. The following federal program amounts were expended
by the Highline Public School's in its schoolwide program: Title | Part A (84.010) $5,797,138.18;
School Improvement Grants (84.377) $332,613.13; Title | Focus (84.010a) $132,214.47.

NOTE 5—FEDERAL INDIRECT RATE
The Highline Public School's used the federal restricted rate of 4.03%, on most programs, when

allowed, with the exception of Indian Education and Title Il which all an indirect rate of 2%, and
GEAR UP which allows an indirect rate of 8%. The Highline Public School's not elected to use the
10-percent de minimis indirect cost rate allowed under the Uniform Guidance.
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Business Services
15675 Ambaum Boulevard Southwest

Burien, Washington 98166
highlineschools.org

PUBLIC SCHOOLS 206.631.3007

CORRECTIVE ACTION PLAN FOR FINDINGS REPORTED UNDER
UNIFORM GUIDANCE

Highline School District No. 401
September 1, 2017 through August 31, 2018

This schedule presents the corrective action planned by the District for findings reported in this
report in accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance).

Finding ref Finding caption:
number: The District did not have adequate internal controls to ensure
2018-001 compliance with procurement requirements.

Name, address, and telephone of District contact person:
Andrew Burgess, Controller

15675 Ambaum Blvd. S.W.

Burien, WA 98166

(206) 631-3201

Corrective action the auditee plans to take in response to the finding:

The district will review and reinforce new procedures and internal controls that were put in
place at the end of fiscal year 2017-2018 in order to meet all procurement requirements,
including:

1. Multiple layers of review and awareness of requirements in collaboration with the
Purchasing department to ensure compliance with federal procurement policies and
procedures

2. Updated Contract Approval Form with additional information regarding use of federal

budgets

Require Federal Cost Analysis Form for contracts over $250K

Review and implement adequate RFP requirements; ensure review of contracts and

thresholds; build time into bid-process to ensure approval before services can begin in

readiness for start of school year

5. Updated Sole Source Form with qualifications from statute; establish new authority
requiring CFO approval for use of Sole Source

6. Provide training and guidance for staff on procurement processes

Anticipated date to complete the corrective action: August 31, 2019

How
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ABOUT THE STATE AUDITOR’S OFFICE

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

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

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

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

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

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

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

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (360) 902-0370

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

Website | www.sa0.wa.gov
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