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21 December 2018

To: Members of the Cherokee County Board of Education
Citizens of Cherokee County

Over the past year, we have discussed with the School Board our intent to
publish the School District’s first ever Comprehensive Annual Financial
Report (CAFR) for the fiscal year that ended June 30, 2018. The report that
follows was prepared by staff within the Division of Financial Management
as fulfillment of the requirements for audit prescribed by Georgia Statutes
for local boards of education, as well as the Single Audit Requirements of
Federal and State governments.

The CAFR conforms to generally accepted accounting principles as applied
to governmental entities, as well as to standards of the Governmental
Accounting Standards Board (GASB) and the Government Finance Officers
Association (GFOA).  Responsibility for the accuracy, completeness and
fairness of the information presented, including all disclosures and
assurances, rests with the School District management team, based on a
comprehensive framework of internal controls established for this purpose.
Because the cost of internal control should not exceed anticipated benefits,
the objective is to provide reasonable, rather than absolute, assurance that
the financial statements are free of any material misstatements.

Williamson and Company CPAs has issued an unmodified ("clean”) opinion
on the School Board's financial statements for the fiscal year that ended June
30, 2018. The independent auditor's report is located at the front of the
financial section of this report.

Management’s Discussion and Analysis (MD&A) immediately follows the
independent auditor’s report and provides a narrative introduction, overview
and analysis of the basic financial statements. The MD&A complements this
letter of transmittal and should be read in conjunction with it.

Following the MD&A are the basic financial statements, including the
government-wide financial statements, the fund financial statements and the
notes to the financial statements. The required supplementary information
and the statistical section complete the CAFR.
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Profile of Cherokee County School District

The Cherokee County School District is a political subdivision of the State of
Georgia, separate from and legally and fiscally independent of Cherokee
County and all other political subdivisions. The boundaries of the School
District are coterminous with the territorial limits of Cherokee County. The
School District is the only school district in Cherokee County and is vested
by the Georgia Constitution and enabling legislation with the power to
conduct a system of kindergarten through grade twelve public education
within the territorial limits of Cherokee County.

Under the Georgia Constitution, the Cherokee County Board of Education
(School Board) was created to manage and control the School District. The
School Board consists of seven members; six elected within designated
geographic districts and one Chair elected on a county-wide basis by all
qualified voters of Cherokee County. Each School Board member is elected
to office for a term of four years or until his/her successor is elected and
qualified.

The School Superintendent is the Chief Executive Officer of the Board of
Education and is employed by the School Board under written contract for a
term of not less than one year and not more than three years. The School
Superintendent acts as the Secretary of the Board of Education, ex officio.

Dr. Brian V. Hightower has been the Superintendent of Schools for the
School District since February 1, 2016 and is responsible for the day-to-day
operations of the School District. Dr. Hightower has been employed by the
School District for 32 years, and, prior to his appointment as Superintendent,
served in various capacities, including teacher, assistant principal, principal,
Director of School Operations, Assistant Superintendent of School
Operations and Deputy Superintendent. Dr. Hightower's educational
background includes the following: Reinhardt College (A.A., Liberal Arts),
Kennesaw State University (B.S., Education, 7-12), North Georgia College &
State University (M.Ed., Education, 7-12), Georgia State University (Ed.S.,
Education, 4-8), and Samford University (Ed.D., Educational Leadership).

The School District is comprised of 23 elementary schools, seven middle
schools, six high schools, one alternative school, one evening school, one
special education school and one pre-school center. These facilities currently
serve 42,270 students. All schools are accredited by the Georgia Accrediting
Commission and have met requirements for Standard Schools as set forth by
the Georgia Department of Education. The School District and its schools
are accredited by AdvanckD.



As of October 2018, the School District employed 4,847 full time employees
in the following categories:

Certified Classroom Teachers 2,734
Classroom Paraprofessionals 356
Other Instructional and Student

Support Staff 512
Administrators (includes Central Office) 368
School Nutrition, Transportation

and Maintenance 877

All certified classroom teachers hold Bachelor's degrees, with 64% earning
advanced degrees (Master's, Specialist's and/or Doctoral degrees). The
2018-19 school year estimated overall pupil-teacher ratio, not including non-
teaching personnel (such as counselors, therapists and media specialists), is
15:1.

Local Economy and Outlook

Cherokee County is located approximately 35 miles north of the City of
Atlanta, a major national center for finance, transportation, distribution and
communications. The Cherokee community benefits from this proximity,
particularly as it relates to the earnings potential for residents.

The per capita income in Cherokee County is approximately 10% above that
of the State of Georgia and growing at more than double the national pace
at 3.6% in 2016, the latest year for which figures are available. The median
household income in Cherokee County was $72,586 in 2016, compared to
the State average of $51,037 and the National average of $55,322.

The 2018 median home value in Cherokee County was $231,300, an 8.1%
increase over 2017. Home values are projected to increase another 4.2% in
2019. This translates to a growing tax digest that has greatly benefited the
students of Cherokee County. After tax base declines during 2008, 2009
and 2010 (as a direct result of the national recession), the Cherokee County
tax digest has grown by more than 8.7% in each of the last four years.

Sales tax collections are a major indicator of the strength of a local economy.
In Cherokee County, collections from the Education Special Purpose Local
Option Sales Tax (Ed-SPLOST) have grown approximately 27% since 2011
and approximately 59% since 2003. In fact, revenue from the one percent
sales tax has grown in every year since 1998 except for four, with many of
those years growing in double digits. This, along with the strong growth in
the tax digest, indicate a healthy and thriving economy.

vi



Due in large part to the strong and healthy local economy, the School District
has seen two credit rating upgrades since 2015. Moody’s credit rating is
currently Aa2 with a Stable outlook and S&P's credit rating is currently AA
with a Stable outlook. Both credit agencies cited a large, diverse tax base,
stable and growing reserves and positive general fund results in recent years
as rationale for credit rating upgrades.

Long Term Financial Planning

Unrestricted fund balances in all funds have increased in recent years, in large
part due to increased revenues but also due to expenditure controls,
management inquiry and analysis and School Board expectations. The
general fund balance at June 30, 2018 is anticipated to be $60.8 million,
representing 14.7% of the previous year budgeted expenditures, which is
well within the School Board's Policy of 12-15%. Debt service fund balance
is anticipated to increase by $8.3 million due to Ed-SPLOST collections
coming in above projections as well as strong growth in property tax digest.

The School District plans capital improvements as needs arise due to
increased student population, age of the physical plant and future growth
patterns. Formalized capital outlay plans are reviewed at least annually and
are generated based on enrollment forecasts, facility assessments and
anticipated revenue.

The School District relies on revenue generated by the Education Special
Purpose Local Option Sales Tax (Ed-SPLOST), approved overwhelmingly by
voters in November 2016, for repayment of bonds issued in previous years
that resulted in 21 new and replacement schools, installation of major
technology infrastructure, land acquisition and major renovations of aging
facilities. Additionally, the School Board approved shifting one-half mil in
property tax from Maintenance and Operations to Debt Service to generate
supplementary revenue to permit use of monthly Ed-SPLOST funds for
current expenditures, such as replacement of classroom technology devices
and major building repairs.

Formal School Board Policies relative to financial management are analyzed
annually in order to provide a strong basis for ongoing financial decisions.
The following are examples of such Policies:

Annual Operating Budget (Revised 2016)

Fund Balance (Revised 2017)

Debt Management (Adopted 2017)

Accounting and Reporting - Capital Assets (Adopted 2017)
Cash Management and Investments (Adopted 2018)
Purchasing (Revised 2018)
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Awards and Acknowledgements

The GFOA awards a Certificate of Achievement for Excellence in Financial
Reporting to governmental entities annually. As this is the first year the
School District has developed a CAFR, it has been submitted for
consideration of this important award. It is our hope this first edition will
meet with this acknowledgement.

The School District’'s FY2019 Annual Budget received multiple awards from
the Georgia School Public Relations Association (GSPRA) for Special
Publications based on readability, use of graphics and ease of understanding.
Future iterations of the Annual Budget will be submitted to GFOA for
consideration of the Distinguished Budget Presentation Award.

The preparation of this report was completed by the dedicated and
professional staff within the Office of Financial Management. Specifically,
Jenna Williams, Coordinator for Financial Compliance and Reporting, and
Marjorie DeFrank, Director for Financial Management, are to be commended
for their devotion to task and content area expertise.

Respectfully submitted,

ny e

Dr. Brian V. Hightower Kenneth L. Owen
Superintendent of Schools Chief Financial Officer
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WWW.WCPAS.COM CERTIFIED PUBLIC ACCOUNTANTS AND ADVISORS

INDEPENDENT AUDITOR'S REPORT

To the Superintendent and Members of
The Cherokee County Board of Education
Canton, Georgia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Cherokee County School
District (the "School District"), as of and for the year ended June 30, 2018, and the related notes
to the financial statements, which collectively comprise the School District's basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

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

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

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS AND GEORGIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
1



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Cherokee County School District, as of June 30,
2018, and the respective changes in financial position and the respective budgetary comparison
for the General Fund for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis of a Matter
Change in Accounting Principle

As described in Note 1 to the financial statements, in fiscal 2018, the School District adopted
new accounting guidance, GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions. Our opinion is not modified with respect to this
matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 4-12 and the schedules related to the School
District’'s pension plan and other post-employment benefits plan on pages 57-64 be presented
to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Cherokee County School District’'s basic financial statements. The
introductory section, statistical section, Schedule of Expenditures of Educational Local Option
Sales Tax Proceeds, as required by the Official Code of Georgia §48-8-121 and the Schedule of
Expenditures of Federal Awards 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, are presented for purposes of additional analysis and are not a required part of
the basic financial statements.



The Schedule of Expenditures of Educational Local Option Sales Tax Proceeds and the
Schedule of Expenditures of Federal Awards are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the Schedule of Expenditures of
Educational Local Option Sales Tax Proceeds and the Schedule of Expenditures of Federal
Awards are fairly stated in all material respects in relation to the basic financial statements as a
whole.

The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 19, 2018 on our consideration of the Cherokee County School 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 internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Cherokee County School District's
internal control over financial reporting and compliance.

Certified Public Accountants
December 19, 2018



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Introduction

The discussion and analysis of the Cherokee County School District’s (the “School District”)
financial performance provides an overview of the School District’s financial activities for the fiscal
years ended June 30, 2018 and June 30, 2017. The intent of this discussion and analysis is to look
at the School District’s financial performance as a whole. Readers should also review the notes to
the basic financial statements and the financial statements to enhance their understanding of the
School District’s financial performance.

Financial Highlights

Key financial highlights for fiscal year 2018 are as follows:

e Total revenue increased from $441.4 million in 2017 to $468.5 million in 2018, an increase
of $27.1 million, or 6.2%. The revenue increase was primarily from higher state funding
and property and sales taxes.

e Total expenses increased from $463.2 million in 2017 to $466.6 million in 2018, an
increase of $3.4 million, or .7%. The increased expense was largely due to higher salaries
and benefits.

e Total Fund Balance increased from $108.7 million in in 2017 to $151.1 million in 2018, an
increase of $42.4 million, or 39%. The increase is largely due to the issuance of general
obligation bonds, which increased the Capital Projects’ fund balance by $29.7 million, as
well as a $4.5 million increase in the General Fund’s fund balance and an $8.3 million
increase in the Debt Service fund balance.

e Total net position changed from negative $54.6 million in 2017 to negative $357.4 million
in 2018, a decrease of $302.8 million. Net position was restated as of July 1, 2017 by a
decrease of $304.8 million due to the adoption of Governmental Accounting Standards
Board Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other than Pensions. These pension costs are spread out over multiple years well into the
future and therefore do not negatively impact the financial strength of the School District.

Overview of the Financial Statements

This annual report consists of three parts; management's discussion and analysis, the basic
financial statements and required supplementary information. The basic financial statements
include two levels of statements that present different views of the School District. These include
the Government-wide and fund financial statements.

The Government-wide financial statements include the Statement of Net Position and Statement
of Activities. These statements provide information about the activities of the School District
presenting both short-term and long-term information about the overall financial status.



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

The fund financial statements focus on individual parts, reporting the School District’s operation
in more detail. The Governmental Funds statements disclose how basic services are financed in
the short-term as well as what remains for future spending. The Fiduciary Funds statements
provide information about the financial relationships in which the School District acts solely as a
trustee or agent for the benefit of others.

The fund financial statements reflect the School District’s most significant funds. For the years
ending June 30, 2018 and 2017, the General Fund, the Capital Projects Fund, and the Debt Service
Fund represent the most significant funds.

The financial statements also include notes that explain some of the information in the statements
and provide more detailed data. The statements are followed by a section of required
supplementary information that further explains and supports the financial statements.
Additionally, other supplementary information (not required) is presented that further
supplements understanding of the financial statements.

Government-wide Statements

The government-wide financial statements provide readers with a broad overview of the School
District’s finances, in a manner similar to a private-sector business.

The Statement of Net Position presents information on all of the School District’s assets, deferred
outflows of resources, liabilities, and deferred inflows of resources with the difference between
them reported as net position. Over time, increases or decreases in net position may serve as a
useful indicator of whether the financial position of the School District is improving or
deteriorating.

The Statement of Activities presents information showing how the School District’s net position
changed during the most recent fiscal year. Changes in net position appear as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
Thus, revenues and expenses appear in this statement for some items that will result in future
fiscal period’s cash flows (e.g., uncollected taxes and earned but unused vacation leave).

The Statement of Net Position and the Statement of Activities reflect the School District’s
governmental activities.

Fund Financial Statements

A fund is a grouping of related accounts used to maintain control over resources that have been
segregated for specific activities or objectives. The School District, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. School District funds are comprised of governmental funds and fiduciary funds.



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Governmental Funds

Most of the School District’s activities are reported in governmental funds. The governmental fund
statements focus on how money flows in and out of those funds and the balances left at year-end
that are available for spending in future periods. These funds are reported using the modified
accrual basis of accounting which measures cash and all other financial assets that can readily be
converted to cash. These statements also provide a detailed short-term view of the School
District’s general government operations and the basic services it provides. Governmental fund
information helps determine whether there are more or fewer financial resources that can be spent
in the near future to finance educational programs. The School District maintains numerous
governmental funds with the majority of activities occurring in the General Fund. The differences
between governmental activities (reported in Statement of Net Position and Statement of
Activities) and governmental funds are reconciled in the financial statements.

Fiduciary Funds

The School District is the trustee, or fiduciary, for assets that belong to others. The School District’s
fiduciary funds include the clubs and organizations within the Student Activity Fund. The School
District is responsible for ensuring that the assets in this fund are used exclusively for their
intended purposes for the benefit of those to whom the assets belong. The School District
excludes this fund from the government-wide financial statements because it cannot use the
assets to finance its operations.



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Financial Analysis of the School District as a Whole

Recall that the Statement of Net Position provided the perspective of the School District as a
whole. The table below provides a summary of the School District’s net position as of June 30,
2018 and 2017.

Net Position
Governmental Activities Change
June 30, 2018 June 30, 2017 2017-2018
Assets
Current and Other Assets $ 194,155,577 $ 150,047,934 29.4%
Capital Assets, Net 576,125,423 589,362,549 -2.2%
Total Assets $ 770,281,000 $ 739,410,483 4.2%
Deferred Outflows of Resources $ 86,899,622 $ 111,728,512 -22.2%
Liabilities
Current Liabilities $ 49,708,993 $ 50,482,203 -1.5%
Long-Term Liabilities 1,136,281,960 852,412,596 33.3%
Total Liabilities $ 1,185,990,953 $ 902,894,799 31.4%
Deferred Inflows of Resources $ 28,627,544 $ 2,832,881 910.5%
Net Position
Invested in Capital Assets, Net of Debt  $ 110,975,930 $ 144,651,983 -23.3%
Restricted 90,376,401 52,384,239 72.5%
Unrestricted (558,790,206) (251,624,907) 122.1%
Total Net Position $ (357,437,875) $ (54,588,685) -554.8%

Governmental accounting standards require the School District to report its proportional liability
of state administered pension and OPEB plans in which the School District participates for the
benefit of its employees. Deferred Outflows of Resources reflected a decrease of 22.2% and
Deferred Inflows of Resources increased 910.5%, due to this reporting. Additionally, the increase
in Long-Term Liabilities of 31.4% is primarily due to the requirement to report the district’s portion
of the Net OPEB Liability of $306.4 million for the year ended June 30, 2018. Although the
resulting decrease in net position of 554.8% causes a deficit balance in unrestricted net position,
it should not be considered a financial weakness as the pension and OPEB costs are spread out
over multiple years well into the future.



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

The table below shows the Changes in Net Position for fiscal years ending June 30, 2018 and

June 30, 2017.

Revenues
Program Rewvenues

Charges for Senices 19,786,586 $ 20,556,631 -3.7%
Operating grants and Contributions 233,948,283 221,016,968 5.9%
Capital Grants and Contributions 4,600,742 2,079,785 121.2%
General Revenues
Taxes 208,156,705 $ 192,685,171 8.0%
Other 2,036,919 5,021,207 -59.4%
Total Revenues 468,529,235 $ 441,359,762 6.2%
Expenses
Instruction 307,545,475 $ 304,154,371 1.1%
Pupil and Instructional Senices 37,478,527 35,113,913 6.7%
School and Administrative Senices 32,718,111 30,852,605 6.0%
Student Transportation 24,470,133 22,969,715 6.5%
Maintenance and Operations 25,712,187 25,171,126 2.1%
Support Senices 5,144,624 4,287,159 20.0%
Food Nutrition Program 16,709,035 16,377,079 2.0%
Community Senvice Operations 2,133,240 2,001,908 6.6%
Interest on Long-term Debt 14,683,311 22,271,369 -34.1%
Total Expenses 466,594,643 $ 463,199,245 0.7%
Increase (Dec) in Net Position 1,934,592 $ (21,839,483) -108.9%
Beginning Net Position (54,588,685) (32,749,202) 66.7%
Prior Period Adjustment (304,783,782) - -
Ending Net Position (357,437,875) $ (54,588,685) -554.8%

Revenues

In 2018, the School District’s total revenues increased 6.2%, or $27.2 million, over the prior year
due primarily to an increase in state funding and increased tax revenue.

e Operating Grants and Contributions increased 5.9%, or $12.9 million, over the prior year
due to an increase in state instructional program revenue.

e Capital Grants and Contributions increased 121.2%, or $2.5 million, over the prior year due
to an increase in reimbursements received from the Georgia State Financing and
Investment Commission to offset certain construction projects.

e General Revenues - Taxes increased 8.0%, or $12.5 million, over the prior year due to a
9.2% increase in real property tax values and a 6.6% increase in sales taxes within the
School District’s county during the year ended June 30, 2018.



CHEROKEE COUNTY SCHOOL DISTRICT

Management's Discussion and Analysis
For the Year ended June 30, 2018

Expenses

In 2018, the School District’s total expenses increased 0.7%, or $3.4 million, over the prior year
due primarily to an increase in salaries and benefits, offset by a decrease in instructional textbooks
costs and a reduction in interest on long-term debt.

e The School District added 41 teachers in fiscal year 2018 to address student population
growth and also hired five teachers at the elementary school level to further reduce

Districtwide class sizes.

e Initiatives to attract and retain the best teachers, principals and support staff in fiscal year
2018 included providing a 2% cost-of-living raise and an annual longevity-step increase for

all eligible employees.

e Instructional operating costs decreased due to a reduction in textbook adoption costs

during fiscal year 2018.

e Interest on Long-term Debt decreased 34.1%, or $7.6 million, primarily due to the change
in amortization amounts from prior year.

Cost of Services

Total Cost of Services

Net Cost of Services

2018 2017 2018 2017
Instruction $ 307,545,475 $ 304,154,371 $ 108,138,220 $ 108,880,359
Support Senvices
Pupil Senices 18,963,817 18,457,952 11,984,638 17,660,466
Improvement of Instruction Services 13,800,487 12,314,950 8,870,266 10,956,641
Educational Media Senices 4,714,223 4,341,011 153,339 18,802
General Administration 4,665,197 4,639,969 3,873,134 4,584,319
School Administration 25,260,871 22,616,547 17,368,488 14,396,082
Business Administration 2,792,043 3,596,089 2,746,189 3,440,258
Maintenance and Operations 25,712,187 25,171,126 14,808,969 14,729,594
Student Tranportation Senices 24,470,133 22,969,715 21,571,473 20,889,930
Central Support Senices 5,144,624 4,228,809 5,103,729 229,419
Other Support Senvices - 58,350 - 58,350
Operations and Noninstructional Senvices
Community Senice Operations 2,133,240 2,001,908 2,133,193 2,001,908
Food Senice Operations 16,709,035 16,377,079 (224,699) (571,636)
Interest on Long-term Debt 14,683,311 22,271,369 11,732,093 22,271,369
Total $ 466,594,643 $ 463,199,245 $ 208,259,032  $ 219,545,861

The Cost of Services table above shows, for governmental activities, the total cost of services and
the net cost of services. Net cost of services can be defined as the total cost less fees generated
by the activities and intergovernmental revenue provided for specific programs. The net cost
reflects the financial burden on the School District’s taxpayers by each activity (44.6% overall for

the year ended June 30, 2018).



CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Financial Analysis of the School District’s Funds

The School District ended fiscal year 2018 with a positive fund balance in its governmental funds.
The combined balance of all governmental funds, at $151.1 million, was 39% higher than 2017’s
ending balance of $108.7 million. The General Fund’s fund balance increased by $4.5 million, or
8.0%. This level achieves the Board Policy goal of the School District achieving and maintaining an
unassigned fund balance in the General Fund at fiscal year-end of not less than 12.0-15.0% of
prior year general fund budgeted expenditures. Capital Projects fund increased its fund balance
by $29.7 million, an increase of 298.5%, as new bonds were issued during the fiscal year. Debt
Service increased its fund balance by $8.3 million, an increase of 19.5%.

General Fund Budgeting Highlights

The most significant fund for the School District is the General Fund, funded primarily through
state revenue and local property tax revenue. The State of Georgia is required to maintain a
balanced budget (a constitutional requirement in Georgia), as are all state-funded school districts.

For the General Fund, actual revenues of $419.6 million were 100.5% of the final budgeted
amount of $417.4 million. The final actual expenditures of $415.3 million were 100.1% of the final
budgeted amount of $415.0 million. While budgeted revenues exceeded budgeted expenditures
by $2.4 million, actual results for the fiscal year show that expenditures were under revenues by
$4.4 million.

General Fund Balance

As the operating fund of the School District, General Fund revenue from state and federal sources
accounted for 55.5% of revenue. The other 44.5% is from local sources, primarily ad valorem taxes.
In fiscal year 2018, state and federal funding increased by $9.6 million, due to increased state
funding as a result of student enrollment growth and employee benefit costs. Local revenues
increased by $8.7 million. This is a result of 9.2% growth in the property tax digest over prior year.
The School District’'s maintenance and operation millage is 18.95 mils, a reduction from 19.45 mils
in fiscal year 2017.

Capital Assets and Debt Administration
Capital Assets

As of June 30, 2018 and June 30, 2017, the School District had $576.1 million and $589.4 million,
respectively, invested in a broad range of capital assets, including land, buildings and furniture and
equipment for its governmental activities. For two consecutive years, the School District observed
asset depreciation exceed the acquisition of new assets. The table presented on the next page
summarizes and compares the capital assets for 2018 and 2017, breaking down the asset balances,
by class, net of accumulated depreciation.
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CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Capital Assets
(Net of Accumulated Depreciation)

Governmental Activities
Fiscal Year 2018 Fiscal Year 2017

Land $ 31,248,204 $ 31,226,934
Construction in Progress 2,116,527 15,267,328
Building and Improvements 522,816,869 523,704,088
Land Improvements 10,371,969 10,111,456
Equipment 9,571,854 9,052,743
Total $ 576,125,423 $ 589,362,549

Long-Term Obligations

The School District issued $39.7 million in General Obligation Bonds during the year ended June
30, 2018. As of June 30, 2018, the School District had $422.5 million in general obligation and
qualified school construction bonds outstanding with $9.4 million due within one year. On
November 8, 2016, the citizens of Cherokee County approved a referendum to collect a one cent
Education Special Purpose Local Option Sales Tax (Ed SPLOST) for five years beginning January 1,
2018 and ending December 31, 2022. The bonds will be repaid from sales tax proceeds of this
continuing Ed SPLOST. The table below summarizes and compares the School District’s liabilities
for 2018 and 2017.

Long-term Liabilities at June 30

Governmental Activities
Fiscal Year 2018 Fiscal Year 2017

Bonds Payable $ 422,505,000 $ 404,395,000
Bond Premium 48,598,225 48,463,109
Compensated Absences 1,545,657 1,465,733
Workers Compensation Claims Payable 479,706 610,163
Net Pension Liability 356,740,189 397,478,591
Net OPEB Liability 306,413,183 -

Total $ 1,136,281,960 $ 852,412,596

At June 30, 2018, the School District’s assigned bond ratings were Aa2 Stable (upgraded from Aa2
during fiscal year 2018) and AA Stable (upgraded from AA- Positive during fiscal year 2018) as
determined by Moody's Investor Services, Inc. and Standard and Poor’'s Rating Services,
respectively.

Additional information on the School District’s capital assets and long-term obligations can be
found in Note 6 and Noted 8, respectively, on pages 35 and 36 of this report.
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CHEROKEE COUNTY SCHOOL DISTRICT
Management's Discussion and Analysis
For the Year ended June 30, 2018

Factors Affecting the School District’s Future

The fiscal year 2019 budget was presented to the public and tentatively adopted by the Board of
Education on May 17, 2018 with the final adoption on June 21, 2018. The budget represents an
investment plan for the School District, its students, employees, and the communities as a whole.
The budget is tied directly to the strategic vision and direction of the Board of Education.

The budget for the General Fund for fiscal year 2019 is $454.1 million, representing an increase
of 5.2% from the fiscal year 2018 General Fund budget. For the first time since fiscal year 2003,
the Governor and General Assembly have eliminated austerity reductions from the Quality Basic
Education (QBE) funding formula for public education. However, the cumulative effect of the
previous fiscal year austerity reductions for the School District over the 15-year period was a loss
of approximately $209.2 million. The persistent state cuts resulted in employee furlough days,
increased class sizes and various cuts across-the-board to the School District's educational
program. The restoration of $4 million allows several budgetary enhancements including filling 55
new teacher positions.

The fiscal year 2019 millage rate is 19.45 mils, with 18.95 mils to support the School District’s
operating budget (Maintenance and Operations) and .50 mils for bond debt service. Positively
impacting revenue estimates is projected growth in the local property tax digest. The value of the
ad valorem tax digest increased by 7.6% in fiscal year 2017 and 9.2% in fiscal year 2018. The tax
digest is projected to increase by 7.2% in fiscal year 2019. This indicates that existing property
values have stabilized, and new construction is being added to the digest.

The School District plans capital improvements as future capital needs arise due to increased
student population, facility repair, and maintenance needs. Specific capital expenditure plans are
formalized in conjunction with individual general obligation bond issues, collections from
Education Special Purpose Local Options Sales Tax (Ed SPLOST), and anticipated annual receipts
of capital outlay funds from the State of Georgia Department of Education. The School District
regularly monitors anticipated capital outlay needs.

Contacting the School District’s Office of Financial Management

This financial report is designed to provide a general overview of the Cherokee County School
District’s finances. Questions concerning any of the information provided in this report or requests
for additional financial information should be addressed to the Office of Financial Management,
Cherokee County School District, P.O. Box 769, Canton, Georgia, 30169.
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CHEROKEE COUNTY SCHOOL DISTRICT
Statement of Net Position
June 30, 2018

Governmental
Activities
Assets
Cash and Cash Equivalents $ 132,031,407
Investments 16,799,372
Receivables
Taxes 8,386,986
State Government 32,107,930
Federal Government 3,895,847
Other 183,656
Inventory 750,379
Capital Assets, Nondepreciable 33,364,731
Capital Assets, Net 542,760,692
Total Assets 770,281,000
Deferred Outflow of Resources
Pension Contributions 63,458,928
OPEB Contributions 17,486,962
Deferred Charges 5,953,732
Total Deferred Outflows of Resources 86,899,622
Total Assets and Deferred Outflows of Resources 857,180,622
Liabilities
Accounts Payable 3,576,760
Salaries and Benefits Payable 36,313,523
Accrued Interest Payable 8,505,808
Retainage Payable 1,312,902
Net Pension Liability 356,740,189
Net OPEB Liability 306,413,183
Long-term Liabilities
Due Within One Year 17,611,300
Due in More Than One Year 455,517,288

Total Liabilities

Deferred Inflows of Resources

Pension Plan Changes
OPEB Changes
Total Deferred Inflows of Resources

Total Liabilities and Deferred Inflows of Resources

Net Position
Net Investment In Capital Assets
Restricted For:
Capital Projects
Debt Service
Unrestricted
Total Net Position

The accompanying notes are an integral part of this financial statement.
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1,185,990,953

5,294,962
23,332,582

28,627,544

1,214,618,497

110,975,930

39,591,694
50,784,707
(558,790,2086)

$

(357,437,875)




CHEROKEE COUNTY SCHOOL DISTRICT
Statement of Activities
For the Fiscal Year Ended June 30, 2018

Program Revenues

Net (Expense)
Operating Capital Revenue and
Charges for Grants and Grants and Changes in
Functions/Programs Expenses Services Contributions Contributions Net Position
Governmental Activities :
Instruction $ 307545475 $ 12,515,944 $ 185367,922 $ 1,523,389 (108,138,220)
Support Services
Pupil Services 18,963,817 - 6,979,179 - (11,984,638)
Improvement of Instruction Services 13,800,487 - 4,930,221 - (8,870,266)
Educational Media Services 4,714,223 - 4,560,884 - (153,339)
General Administration 4,665,197 - 715,954 76,109 (3,873,134)
School Administration 25,260,871 - 7,872,864 19,519 (17,368,488)
Business Administration 2,792,043 - 41,784 4,070 (2,746,189)
Maintenance and Operations 25,712,187 227,793 10,652,763 22,662 (14,808,969)
Student Transportation Services 24,470,133 - 2,898,660 - (21,571,473)
Central Support Services 5,144,624 - 40,894 - (5,103,730)
Other Support Services - - - - -
Operations of Noninstructional Services:

Community Service Operations 2,133,240 - 47 - (2,133,193)
Food Services Operations 16,709,035 7,042,849 9,887,111 3,775 224,700
Interest on Long-term Debt 14,683,311 - - 2,951,218 (11,732,093)
Total Governmental Activities $ 466,594,643 $ 19,786,586 $ 233,948,283 $ 4,600,742 (208,259,032)

General Revenues:
Taxes:
Property Tax, Levied for General Purposes 158,505,094
Property Tax, Levied for Debt Service 4,120,032
Educational Local Option Sales Tax 38,528,529
Other Tax 7,003,050
Miscellaneous 1,492,706
Restricted Investment Earnings 945,547
Unrestricted Investment Earnings 467,627
Loss on Disposal of Capital Assets (868,961)
Total General Revenues 210,193,624
Change in Net Position 1,934,592
Net Position - Beginning of Year (54,588,685)
Prior Period Adjustment (304,783,782)
Net Position - End of Year (357,437,875)

The accompanying notes are an integral part of these financial statements.
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CHEROKEE COUNTY SCHOOL DISTRICT
Balance Sheet
Governmental Funds
June 30, 2018

District-Wide Total
General Capital Governmental
Fund Projects Debt Service Funds
Assets
Cash and Cash Equivalents 58,838,078 $ 42,255,150 30,938,179 $ 132,031,407
Investments 534,728 - 16,264,644 16,799,372
Receivables
Taxes 4,805,102 - 3,681,884 8,386,986
State Government 32,107,930 - - 32,107,930
Federal Government 3,895,847 - - 3,895,847
Other 183,656 - - 183,656
Inventories 750,379 - - 750,379
Total Assets 101,115,720  $ 42,255,150 50,784,707 $ 194,155,577
Liabilities and Fund Balance
Liabilities
Accounts Payable 2,226,206 $ 1,350,554 - $ 3,576,760
Salaries and Benefits Payable 36,313,523 - - 36,313,523
Retainage Payable - 1,312,902 - 1,312,902
Total Liabilities 38,539,729 2,663,456 - 41,203,185
Deferred Inflows of Resources
Unearned Revenue 1,762,781 - 43,193 1,805,974
Total Deferred Inflows of Resources 1,762,781 - 43,193 1,805,974
Fund Balances
Nonspendable
Inventory 750,379 - - 750,379
Restricted
Debt Service - - 50,741,514 50,741,514
Capital Projects - 39,591,694 - 39,591,694
Committed
School Food Services 5,188,306 - - 5,188,306
School Activities 4,408,587 - - 4,408,587
Unassigned 50,465,938 - - 50,465,938
Total Fund Balances 60,813,210 39,591,694 50,741,514 151,146,418
Total Liabilities, Deferred Inflows of Resources, and
Fund Balances 101,115,720 $ 42,255,150 $ 50,784,707 $ 194,155,577

The accompanying notes are an integral part of this financial statement.
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CHEROKEE COUNTY SCHOOL DISTRICT
Reconciliation of the Governmental Funds
Balance Sheet to the Statement of Net Position
June 30, 2018

Total Fund Balances Governmental Funds

Amounts reported for governmental activities in the Statement of Net Position are
different because:

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds.

Cost 824,446,554
Less Accumulated Depreciation (248,321,131)

Some liabilites are not due and payable in the current period and,
therefore are not reported in the funds.

Net Pension Liability (356,740,189)
Net OPEB Liability (306,413,183)

Taxes that are not available to pay for current period expenditures are deferred
in the governmental funds.

Property Taxes

Deferred charges or credits on debt refundings are applicable to future periods and
are therefore not reported in the funds and are amortized over the life of the new debt.

Loss on Bond Refundings

Deferred Ouflows and Inflows of Resources related to pensions/OPEB are applicable
to future periods and, therefore, are not reported in the governmental funds.

Related to Pensions 58,163,966
Related to OPEB (5,845,620)

Long-term liabilities are not due and payable in the current period and, therefore,
are not reported in the funds.

Bonds Payable (422,505,000)

Bond Premium, Net of Amortization (48,598,225)
Claims Payable (479,706)

Accrued Interest (8,505,808)

Compensated Absences (1,545,657)

$ 151,146,418

576,125,423

(663,153,372)

1,805,974

5,953,732

52,318,346

(481,634,396)

Net Position Of Governmental Activities

The accompanying notes are an integral part of this financial statement.
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CHEROKEE COUNTY SCHOOL DISTRICT
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2018

District Wide Total
General Capital Debt Governmental
Fund Projects Service Funds
Revenues
Local Sources $ 185,244,828 $ 492,082 $ 42,648,563 $ 228,385,473
State Funds 209,846,607 1,649,519 - 211,496,126
Federal Funds 23,111,998 - - 23,111,998
Miscellaneous 963,847 - 2,951,218 3,915,065
Investment Earnings 467,627 180,458 765,089 1,413,174
Total Revenues 419,634,907 2,322,059 46,364,870 468,321,836
Expenditures
Current
Instruction 276,890,170 7,871,955 - 284,762,125
Support Services:
Pupil Services 18,577,288 - - 18,577,288
Improvement of Instructional Services 13,570,161 - - 13,570,161
Educational Media Services 4,616,997 - - 4,616,997
General Administration 3,823,016 - - 3,823,016
School Administration 24,482,989 - - 24,482,989
Business Administration 2,688,671 - - 2,688,671
Maintenance and Operation 25,345,889 - - 25,345,889
Student Transportation Services 21,326,630 1,478,567 - 22,805,197
Central Support Services 5,108,539 - - 5,108,539
Community Services 2,133,240 - - 2,133,240
School Nutrition Program 16,261,941 - - 16,261,941
Capital Outlay 393,159 8,325,400 - 8,718,559
Debt Services
Principal Retirement - - 21,575,000 21,575,000
Interest and Fees 39,004 - 19,886,549 19,925,553
Issuance Costs - 448,703 - 448,703
Total Expenditures 415,257,694 18,124,625 41,461,549 474,843,868
Excess (Deficiency) of Revenues Over
(Under) Expenditures 4,377,213 (15,802,566) 4,903,321 (6,522,032)
Other Financing Sources (Uses)
Bond Issuance - 39,685,000 - 39,685,000
Bond Premium - 6,663,214 - 6,663,214
Proceeds From Sale of Capital Assets 2,610,647 - - 2,610,647
Transfers In - 2,500,000 3,389,760 5,889,760
Transfers Out (2,500,000) (3,389,760) - (5,889,760)
Total Other Financing Sources (Uses) 110,647 45,458,454 3,389,760 48,958,861
Net Change in Fund Balances 4,487,860 29,655,888 8,293,081 42,436,829
Fund Balances - Beginning 56,325,350 9,935,806 42,448,433 108,709,589
Fund Balances - Ending $ 60,813,210 $ 39,591,694 $ 50,741,514 $ 151,146,418

The accompanying notes are an integral part of this financial statement.
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CHEROKEE COUNTY SCHOOL DISTRICT
Reconciliation of the Statement of Revenues, Expenditures, and Changes
in Fund Balances to the Statement of Activities
For the Year Ended June 30, 2018

Net Change in Fund Balances - Total Governmental Funds $ 42,436,829

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

and reported as depreciation expense. The amount by which capital outlays
exceeded depreciation expense is as follows:

Capital Outlay 8,718,559
Depreciation Expense (18,476,077) (9,757,518)

The net effect of various miscellaneous transactions involving capital assets
during the fiscal year decreased net position. (3,479,608)

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

Property Taxes 1,087,366

District pension contributions are reported as expenditures in the governmental funds when
made. However, they are reported as deferred outflows of resources in the Statement

of Net Position because the reported net pension/OPEB liability is measured a year

before the District's report date. Pension/OPEB expense, which is the change in the net
pension/OPEB liability adjusted for changes in deferred outflows and inflows of

resources related to pensions/OPEB, is reported in the Statement of Activities.

Pension expense (1,845,720)
OPEB expense (7,475,021)

The issuance of long-term debt provides current financial resources

to governmental funds, while the repayment of the principal of long-term debt
consumes the current financial resources of governmental funds. Neither
transaction, however, has any effect on net position. This amount is the net
effect of these differences in the treatment of long-term debt and related items.

Bond Issuance (39,685,000)
Bond Premium (6,663,214)
Principal Payments - Bonds 21,575,000 (24,773,214)

Some expenses reported in the statement of activities do not require the use of
current financial resources and, therefore, are not reported as expenditures
in the governmental funds.

Amortization of Bond Premium 6,528,098
Amortization of Deferred Charge on Refunding (2,193,811)
Change in Claims Payable 130,457
Change in Compensated Absences (79,924)
Change in Accrued Interest 1,356,658 5,741,478
Change in Net Position of Governmental Activities $ 1,934,592

The accompanying notes are an integral part of this financial statements.
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CHEROKEE COUNTY SCHOOL DISTRICT
General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balance - Budget to Actual
For the Fiscal Year Ended June 30, 2018

Original Final Variance With
Budget Budget Actual Final Budget
Revenues
Local Sources $ 186,290,776 $ 186,290,776 $ 185,244,828 $ (1,045,948)
State Funds 221,275,512 221,275,512 209,846,607 (11,428,905)
Federal Funds 9,872,250 9,872,250 23,111,998 13,239,748
Miscellaneous - - 963,847 963,847
Investment Earnings - - 467,627 467,627
Total Revenues 417,438,538 417,438,538 419,634,907 2,196,369
Expenditures
Instruction 269,550,135 269,550,135 276,890,170 (7,340,035)
Support Services
Pupil Services 16,845,344 16,845,344 18,577,288 (1,731,944)
Improvement of Instructional Services 12,496,476 12,496,476 13,570,161 (1,073,685)
Educational Media Services 4,669,275 4,669,275 4,616,997 52,278
General Administration 3,886,013 3,886,013 3,823,016 62,997
School Administration 23,607,407 23,607,407 24,482,989 (875,582)
Business Administration 2,678,499 2,678,499 2,688,671 (10,172)
Maintenance and Operation of Plant 24,276,398 24,276,398 25,345,889 (1,069,491)
Student Transportation Services 20,061,612 20,061,612 21,326,630 (1,265,018)
Central Support Services 4,766,150 4,766,150 5,108,539 (342,389)
Other Support Services 267,439 267,439 - 267,439
Community Services - - 2,133,240 (2,133,240)
School Nutrition Program 17,538,382 17,538,382 16,261,941 1,276,441
Capital Outlay 582,057 582,057 393,159 188,898
Debt Service
Principal Retirement 13,780,068 13,780,068 - 13,780,068
Interest - 39,004 (39,004)
Total Expenditures 415,005,255 415,005,255 415,257,694 (252,438)
Excess of Revenues over (under) Expenditures 2,433,283 2,433,283 4,377,213 1,943,931
Other Financing Sources
Proceeds from Sale of Capital Assets - - 2,610,647 2,610,647
Transfers Out - - (2,500,000) (2,500,000)
Total Other Financing Sources (Uses) - - 110,647 110,647
Net Change in Fund Balances 2,433,283 2,433,283 4,487,860 2,054,577
Fund Balances - Beginning 56,325,350 56,325,350 56,325,350 -
Fund Balances - Ending $ 58,758,633 $ 58,758,633 $ 60,813,210 $ 2,054,577

The accompanying notes are an integral part of this financial statement.
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Assets
Cash and Cash Equivalents

Total Assets

Liabilities
Due To Others

Total Liabilities

The accompanying notes are an integral part of this financial statement.
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CHEROKEE COUNTY SCHOOL DISTRICT
Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds
June 30, 2018

Balance Balance
July 1, 2017 Additions Deletions June 30, 2018
Assets - Cash $ 437,803 $ 1,053,584 $ 996,959 $ 494,428
Liabilities - due to others $ 437,803 $ 1,053,584 $ 996,959 $ 494,428

The accompanying notes are an integral part of this financial statement.
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Note 1 — Description of School District and Reporting Entity
Reporting Entity

The Cherokee County School District (School District) was established under the laws of the State
of Georgia and operates under the guidance of a seven-member board elected by the voters and
a Superintendent appointed by the Board. The School District is organized as a separate legal
entity and has the power to levy taxes and issue bonds. Its budget is not subject to approval by
any other entity. Accordingly, the School District is a primary government and consists of all the
organizations that compose its legal entity.

Note 2 - Summary of Significant Accounting Policies

The accompanying financial statements of the School District have been prepared in conformity
with generally accepted accounting principles (GAAP) as prescribed by the Governmental
Accounting Standards Board (GASB). GASB is the accepted standard-setting body for
governmental accounting and financial reporting principles. The most significant of the School
District’'s accounting policies are described below:

Basis of Presentation

The School District's basic financial statements are collectively comprised of the government-
wide financial statements, fund financial statements, and notes to the basic financial statements.
The government-wide statements focus on the School District as a whole, while the fund financial
statements focus on major funds. Each presentation provides valuable information that can be
analyzed and compared between years and between governments to enhance the information’s
usefulness.

Government-wide Statements:

The Statement of Net Position and the Statement of Activities display information about the
financial activities of the overall School District, except for fiduciary activities. Eliminations have
been made to minimize the double counting of internal activities. Governmental activities
generally are financed through taxes, intergovernmental revenues, and other nonexchange
transactions.

The Statement of Net Position presents the School District's non-fiduciary assets and liabilities,
with the difference reported as net position. Net position is reported in three categories as follows:

1. Net investment in capital assets consists of the School District’s total investment in
capital assets, net of accumulated depreciation, and reduced by outstanding debt
obligations related to those capital assets. To the extent debt has been incurred but not
yet expended for capital assets, such amounts are not included as a component of net
investment in capital assets.
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2. Restricted net position consists of resources for which the School District is legally or
contractually obligated to spend in accordance with restrictions imposed by external third
parties or imposed by law through constitutional provisions or enabling legislation.

3. Unrestricted net position consists of resources not meeting the definition of the two
preceding categories. Unrestricted net position often has constraints on resources
imposed by management which can be removed or modified.

The Statement of Activities presents a comparison between direct expenses and program
revenues for each function of the School District's governmental activities.

Direct expenses are those that are specifically associated with a program or function and,
therefore, are clearly identifiable to a particular function. Indirect expenses (expenses of the
School District related to the administration and support of the School District's programs, such
as office and maintenance personnel and accounting) are not allocated to programs.

Program revenues include (a) charges paid by the recipients of goods or services offered by the
programs and (b) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues,
including all taxes, are presented as general revenues.

Fund Financial Statements:

The fund financial statements provide information about the School District's funds, including
fiduciary funds. Eliminations have been made to minimize the double counting of internal
activities. Separate statements for each category (governmental and fiduciary) are presented.
The emphasis of fund financial statements is on major governmental funds, each displayed in a
separate column.

The School District reports the following major governmental funds:

e The General Fund is the School District’s primary operating fund. It accounts for and
reports all financial resources not accounted for and reported in another fund.

e The Capital Projects Fund accounts for and reports financial resources including
Educational Special Purpose Local Option Sales Tax (Ed-SPLOST), bond proceeds, and
grants from the Georgia State Financing and Investment Commission that are restricted,
committed, or assigned for capital outlay expenditures, including the acquisition or
construction of capital facilities and other capital assets.

¢ The Debt Service Fund accounts for and reports financial resources that are restricted,

committed, or assigned including taxes (property and sales) legally restricted for the
payment of general long-term principal and interest.
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The School District reports the following fiduciary fund type:

o Agency Fund is used to report resources of the school activity funds held by the School
District in a purely custodial capacity (assets equal liabilities) and do not involve
measurement of results of operations.

Basis of Accounting

The basis of accounting determines when transactions are reported on the financial statements.
The government-wide and fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of when the
related cash flows take place. Nonexchange transactions, in which the School District gives (or
receives) value without directly receiving (or giving) equal value in exchange, include property
taxes, sales taxes, grants and donations. On an accrual basis, revenue from property taxes is
recognized in the fiscal year for which the taxes are levied. Revenue from sales taxes is
recognized in the fiscal year in which the underlying transaction (sale) takes place. Revenue from
grants and donations is recognized in the fiscal year in which all eligibility requirements have been
satisfied.

The School District uses funds to report on its financial position and the results of its operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial management
by segregating transactions related to certain governmental functions or activities. A fund is a
separate accounting entity with a self-balancing set of accounts.

Governmental funds are reported using the current financial resources measurement focus and
the modified accrual basis of accounting. Under this method, revenues are recognized when
measurable and available. Property taxes are recognized as revenue in the period for which they
were levied, if they are collected within sixty days after year-end. All other revenues are also
considered to be available when they are collectible within six months of year-end, with the
exception of grants and donations, which are recognized when all eligibility requirements have
been satisfied. Property taxes, sales taxes, and interest are considered to be susceptible to
accrual. Expenditures are recorded when the related fund liability is incurred, except for principal
and interest on general long-term debt, claims and judgments, and compensated absences, which
are recognized as expenditures to the extent they have matured. Capital asset acquisitions are
reported as expenditures in governmental funds. Proceeds of general long-term liabilities and
acquisitions under capital leases are reported as other financing sources.

The School District funds certain programs by a combination of specific cost-reimbursement
grants, categorical grants, and general revenues. Thus, when program costs are incurred, both
restricted and unrestricted resources are available to finance the program. It is the School
District’s policy to first apply grant resources to such programs, followed by cost-reimbursement
grants, then general revenues.

New Accounting Pronouncements

In fiscal year 2018, the School District adopted Governmental Accounting Standards Board
(GASB) Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other than Pensions. This statement establishes standards for recognizing and measuring
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liabilities, deferred outflows of resources, deferred inflows of resources, and
expense/expenditures. For defined benefit OPEB, this statement identifies the methods and
assumptions that are required to be used to project benefit payments, discount projected benefit
payments to their actuarial present value, and attribute that present value to periods of employee
service. Note disclosure and required supplementary information requirements about defined
benefit OPEB also are addressed. The adoption of this statement has a significant impact on the
School District’s financial statements. As noted in the Restatement of Net Position note

disclosure, the School District restated beginning net position for the cumulative effect of this
accounting change.

In fiscal year 2018, the School District adopted GASB Statement No. 81, Irrevocable Split-Interest
Agreements. This statement requires that a government that receives resources pursuant to an
irrevocable split-interest agreement recognize assets, liabilities, and deferred inflows of resources
at the inception of the agreement. Furthermore, this statement requires that a government
recognize assets representing its beneficial interests in irrevocable split-interest agreements that
are administered by a third party, if the government controls the present service capacity of the
beneficial interests. This statement requires that a government recognize revenue when the
resources become applicable to the reporting period. The adoption of this statement does not
have a significant impact on the School District’s financial statements.

In fiscal year 2018, the School District adopted GASB Statement No. 85, Omnibus 2017. The
objective of this statement is to address practice issues that have been identified during
implementation and application of certain GASB Statements. This statement addresses a variety
of topics including issues related to blending component units, goodwill, fair value measurement
and application, and postemployment benefits (pensions and other postemployment benefits
[OPEB])). The adoption of this statement does not have a significant impact on the School District’s
financial statements.

In fiscal year 2018, the School District adopted GASB Statement No. 86, Certain Debt
Extinguishment Issues. The primary objective of this statement is to improve consistency in
accounting and financial reporting for in-substance defeasance of debt by providing guidance for
transactions in which cash and other monetary assets acquired with only existing resources—
resources other than the proceeds of refunding debt—are placed in an irrevocable trust for the
sole purpose of extinguishing debt. This statement also improves accounting and financial
reporting for prepaid insurance on debt that is extinguished and notes to financial statements for
debt that is defeased in substance. The adoption of this statement does not have a significant
impact on the School District’s financial statements.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, demand deposits, investments in the State
of Georgia local government investment pool (Georgia Fund 1) and short-term investments with
original maturities of three months or less from the date of acquisition in authorized financial
institutions.  Official Code of Georgia Annotated (O.C.G.A.) 845-8-14 authorizes the School
District to deposit its funds in one or more solvent banks, insured Federal savings and loan
associations, or insured chartered building and loan associations.
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Investments

The School District can invest its funds as permitted by O.C.G.A. 836-83-4. In selecting among
options for investment or among institutional bids for deposits, the highest rate of return shall be
the objective, given equivalent conditions of safety and liquidity.

Investments made by the School District in nonparticipating interest-earning contracts (such as
certificates of deposit) and repurchase agreements are reported at cost. Participating interest-
earning contracts and money market investments with a maturity at purchase of one year or less
are reported at amortized cost. All other investments are reported at fair value.

For accounting purposes, certificates of deposit are classified as investments if they have an
original maturity greater than three months when acquired.

Receivables

Receivables consist of amounts due from property and sales taxes, grant reimbursements due
on Federal, State, or other grants for expenditures made but not reimbursed and other receivables
disclosed from information available. Receivables are recorded when either the asset or revenue
recognition criteria has been met. Receivables recorded on the basic financial statements do
not include any amounts which would necessitate the need for an allowance for uncollectible
receivables.

Due to other funds and due from other funds consist of activities between funds that are
representative of lending/borrowing arrangements outstanding at the end of the fiscal year.

Inventories

Food Inventories: On the basic financial statements, inventories of donated food commodities
used in the preparation of meals are reported at their federally assigned value and purchased
foods inventories are reported at cost (calculated on the first-in, first-out method). The School
District uses the consumption method to account for inventories whereby donated food
commodities are recorded as an asset and as revenue when received, and expenses are
recorded as the inventory items are used. Purchased foods are recorded as an asset when
purchased and expenses are recorded as the inventory items are used.

Supplies/Equipment Inventories: On the basic financial statements, inventories of stored supplies
and equipment are reported at cost using the first-in, first-out method. The School District uses
the consumption method to account for the inventories whereby items are recorded as an asset
when purchased and expenses are recorded when the item is put into use.

Prepaid Iltems

Payments made to vendors for services that will benefit future accounting periods are recorded
as prepaid items, in both the government-wide and governmental fund financial statements.
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Capital Assets

On the government-wide financial statements, capital assets are recorded at cost where historical
records are available and at estimated historical cost based on appraisals or deflated current
replacement cost where no historical records exist. Donated capital assets are recorded at
estimated fair market value on the date donated. The cost of normal maintenance and repairs
that do not add to the value of assets or materially extend the useful lives of the assets is not
capitalized. The School District does not capitalize book collections or works of art.

Capital acquisition and construction are recorded as expenditures in the governmental fund
financial statements at the time of purchase (including ancillary charges), and the related assets
are reported as capital assets in the governmental activities column in the government-wide
financial statements.

Depreciation is computed using the straight-line method for all assets, except land, and is used
to allocate the actual or estimated historical cost of capital assets over estimated useful lives.

Capitalization thresholds and estimated useful lives of capital assets reported in the government-
wide statements are as follows:

Capitalization Estimated
Description Policy Useful Life
Land Any Amount N/A
Land Improvements $ 10,000 20 Years
Buildings $ 10,000 20-50 Years
Equipment $ 10,000 5-10 Years

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will report a separate section for deferred
outflows of resources. This separate financial statement element represents a consumption of
resources that applies to future periods and, therefore, will not be recognized as an outflow of
resources (expense/expenditure) until then.

In addition to liabilities, the statement of financial position will report a separate section for
deferred inflows of resources. This separate financial statement element represents an
acquisition of resources that applies to future periods and, therefore, will not be recognized as an
inflow of resources (revenue) until that time.
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Compensated Absences

Compensated absences payable consists of vacation leave employees earned based on services
already rendered.

Vacation leave of 12 days is awarded on a fiscal year basis to all full-time personnel employed on
a twelve month basis. No other employees are eligible to earn vacation leave. Vacation leave
not utilized during the fiscal year may be carried over to the next fiscal year, providing such
vacation leave does not exceed 45 days. Vacation leave of 20 days is awarded on a fiscal year
basis to the Superintendent and there are no limits on the amount that may be carried over. Upon
terminating employment, the School District pays all unused and unforfeited vacation benefits to
employees. Accordingly, vacation benefits are accrued as a liability in the government-wide
financial statements. A liability for these amounts is reported in the governmental fund financial
statements only if they have matured, for example, as a result of employee resignations and
retirements by fiscal year-end.

Members of the Teachers Retirement System of Georgia (TRS) may apply unused sick leave
toward early retirement. The liability for early retirement will be borne by TRS rather than by the

individual school districts. Otherwise, sick leave does not vest with the employee, and no liability
is reported in the School District’s financial statements.

Long-Term Liabilities and Bond Discounts/Premiums

In the School District’'s government-wide financial statements, outstanding debt is reported as
liabilities. Bond premiums and discounts and the difference between the reacquisition price and
the net carrying value of refunded debt are deferred and amortized over the life of the bonds using
the effective interest method. Bond issuance costs are recognized as an outflow of resources in
the fiscal year in which the bonds are issued.

In the governmental fund financial statements, the School District recognizes the proceeds of debt
and premiums as other financing sources of the current period. Bond issuance costs are reported
as debt service expenditures.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the pension
plan’s fiduciary net position and additions to/deductions from the plan’s fiduciary net position have
been determined on the same basis as they are reported by the respective plan. For this purpose,
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.

Postemployment Benefits Other Than Pensions (OPEB)

For purposes of measuring the net OPEB liability, deferred outflows of resources and deferred
inflows of resources related to OPEB, and OPEB expense, information about the fiduciary net
position of the Georgia School Employees Postemployment Benefit Fund (School OPEB Fund)
and additions to/deductions from School OPEB Fund fiduciary net position have been determined
on the same basis as they are reported by School OPEB Fund. For this purpose, benefit payments
are recognized when due and payable in accordance with the benefit terms. Investments are
reported at fair value.
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Fund Balances

Fund balance for governmental funds is reported in classifications that comprise a hierarchy
based primarily on the extent to which the government is bound to honor constraints on the
specific purposes for which amounts in those funds can be spent.

The School District’s fund balances are classified as follows:

Nonspendable — amounts that cannot be spent either because they are in a nhonspendable form
or because they are legally or contractually required to be maintained intact.

Restricted — consists of resources that can be used only for specific purposes pursuant to
constraints either (1) externally imposed by creditors, grantors, contributors, or laws and
regulations of other governments or (2) imposed by law through constitutional provisions or
enabling legislation.

Committed — consists of resources that can be used only for specific purposes pursuant to
constraints imposed by formal action of the Board. The Board is the School District's highest level
of decision-making authority, and the formal action that is required to be taken to establish, modify,
or rescind a fund balance commitment is a resolution approved by the Board. Committed fund
balance also should incorporate contractual obligations to the extent that existing resources in
the fund have been specifically committed for use in satisfying those contractual requirements.

Assigned — consists of resources constrained by the School District's intent to be used for specific
purposes, but are neither restricted nor committed. The intent should be expressed by (1) the
Board or (2) the budget or finance committee, or the Superintendent, or designee, to assign
amounts to be used for specific purposes.

Unassigned — consists of resources within the General Fund not meeting the definition of any
aforementioned category. The General Fund should be the only fund that reports a positive
unassigned fund balance amount. In other governmental funds, it may be necessary to report a
negative unassigned fund balance.

When multiple categories of fund balance are available for expenditure, the School District will
start with the most restricted category and spend those funds first before moving down to the next
category with available funds.

Itis the goal of the School District to achieve and maintain a committed, assigned, and unassigned
fund balance in the General Fund at fiscal year-end of not less than 12% of prior year General
Fund budgeted expenditures, not to exceed 15% of the total budget of the subsequent fiscal year,
in compliance with O.C.G.A. § 20-2-167(a)5. If the unassigned fund balance at fiscal year-end
falls below the goal, the School District shall develop a restoration plan to achieve and maintain
the minimum fund balance.
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Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results
may differ from those estimates.

Property Taxes

The Cherokee County Board of Commissioners adopted the property tax levy for the 2017 tax
digest year on July 18, 2017 (levy date) to be paid by December 20, 2017. Taxes collected within
the current fiscal year or within 60 days after year-end on the 2017 tax digest are reported as
revenue in the governmental funds for fiscal year 2018. The Cherokee County Tax Commissioner
bills and collects the property taxes for the School District, withholds 2.0% of taxes collected as a
fee for tax collection and remits the balance of taxes collected to the School District. Property tax
revenues, at the fund reporting level, during the fiscal year ended June 30, 2018, for maintenance
and operations amounted to $140,041,512 and for school bonds amounted to $3,832,858.

Tax millage rates levied for the 2017 tax year for the Cherokee County School District were as
follows (a mil equals $1 per thousand dollars of assessed value):

School Operations 18.95 mils
School Bonds .50 mils
19.45 mils

Additionally, Title Ad Valorem Tax revenues at the fund reporting level amounted to $10,983,989
during fiscal year ended June 30, 2018.

Sales Taxes

Educational Special Purpose Local Option Sales Tax revenue, at the fund reporting level, during
the year ended June 30, 2108 amounted to $38,528,531 and is to be used for capital outlay for
educational purposes or debt service. This sales tax was authorized by local referendum and the
sales tax must be re-authorized at least every five years.

Note 3 — Budgetary Data

The budget is a complete financial plan for the School District’s fiscal year and is based upon
careful estimates of expenditures together with probable funding sources. The budget is legally
adopted each year for the General Fund, the Debt Service Fund, and the Capital Projects Fund.
There is no statutory prohibition regarding over expenditure of the budget at any level. The budget
for all governmental funds, except the various school activity (principal) accounts, is prepared and
adopted by fund, function, and object. The legal level of budgetary control was established by
the Board at the aggregate function level. The budget for the General Fund was not prepared in
accordance with accounting principles generally accepted in the United States of America.

After the Board has tentatively adopted the budget, the budget is advertised at least once in the
local newspaper of general circulation. At the next regularly scheduled meeting after
advertisement, the Board receives comments, makes revisions as necessary, and adopts the final
budget. The approved budget is then submitted in accordance with provisions of O.C.G.A. §20-
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2-167(c), to the Georgia Department of Education. The Board may increase or decrease the
budget at any time during the year. All unexpended budget authority lapses at fiscal year-end.

The Superintendent is authorized by the Board to approve adjustments of less than five percent
of the amount budgeted for expenditures in any budget function for any fund. The Superintendent
will report to the Board concerning such adjustments not later than the next regular meeting of
the Board. If at any time during the budget year expenditure of funds in any budget function for
any fund is anticipated to be five percent or more of the amount budgeted for that function in the
Board approved budget, the Superintendent is directed to request a budget amendment by the
Board to authorize the additional anticipated expenditures.

See General Fund Statement of Revenues, Expenditures, and Changes in Fund Balance —
Budget and Actual for a detail of any over/under expenditures during the fiscal year under review.

Budgetary GAAP Basis Reconciliation

In the General Fund, accounting principals used in developing budgets on a budgetary basis differ
from those used in preparing financial statements in conformity with generally accepted
accounting principles (GAAP).

The primary difference between the budget basis and GAAP basis are:

e Payments made by the State of Georgia for school district employee benefits are
recognized as revenues and expenditures under GAAP and are not recognized on the
budget basis.

e Proceeds and repayments of tax anticipation notes are budgeted by the School District as
revenues and expenditures of the General Fund. Under generally accepted accounting
principles, a tax anticipation note is considered a short-term debt issuance.
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Thus, there is an accounting basis difference between the budget and actual Statement of
Revenues, Expenditures and Changes in Fund Balances in the General Fund that is reconciled
as follows:

Actual Revenues, GAAP Basis $ 419,634,907
Add TAN Proceeds 13,750,000
Less On Behalf Contributions (10,997)
Actual Revenues, Budgetary Basis $ 433,373,910
Actual Expenditures, GAAP Basis $ 415,257,694
Add Payback of TAN Principal 13,750,000
Less On Behalf Benefits Expenditures (10,997)
Actual Expenditures, Budgetary Basis $ 428,996,697
Other Financing Sources (Uses), Net GAAP Basis $ 110,647
Other Financing Sources (Uses), Net Budgetary Basis 110,647

Revenues Over Expenditures and Other Financing
Sources (Uses), Budgetary Basis 4,487,860

Revenues Over Expenditures and Other Financing
Sources (Uses), GAAP Basis $ 4,487,860

Note 4 — Deposits, Cash Equivalents and Investments

Collateralization of Deposits

0O.C.G.A. 845-8-12 provides that there shall not be on deposit at any time in any depository for a
time longer than ten days a sum of money which has not been secured by surety bond, by
guarantee of insurance, or by collateral. The aggregate of the face value of such surety bond and
the market value of securities pledged shall be equal to not less than 110 percent of the public
funds being secured after the deduction of the amount of deposit insurance. If a depository elects
the pooled method (O.C.G.A. 845-8-13.1) the aggregate of the market value of the securities
pledged to secure a pool of public funds shall not be less than 110 percent of the daily pool
balance. As of June 30, 2018, the School District's deposits were secured by surety bond,
insurance, or collateral.

Acceptable security for deposits consists of any one of or any combination of the following:

(1) Surety bond signed by a surety company duly qualified and authorized to transact
business within the State of Georgia,

(2) Insurance on accounts provided by the Federal Deposit Insurance Corporation,

(3) Bonds, bills, notes, certificates of indebtedness or other direct obligations of the United
States or of the State of Georgia,

32



CHEROKEE COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2018

(4) Bonds, bills, notes, certificates of indebtedness or other obligations of the counties or
municipalities of the State of Georgia,

(5) Bonds of any public authority created by the laws of the State of Georgia, providing that
the statute that created the authority authorized the use of the bonds for this purpose,

(6) Industrial revenue bonds and bonds of development authorities created by the laws of
the State of Georgia, and

(7) Bonds, bills, notes, certificates of indebtedness, or other obligations of a subsidiary
corporation of the United States government, which are fully guaranteed by the United
States government both as to principal and interest or debt obligations issued by or
securities guaranteed by the Federal Land Bank, the Federal Home Loan Bank, the
Federal Intermediate Credit Bank, the Central Bank for Cooperatives, the Farm Credit
Banks, the Federal Home Loan Mortgage Association, and the Federal National
Mortgage Association.

Categorization of Deposits

Custodial credit risk is the risk that in the event of a bank failure, the School District’'s deposits
may not be returned to it. The School District does not have a formal deposit policy for managing
custodial credit risk. At June 30, 2018, the School District had deposits with a carrying amount of
$47,229,433, which includes $534,728 in Certificates of Deposit that are recorded as investments.
Bank balances at June 30, 2018 were $51,058,440. The bank balances insured by Federal
depository insurance were $7,104,987 and the bank balances collateralized with securities held
by the pledging institution or by the pledging financial institution’s trust department or agent in the
School District’'s name were $43,953,453.

Categorization of Cash Equivalents

The School District reported cash equivalents of $85,336,702 in Georgia Fund 1, a local
government investment pool, which is included in the cash balances above. Georgia Fund 1 is
not registered with the SEC as an investment company and does not operate in a manner
consistent with the SEC's Rule 2a-7 of the Investment Company Act of 1940. The investment is
valued at the pool's share price, $1.00 per share, which approximates fair value. The pool is an
AAAf rated investment pool by Standard and Poor's. The weighted average maturity of Georgia
Fund 1 may not exceed 60 days. The weighted average maturity for Georgia Fund 1 on
June 30, 2018, was 10 days.

Georgia Fund 1, administered by the State of Georgia, Office of the State Treasurer, is not
required to be categorized since the School District did not own any specific identifiable securities
in the pool. The investment policy of the State of Georgia, Office of the State Treasurer for the
Georgia Fund 1, does not provide for investment in derivatives or similar investments. Additional
information on the Georgia Fund 1 is disclosed in the State of Georgia Comprehensive Annual
Financial Report. This audit can be obtained from the Georgia Department of Audits and Accounts
at www.audits.ga.gov/SGD/cafr.html.
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Categorization of Investments

The School District measures and records its investments using fair value measurement
guidelines established by generally accepted accounting principles. These guidelines recognize
a three-tiered fair value hierarchy, as follows:

Level 1: Quoted prices for identical investments in active markets;

Level 2: Observable inputs other than quoted market prices; and,

Level 3: Unobservable inputs.

At June 30, 2018, the School District had the following investments:

Investment Type Fair Value Maturity Fair Value Level
Certificates of Deposit 534,728 1-5 Years Level 2
Repurchase Agreements 16,264,644 Less Than One Year Level 2

Total $ 16,799,372

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect
the fair value of an investment. The School District does not have a formal policy for managing
interest rate risk.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty
to a transaction, the School District will not be able to recover the value of the investment or
collateral securities that are in the possession of an outside party. The School District does not
have a formal policy for managing custodial credit risk.

At June 30, 2018, $16,799,372 of the School District's applicable investments were insured or
registered, with securities held by the entity or its agent, in the School District's name.

Credit Quality Risk

Credit quality risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. State law limits investments to those prescribed by O.C.G.A. §36-83-4. The School
District does not have a formal policy for managing credit quality risk.

The investments subject to credit quality risk are reflected below:

Investment Type Fair Value Unrated
Repurchase Agreements 16,264,644 16,264,644
Total $ 16,264,644 $ 16,264,644
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Note 5 — Interfund Transfers

Interfund transfers for the fiscal year ended June 30, 2018 consisted of the following:

Transfer From Transfer To Amount
General Fund Capital Projects Fund ~ $ 2,500,000
Capital Projects Fund Debt Service $ 3,389,760

Transfers were moved from the General Fund to the Capital Projects Fund to utilize proceeds
from sale of a building for capital expenditures. Transfers were made from the Capital Projects
Fund to the Debt Service Fund for capitalized interest on the bond proceeds.

Note 6 - Capital Assets

The following is a summary of changes in capital assets for governmental activities during the

fiscal year:
Governmental Activities: Balance Deletions and Balance
July 1, 2017 Additions Transfers June 30, 2018

Capital Assets Not Being Depreciated

Land $ 31,226,934 $ - $ 21,270 $ 31,248,204

Construction in Progress 15,267,328 1,316,528 (14,467,329) 2,116,527
Total 46,494,262 1,316,528 (14,446,059) 33,364,731

Capital Assets Being Depreciated

Buildings and Improvements 710,946,428 3,608,341 6,539,091 721,093,860

Equipment 43,020,025 2,787,769 (593,764) 45,214,030

Land Improvements 23,770,834 1,005,921 (2,822) 24,773,933
Total 777,737,287 7,402,031 5,942,505 791,081,823

Less Accumulated Depreciation For:

Buildings and Improvements (187,242,340) (15,496,930) 4,462,279 (198,276,991)

Equipment (33,967,282) (2,234,119) 559,225 (35,642,176)

Land Improvements (13,659,378) (745,028) 2,442 (14,401,964)
Total (234,869,000) (18,476,077) 5,023,946 (248,321,131)

Capital Assets Being Depreciated, Net 542,868,287 (11,074,046) 10,966,451 542,760,692

Gowernmental Activities Capital

Assets, Net $ 589,362,549

$

(9,757,518)

$ (3,479,608)

$ 576,125,423
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Current year depreciation expense by function is as follows:

Instruction $16,129,176
General Administration 805,815
School Administration 206,656
Support Services - Business 43,091
Maintenance and Operation 239,939
Student Transportation Services 1,011,431
School Nutrition Program 39,969

Total Depreciation $18,476,077

Note 7 — Short-term Debt

During fiscal 2018, the School District issued a tax anticipation note in advance of property tax
collections, depositing the proceeds in its General Fund. This short-term debt was to provide
cash for operations until property tax collections were received by the School District. Article 1X,
Section V, Paragraph V of the Constitution of the State of Georgia limits the aggregate amount of
short-term debt to 75% of the total gross income from taxes collected in the preceding year and
requires all short-term debt to be repaid no later than December 31 of the calendar year in which
the debt was incurred. Short-term debt activity for the fiscal year was as follows:

Beginning Ending
Balance Issued Redeemed Balance

Tax Anticipation Notes ~ $ - $ 13,750,000 $ (13,750,0000 $ -

Note 8 - Long-Term Liabilities

The changes in long-term liabilities during the fiscal year for governmental activities were as
follows:

Beginning Ending Due Within
Governmental Activities: Balance Additions Reductions Balance One Year

General Obligation Bonds $364,340,000 $ 39,685,000 $(21,575,000) $382,450,000 $ 9,420,000

Qual School Const Bonds 40,055,000 - - 40,055,000 -
Bond Premiums 48,463,109 6,663,214 (6,528,098) 48,598,225 6,810,152
Claims Payable 610,163 406,007 (536,464) 479,706 479,706
Compensated Absences 1,465,733 981,366 (901,442) 1,545,657 901,442

Total $454,934,005 $ 47,735587 $(29,541,004) $473,128588 $ 17,611,300
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General Obligation Debt Qutstanding

The School District’s bonded debt consists of various issues of general obligation bonds that are
generally callable with interest payable semiannually. Bond proceeds primarily pay for acquiring
or constructing capital facilities. Bonds have also been issued to advance-refund previously
issued bonds. The School District repays general obligation bonds from voter-approved property
taxes and sales taxes. General obligation bonds are direct obligations and pledge the full faith
and credit of the School District.

During fiscal year 2018, the Cherokee County Board of Education issued $39,685,000 in General
Obligation Bonds to finance the costs of adding to, renovating, repairing, improving, and equipping
existing school facilities, including athletic facilities, and acquiring system-wide technology
improvements and school buses.

Voters have authorized $75,315,000 in general obligation debt for capital outlay projects and the
costs of issuing and paying capitalized interest which was not issued as of June 30, 2018.

General Obligation Bonds currently outstanding are as follows:

Interest Issue Maturity Amount Amount

Description Rates Date Date Issued Qutstanding

2009A Series 4.00-5.00% 6/18/2009 8/1/2019 $ 52,880,000 $ 8,000,000
2009B Series 5.87% 6/18/2009 8/1/2028 48,375,000 48,375,000
2012 Series 4.00-5.00% 11/1/2012 8/1/2033 35,930,000 35,930,000
2014A Series 5.00% 2/6/2014 8/1/2033 46,885,000 46,885,000
2014B Series 3.75-5.00% 2/6/2014 8/1/2025 34,430,000 34,430,000
2015 Series 4.00-5.00% 2/15/2015 2/1/2033 108,960,000 108,285,000
2016 Series 5.00% 5/19/2016 8/1/2023 42,685,000 42,685,000
2017 Series 3.00-5.00% 5/9/2017 2/1/2033 18,175,000 18,175,000
2018 Series 5.00% 5/3/2018 8/1/2033 39,685,000 39,685,000

Total General Obligation Bonds
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At June 30, 2018, principal and interest payments due by fiscal year for general obligation bonds
are as follows:

Payments Due in Fiscal Amortization

Year Ending June 30 Principal Interest of Bond Premium
2019 $ 9,420,000 $ 18,554,410 $ 6,810,152

2020 16,110,000 18,486,350 6,489,699

2021 21,270,000 17,611,825 6,014,519

2022 25,100,000 16,509,950 5,364,333

2023 27,105,000 15,228,325 4,618,161
2024-2028 181,900,000 51,785,401 14,646,093
2029-2033 87,290,000 15,629,544 4,561,705
2034-2038 14,255,000 341,850 93,563
Total $ 382,450,000 $ 154,147,655 $ 48,598,225

Qualified School Construction Bonds (OSCB)

Section 1521 of the American Recovery and Reinvestment Act (ARRA) of 2009 provides for a
source of capital at no or nominal interest rates for costs incurred by School Districts in connection
with the construction, rehabilitation or repair of a public school facility or for the acquisition of land
where a school will be built. Investors receive Federal income tax credits at prescribed tax credit
rates in lieu of interest, which essentially allows School Districts to borrow without incurring
interest costs.

When the stated interest rate on the QSCB results in interest payments that exceed the
supplemental interest payments discussed in the preceding paragraph, the School District may
apply for a direct cash subsidy payment from the U.S. Treasury which is intended to reduce the
stated interest rate to a nominal percentage. To qualify for this subsidy, the School District is
required to periodically file appropriate documents with the Internal Revenue Service. These
subsidy payments do not include the amount of any supplemental interest paid on a QSCB. The
interest subsidy received by the School District in fiscal year 2018 was $2,014,670, which funded
all but $238,824 of interest expense due on the QSCB.

Debt currently outstanding under Qualified School Construction Bonds is as follows:

Interest Maturity Amount Amount
Description Rates Issue Date Date Issued Outstanding
2010B Series 5.63% 11/11/2010 8/1/2028 $ 40,055,000 $ 40,055,000
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The following is a schedule of total Qualified School Construction Bond payments:

Fiscal Year Ended

June 30: Principal Interest
2019 $ - $ 2,253,494
2020 - 2,253,494
2021 - 2,253,494
2022 - 2,253,494
2023 - 2,253,494

2024 - 2028 - 10,724,141
2029 - 2032 40,055,000 604,514
Total $ 40,055,000 $ 22,596,125

Compensated Absences

Compensated absences represent obligations of the School District relating to employees’ rights
to receive compensation for future absences based upon service already rendered. This
obligation relates only to vesting accumulating leave in which payment is probable and can be
reasonably estimated. Typically, the General Fund is the fund used to liquidate this long-term
debt. The School District uses the vesting method to compute compensated absences.

Note 9 - Risk Management

The School District is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors or omissions; job related illness or injuries to employees; and natural
disasters. Except as described below, the School District carries commercial insurance for these
risks. Settled claims resulting from these insured risks have not exceeded commercial insurance
coverage in any of the past three fiscal years.

The School District is self-insured for workers’ compensation, unemployment claims, and dental
claims. The School District purchases commercial insurance for all other risks of loss. Settled
claims have not exceeded purchased commercial insurance coverage in any of the past three
years.
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Workers Compensation Claims

The School District has established a limited risk management program for workers’
compensation claims. The School District accounts for claims within the General Fund with
expenses/expenditures and liability being reported when it is probable that a loss has occurred,
and the amount of that loss can be reasonably estimated. An excess coverage insurance policy
covers individual claims in excess of $400,000 loss per occurrence, up to the statutory limit.

Changes in workers’ compensation claims liability during the last two fiscal years are as follows:

Claims and
Fiscal Beginning Of Changes in Claims End Of
Year Year Liability Estimates Paid Year Liability
2018 $ 610,163 406,007 (536,464) $ 479,706
2017 678,677 534,892 (603,406) 610,163

Unemployment Claims

The School District is self-insured with regard to unemployment compensation claims. These
claims are accounted for in the School District's General Fund. Unemployment compensation
expenditures and liabilities are reported when it is probable that a loss has occurred, and the
amount of that loss can be reasonably estimated. There was no liability reported for
unemployment compensation claims during the last two fiscal years.

Dental Claims

The School District is self-insured with regard to dental claims. The School District accounts for
dental claims expenditures and liability in the General Fund when it is probable that a loss has
occurred and the amount of the loss can be reasonably estimated.

Changes in the dental claims liability during the last two fiscal years are as follows:

Year Year Liability Estimates Paid Year Liability
2018 $ 35,449 $ 2,845,551 $ (2,842,572) $ 38,428
2017 71,047 2,704,964 (2,740,562) 35,449

The School District has purchased surety bonds to provide additional insurance coverage as
follows:

Superintendent $ 100,000
Chief Financial Officer 100,000
School Principals 10,000
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Note 10 — Significant Commitments

The following is an analysis of significant outstanding construction or renovation contracts
executed by the School District as of June 30, 2018, together with funding available:

Unearned Payments Funding
Executed Through Available

Project Contracts® June 30, 20187 From State

Mill Creek MS Addition $ 7,024,624 $ 397,876 $ 1,954,730
Synthetic Turf Fields 3,480,313 1,456,275 -

"$ 10,504,937 $ 1,854,151  $ 1,954,730

1The amounts described in this note are not reflected in the basic financial statements.
2Payments include contracts and retainages payable at year-end.

Note 11 — Operating Leases

The Cherokee County School District has entered into various lease agreements as lessee for
office equipment. These leases are considered for accounting purposes to be operating leases.
Rental expenditures under the terms of the operating leases totaled $283,407 for the year ended
June 30, 2018. The following future minimum lease payments were required under operating
leases at June 30, 2018:

Year Ending Lease Payments
2019 $ 309,172
2020 309,172
2021 309,172
2022 25,764

Total $ 953,280

Note 12 — Significant Contingent Liabilities

Amounts received or receivable principally from the Federal government are subject to audit and
review by grantor agencies. This could result in requests for reimbursement to the grantor agency
for any costs which are disallowed under grant terms. Any disallowances resulting from the
grantor audit may become a liability of the School District. However, the School District believes
that such disallowances, if any, will be immaterial to its overall financial position.

The School District is a defendant in various legal proceedings pertaining to matters incidental to
the performance of routine School District operations. The ultimate disposition of these
proceedings is not presently determinable but is not believed to have a material adverse effect on
the financial condition of the School District.
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Note 13 — Other Postemployment Benefits (OPEB)

Georgia School Personnel Postemployment Health Benefit Fund

Plan Description: Certified teachers and non-certified public school employees of the School
District as defined in §20-2-875 of the Official Code of Georgia Annotated (O.C.G.A.) are provided
OPEB through the School OPEB Fund - a cost-sharing multiple-employer defined benefit
postemployment healthcare plan, reported as an employee trust fund and administered by a
Board of Community Health (Board). Title 20 of the O.C.G.A. assigns the authority to establish
and amend the benefit terms of the group health plan to the Board.

Benefits Provided: The School OPEB Fund provides healthcare benefits for retirees and their
dependents due under the group health plan for public school teachers, including librarians, other
certified employees of public schools, regional educational service agencies and non-certified
public school employees. Retiree medical eligibility is attained when an employee retires and is
immediately eligible to draw a retirement annuity from Employees’ Retirement System (ERS),

Teachers Retirement System (TRS) or Public School Employees Retirement System (PSERS).
If elected, dependent coverage starts on the same day as retiree coverage. Medicare-eligible
retirees are offered Standard and Premium Medicare Advantage plan options. Non-Medicare
eligible retiree plan options include Health Reimbursement Arrangement (HRA), Health
Maintenance Organization (HMO) and a High Deductible Health Plan (HDHP). The School OPEB
Fund also pays for administrative expenses of the fund. By law, no other use of the assets of the
School OPEB Fund is permitted.

Contributions: As established by the Board, the School OPEB Fund is substantially funded on
a pay-as-you-go basis; that is, annual cost of providing benefits will be financed in the same year
as claims occur. Contributions to the School OPEB Fund from the School District were
$11,415,245 for the year ended June 30, 2018. Active employees are not required to contribute
to the School OPEB Fund.

OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to OPEB

At June 30, 2018, the School District reported a liability of $306,413,183 for its proportionate share
of the net OPEB liability. The net OPEB liability was measured as of June 30, 2017. The total
OPEB liability used to calculate the net OPEB liability was based on an actuarial valuation as of
June 30, 2016. An expected total OPEB liability as of June 30, 2017 was determined using
standard roll-forward techniques. The School District’s proportion of the net OPEB liability was
actuarially determined based on employer contributions during the fiscal year ended June 30,
2017. At June 30, 2017, the School District’'s proportion was 2.18%, which was an increase
(decrease) of 0.05% from its proportion measured as of June 30, 2016.
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For the year ended June 30, 2018, the School District recognized OPEB expense of $18,890,265.
At June 30, 2018, the School District reported deferred outflows of resources and deferred inflows
of resources related to OPEB from the following sources:

OPEB
Deferred Outflows Deferred Inflows
of Resources of Resources

Changes of assumptions - 23,332,582
Net difference between projected and actual
earnings on OPEB plan investments 89,621 -
Changes in proportion and differences
between School District contributions and
proportionate share of contributions 5,982,096 -
School District contributions subsequent to
the measurement date 11,415,245 -
Total $ 17,486,962 $ 23,332,582

School District contributions subsequent to the measurement date of $11,415,245 are reported
as deferred outflows of resources and will be recognized as a reduction of the net OPEB liability
in the year ended June 30, 2019. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to OPEB will be recognized in OPEB expense as follows:

Year Ended June 30: OPEB
2019 $ (3,098,186)
2020 $ (3,098,186)
2021 $ (3,098,186)
2022 $ (3,098,186)
2023 $ (3,120,591)
2024 $ (1,747,530)
Thereafter $ -
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Actuarial assumptions: The total OPEB liability as of June 30, 2017 was determined by an
actuarial valuation as of June 30, 2016 using the following actuarial assumptions and other inputs,
applied to all periods included in the measurement and rolled forward to the measurement date
of June 30, 2017:

OPEB:
Inflation 2.75%
Salary increases 3.25% - 7.00%, average, including inflation
ERS 4.50%, including inflation
TRS 3.25 - 9.00%, including inflation
PSERS N/A

Long-term expected rate of return  3.88%, compunded annually, net of
investment expense, and including

inflation

Healthcare cost trend rate:

Pre-Medicare Eligible 7.75%

Medicare Eligible 5.75%
Ultimate trend rate:

Pre-Medicare Eligible 5.00%

Medicare Eligible 5.00%
Year of Ultimate trend rate 2022

Mortality rates were based on the RP-2000 Combined Mortality Table for Males or Females, as
appropriate, with adjustments for mortality improvements based on Scale BB as follows:

For ERS members: The RP-2000 Combined Mortality Table projected to 2025 with
projection scale BB and set forward 2 years or both males and females is used for the
period after service retirement and for dependent beneficiaries. The RP-2000 Disabled
Mortality Table projected to 2025 with projection scale BB and set back 7 years for males
and set forward 3 years for females is used for the period after disability retirement.

For TRS members: The RP-2000 White Collar Mortality Table projected to 2025 with
projection scale BB (set forward 1 year for males) is used for death after service retirement
and beneficiaries. The RP-2000 Disabled Mortality Table projected to 2025 with projection
scale BB (set forward two years for males and four years for females) is used for death
after disability retirement.

For PSERS members: The RP-2000 Blue-Collar Mortality Table projected to 2025 with
projection scale BB (set forward 3 years for males and 2 years for females) is used for the
period after service retirement and for beneficiaries of deceased members. The RP-2000
Disabled Mortality Table projected to 2025 with projection scale BB (set forward 5 years
for both males and females) is used for the period after disability retirement.
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The actuarial assumptions used in the June 30, 2016 valuation were based on the results of an
actuarial experience study for the pension systems, which covered the five-year period ending
June 30, 2014.

Projection of benefits for financial reporting purposes are based on the substantive plan (the plan
as understood by the employer and plan members) and include the types of benefits provided at
the time of each valuation and the historical pattern of sharing of benefit costs between the
employer and plan members to that point. The actuarial methods and assumptions used include
techniques that are designed to reduce the effects of short-term volatility in actuarial accrued
liabilities and the actuarial value of assets, consistent with the long-term perspective of the
calculation.

Additionally, there was a change that affected measurement of the total OPEB liability since the
prior measurement date. The methodology used to determine employee and retiree participation
in the School OPEB Fund is based on their current or last employer payroll location. Current and
former employees of public school districts, libraries, regional educational service agencies and
community colleges are allocated to the School OPEB Fund irrespective of retirement system
affiliation.

The long-term expected rate of return on OPEB plan investments was determined using a log-
normal distribution analysis in which best-estimate ranges of expected future real rates of return
(expected nominal returns, net of investment expense and the assumed rate of inflation) are
developed for each major asset class. These ranges are combined to produce the long-term
expected rate of return by weighting the expected future real rates of return by the target asset
allocation percentage and by adding expected inflation. The target allocation and best estimates
of arithmetic real rates of return for each major asset class are summarized in the following table:

Long-Term Expected
Asset Class Target Allocation Real Rate of Return

Local Government Investment Pool 100.00% 3.88%

Discount rate: In order to measure the total OPEB liability for the School OPEB Fund, a single
equivalent interest rate of 3.58% was used as the discount rate. This is comprised mainly of the
yield or index rate for 20 year tax-exempt general obligation municipal bonds with an average
rating of AA or higher (3.56% per the Bond Buyers Index). The projection of cash flows used to
determine the discount rate assumed that contributions from members and from the employer will
be made at the current level as averaged over the last five years, adjusted for annual projected
changes in headcount. Projected future benefit payments for all current plan members were
projected through 2115. Based on these assumptions, the OPEB plan’s fiduciary net position
was projected to be available to make OPEB payments for inactive employees through year 2029.
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Therefore, the calculated discount rate of 3.58% was applied to all periods of projected benefit
payments to determine the total OPEB liability.

Sensitivity of the District’s proportionate share of the net OPEB liability to changes in the
discount rate: The following presents the School District’s proportionate share of the net OPEB
liability calculated using the discount rate of 3.58%, as well as what the District's proportionate
share of the net OPEB liability would be if it were calculated using a discount rate that is 1-
percentage-point lower (2.58%) or 1 percentage-point higher (4.58%) than the current discount
rate:

1% Decrease Current Discount 1% Increase
(2.58%) Rate (3.58%) (4.58%)
Net OPEB Liability (asset) $ 363,810,768 $ 306,413,183 $ 261,114,865

Sensitivity of the District's proportionate share of the net OPEB liability to changes in the
healthcare cost trend rates: The following presents the School District's proportionate share of
the net OPEB liability, as well as what the School District's proportionate share of the net OPEB
liability would be if it were calculated using healthcare cost trend rates that are 1-percentage-point
lower or 1-percentage-point higher than the current healthcare cost trend rates:

Current Healthcare
1% Decrease Cost Trend Rate 1% Increase

Net OPEB Liability (asset) $ 253,981,620 $ 306,413,183 $ 374,678,999

OPEB plan fiduciary net position: Detailed information about the OPEB plan’s fiduciary net
position is available in the Comprehensive Annual Financial Report (CAFR) which is publicly
available at https://sao.georgia.gov/comprehensive-annual-financial-reports.
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Note 14 - Retirement Plans

The School District participates in various retirement plans administered by the State of Georgia,
as further explained below:

1) Teachers Retirement System of Georgia (TRS)

Plan Description: All teachers of the School District as defined in O.C.G.A 847-3-60 and certain
other support personnel as defined by O.C.G.A 847-3-63 are provided a pension through the
Teachers Retirement System of Georgia (TRS). TRS, a cost-sharing multiple-employer defined
benefit pension plan, is administered by the TRS Board of Trustees (TRS Board). Title 47 of the
O.C.G.A. assigns the authority to establish and amend the benefit provisions to the State
Legislature. The Teachers Retirement System of Georgia issues a publicly available separate
financial audit report that can be obtained at www.trsga.com/publications.

Benefits Provided: TRS provides service retirement, disability retirement, and death benefits.
Normal retirement benefits are determined as 2% of the average of the employee’s two highest
paid consecutive years of service, multiplied by the number of years of creditable service up to
40 years. An employee is eligible for normal service retirement after 30 years of creditable service,
regardless of age, or after 10 years of service and attainment of age 60. Ten years of service is
required for disability and death benefits eligibility. Disability benefits are based on the employee’s
creditable service and compensation up to the time of disability. Death benefits equal the amount
that would be payable to the employee’s beneficiary had the employee retired on the date of
death. Death benefits are based on the employee’s creditable service and compensation up to
the date of death.

Contributions: Per Title 47 of the O.C.G.A., contribution requirements of active employees and
participating employers, as actuarially determined, are established and may be amended by the
TRS Board. Pursuant to O.C.G.A. 847-3-63, the employer contributions for certain full-time public
school support personnel are funded on behalf of the employer by the State of Georgia.
Contributions are expected to finance the costs of benefits earned by employees during the year,
with an additional amount to finance any unfunded accrued liability. Employees were required to
contribute 6% of their annual pay during fiscal year 2018. The School District’'s contractually
required contribution rate for the year ended June 30, 2018 was 16.81% (excluding payroll
attributable to those personnel funded on behalf of the School District by the State). For the
current fiscal year, employer contributions to the pension plan were $31,441,169 and $124,316
from the School District and the State, respectively.

2) Employees' Retirement System

Plan description: The Employees' Retirement System of Georgia (ERS) is a cost-sharing
multiple-employer defined benefit pension plan established by the Georgia General Assembly
during the 1949 Legislative Session for the purpose of providing retirement allowances for
employees of the State of Georgia and its political subdivisions. ERS is directed by a Board of
Trustees. Title 47 of the O.C.G.A. assigns the authority to establish and amend the benefit
provisions to the State Legislature. ERS issues a publicly available financial report that can be
obtained at www.ers.ga.gov/post/annual-financial-reports.
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Benefits provided: The ERS Plan supports three benefit tiers: Old Plan, New Plan, and Georgia
State Employees’ Pension and Savings Plan (GSEPS). Employees under the old plan started
membership prior to July 1, 1982 and are subject to plan provisions in effect prior to July 1, 1982.
Members hired on or after July 1, 1982 but prior to January 1, 2009 are new plan members subject
to modified plan provisions. Effective January 1, 2009, new state employees and rehired state
employees who did not retain membership rights under the Old or New Plans are members of
GSEPS. ERS members hired prior to January 1, 2009 also have the option to irrevocably change
their membership to GSEPS.

Under the old plan, the new plan, and GSEPS, a member may retire and receive normal
retirement benefits after completion of 10 years of creditable service and attainment of age 60 or
30 years of creditable service regardless of age. Additionally, there are some provisions allowing
for early retirement after 25 years of creditable service for members under age 60.

Retirement benefits paid to members are based upon the monthly average of the member’s
highest 24 consecutive calendar months, multiplied by the number of years of creditable service,

multiplied by the applicable benefit factor. Annually, postretirement cost-of-living adjustments may
also be made to members’ benefits, provided the members were hired prior to July 1, 2009. The
normal retirement pension is payable monthly for life; however, options are available for
distribution of the member’s monthly pension, at reduced rates, to a designated beneficiary upon
the member’s death. Death and disability benefits are also available through ERS.

Contributions: Member contributions under the old plan are 4% of annual compensation, up to
$4,200, plus 6% of annual compensation in excess of $4,200. Under the old plan, the state pays
member contributions in excess of 1.25% of annual compensation. Under the old plan, these state
contributions are included in the members’ accounts for refund purposes and are used in the
computation of the members’ earnable compensation for the purpose of computing retirement
benefits. Member contributions under the new plan and GSEPS are 1.25% of annual
compensation. The School District's contractually required contribution rate, actuarially
determined annually, for the year ended June 30, 2018 was 24.69% of annual covered payroll for
old and new plan members and 21.69% for GSEPS members. Contributions are expected to
finance the costs of benefits earned by employees during the year, with an additional amount to
finance any unfunded accrued liability. Employer contributions to the pension plan were $16,882
for the current fiscal year.

3) Public School Employees Retirement System (PSERS)

Plan description: PSERS is a cost-sharing multiple-employer defined benefit pension plan
established by the Georgia General Assembly in 1969 for the purpose of providing retirement
allowances for public school employees who are not eligible for membership in the Teachers
Retirement System of Georgia. The ERS Board of Trustees, plus two additional trustees,
administers PSERS. Title 47 of the O.C.G.A. assigns the authority to establish and amend the
benefit provisions to the State Legislature. PSERS issues a publicly available financial report that
can be obtained at www.ers.ga.gov/post/annual-financial-reports.

Benefits provided: A member may retire and elect to receive normal monthly retirement benefits

after completion of ten years of creditable service and attainment of age 65. A member may
choose to receive reduced benefits after age 60 and upon completion of ten years of service.
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Upon retirement, the member will receive a monthly benefit of $14.75, multiplied by the number
of years of creditable service. Death and disability benefits are also available through PSERS.
Additionally, PSERS may make periodic cost-of-living adjustments to the monthly benefits. Upon
termination of employment, member contributions with accumulated interest are refundable upon
request by the member. However, if an otherwise vested member terminates and withdraws
his/her member contribution, the member forfeits all rights to retirement benefits.

Contributions: The general assembly makes an annual appropriation to cover the employer
contribution to PSERS on behalf of local school employees (bus drivers, cafeteria workers, and
maintenance staff). The annual employer contribution required by statute is actuarially
determined and paid directly to PSERS by the State Treasurer in accordance with O.C.G.A. 847-
4-29(a) and 60(b). Contributions are expected to finance the costs of benefits earned by
employees during the year, with an additional amount to finance any unfunded accrued liability.

Individuals who became members prior to July 1, 2012 contribute $4 per month for nine months
each fiscal year. Individuals who became members on or after July 1, 2012 contribute $10 per
month for nine months each fiscal year. The State of Georgia, although not the employer of
PSERS members, is required by statute to make employer contributions actuarially determined
and approved and certified by the PSERS Board of Trustees. The current fiscal year contribution
was $534,936.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pension: At June 30, 2018, the School District reported a
liability of $356,740,189 for its proportionate share of the net pension liability for TRS
($356,627,528) and ERS ($112,661).

The TRS net pension liability reflected a reduction for support provided to the School District by
the State of Georgia for certain public school support personnel. The amount recognized by the
School District as its proportionate share of the net pension liability, the related State of Georgia
support, and the total portion of the net pension liability that was associated with the School
District were as follows:

School District's Proportionate Share of the Net Pension Liability $ 356,740,189

State of Georgia's Proportionate Share of the Net Pension Liability
Associated with the School District 1,429,396

Total $ 358,169,585

The net pension liability for TRS and ERS was measured as of June 30, 2017. The total pension
liability used to calculate the net pension liability was based on an actuarial valuation as of June
30, 2016. An expected total pension liability as of June 30, 2017 was determined using standard
roll-forward techniques. The School District’'s proportion of the net pension liability was based on
contributions to TRS and ERS during the fiscal year ended June 30, 2017.

At June 30, 2017, the School District's TRS proportion was 1.918868%, which was a decrease of
0.007115% from its proportion measured as of June 30, 2016. At June 30, 2017, the School
District’'s ERS proportion was 0.002774%, which was an increase of 0.000093% from its
proportion measured as of June 30, 2016.
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At June 30, 2018, the School District did not have a PSERS liability for a proportionate share of
the net pension liability because of a Special Funding Situation with the State of Georgia, which
is responsible for the net pension liability of the plan. The amount of the State’s proportionate
share of the net pension liability associated with the School District is $2,850,834.

The PSERS net pension liability was measured as of June 30, 2017. The total pension liability
used to calculate the net pension liability was based on an actuarial valuation as of June 30, 2016.
An expected total pension liability as of June 30, 2017 was determined using standard roll-forward
techniques. The State’s proportion of the net pension liability associated with the School District
was based on actuarially determined contributions paid by the State during the fiscal year ended
June 30, 2017.

For the year ended June 30, 2018, the School District recognized pension expense of
$40,019,266 for TRS, $63,782 for ERS and $574,554 for PSERS and revenue of $73,701 for TRS
and $574,554 for PSERS. The revenue is support provided by the State of Georgia. For TRS the
State of Georgia support is provided only for certain support personnel.

At June 30, 2018, the School District reported deferred outflows of resources and deferred inflows
of resources related to pensions from the following sources:

TRS ERS
Deferred Deferred Deferred Deferred
Ouitflows of Inflows of Outflows of  Inflows of
of Resources Resources  of Resources Resources
Differences between expected and actual experience $ 13,340,066 $ 1,345875 $ 1,234 $ 1
Changes of assumptions 7,817,718 - 256
Net difference between projected and actual earnings on
pension plan investments - 2,454,194 - 281
Changes in proportion and differences between District
contributions and proportionate share of contributions 3,497,471 1,494,611 17,718
District contributions subsequent to the measurement
date 38,784,465
Total $ 63,439,720 $ 5294680 $ 19,208 $ 282

The School District contributions subsequent to the measurement date of $38,784,465 for TRS
and $0 for ERS are reported as deferred outflows of resources and will be recognized as a
reduction of the net pension liability in the year ended June 30, 2019. Other amounts reported as
deferred outflows of resources and deferred inflows of resources related to pensions will be
recognized in pension expense as follows:
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Year Ended June 30: TRS ERS
2019 (1,431,963) 15,491
2020 19,913,479 5,367
2021 9,974,590 1,265
2022 (9,287,160) (3,197)
2023 191,629 -
Thereafter - .

Actuarial assumptions: The total pension liability as of June 30, 2017 was determined by an
actuarial valuation as of June 30, 2016, using the following actuarial assumptions, applied to all
periods included in the measurement:

Teachers Retirement System:

Inflation 2.75%
Salary increases 3.25 - 9.00%, average, including inflation
Investment rate of return 7.50%, net of pension plan investment

expense, including inflation

Post-retirement mortality rates were based on the RP-2000 White Collar Mortality Table with
future mortality improvement projected to 2025 with the Society of Actuaries’ projection scale
BB (set forward one year for males) for service requirements and dependent beneficiaries. The
RP-2000 Disabled Mortality table with future mortality improvement projected to 2025 with
Society of Actuaries’ projection scale BB (set forward two years for males and four years for
females) was used for the death after disability retirement. Rates of mortality in active service
were based on the RP-2000 Employee Mortality Table projected to 2025 with projection scale
BB.

The actuarial assumptions used in the June 30, 2016 valuation were based on the results of an
actuarial experience study for the period July 1, 2009 — June 30, 2014.

Employees’ Retirement System

Inflation 2.75%
Salary increases 3.25% - 7.00%, average, including inflation
Investment rate of return 7.50%, net of pension plan investment

expense, including inflation

Post-retirement mortality rates were based on the RP-2000 Combined Mortality Table with
future mortality improvement projected to 2025 with the Society of Actuaries’ projection scale
BB and set forward 2 years for both males and females for service retirements and dependent
beneficiaries. The RP-2000 Disabled Mortality Table with future mortality improvement projected
to 2025 with Society of Actuaries’ projection scale BB and set back 7 years for males and set
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forward 3 years for females was used for death after disability retirement. There is a margin for
future mortality improvement in the tables used by the System. Based on the results of the most
recent experience study adopted by the Board on December 17, 2015, the numbers of expected
future deaths are 9-12% less than the actual number of deaths that occurred during the study
period for service retirements and beneficiaries and for disability retirements. Rates of mortality
in active service were based on the RP-2000 Employee Mortality Table projected to 2025 with
projection scale BB.

The actuarial assumptions used in the June 30, 2016 valuation were based on the results of an
actuarial experience study for the period July 1, 2009 — June 30, 2014.

Public School Employees’ Retirement System

Inflation 2.75%
Salary increases N/A
Investment rate of return 7.50%, net of pension plan investment

expense, including inflation

Post-retirement mortality rates were based on the RP-2000 Blue-Collar Mortality Table
projected to 2025 with projection scale BB (set forward 3 years for males and 2 years for
females) for the period after service retirements and for dependent beneficiaries. The RP-2000
Disabled Mortality projected to 2025 with projection scale BB (set forward 5 years for both
males and females) was used for death after disability retirement. There is a margin for future
mortality improvement in the tables used by the System. Based on the results of the most recent
experience study adopted by the Board on December 17, 2015, the numbers of expected future
deaths are 9-11% less than the actual number of deaths that occurred during the study period
for healthy retirees and 9-11% less than expected under the selected table for disabled retirees.
Rates of mortality in active service were based on the RP-2000 Employee Mortality Table
projected to 2025 with projection scale BB.

The actuarial assumptions used in the June 30, 2016 valuation were based on the results of an
actuarial experience study for the period July 1, 2009 — June 30, 2014.

The long-term expected rate of return on TRS, ERS and PSERS pension plan investments was
determined using a log-normal distribution analysis in which best-estimate ranges of expected
future real rates of return (expected returns, net of pension plan investment expense and
inflation) are developed for each major asset class. These ranges are combined to produce the
long-term expected rate of return by weighting the expected future real rates of return by the
target asset allocation percentage and by adding expected inflation. The target allocation and
best estimates of arithmetic real rates of return for each major asset class are summarized in
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the following table:

TRS ERS/PSERS Long-term

Target Target Expected Real

Asset Class Allocation Allocation Rate of Return*
Fixed Income 30.00% 30.00% (0.50)%
Domestic Large Stocks 39.80% 37.20% 9.00%
Domestic Mid Stocks 3.70% 3.40% 12.00%
Domestic Small Stocks 1.50% 1.40% 13.50%
International Developed Market Stocks 19.40% 17.80% 8.00%
International Emerging Market Stocks 5.60% 5.20% 12.00%
Alternative —% 5.00% 10.50%

Total 100.00% 100.00%

* Rates shown are net of the 2.75% assumed rate of inflation

Discount rate: The discount rate used to measure the total TRS, ERS and PSERS pension
liability was 7.50%. The projection of cash flows used to determine the discount rate assumed
that plan member contributions will be made at the current contribution rate and that employer
and nonemployer contributions will be made at rates equal to the difference between actuarially
determined contribution rates and the member rate. Based on those assumptions, the TRS,
ERS and PSERS 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 on pension plan investments was applied to all periods of projected benefit

payments to determine the total pension liability.
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Sensitivity of the Cherokee County School District’s proportionate share of the net
pension liability to changes in the discount rate: The following presents the School District’s
proportionate share of the net pension liability calculated using the discount rate of 7.50%, as
well as what the School District's proportionate share of the net pension liability would be if it
were calculated using a discount rate that is 1-percentage-point lower (6.50%) or 1-percentage-
point higher (8.50%) than the current rate:

Teachers Retirement System: 1% Decrease Current Rate 1% Increase
6.50% 7.50% 8.50%

School District's Proportionate Share of

the Net Pension Liability $ 585,267,616 $ 356,627,528 $ 168,279,485

Employees' Retirement System: 1% Decrease Current Rate 1% Increase
6.50% 7.50% 8.50%

School District's Proportionate Share of
the Net Pension Liability $ 159,016 $ 112,661 $ 73,120

Pension plan fiduciary net position: Detailed information about the pension plan’s fiduciary net
position is available in the separately issued TRS, ERS and PSERS financial report which is
publicly available at www.trsga.com/publications and www.ers.ga.gov/post/annual-financial-
reports.

Payables to the pension plan: At June 30, 2018, the School District reported a payable in the
amount of $4,411,790 to the TRS plan for the employee and employer contributions attributable
to June of 2018.

54


http://www.trsga.com/publications

CHEROKEE COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2018

4) Defined Contribution Plan

In August 2001, Cherokee County Board of Education adopted the CCSD 403(b) pension plan
for the group of employees covered under the Public School Employees' Retirement System
(PSERS). Recognizing that PSERS was a limited defined contribution and defined benefit plan
which did not provide for an adequate retirement for this group of employees, it was the Board's
desire to supplement the retirement savings of this group.

The Board selected VALIC as the provider of the CCSD 403(b) plan. For each employee covered
under PSERS, the Board began contributing to the plan an amount equal to $.50 for each $1.00
of employee contributions up to four percent of the employee's regular earnings.

An employee becomes vested in employer contributions in accordance with the following
schedule:

0-35 months of service: 0%
36-47 months of service: 50%
48-59 months of service: 75%
60+ months of service: 100%

Employees who have already completed five years of service at the time of enrollment are
immediately vested upon enrollment. Employees at all times are 100% vested in employee
contributions.

Funds accumulated through employer contributions are only available to the employee upon
termination of employment or by achieving normal retirement age as determined by the Internal
Revenue Service. If an employee terminates employment prior to achieving vested status, funds
contributed by CCSD on behalf of the non-vested employee are credited back to the Board.

Employer contributions for the current fiscal year and the preceding two fiscal years are as follows:

Percentage Required
Fiscal Year Contributed Contribution
2018 100% $ 190,396
2017 100% 176,384
2016 100% 142,208
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Note 15: Restatement of Prior Year Net Position

For fiscal year 2018, the School District made prior period adjustments due to the adoption of
GASB Statement No. 75, as described in “New Accounting Pronouncements”, which requires the
restatement of the June 30, 2017 net position in Governmental Activities. The result is a decrease
in net position at July 1, 2017 of $304,783,783. This change is in accordance with generally
accepted accounting procedures.

Net Position, July 1, 2017 as previously reported $ (54,588,685)

Prior Period Adjustment - Implementation of GASB No. 75:
Net OPEB Liability (measurement date) (316,155,080)

Deferred Outflows - School District's Contributions made
during fiscal year 2017 11,371,298

Net Position, July 1, 2017, as restated $ (359,372,467)

Note 16: Prior Year Defeasement of Debt

In prior years, the School District defeased certain general obligation bonds by placing the
proceeds of new bonds in an irrevocable trust to provide for all future debt service payments on
the old bonds. Accordingly, the trust account assets and the liability for the defeased bonds are
not included in the School District's basic financial statements. On August 1, 2017, a portion of
these bonds were redeemed. At June 30, 2018, $44,880,000 of bonds outstanding are
considered defeased.

Note 17: Tax Abatement

The public purpose of the Cherokee County Development Authority is promoting and expanding
for the public good and welfare, industry and trade within Cherokee County and reducing
unemployment to the greatest extent possible. The Cherokee County Development Authority, in
coordination with Cherokee County government, provide a tax incentive program for qualified
industries locating/located in Cherokee County. The purpose of this program is to encourage
additional investment from new and existing industries to grow and diversify the tax base and
local economy. Eligibility for the tax abatement program is based off the number and quality of
jobs created as well as the amount of capital investment. There are claw-back provisions should
the recently located company not meet their committed jobs and capital investment numbers.

For the fiscal year ended June 30, 2018, the Cherokee County Development Authority abated

property taxes due to the School District that were levied on July 18, 2017 and due on December
20, 2017 totaling $1,714,265.

56



Required Supplementary Information

Cherokee County
‘ School District



CHEROKEE COUNTY SCHOOL DISTRICT
Required Supplementary Information
Schedule of Proportionate Share of Net Pension Liability
Teachers Retirement System of Georgia
For Years Ended June 30

School District's
proportion of the

School District's
proportionate

State of Georgia's
proportionate
share of the net
pension liability

School District's
proportionate
share of the net
pension liability as

Plan fiduciary
net position as
a percentage

Year net pension share of the net associated with School District's a percentage of of the total

Ended liability pension liability  the School District Total covered payroll its covered payroll  pension liability
2018 1.92% $ 356,627,528 $ 1,429,396 $ 358,056,924 $ 231,484,139 154.06% 79.33%
2017 1.93% 397,351,768 1,736,108 $ 399,087,876 221,443,384 179.44% 76.06%
2016 1.92% 291,638,386 1,357,677 $292,996,063 212,135,952 137.48% 81.44%
2015 1.88% 237,742,125 1,057,565 $ 238,799,690 203,096,846 117.06% 84.03%

This schedule is intended to show information for 10 years. Additional years will be displayed as they become available.
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Contributions in relation to Contribution as a

Year Contractually required  the contractually required Contribution School District's percentage of covered
Ended contribution contribution deficiency (excess) covered payroll payroll

2018 $ 38,784,465 $ 38,784,465 $ - $ 231,484,139 16.75%

2017 32,062,007 32,062,007 - 221,443,384 14.48%

2016 30,323,698 30,323,698 - 212,135,952 14.29%

2015 26,600,262 26,600,262 - 203,096,846 13.10%

2014 23,551,556 23,551,556 - 192,776,926 12.22%

This schedule is intended to show information for 10 years. Additional years will be displayed as they become available.
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Schedule of Proportionate Share of Net Pension Liability
Employees' Retirement System of Georgia
For the Fiscal Years Ended June 30

School District's
proportion of the

School District's
proportionate

School District's

proportionate share of
the net pension liability

Plan fiduciary net
position as a
percentage of

Year net pension share of the net School District's as a percentage of total net pension
Ended liability pension liability covered payroll covered payroll liability

2018 0.00% $ 112,661 $ - 0.00% 76.33%
2017 0.00% 126,823 68,045 186.38% 72.34%
2016 0.00% - - 0.00% 0.00%
2015 0.00% - - 0.00% 0.00%

This schedule is intended to show information for 10 years. Additional years will be displayed as they become available.
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Contributions in relation

Contribution as a

Year Contractually required to the contractually Contribution deficiency School District's percentage of covered
Ended contribution required contribution (excess) covered payroll payroll

2018  $ - $ - $ - $ - 0.00%

2017 16,882 16,882 - 68,045 24.81%

This schedule is intended to show information for 10 years. Additional year will be displayed as they become available.
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School District's
proportion of the

School District's
proportionate

State of Georgia's
proprotionate share
of the net pension
liaibility associated

School District's
proportionate share
of the net pension
liability as a

Plan fiduciary
net position as
a percentage

Year net pension share of the net with the School School District's percentage of its of the total

Ended liability pension liability District Total covered payroll covered payroll pension liability
2018 0.00% - $ 2,850,834 $2,850,834 $ 9,967,544 N/A 85.69%
2017 0.00% - 3,719,948 3,719,948 10,091,040 N/A 81.00%
2016 0.00% - 2,375,349 2,375,349 8,638,876 N/A 87.00%
2015 0.00% - 1,997,884 1,997,884 8,399,160 N/A 88.29%

This schedule is intended to show information for 10 years. Additional years will be displayed as they become available.
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