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CERTIFICATE OF BOARD

Sherman Independent School District Grayson 091-906
Name of School District County County District Number

We, the undersigned, certify that the attached annual financial reports of the above named school district were reviewed and (check
one) 'h approved disapproved for the year ended June 30, 2015, at a meeting of the Board of Trustees of such school

district on the 16th day of November 2015.

%A (oo W/

Signature of Board Secretary Signaiire of Board Prés1dent

If the board of trustees disapproved the auditor’s report, the reason(s) for disapproving it is/are: (attach list as necessary)
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BELINDA W. DEVINCENTIS

Independent Auditor’s Report

Board of Trustees

Sherman Independent School District
2701 Loy Lake Road

Sherman, Texas 75090

Members of the Board:

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 Sherman Independent School District (the“District”) as of and for the year ended June 30,
2015, and the related notesto thefinancial statements, which collectively comprisethe District’ sbasic financial statementsas
listed in the table of contents.

M anagement’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 reasonabl e assurance about whether thefinancial statementsare
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 thefinancial statements, whether dueto 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 statementsin order to design audit
proceduresthat are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
theentity’ sinternal control. Accordingly, we express no such opinion. An audit aso includes eval uating 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.
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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 mgjor fund, and the aggregate remaining fund information of the Sherman
Independent School District as of June 30, 2015, and the respective changesin financial position thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and
Analysis, budgetary comparison information, Schedule of the District’s Proportionate Share of the Net Pension Liability -
Teachers Retirement System of Texas, and Schedule of District Contributions - Teachers Retirement System of Texas on
pages 4 through 9 and 38 through 40 be presented to supplement the basic financial statements. Such information, although
not apart of the basic financial statements, isrequired by the Governmental Accounting Standards Board, who considersitto
be an essentia part of financial reporting for placing the basic financial statementsin an appropriate operational, economic, or
historical context. We have applied certain limited proceduresto the required supplementary informationin accordancewith
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
District’ sbasic financial statements. The schedule of expenditures of federal awardsis presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and isnot arequired part of the basic financial statements. The Texas Education Agency requires
school districts to include certain information in the Annual Financial and Compliance report in conformity with laws and
regulations of the State of Texas. Thisinformation isidentified in the table of contents as Exhibits J-1, J-4 and J-5.

The schedule of expenditure of federal awards and the TEA-required schedules arethe responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to preparethefinancia 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 statement themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information isfairly stated in al material respectsin relation to the basic financial statements as awhole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 11, 2015, on our
consideration of the District’s internal control over financia 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 isto 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 isan integral part of an audit
performed in accordance with Government Auditing Standards in considering the District’ s internal control over financial
reporting and compliance.

Sherman, Texas
November 11, 2015



MANAGEMENT’SDISCUSSION AND ANALYSIS

The management of Sherman Independent School District (District) offersthisnarrative summary and anaysisof the
Digtrict’ sfinancial activitiesfor thefiscal year ended June 30, 2015. Pleaseread thisanalysisin conjunction with the
District’ sfinancia statements and independent auditor’ s report, which follow this section.

Financial Highlights

e TheDidtrict’ s assets exceeded itsliabilities by $22,487,491 at June 30, 2015. Thisamount isbased on full
accrual accounting, as required by Governmental Accounting Standards Board (GASB) Standard 34.

o The Didtrict’s governmenta funds reported combined ending fund balances of $21,933,982 at June 30,
2015, using the modified accrual basis of accounting. The District has spending discretion over
approximately sixty-five percent (65%) of total fund balances ($14,344,849 of $21,933,982), reported as
nonspendable, restricted, committed, assigned, and unassigned.

¢ Inthe General Fund, the District had unreserved, undesignated fund balance of $14,344,849 at June 30,
2015. This amount represents twenty-six percent (26%) of total general fund expenditures ($55,363,521).
The General Fund averaged expenditures of $4,613,627 per month during the 2014-15 fiscal year; therefore,
this fund balance ($14,745,757) represents approximately three (3) months of expenditures.

The District adopted a new accounting standard during the year. This new standard changed the accounting and
financial reporting for pensions of state and local governments, including school districts. Among theimplemented
changes is the requirement that governments recognize a liability in their financial statements for their share of
projected benefit payments to be provided to current active and inactive employees that is attributable to those
employees; past periods of service, less the amount of the pension plan’s fiduciary net position. Asaresult of the
implementation of this new standard, the District’s net position was decreased by $8,965,923 from what was
previoudly reported as of June 30, 2014.

In September 2015, the District received the Schools FIRST (Financial Integrity Rating System of Texas) Rating for
the 2013-14 fiscal year. The District received a pass rating for the 2013-14 fiscal year. According to the Texas
Education Agency, the primary goal of the Schools FIRST Rating System isto achieve quality performancein the
management of school districts ‘financial resources, a goa made more significant due to the complexity of the
accounting associated with Texas' school finance system. The FIRST Rating is similar to academic accountability
ratings and is based on seven indicators and two possible ratings — Pass and Substandard A chievement.

Overview of the Financial Statements

Thisdiscussion and analysisare intended to serve as an introduction to the District’ sbasic financial statements. The
Didtrict’ sbasic financia statements comprise three components: 1) government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government-widefinancial satements— Thegovernment-widefinancia statementsare designed to provide readers
with a broad overview of the Digtrict’ s finances, in amanner similar to a private-sector business.

The statement of net position presents information on all of the District’ s assets and deferred outflows of resources
and 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
Didtrict isimproving or deteriorating.



The statement of activities presentsinformation showing how the net position changed during the most recent fiscal
year. Revenues and expenses are reported in this statement regardless of when cash isreceived or paid; asaresult,
some items reported will only result in cash flows in future fiscal periods.

According to the Digtrict’ s government-wide financia statements, the District is principally supported by property
taxes and governmental revenues (governmental activities) as opposed to business-type activitiesthat areintended to
recover al or asignificant portion of their costs through user fees and charges. The District has no business-type
activitiesand no component unitsfor which it isfinancially accountable. The government-widefinancia statements
can be found on pages 10 - 11 of this report.

Fund financial statements— A fund isagrouping of related accountsthat is used to maintain control over resources
that have been segregated for specific activities or objectives. The District, like other state and local governments,
uses fund accounting to ensure and demonstrate compliance with finance-related requirements. The fund financial
statements provide more detailed information about the District’ s most significant funds— not the District asawhole.

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

e  Other funds may be established by the Board to control and manage money for particular purposes or to show
that it is properly using certain taxes or grants.

All of the District’ s funds can be divided into two categories: governmental and fiduciary.

Governmental funds — Governmental funds are used to account for essentially the same functions reported as
governmental activitiesin the government-widefinancia statements. However, unlike the government-widefinancia
statements, governmental fund financial statementsfocus on near-term inflows and outflows of spendable resources,
aswell as on balances of spendable resources available at the end of thefiscal year. Such information may be useful
in eva uating agovernment’ s near-term financing requirements. Becausethefocusof governmental fundsisnarrower
than that of the government-wide financial statements, it is useful to compare the information presented for
governmental fundswith similar information presented for governmental activitiesin the government-widefinancia
statements. By doing so, readers may better understand the long-term impact of the government’ snear-term financing
decisions. Both the governmental fund balance sheet and the governmenta fund statement of revenues, expenditures,
and changesin fund balances provide areconciliation to facilitate this compari son between governmental fundsand
governmental activities. The governmental fund financial statements can be found on pages 12 - 15 of this report.

The District maintains more than thirty governmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changesin fund balances
for the District’ stwo (2) major funds—the General Fund and Debt Service Fund. Datafrom all other governmental
funds are combined into asingle, aggregated presentation. The District adopts an annual appropriated budget for its
General Fund, Debt Service Fund and Food Service Fund. A budgetary comparison schedule has been provided to
demonstrate compliance with these budgets on pages 34, 43, and 44 of this report.

Fiduciary funds — Fiduciary funds are used to account for resources held for the benefit of parties outside the
District. Fiduciary fundsare not reflected in the government-wide financial statements because the resources of those
fundsare not available to support the District’ sown programs. TheDidtrict isthetrustee, or fiduciary, for thosefunds
and is responsible for ensuring that the assets reported in these funds are used for their intended purposes. The
fiduciary activities are reported in financia statements on page 16 - 17 of this report.

Notes to the financial statements — The notes provide additional information that is essential to a complete
understanding of the datain the government-wide and fund financial statements. The notesto thefinancial statements
can be found on pages 18 - 37 of this report.



Other information —In addition to the basic financia statements and accompanying notes, thisreport also presents
certain required supplementary information that further explains and supports the information in the financial
statements. Required supplementary information can be found on pages 38 - 40 of this report; other schedules
required by the Texas Education Agency can be found on pages 41 - 44 of this report.

Net Position

Net position can measure agovernment’ sfinancia position over time. The District’ s assets and deferred outflows of
resources exceeded liabilities and deferred inflows of resources by $22,487,491 as of June 30, 2015, a decrease of
$2,693,461 from the previous year (including the effects of restatement for the implementation of anew accounting
standard).

(rounded to millions) 2015 2014
Current and other assets $ 275 $ 273
Capital assets 101.2 103.4
Total assats 128.8 130.7
Deferred outflows of resources 4.0 29
Other liabilities 5.1 55
Long-term liabilities 102.7 102.9
Total liabilities 107.8 108.4
Deferred inflows of resources 2.5 -
Net position:

Invested in capital assets, net of related debt 224 16.1
Restricted 1.0 39
Unrestricted -0.9 5.2
Total net position $ 225 $ 252

The Didtrict uses capital assets (land, building, furniture, and equipment) to provide services to students;
consequently, these assets are not available for future spending. Other resources, such asfuture property taxes, will
be needed to repay the District’ sliabilities since the capital assets cannot be used to liquidate theseliabilities. A small
portion of the District’s net position ($974,045 or 4%) is subject to external restrictions on how they may be used.
Thissurplusisnot anindication that the District has significant resources availableto meet financia obligations next
year, but rather the result of having long-term commitments that are less than currently avail able resources.

Governmental Activities— Total net position increased by $6,272,462 during the 2014-15 fiscal year. Thetotal cost
of all governmental activitieswas $71,447,447. Total revenues generated during the year were $77,719,909, of which
our taxpayers paid $37,583,499 or forty-eight percent (48%).



Changesin Net Position

(rounded to thousands)
Program revenues:
Charges for services
Operating grants, contributions
General revenues:
Property taxes
State aid
Investment income
Other
Total revenues

Expenses:
Instruction
Instructional resources and media services
Curriculum and staff development
Instructional leadership
School leadership
Guidance, counseling and evaluation
Health services
Student transportation
Food services
Co-curricular/extracurricular activities
General administration
Plant maintenance and operations
Security and monitoring services
Data processing services
Community services
Debt service-interest
Debt service-bond issuance cost and fees
Facilities acquisition and construction
Intergovernmental charges

Total expenses

Increasein net position

Beginning net position (after restatement for 2015)

Ending net position

Financial Analysis of the District’s Funds

The District uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements,

bond covenants, and segregation for particular purposes.

Governmental fund — Thefocus of the Digtrict’ sgovernmental fundsisto provideinformation on near-terminflows,
outflows, and balances of spendable resources. Such information is useful in assessing the District’s financing
requirements. In particular, the amount in unreserved, undesignated fund balance may serve as a useful measure of

2015

$ 1,039
11,770

37,584
26,925
10

392
77,720

38,760
1,044
669
851
3,300
2,369
713
1,693
3,842
1,662
1,756
7,099
285
2,438
16
4,046
224

16

665
71,448

6,272
16,215
$ 22,487

the District’ s net resources available for spending at the end of afiscal year.

2014

$ 1,082
11,761

33,183
22,801
8
2,247
71,082

36,038
1,689
734
641
3,097
2,190
668
1,635
3,639
1,730
2,021
6,290
254
1,432
18
4,006
168
179
652
67,081

4,001
21,180
$25,181



At June 30, 2015, the District’ sgovernmental funds reported combined fund balances of $21,933,982, an increase of
$707,440. Unassigned fund balance represents alarge portion of total fund balances ($14,344,849 or 65%) and is
availablefor future spending or unanticipated events such as state funding uncertainties, increased student enrolIment,
wide swings in total property tax values, future salary increases, or unexpected lawsuits. The remainder of fund
balance ($7,589,133 or 35%) isnot available for new spending becauseit has already been committed for inventory,
debt retirement, food service, outstanding encumbrances, and unspent incentive grants.

The General Fund isthe primary operating fund of the District. At June 30, 2015, the genera fund had unassigned
fund balances of $14,344,849 and total fund balances of $14,745,757. Asameasure of the general fund’ sliquidity, it
isuseful to compare both fund balance amountsto total fund expenditures ($55,363,521). Unassigned fund balance
and total fund balance represent twenty-six percent (26%) and twenty-seven percent (27%) of total general fund
expenditures, respectively. The unassigned fund balance represents approximately three months of annual general
fund expenditures.

Total fund balanceincreased by $1,844,363 in the General Fund during the current fiscal year. Key factorsrelated to
this change include:

e Thefina budget included revenues and other financing sources of $57,170,595 and $37,289, respectively,
and expenditures of $55,363,521, leaving a net positive result of $1,844,363.

General Fund Budgetary Highlights

Over the course of the year, the District recommended and the Board approved several revisionsto budgeted revenue
and appropriations. Budget amendments typically fall into the following categories:

o Amendments approved in the new fiscal year for amounts carried over from the budget of the prior fisca
year;

¢ Amendmentsinthe spring to reviselocal and state revenue, based on recent information concerning student
attendance, property values, and tax collections; and

¢ Amendments for unexpected events.

The District made significant amendments to budgeted expenditures (increase of $1,511,400) as follows:

Computer replacements ($300,000).

Increase in CTE expenditures ($250,000).
Instructional textbooks and materials ($731,400).
Increase in internet & telecommunications ($230,000).

Capital Asset and Debt Administration

Capital assets— The District’ sinvestment in capital assets for its governmental activities at June 30, 2015, totaled
$101,190,937 (net of accumulated depreciation). This investment in capital assets includes land, building and
improvements, and furniture and equipment. Additional information on the District’s capital assets can befoundin
Notelll, Section D on page 26 of thisreport. The District had the following capital assetsat June 30, 2015 and 2014:

(rounded to thousands) 2015 2014
Land $ 3,504 $ 3,504
Buildings and improvements, net 92,279 94,402
Furniture and equipment, net 5,408 5,456
Totad (historica cost) $101,191 $ 103,362



L ong-term debt — At June 30, 2015, the District had total bonded debt outstanding of $78,759,016, a decrease of
$9,253,763 fromthe prior year. State statuteslimit the amount of general obligation debt agovernmental entity may
issue to ten percent of itstotal assessed valuation. The Digtrict’ stotal debt represents five percent of total assessed
valuation.

Additiona information on the District’ s long-term debt can be found in Note I11, Section F on pages 27 - 28 of this

report.

Economic Factors, Next Year's Budgets and Tax Rates

The unemployment rate for Sherman-Denison was 3.7 percent in June 2015. The current rate is dightly
lower than the overall State of Texas' unemployment rate of 4.1 percent.

The District’ s combined tax rate was $1.44 per $100 of assessed property value in the 2014-15 fiscal year.
The combined tax rate will remain at $1.44 for next year (2015-16 fiscal year).

The local certified property values at January 1, 2015 are estimated at $2,834,028,597. The Didtrict’s
property values per student stayed below the threshold ($319,500) for Chapter 41 payments (Robin Hood).
Using the 2014 property value study, the State Comptroller calculated taxable values (after exemptions) of
$2,622,939,385 (T2 vaue).

TheDistrict’ s student attendance ratein 2014-15 was dightly lower (95.5%) than the previousyear (95.6%).

Request for Information

Thisfinancial report isdesignated to provide our citizens, customers, investors and creditorswith agenera overview
of the District’ sfinances and demonstrate accountability for the District’ sfunds. Questions concerning thisreport or
requests for additional information should be addressed to the Assistant Superintendent of Finance, P.O. Box 1176,
Sherman, Texas 75091-1176.
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Exhibit A-1

Sherman Independent School District
Statement of Net Position
June 30, 2015
Data
Control Governmental
Codes Activities
Assets
1110 Cash and Cash Equivalents $ 3,609,660
1120 Current Investments 12,843,390
1220 Property Taxes Receivable (Delinquent) 2,091,149
1230 Allowance for Uncollectible Taxes (250,017)
1240 Due from Other Governments 8,539,425
1290 Other Receivables 2,764
1300 Inventories - Supplies and Materials 400,908
1410 Prepayments 351,173
Capital Assets:
1510 Land 3,504,463
1520 Buildings and Improvements (Net) 92,278,669
1530 Furniture and Equipment (Net) 5,407,805
1000 Total Assets 128,779,389
Deferred Outflows of Resour ces
1701 Deferred Charge on Refunding 2,369,057
1705 Deferred Outflows - Pension Plan 1,690,593
Total Deferred Outflows of Resources 4,059,650
Liabilities
2110 Accounts Payable 329,847
2140 Accrued Interest Payable 1,119,624
2150 Payroll Deduction and Withholdings Payable 674,584
2160 Accrued Wages Payable 2,748,921
2300 Unearned Revenues 275,941
Long-Term Liabilities:
2501 Due Within One Y ear 7,160,832
2502 DueinMore Than One Y ear 87,718,156
2540 Net Pension Liability (District's Share) 7,800,579
2000 Total Liabilities 107,828,484
Deferred Inflows of Resour ces
2602 Deferred Credit on Refunding 136,843
2605 Deferred Inflows - Pension Plan 2,386,221
Total Deferred Inflows of Resources 2,523,064
Net Position
3200 Net Investment in Capital Assets 22,431,920
Restricted for:
3820 Federa and State Programs 974,045
3900 Unrestricted (918,474)
3000 Tota Net Position $ 22,487,491

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

-10-



Sherman Independent School District Exhibit B-1
Statement of Activities
Year Ended June 30, 2015
Program Revenues Net Revenue

Data Operating (Expense) and
Control Chargesfor Grants and Changesin
Codes Expenses Services Contributions ~ Net Position

Governmental Activities
11 Instruction $38,759,795 $ 133361 $ 6,034,157 $(32,592,277)
12 Instructional Resources and Media Services 1,043,899 - 40,143 (1,003,756)
13 Curriculum and Instructional Staff Devel opment 668,402 - 245,397 (423,005)
21 Instructional Leadership 850,732 - 57,845 (792,887)
23 School Leadership 3,299,957 - 184,760 (3,115,197)
31 Guidance, Counseling and Evaluation Services 2,368,829 - 789,684 (1,579,145)
33 Health Services 713,040 - 37,116 (675,924)
34 Student (Pupil) Transportation 1,693,009 - 67,887 (1,625,122)
35 Food Services 3,842,284 689,906 3,051,635 (100,743)
36 Extracurricular Activities 1,661,695 126,794 72,372 (1,462,529)
41 General Administration 1,756,381 - 97,238 (1,659,143)
51 Facilities Maintenance and Operations 7,099,275 88,509 522,545 (6,488,221)
52 Security and Monitoring Services 285,059 - 1,872 (283,187)
53 Data Processing Services 2,437,793 - 551,150 (1,886,643)
61 Community Services 16,148 - 16,148 -
72 Debt Service - Interest on Long-Term Debt 4,045,852 - - (4,045,852)
73 Debt Service - Bond Issuance Costs and Fees 224,134 - - (224,134)
81 Facilities Acquisition and Construction 16,065 - - (16,065)
99 Other Intergovernmental Charges 665,098 - - (665,098)

Total Governmental Activities $71,447447 $ 1,038570 $11,769,949 (58,638,928)

General Revenues

Taxes:
MT Property Taxes - Levied for General Purposes 27,115,902
DT Property Taxes - Levied for Debt Service 10,467,597
SF State Aid and Federal Formula Grants 26,925,147
IE Investment Earnings 10,451
Ml Miscellaneous Local and Intermediate Revenue 392,293
TR Total General Revenues 64,911,390
CN Changein Net Position 6,272,462
NB Net Position - Beginning of Year 25,180,952
PA Prior Period Adjustment for Implementation of GASB 68 (8,965,923)
NE Net Position - End of Year $ 22,487,491

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

-11-



Sherman Independent School District Exhibit C-1
Balance Sheet - Governmental Funds
June 30, 2015

Data Debt Total
Control General Service Other Governmental
Codes Fund Fund Funds Funds
Assets
1110  Cash and Cash Equivalents $ 3453786 $ - $ 155874 $ 3,609,660
1120  Current Investments 6,867,633 5,975,757 - 12,843,390
1220  Property Taxes Receivable (Delinquent) 1,592,371 498,778 - 2,091,149
1230  Allowance for Uncollectible Taxes (188,778) (61,239) - (250,017)
1240  Due from Other Governments 7,878,027 - 661,398 8,539,425
1260  Due from Other Funds 400,501 7,488 1,416,146 1,824,135
1290  Other Receivables 852 - 112 964
1300  Inventories 400,908 - - 400,908
1410  Prepayments 186,767 - 3,115 189,882
1000 Total Assets $ 20592067 $ 6420784 $ 2,236,645 $ 29,249,496
Liabilities
2110  Accounts Payable $ 271266 $ - 3 58581 $ 329,847
2150  Payroll Deductions and Withholdings 604,682 - 69,902 674,584
2160  Accrued Wages Payable 2,416,803 - 332,118 2,748,921
2170  Dueto Other Funds 1,423,634 - 398,701 1,822,335
2300  Unearned Revenues - 12,130 263,811 275,941
2000 Totd Liabilities 4,716,385 12,130 1,123,113 5,851,628
Deferred Inflows of Resour ces
2601  Unavailable Revenue - Property Taxes 1,129,925 333,961 - 1,463,886
2500 Tota Deferred Inflows of Resources 1,129,925 333,961 - 1,463,886
Fund Balances
Nonspendable Fund Balances:
3410 Inventories 400,908 - - 400,908
Restricted Fund Balances.
3450 Federal or State Funds Grant - - 974,045 974,045
3480 Retirement of Long-Term Debt - 6,074,693 - 6,074,693
Committed Fund Balance:
3545 Other Committed Fund Balance - - 139,487 139,487
3600  Unassigned Fund Balance 14,344,849 - - 14,344,849
3000 Totd Fund Balances 14,745,757 6,074,693 1,113,532 21,933,982
Total Liabilities, Deferred Inflows of
Resources and Fund Balances $ 20592067 $ 6420784 $ 2236645 $ 29,249,496

The accompanying notes are an integral part of these financial statements.
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Sherman Independent School District
Reconciliation of the Governmental Funds Balance Sheet to the
Statement of Net Position
June 30, 2015

Total Fund Balances - Gover nmental Funds

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

Governmental capital assets

Less: accumulated depreciation

Long-term liabilities that pertain to governmental funds, including bonds payable, are not due and
payable in the current period and, therefore, are not reported as fund liabilities. All liabilities - both
current and long-term - are reported in the statement of financial position. Balances at year-end are:

Bonds payable

Unamortized premium / discount on bonds payable

Deferred charges/ credits on bond refunding transactions

Accreted interest payable

Compensated absences

The Digtrict recognizes its proportionate share of the net pension liability of the multiple-employer
pension plan to which it contributes, as required by GASB 68.

Net pension liability

Deferred outflows/ inflows related to the pension plan

Various other items are necessary to convert from the modified accrual basis of accounting to the
accrual basis of accounting, including:

Unavailable revenue - property taxes

Accrued interest payable

Prepayments

Net Position of Gover nmental Activities

The accompanying notes are an integral part of these financial statements.
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$ 21,933,982

153,611,253
(52,420,316)

(79,224,251)
(6,424,765)
2,232,214
(9,187,801)
(42,171)

(7,800,579)
(695,628)

1,463,886
(1,119,624)
161,291

$ 22,487,491



Sherman Independent School District Exhibit C-3
Statement of Revenues, Expendituresand Changesin Fund Balance
Governmental Funds
Year Ended June 30, 2015

Data Debt Total
Control General Service Other Governmental
Codes Fund Fund Funds Funds

Revenues
5700 Loca and Intermediate Sources $ 27715229  $ 10,532,229 $ 1,739310 $ 39,986,768
5800  State Program Revenues 28,725,221 - 810,552 29,535,773
5900 Federal Program Revenues 730,145 - 7,465,042 8,195,187
5020 Tota Revenues 57,170,595 10,532,229 10,014,904 77,717,728

Expenditures

Current:
0011 Instruction 33,321,817 - 4,305,404 37,627,221
0012 Instructional Resources and Media Services 774,095 - 2,892 776,987
0013  Curriculumand Instructional Staff Development 450,191 - 221,991 672,182
0021  Instructional Leadership 849,199 - 10,206 859,405
0023  School Leadership 3,224,931 - - 3,224,931
0031  Guidance, Counseling and Evaluation Services 1,699,156 - 698,172 2,397,328
0033  Health Services 715,896 - 1,517 717,413
0034  Student (Pupil) Transportation 1,883,070 - - 1,883,070
0035 Food Services - - 3,859,961 3,859,961
0036  Extracurricular Activities 1,541,248 - 33,940 1,575,188
0041  General Administration 1,650,047 - 29,249 1,679,296
0051  Plant Maintenance and Operations 6,575,370 - 438,700 7,014,070
0052  Security and Monitoring Services 285,237 - - 285,237
0053 DataProcessing Services 1,396,451 - 514,815 1,911,266
0061  Community Services - - 16,148 16,148

Debt Service:
0071  Debt Service- Principa on Long-Term Debt - 7,743,763 - 7,743,763
0072  Debt Service- Interest on Long-Term Debt - 3,789,572 - 3,789,572
0073  Debt Service - Bond Issuance Cost and Fees - 224,134 - 224,134

Capital Outlay:
0081  Facilities Acquisition and Construction 331,715 - - 331,715

I ntergovernmental:
0099  Other Intergovernmental Charges 665,098 - - 665,098
6030 Tota Expenditures 55,363,521 11,757,469 10,132,995 77,253,985
1100  Excess(Deficiency) of Revenues Over

(Under) Expenditures 1,807,074 (1,225,240) (118,091) 463,743

Other Financing Sour ces (Uses)
7901  Refunding Bonds | ssued - 15,760,000 - 15,760,000
7912  Sdleof Read or Persona Property 37,289 - - 37,289
7916  Premium or Discount on |ssuance of Bonds - 1,720,296 - 1,720,296
8940  Payment to Bond Refunding Escrow Agent - (17,273,888) - (17,273,888)

Total Other Financing Sources (Uses) 37,289 206,408 - 243,697
1200  Net Changein Fund Balances 1,844,363 (1,018,832) (118,091) 707,440
0100 Fund Baances- July 1 (Beginning) 12,901,394 7,093,525 1,231,623 21,226,542
3000  Fund Balances - June 30 (Ending) $ 14,745,757 $ 6,074693 $ 1113532 $ 21,933,982

The accompanying notes are an integral part of these financial statements.
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Sherman Independent School District

Exhibit C-4

Reconciliation of the Governmental Funds Statement of Revenues, Expenditures

and Changesin Fund Balancesto the Statement of Activities
Year Ended June 30, 2015

Total Net Changein Fund Balances - Gover nmental Funds

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.

Capital outlays

Depreciation expense

The issuance of long-term debt (e.g., bonds, leases) 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. Also, governmental funds report the effect of issuance costs, premiums, discounts, and
similar items when debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities.

Proceeds from refunding bonds issued

Premium on issuance of bonds

Payment to bond refunding escrow agent

Payment of bond principal

Payment of accreted interest payable, net of current year accretions

Amortization of deferred charges/ credits on bond refunding transactions

Amortization of bond premiums/ discounts

The District's proportionate share of the net pension liability is reported as a debt in the statement but
is not recognized in the governmental funds as this liability will not be payable in the current period.
Recognition of pension plan accounting and reporting in accordance with GASB 68 also creates
timing differences, whereby certain pension transactions are recognized in the governmental funds
but not in the government-wide financial statements.

Adjust District's proportionate share of net pension liability to actuarially determined amount

Reverse pension plan contributions from prior fiscal year before measurement date

Reverse pension plan contributions from current fiscal year after measurement date

Amortize deferred inflows / outflows of resources related to pension plan

Various other items are necessary to convert from the modified accrual basis of accounting to the
accrual basis of accounting, including changesin:

Unavailable revenue - property taxes

Accrued interest payable

Prepayments

Miscellaneous transactions involving capital assets

Accrued compensated absences

Changein Net Position of Governmental Activities

The accompanying notes are an integral part of these financial statements.
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$ 707,440

1,507,365
(3,670,128)

(15,760,000)
(1,720,296)
17,273,388

7,743,763
(81,301)
(521,156)
397,546

(1,211,752)
127,833
1,062,908
490,727

(26,432)
(51,369)
(21,060)

(8,676)
33,162

$ 6,272,462



Assets

Cash and Cash Equivalents
Current Investments

Total Assets

Liabilities

Due to Other Funds
Due to Student Groups
Total Liabilities

Net Position
Restricted for Scholarships
Total Net Position

Sherman Independent School District
Statement of Net Position
Fiduciary Funds
June 30, 2015

The accompanying notes are an integral part of these financial statements.
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Exhibit E-1
Private Purpose Agency
Trust Funds Funds
$ - 171,217
35,958 -
35,958 171,217
$ 1,800 -
- 171,217
1,800 171,217
34,158
$ 34,158



Sherman Independent School District Exhibit E-2
Statement of Changesin Net Position
Fiduciary Funds
Year Ended June 30, 2015

Private Purpose

Trust Funds

Additions

Local and Intermediate Source $ 36
Total Additions 36
Deductions

Other Operating Costs -
Tota Deductions -
Changein Net Position 36
Total Net Position - July 1 (Beginning) 34,122
Tota Net Position - June 30 (Ending) $ 34,158

The accompanying notes are an integral part of these financial statements.
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Sherman Independent School District (the“District”) isapublic educational agency operating under the applicablelawsand
regulations of the State of Texas. Itisgoverned by aseven-member Board of Trustees (the“Board”) elected by registered voters
of theDistrict. The District preparesitsbasic financial statementsin conformity with United States generally accepted accounting
principles promulgated by the Governmental Accounting Standards Board (GASB) and other authoritative sourcesidentified in
Satement of Auditing Standards No. 69 of the American Institute of Certified Public Accountants and complies with the Texas
Education Agency’ s Financial Accountability System Resource Guide (the “ Resource Guide”) and the requirements of contracts
and grants of agencies from which it receives funds.

A. Reporting Entity

The Board has governance responsibility over all activity related to public elementary and secondary education within the
jurisdiction of the District. The Board is elected by the public and it has the authority to make decisions, appoint administrators
and managers, and significantly influence operations. It also has the primary accountability for fiscal matters. Therefore, the
District isafinancial reporting entity as defined GASB in its Statement No. 14, The Financial Reporting Entity, as amended by
GASB 39 Determining Whether Certain Organizations are Component Units and GASB 61 The Financial Reporting Entity:
Omnibus. There are no component units that are material to the District and none are included in the financial statements.

B. Government-Wideand Fund Financial Statements

The Statement of Net Position and the Statement of Activities are government-wide financial statements. They report information
on all of the nonfiduciary activities of the District with most of theinterfund activitiesremoved. Governmental activitiesinclude
programs supported primarily by taxes, State foundation funds, grants and other intergovernmental revenues. Business-type
activities include operations that rely to a significant extent on fees and charges for support; the District has no business-type
activities.

The Statement of Activitiesdemonstrates how other people or entitiesthat participate in programsthe District operates have shared
in the payment of the direct costs. Direct expenses are those that are clearly identifiable with a specific function. Program
revenuesinclude 1) chargesto partiesthat purchase, use or directly benefit from goods, servicesor privileges provided by agiven
function or segment of the District and 2) grants and contributions paid by organizations outside the District that are restricted to
meeting operational or capital requirementsof aparticular function. Taxesand other items not properly included among program
revenues are reported instead as general revenues.

Interfund activity resultsfrom services provided, reimbursementsor transfers between funds. Services provided, deemedto beat
market or near market rates, aretreated as revenues and expenditures or expenses. Reimbursements occur when onefundincursa
cost, chargesthe appropriate benefiting fund and reducesitsrelated cost asareimbursement. All other interfund transactionsare
treated as transfers. Transfers In and Transfers Out, as well as interfund receivables and payables, are eliminated in the
presentation of the government-wide financial statements.

The fund financial statements provide reports on the financial condition and results of operations for two fund categories —
governmental and fiduciary. Sincetheresourcesin the fiduciary funds cannot be used for District operations, they are not included
inthe government-wide statements. The emphasisof fund financial statementsison major governmental funds, each displayedin
a separate column. All remaining governmental funds are aggregated and reported as nonmajor funds.

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-widefinancial statementsare reported using the economi ¢ resources measurement focus and the accrual basisof
accounting, asarethe proprietary fund and fiduciary fund financial statements. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of the related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and the modified
accrual basis of accounting. With this measurement focus, only current assets, current liabilities and fund balances areincluded
on the balance sheet. Operating statements of these funds present net increases and decreasesin current assets (i.e., revenuesand
other financing sources and expenditures and other financing uses).
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation (continued)

Themodified accrual basisof accounting recognizes revenuesin the accounting period in which they become both measurable and
available. Revenuesare considered to be available when they are collectible within the current period or soon enough thereafter to
pay liabilities of the current period. For thispurpose, the District considersrevenuesto be availableif they are collected within 60
days of the end of the current fiscal period. Expenditures generally are recorded in the accounting period in which the fund
liability isincurred, as under the accrual basis of accounting. However, debt service expenditures, aswell asexpendituresrelated
to compensated absences and claims and judgments, are recorded when the obligations are expected to beliquidated with available
expendable resources.

Revenuesfrom local sources consist primarily of property taxes. Property tax revenues and revenuesreceived from the Stateare
recognized under the susceptible-to-accrual concept. Miscellaneous revenues are recorded as revenue when received in cash
becausethey are generally not measurable until actually received. Investment earnings are recorded asearned, sincethey areboth
measurable and available.

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

Fiduciary Funds financial statements are reported on a flow of economic resources measurement focus and the accrual basis of
accounting. With this measurement focus, all assetsand all liabilities associated with the operation of these fundsareincluded on
the fund Statement of Net Position. Thetotal net position is segregated into: 1) net investment in capital assets, 2) restricted, and
3) unrestricted. This basis of accounting recognizes revenues in the accounting period in which they are earned and become
measurable and expenses in the accounting period in which they are incurred and become measurable.

D. Fund Accounting

The District’s accounts are organized on the basis of funds, each of which is considered to be a separate accounting entity. The
operations of each fund are accounted for by providing a separate set of self-balancing accountswhich are comprised of each funds
assets, liabilities, equity, revenues, and expenditures or expenses. The District reports the following major governmental funds:

General Fund — This is the District’s primary operating fund. It accounts for all financial resources of the District
except those required to be accounted for in another fund. Major revenue sourcesinclude property taxes, state funding
under the Foundation School Program and interest earnings. Expendituresinclude all costs associated with the daily
operations of the District except for specific programs funded by the federal or state government, food service, debt
service and capital projects.

Debt Service Fund — This fund accounts for resources accumulated and payments made for principal and interest on
long-term general obligation debt of governmental funds.

Additionally, the District reports the following nonmajor fund type:
Governmental Funds:

Specia Revenue Funds — These funds account for resources restricted to, or designated for, specific purposes by the
District or agrantor. Most Federal and some State financial assistance is accounted for in specia revenue funds and
sometimes unused balances must be returned to the grantor at the close of specified project periods.
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. Fund Accounting (continued)
The District reports the following fiduciary funds:

Private Purpose Trust Fund — The District accounts for donations for which the donor has stipulated that the principal
will remain intact and the income may be used for purposes that benefit parties outside the District.

Agency Fund — This fund accounts for resources held in a custodial capacity by the District and consists of funds that
are the property of student groups.

E. Assets, Liabilitiesand Net Position / Equity

1. Depositsand Investments

The District utilizes a pooled cash system that is available to all funds but is recorded in the General Fund. The balance of the
pooled cash applicable to other funds is reflected as an interfund receivable or payable, as appropriate, in that fund. There are
separate cash accountsfor theinterest and sinking and capital projectsfunds, which are held exclusively for thosefundsand are so
presented.

The District’s investments are reported at fair value in accordance with GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools. Fair value isthe amount at which afinancial instrument
could be exchanged in a current transaction between willing parties, other thanin aforced or liquidation sale. The market value of
pooled investments is based upon information provided by the plan sponsor.

2. Property Taxes

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

Tax collections are allocated between the General Fund and Debt Service Fund based on the tax rate approved by the Board of
Trustees. For the current fiscal year, the tax ratesto finance general fund operations and the payments of principal and interest on
general obligation long-term debt were $1.04 and $0.40 per $100 valuation, respectively, for atotal of $1.44 per $100 valuation.

Allowancesfor uncollectibleswithin the General Fund and Debt Service Fund are based upon historical experiencein collecting
property taxes. Uncollectible personal property taxes are periodically reviewed and written off, but the Digtrict is prohibited from
writing off real property taxes without specific statutory authority.

3.  Inventory

The Didtrict reports inventories of supplies, including custodial, instructional, office and paper. Supplies are recorded as
expenditureswhen they are consumed. Theinventory itemsare valued at cost, which approximatesmarket. The Digtrict recordsa
reservation of fund balance for the value of inventories at year-end.

4. Capital Assets

Capital assets, which include land, buildings, furniture, vehicles, and equipment, are reported in the governmental activities
columninthe government-widefinancial statements. Capital assets are defined by the District asassetswith aninitial, individual
cost of more than $5,000 and an estimated useful life in excess of two years. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation. The costs of normal maintenance and repairsthat do not add to the value of the asset or materially extend asset lives
are not capitalized. When assets are retired or otherwise disposed of, the related costs or other recorded amounts are removed.
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
E. Assets, Liabilitiesand Net Position / Equity (continued)

4. Capital Assets (continued)
Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Estimated
Asset Class Useful Lives
Buildings and Improvements 15-50
Vehicles 7-12
Equipment 5-12

5. Vacation and Sick Leave

Vacations are to be taken within the same year they are earned, and any unused days at the end of theyear areforfeited. Therefore,
no liability has been accrued in the accompanying basic financial statements. Employees of the District are entitled to sick leave
based on category / class of employment. Sick leaveis allowed to be accumulated but does not vest. See Note lll, Section H.

6. Long-Term Liabilities

In the government-wide financial statements, long-term debt and other long-term obligations are reported as liabilities in the
statement of net position. Bond discountsand premiums are capitalized and amortized over thelife of the bonds using the straight-
line method, which is not significantly different from the effective interest method. Bonds payable are reported net of the
applicable bond premium or discount.

Inthefund financial statements, long-term liabilitiesare not recorded in the governmental funds asthe payment of the obligations
will not be made by current financial resources. Governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of the debt isreported as other financing sources. Premiumson
debt issuances are reported as other financing sources while discounts on debt issuances are reported as other financing uses.
I ssuance costs, whether or not withheld from the actual debt proceeds received, are reported as debt service expenditures.

7. Fund Equity

TheDisgtrict follows GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, which provides
more clearly defined fund balance categories to make the nature and extent of the constraints placed on a government’s fund
balances more transparent. The following classifications describe the relative strength of the spending constraints:

Nonspendable fund balance — amounts that are not in spendable form (such as inventory) or are required to be maintained
intact.

Redtricted fund balance — amounts constrained to specific purposes by their providers (such as grantors, bondholders, and
higher levels of government), through constitutional provisions, or by enabling legidation.

Committed fund balance— amounts constrained to specific purposes by the District itself, using its highest level of decision-
making authority (i.e., Board of Trustees). To be reported as committed, amounts cannot be used for any other purpose
unless the District takes the same highest level action to remove or change the constraint.

Assigned fund balance —amountsthe District intendsto use for a specific purpose. Intent can be expressed by the Board of
Trustees or by an official or body to which the Board of Trustees delegates the authority.

Unassigned fund balance — amounts that are available for any purpose. Positive amounts are reported only in the General
Fund.

The District would typically use restricted fund balancesfirst, followed by committed resources, and then assigned resources, as
appropriate opportunitiesarise, but reservesthe right to selectively spend unassigned resourcesfirst to defer the use of these other
classified funds.
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

E. Assets, Liabilitiesand Net Position / Equity (continued)

8. Estimates

The preparation of financial statementsin accordance with generally accepted accounting principlesrequiresthe use of estimates
by management.

9. Restricted Resources
When the District incurs an expense for which it may use either restricted or unrestricted assets, it usesthe restricted assetsfirst
unless unrestricted assets will have to be returned because they were not used.

10. Data Control Codes

The Data Control Codes refer to the account code structure prescribed by TEA inthe Financial Accountability System Resource
Guide. TEA requires school districts to display these codes in the financial statements filed with the Agency in order to insure
accuracy in building a statewide database for policy development and funding plans.

11. Pensions

The fiduciary net position of the Teacher Retirement System of Texas (TRS) has been determined using the flow of economic
resources measurement focus and full accrual basis of accounting. This includes for purposes of measuring the net pension
liability, deferred outflows of resources and deferred inflows of resourcesrelated to pensions, pension expense, and information
about assets, liabilities and additions to/deductions from TRS's fiduciary net position. Benefit payments (including refunds of
employee contributions) are recognized when due and payablein accordance with the benefit terms. Investmentsare reported at
fair vaue.

12. Adoption of New Accounting Standard

The Digtrict adopted GASB Statement Number 68, Accounting and Financial Reporting for Pensions—an amendment of GASB
Satement No. 27, inthe current year. The objective of this statement isto improve accounting and financial reporting by stateand
local government pensions and improve the decision-useful ness of information in contributing entity financial reportsby requiring
recognition of the entire net pension liability and a more comprehensive measure of pension expense. This statement establishes
standards for measuring and recognizing liabilities, deferred outflows of resources, and deferred inflows of resources, and
expense/expenditures. This statement requiresthe liability of employers and nonemployer contributing entitiesto employeesfor
defined benefit pensions (net pension liability) to be measured asthe portion of the present value of projected benefit paymentsto
be provided through the pension plan to current active and inactive employeesthat isattributed to those employees' past periods of
service (total pension liability), less the amount of the pension plan’s fiduciary net position.

The adoption of GASB Statement Number 68 requires certain restatementsto the government-wide statement of net position asof
June 30, 2014. The net decrease in the District’s net position is $8,965,923, as shown in the following schedule;

Record Delay Recognition
Proportionate of Contributions

Originally Share of TRS Made After
Reported Pension Liability Measurement Date Restated
Assets $ 130,710,904 $ - 3 - $ 130,710,904
Deferred Outflows of Resources 2,937,340 - 612,548 3,549,888
Total Assets and Deferred
Outflows of Resources $ 133648244 $ - $ 612,548  $ 134,260,792
Liabilities $ 108467292 $ 9578471 $ - $ 118,045,763
Net Position 25,180,952 (9,578,471) 612,548 16,215,029
Total Liabilities and Net Position $ 133648244 $ - % 612,548 $ 134,260,792
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Sherman Independent School District
Notesto Financial Statements
June 30, 2015

[I. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary Data

The Board adopts an “ appropriated budget” for the General Fund, Debt Service Fund and the Child Nutrition Program (a special
revenuefund). The Districtisrequired to present the adopted and final amended budgeted revenues and expendituresfor each of
these funds. The District compares the final amended budget to actual revenues and expenditures. The General Fund budget
report appears in Exhibit G-1 and the other two reports are in Exhibit J-4 and J-5.

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

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

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

3. Prior to July 1, the budget islegally enacted through passage of aresolution by the Board. Once abudget isapproved, it
can only be amended at the function and fund level by approval of amajority of the members of the Board. Amendments
are presented to the Board at its regular meetings. Asrequired by law, such amendments are made before the fact, are
reflected in the official minutes of the Board, and are not made after the fiscal year end. Several amendments were
approved during the year; however, none were significant.

4. Eachbudget is monitored at the revenue and expenditure function level. Budgeted amounts are amended as needed by
the Board. All budget appropriations lapse at year-end.

B. Excessof Expendituresover Appropriations
None of the District’ s funds have expendituresthat exceeded their budgeted appropriations during the year ended June 30, 2015.

C. Déeficit Fund Equity
None of the District’s funds have deficit fund equity as of June 30, 2015.

[I1. DETAILED NOTESON ALL FUNDS

A. Depositsand Investments

The Public Funds Investment Act (Government Code Chapter 2256) contains specific provisions in the areas of investment
practices, management reports and establishment of appropriate policies. Among other things, it requires the District to adopt,
implement, and publicize aninvestment policy. That policy must addressthefollowing areas: (1) safety of principal and liquidity,
(2) portfolio diversification, (3) alowable investments, (4) acceptable risk levels, (5) expected rates of return, (6) maximum
allowable stated maturity of portfolio investments, (7) maximum average dollar-weighted maturity allowed based on the stated
maturity date for the portfolio, (8) investment staff quality and capabilities, and (9) bid solicitation preferencesfor certificates of
deposit. Statutes authorize the District to invest in (1) obligations of the U.S. Treasury, certain U.S. agencies, and the State of
Texas, (2) certificates of deposit, (3) certain municipal securities, (4) money market savings accounts, (5) repurchase agreements,
(6) bankers acceptances, (7) mutua funds, (8) investment pools, (9) guaranteed investment contracts, and (10) common trust
funds. The Act also requires the District to have independent auditors perform test procedures related to investment practices as
prescribed by the Act. The Didtrict isin substantial compliance with the requirements of the Act and with local policies.
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[Il. DETAILED NOTESON ALL FUNDS (continued)

A. Depositsand Investments (continued)
In compliance with the Public Funds Investment Act, the District has adopted a deposit and investment policy. That policy
addresses the following risks:

a

Custodial credit risk for deposits is the risk that in the event of a bank failure, the District’s deposits may not be
returned or the District will not be able to recover collateral securities in the possession of an outside party. The
District’s policy requires deposits to be 100% secured by collateral valued at market less the amount of the Federal
Deposit Insurance Corporation (FDIC) insurance. As of June 30, 2015, the District’s deposits are not exposed to
custodial credit risk.

Custodial credit risk for investmentsisthe risk that, in the event of the failure of the counterparty, the District will not
be ableto recover the value of itsinvestmentsor collateral securitiesthat arein the possession of an outside party. The
District’s policy provides that investment collateral is held by a third-party custodian with whom the District has a
current custodial agreement in the District’sname. As of June 30, 2015, the District’ sinvestments are not exposed to
custodial credit risk.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Investments held for longer periods are subject to increased risk of adverseinterest rate changes. The District’ spolicy
providesthat to the extent practicable, investments are matched with anticipated cash flows. Asof June 30, 2015, the
District’ s investments are not subject to interest rate risk.

Concentration of credit riskistherisk of loss attributed to the magnitude of the District’ sinvestmentsinasingleissuer.
Cumulatively, no more than 5% of the total District portfolio may be placed with any single financial institution or
issuer. Thisrisk does not apply to U.S. Government securities or investments in an external investment pool. As of
June 30, 2015, the District’ s investments are not subject to concentration of credit risk.

The District’sinvestments at June 30, 2015 are shown below:

Credit
Name Cost Fair Value Rating Maturity
Pooled Investments:
Texpool $ 5,333,978 $ 5,333,978 AAAM <1Year
Lone Star Investment Pool 5,786,837 5,787,917 AAA <lYear
TexasTERM 8,710 8,693 AAAM <1Year
TexSTAR 268 268 AAAM <1Year
LOGIC 5 5 AAA <1Year
Certificates of Deposit:
TexasTERM 990,000 991,291 N/A <1Year
American Bank of Texas 240,000 240,258 N/A <lYear
Ameristate Bank 240,599 240,639 N/A <1Year
Independent Bank 240,000 240,341 N/A <lYear
Total Investments $ 12,840,397 $ 12,843,390
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B. Receivables

Receivables as of June 30, 2015 for the District’s individual major funds and nonmajor governmental funds in the aggregate,
including the applicable provisions for uncollectible accounts, are as follows:

Governmental Funds

Major Funds
General
Fund Debt Service Other Funds Total
Taxes $ 1,592,371 $ 498,778 $ - $ 2,091,149
Due from Other Governments 7,878,027 - 661,398 8,539,425
Other Receivables 852 - 112 964
Total Receivables 9,471,250 498,778 661,510 10,631,538
Allowance for Uncollectible Accounts (188,778) (61,239) - (250,017)
Net Receivables $ 9,282,472 $ 437,539 $ 661,510 $ 10,381,521

The District participates in a variety of Federal and State programs from which it receives grants to partially or fully finance
certain activities. In addition, the District receives entitlements from the State through the School Foundation and Per Capita
programs. Amounts due from Federal, State and other governments as of June 30, 2015 are summarized below. Most federal
grants are passed through the Texas Education Agency.

State Federa State
Fund Entitlements Grants Grants Other Tota
Genera Fund $ 7,772,985 $ - $ - $ 105,042 $ 7,878,027
Specid Revenue Funds - 632,684 28,714 - 661,398
Total $ 7,772,985 $ 632,684 $ 28,714 $ 105,042 $ 8,539,425
C. Interfund Receivables, Payablesand Transfers
Interfund balances at June 30, 2015 consisted of the following individual fund receivables and payables:
Receivable Fund Payable Fund Amount Purpose
General Fund Special Revenue Funds (various) $ 382,975  Pooled Cash Overdraft
General Fund Special Revenue Funds (various) 15,726  Miscellaneous
General Fund Permanent Fund 1,800 Other Reimbursements
Special Revenue Funds (various) Genera Fund 1,416,146  Pooled Cash Allocations
Debt Service Fund General Fund 7,488 Other Reimbursements
$ 1,824,135

All of the above balances are expected to be repaid within one year.
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D. Capital Assets
Capital asset activity for the governmental activities for the year ended June 30, 2015 was as follows:

Balance Balance

June 30, 2014 Additions Retirements June 30, 2015
Capital Assets Not Being Depreciated
Land $ 3,504,463 - $ - $ 3,504,463
Total Capital Assets Not Being Depreciated 3,504,463 - - 3,504,463
Capital Assets Being Depreciated
Buildings and Improvements 130,437,469 530,812 - 130,968,281
Furniture and Equipment 18,272,698 976,553 (110,742) 19,138,509
Total Capital Assets Being Depreciated 148,710,167 1,507,365 (110,742) 150,106,790
Less Accumulated Depreciation
Buildings and Improvements (36,035,366) (2,654,246) - (38,689,612)
Furniture and Equipment (12,816,888) (1,015,882) 102,066 (13,730,704)
Total Accumulated Depreciation (48,852,254) (3,670,128) 102,066 (52,420,316)
Net Capital Assets Being Depreciated 99,857,913 (2,162,763) (8,676) 97,686,474
Governmental Capital Assets, Net $103,362,376 $ (2,162,763) $ (8,676) $101,190,937

Depreciation expense of the governmental activities was charged to functions/ programs as follows:

Instruction $ 1,545,124
Instructional Resources and Media Services 271,589
School Leadership 100,929
Student (Pupil) Transportation 236,723
Food Services 124,784
Extracurricular Activities 157,816
General Administration 89,918
Plant Maintenance and Operations 412,889
Data Processing Services 730,356

Total Depreciation Expense $ 3,670,128

E. Unearned Revenue
Governmental funds delay revenue recognition in connection with resources that have been received but not yet earned. As of
June 30, 2015, the various components of unearned revenue reported in the governmental funds were as follows:

Contributions and Gifts $ 194,541
Federal / State Grants and Aid 67,407
Cdfeteria Sales 11,149
Other Loca Revenues 2,844

Total $ 275,941
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F. Long-Term Obligations
The following schedule indicates the changes in long-term debt during the year ended June 30, 2015:

Balance Balance Due Within
July 1, 2014 Additions Retirements June 30, 2015 OneY ear
Bonds Payable
Carrying Value $ 88,012,779 $ 15,760,000 $ 25,013,763 $ 78,759,016 $ 5,905,541
Unamortized Premium
(Discount) 5,755,108 1,720,296 585,404 6,890,000 465,235
Total Bonds Payable 93,767,887 17,480,296 25,599,167 85,649,016 6,370,776
Accreted Interest Payable 9,106,500 847,538 766,237 9,187,801 747,885
Vested Sick Leave Benefits 75,333 - 33,162 42,171 42,171
Totals $ 102,949,720 $ 18,327,834 $ 26,398,566 $ 94,878,988 $ 7,160,832

Current requirementsfor principal and interest expenditures (bonds payable and accreted interest payable) are accounted for inthe
Debt Service Fund. Total interest cost incurred by the District during the year ended June 30, 2015 was $4,045,852; this entire
amount was charged to expense in the statement of activities. Liquidations of vested sick |eave benefits are accounted for inthe
General Fund.

1. BondsPayable
The following is a summary of the District’s bonds outstanding as of June 30, 2015:

Amounts Amounts Amounts
Interest Fina Original Outstanding Retired / Outstanding

Issue Rates Maturity Issue July 1, 2014 | ssued Refunded June 30, 2015
School Building and Refunding

Bonds, Series 1995A 575-790% 2022  $24395012 $ 2356690 $ - $ 328763 $ 2,027,927
Refunding Bonds, Series 1998 3.8-5% 2025 11,696,357 2,956,357 - - 2,956,357
Refunding Bonds, Series 2004 145-47% 2025 3,226,680 1,970,000 - 1,970,000

School Building and Refunding

Bonds, Series 2006A 4-5% 2033 67,705,994 13,705,000 - 2,700,000 11,005,000
Refunding Bonds, Series 2007 4% 2020 4,861,632 2,625,000 - 405,000 2,220,000
School Building Bonds, Series2008  Variable 2037 22,695,000 17,330,000 - 17,330,000

Refund Bonds, Series 2012 2-325% 2030 9,629,732 9,459,732 - 80,000 9,379,732
Refund Bonds, Series 2013 2-5% 2032 37,610,000 37,610,000 - - 37,610,000
Refund Bonds, Series 2014 2-5% 2032 37,610,000 - 15,760,000 2,200,000 13,560,000
Total Bonds Payable $ 88,012,779 $15760,000 $25,013,763 $78,759,016
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F. Long-Term Obligations (continued)

2. Advance Refunding

The Series 2014 bonds provided moneys for the advance refunding of the District’s Refunding Bonds, Series 2004 and School
Building Bonds, Series 2008. The 2004 bonds, which bore an average interest rate of about 3%, had an outstanding balance of
$1,970,000 at the time of the advance refunding. The Series 2008 bonds, which bore avariableinterest rate, had an outstanding
balance of $15,300,000 at the time of the advance refunding. All of the outstanding bonds from these issues wereretired by this
advancerefunding. A total of $17,273,888 from the net proceeds of the 2014 bonds were deposited into anirrevocabletrust with
an escrow agent to provide all future debt payments on the Series 2004 and Series 2008 bonds. These bonds are considered fully
defeased and the liability for these bonds was removed from the District’s financial statements.

The advance refunding reduced the District’ s debt service requirements over the next 22 years by approximately $76,000. The
advance refunding resulted in an economic loss (the difference between the net present value of the old and new debt service
requirements) of $3,150,377 and an accounting gain (the difference between the book value of the old debt and the amount
required to retire the debt) of $142,793. In accordance with accounting standards, the accounting gain is not reported on the
statement of activities but isrecorded as a deferred inflow of resources on the statement of net position to be amortized over the
shorter of the life of the defeased bonds or the new bonds.

At June 30, 2015, none of the defeased bonds from current or prior year advance refundings remain outstanding.

3. Accreted Interest Payable

The Premium Capital Appreciation Bonds (Series 1995A, 1998, and 2012) discussed on the previous pages are zero-coupon bonds
with deep discounts. Thedifference betweentheinitial price of the bonds and their maturity value representsinterest. Thisinterest
isaccreted over the term of the bonds and isrecorded as aliability in the District’ sfinancia statements. The following schedule
summarizes the changes in accreted interest payable during the year ended June 30, 2015.

Balance Balance
June 30, 2014 Additions Retired June 30, 2015

$ 9,106,500 $ 847,538 $ 766,237 $ 9,187,801

Accreted Interest Payable

Accreted interest payable of $766,237 was paid by the Debt Service Fund during the year ended June 30, 2015.

4., Vested Sick-L eave Benefits
This calculation is discussed in Note |11, Section H.

G. Debt Service Requirements
Debt service requirements are as follows:

Y ear Ended June 30, Principa Interest Total

2016 $ 5,905,541 $ 3,791,709 $ 9,697,250

2017 4,407,656 3,604,694 8,012,350

2018 4,576,590 3,439,210 8,015,800

2019 4,759,095 3,256,555 8,015,650

2020 4,949,910 3,077,640 8,027,550

2021 - 2025 19,705,492 19,356,146 39,061,638
2026 - 2030 24,824,732 4,692,642 29,517,374
2031 - 2035 9,630,000 504,500 10,134,500
Totals $ 78,759,016 $ 41,723,096 $120,482,112

- 28 -



Sherman Independent School District
Notesto Financial Statements
June 30, 2015

[Il. DETAILED NOTESON ALL FUNDS (continued)

H. Accumulated Unpaid Vacation and Sick-L eave Benefits

Employment contracts specify the daysto be worked for all District employees except for mechanics, maintenance and custodial
employees. Annual compensation is deemed to be directly attributable to the days specified in the contract. Mechanics,
maintenance and custodial employees all begin their vacation on July 1 of each year. If employed on or before November 30 of
the previousyear, the employees are entitled to two weeks of vacation, or oneweek of vacation if employed between November 30
and February 28. As of June 30, 2015, the accumulated unpaid vacation leave of the District is considered to be immaterial.

Teachers and administrators of the District annually accrue five days of sick-leave benefits provided by the State and 10 days
provided by the District. Accumulation and carryover isunlimited by the State but limited to 100 daysby the District. Available
State daysare utilized first. At retirement, State-mandated days|apse while unused District days become 25% vested and payable
at the most recent rate of pay.

Clerical, secretarial and aide employees annually accrue 10 days of sick-leave benefitsprovided by the District. Accumulationand
carryover islimited to 50 days that, upon retirement, become 25% vested and payable at the most recent rate of pay.

Hourly employees consist of mechanics, maintenance, custodial and food-service employees along with bus drivers. With the
exception of food-service employees, al full-time employees accrue annually 78 hours of sick-leave benefits while part-time
employees accrue 39 hours. Full-time employees may accumulate and carryover 400 hours, and part-time employees may
accumulate and carryover 200 hours. Food-service employees are divided into three categories based on the number of hours
worked per day. Annual accruals are 42 hours for employees who work five or more hours per day, 21 hoursfor employeeswho
work threeto four hoursdaily and 10 1/2 hoursfor employeeswho work two hours per day. Accumulation and carryover of sick-
leave hours are 250, 125 and 52 1/2, respectively, for the food-service employees. At retirement, al hourly employees become
25% vested in their unused sick leave, which is payable at the most recent rate of pay.

At June 30, 2015, the District estimates that sick-leave benefits of $42,171 will be paid to retiring employees during the year
ending June 30, 2016. Thisamount has been recorded as aliability in the District’ s financial statements.

I. Deferred Outflowsand Inflows of Resour ces

In addition to assets, the statement of financial position will sometimesreport aseparate section for deferred outflows of resources.
Thisseparatefinancial statement element, deferred outflows of resources, represents aconsumption of net position or fund balance
that appliesto afuture period(s) and thus, will not be recognized as an outflow of resources (expense/expenditure) until then.

In addition to liabilities, the statement of financial position will sometimes report a separate section for deferred inflows of
resources. This separate financial statement element, deferred inflows of resources, represents an acquisition of net position or
fund balance that appliesto a future period(s) and will not be recognized as an inflow of resources (revenue) until that time.

Thefollowing schedule summarizesthe District’ s deferred outflows of resources and deferred inflows of resourcesreported inthe
government-wide statement of financial position at June 30, 2015:

Deferred Deferred

Ouitflows of I nflows of

Resources Resources
Deferred Charge/ Credit on Bond Refundings $ 2,369,057 $ 136,843
Pension Plan 1,690,593 2,386,221

$ 4,059,650 $ 2523064

The deferred charge or credit on bond refunding results from the difference in the carrying value of refunded debt and its
reacquisition price. Thisamount is deferred and amortized over the shorter of the life of the refunded or refunding debt.
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I. Deferred Outflowsand Inflows of Resour ces (continued)

Thedeferralsrelated to the pension plan are actuarial and other differences arising fromthe operation of the TRS plan. Depending
on the deferral, these items are amortized over afixed five-year period or over the average expected remaining servicelife of all
members of TRS as of the beginning of the measurement period. More details on the deferred outflows of resources and deferred
inflows of resources related to the pension plan are availablein Note IV B.

Thefollowing schedule summarizes the deferred inflows of resources reported in the bal ance sheet of the governmental funds at
June 30, 2015:

General Debt
Fund Service Fund Tota
Unavailable Revenue - Property Taxes $ 1,129,925 $ 333,961 $ 1,463,886

J.  Fund Balances - Governmental Funds
As of June 30, 2015, fund balances of the District’s governmental funds are composed of the following:

Specia Debt
Generd Revenue Service
Fund Funds Fund Tota

Nonspendable:

Inventories $ 400908 $ -3 - $ 400,908
Restricted:

Federa or State Grants - 974,045 - 974,045

Retirement of Long-Term Debt - - 6,074,693 6,074,693
Committed:

Campus Activities/ Programs - 139,487 - 139,487
Unassigned 14,344,849 - - 14,344,849

Totd $14,745,757 $1,113532  $6,074,693 $21,933,982

K. Revenuefrom Local and Intermediate Sour ces
During the year ended June 30, 2015, revenues from local and intermediate sources consisted of the following:

Special Debt
Generd Revenue Service
Fund Funds Fund Tota
Property Taxes $ 27,170,745 $ - $ 10,439,185 $ 37,609,930
Pendlties, Interest and Other 243,272 - 89,589 332,861
Tax-Related Income 27,414,017 - 10,528,774 37,942,791
Investment Income 6,997 151 3,455 10,603
Food Sales - 775,175 - 775,175
Co-curricular Student Activities 126,794 - - 126,794
Gifts and Beguests - 178,374 - 178,374
Other 167,421 785,610 - 953,031
Total $ 27,715,229 $ 1,739,310 $ 10,532,229 $ 39,986,768

L. Nonmonetary Transactions

During the year ended June 30, 2015, the District received $267,568 of food commodities from the U. S. Department of
Agriculture. Thevalue, which approximatesfair market value, of these commodities was determined by thefederal government’s
distribution center.
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A. Risk Management

TheDistrict isexposed to variousrisks of lossrelated to torts; theft of, damage to, and destruction of assets; errorsand omissions;
injuries to employees; and natural disasters. The District carries insurance for al risk management issues. The District
participatesin public entity risk pools when the pool is cost effective and the District does not retain arisk in excess of anormal
deductible. The District hasfollowed GASB Statement Number 10, Accounting and Financial Reporting for Risk Financing and
Related Insurance Issues. Therewere no significant reductionsin coverage inthe past fiscal year, and there were no settlements
exceeding insurance coverages for each of the past three fiscal years.

1. Health Insurance

Employees of the District were covered by the Active Care programs offered by the Teacher Retirement System of Texas (TRS)
through Aetnalnsurance. The District paid premiums of $250 per employee to the Plan and empl oyees, at their option, authorized
payroll withholdings to pay premiums for dependents. All premiums were paid to TRS.

2. Unemployment Compensation Pool

During the year ended June 30, 2015, the District provided unemployment compensation coverage to its employees through
participation in the TASB Risk Management Fund (the Fund). The Fund was created and is operated under the provisions of the
Interlocal Cooperation Act, Chapter 791 of the Texas Government Code. The Fund's Unemployment Compensation Programis
authorized by Section 22.005 of the Texas Education Code and Chapter 172 of the Texas Local Government Code. All members
participating in the Fund execute Interlocal Agreements that define the responsibilities of the parties.

The Fund meetsits quarterly obligation to the Texas Workforce Commission. Expenses are accrued monthly until the quarterly
payment has been made. Expenses can be reasonably estimated; therefore, there is no need for specific or aggregate stop loss
coverage for the Unemployment Compensation pool. For the year ended June 30, 2015, the Fund anticipatesthat the District has
no additional liability beyond the contractual obligation for payment of contribution.

The Fund engagesthe services of anindependent auditor to conduct afinancial audit after the close of each plan year (August 31).
Theaudit isaccepted by the Fund's Board of Trusteesin February of the following year. The Fund'saudited financial statementsas
of August 31, 2014, are available onthe TASB Risk Management Fund website and have been filed with the Texas Department of
Insurance in Austin.

3. Workers Compensation Insurance
Employees of the District will be covered by afully insured policy through Claims Administrative Services, Inc.

B. Defined Benefit Pension Plan

1. Plan Description

The District participates in a cost-sharing multiple-employer defined benefit pension that has a special funding situation. The
plan isadministered by TRS. The defined benefit pension plan is established and administered in accordance with the Texas
Congtitution, Article XV1, Section 67 and Texas Government Code, Title 8, Subtitle C. The pension trust fund is a qualified
pension trust under Section 401(a) of the Internal Revenue Code. The Texas Legidature establishes benefits and contribution
rates within the guidelines of the Texas Congtitution. The pension’s Board of Trustees does not have the authority to establish
or amend benefit terms.

All employees of public, state-supported educational institutionsin Texaswho are employed for one-half or more of the standard
work load and who are not exempted from membership under Texas Government Code, Title 8, Section 822.002 are covered by
the system.
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B. Defined Benefit Pension Plan (continued)

2. Pension Plan Fiduciary Net Position

Detailed information about the Teacher Retirement System'’s fiduciary net position is available in a separately-issued
Comprehensive Annual Financial Report that includesfinancial statementsand required supplementary information. That report
may be obtained on the Internet at http://www.trs.state.tx.us/about/documents/cafr.pdf#CAFR; by writing to TRS at 1000 Red
River Street, Austin, TX, 78701-2698; or by calling (512) 542-6592.

3.  Benefits Provided

TRS provides service and disability retirement, as well as death and survivor benefits, to eligible employees (and their
beneficiaries) of public and higher education in Texas. The pension formulais calculated using 2.3 percent (multiplier) timesthe
average of the five highest annual creditable salariestimesyears of credited serviceto arrive at the annual standard annuity except
for memberswho are grandfathered, the three highest annual salariesare used. The normal service retirement isat age 65 with 5
years of credited service or when the sum of the member’s age and years of credited service equals 80 or more years. Early
retirement is at age 55 with 5 years of service credit or earlier than 55 with 30 years of service credit. There are additional
provisionsfor early retirement if the sum of the member’ s age and years of service credit total at least 80, but the member isless
than age 60 or 62 depending on date of employment, or if the member was grandfathered in under apreviousrule. Thereare no
automatic post-employment benefit changes; including automatic COLAs. Ad hoc post-employment benefit changes, including ad
hoc COLAs can be granted by the Texas Legidature as noted in the Plan description in (1) above.

4. Contributions

Contribution requirements are established or amended pursuant to Article 16, section 67 of the Texas Constitution which requires
the Texaslegidatureto establish amember contribution rate of not less than 6% of the member’ sannual compensation and astate
contribution rate of not lessthan 6% and not more than 10% of the aggregate annual compensation paid to members of the system
during the fiscal year. Texas Government Code section 821.006 prohibits benefit improvements, if as aresult of the particular
action, thetimerequired to amortize TRS' unfunded actuarial liabilitieswould be increased to aperiod that exceeds 31 years, or, if
the amortization period already exceeds 31 years, the period would be increased by such action.

Employee contribution rates are set in state statute, Texas Government Code 825.402. Senate Bill 1458 of the 83 Texas
L egislature amended Texas Government Code 825.402 for member contributions and established employee contribution ratesfor
fiscal years 2014 thru 2017. It also added a 1.5% contribution for employers not paying Old Age Survivor and Disability
Insurance (OASDI) on certain employees effective for fiscal year 2015 as discussed in Note 1 of the TRS 2014 CAFR. The 83
TexasLegidature, General Appropriations Act (GAA) established the employer contribution ratesfor fiscal years 2014 and 2015.

Contribution Rates

2014 2015
Member 6.4% 6.7%
Non-Employer Contributing Entity (State of Texas) 6.8% 6.8%
Employers 6.8% 6.8%
District's 2014 Employer Contributions $ 740,381
District's 2014 Member Contributions $ 2,514,808
Digtrict's 2014 NECE On-Behalf Contributions $ 1,928,275

Contributors to the plan include members, employers and the State of Texas as the only non-employer contributing entity. The
State is the employer for senior colleges, medical schools and state agenciesincluding TRS. In each respective role, the State
contributes to the plan in accordance with state statutes and the General Appropriations Act (GAA).
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B. Defined Benefit Pension Plan (continued)

4. Contributions (continued)

Asthe non-employer contributing entity for public education and junior colleges, the State of Texas contributesto the retirement
system an amount equal to the current employer contribution rate times the aggregate annual compensation of all participating
members of the pension trust fund during that fiscal year reduced by the amounts described below which are paid by the
employers. Employers (public school, junior college, other entities or the State of Texas asthe employer for senior universities
and medical schools) are required to pay the employer contribution rate in the following instances:

e On the portion of the member's salary that exceeds the statutory minimum for members entitled to the statutory
minimum under Section 21.402 of the Texas Education Code.

e During anew member’sfirst 90 days of employment.

e Whenany part or al of an employee’ ssalary ispaid by federal funding sources, aprivately sponsored source, from
non-educational and general, or local funds.

e Whentheemploying districtisapublic junior college or junior college district, the employer shall contributeto the
retirement system an amount equal to 50% of the state contribution rate for certain instructional or administrative
employees; and 100% of the state contribution rate for al other employees.

In addition to the employer contributions listed above, when employing aretiree of the Teacher Retirement System the employer
shall pay both the member contribution and the state contribution as an employment after retirement surcharge.

5.  Actuarial Assumptions
Thetotal pension liability in the August 31, 2014 actuarial valuation was determined using the following actuarial assumptions:

Valuation Date August 31, 2014

Actuarial Cost Method Individua Entry Age Normal
Amortization Method Level Percentage of Payroll, Open
Remaining Amortization Method 30 Years

Asset Valuation Method 5 Year Market Value

Discount Rate 8.00%

Long-Term Expected |nvestment Rate of Return * 8.00%

Saary Increases* 4.25% to 7.25%
Weighted-Average at Vauation Date 5.55%

Payroll Growth Rate 3.50%

* Includes Inflation of 3%

The actuarial methods and assumptions are primarily based on a study of actual experience for the four-year period that ended
August 31, 2010 and adopted on April 8, 2011. With the exception of the post-retirement mortality rates for healthy livesand a
minor change to the expected retirement age for inactive vested members stemming from the actuaria audit performed in the
Summer of 2014, the assumptions and methods are the same as used in the prior valuation. When the mortality assumptionswere
adopted in 2011 they contained a significant margin for possible future mortality improvement. As of the date of the valuation
there has been asignificant erosion of thismargin to the point that the margin hasbeen eliminated. Therefore, the post-retirement
mortality rates for current and future retirees were decreased to add additional margin for future improvement in mortality in
accordance with the Actuarial Standards of Practice No. 35.
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B. Defined Benefit Pension Plan (continued)

6. Discount Rate

Thediscount rate used to measure thetotal pension liability was8.0%. Therewas no changein the discount rate sincethe previous
year. The projection of cash flows used to determine the discount rate assumed that contributionsfrom plan membersand those of
the contributing employers and the non-employer contributing entity are made at the statutorily required rates. Based on those
assumptions, the pension plan’ sfiduciary net position was proj ected to be availableto make all 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. The long-term rate of return on pension plan investmentsis
8%. Thelong-term expected rate of return on pension plan investments was determined using a building-block method in which
best-estimates ranges of expected future real rates of return (expected returns, net of pension plan investment expense and
inflation) are devel oped for each major asset class. These ranges are combined to produce thelong-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. Best
estimates of geometric real rates of return for each major asset classincluded in the Systemstarget asset allocation at August 31,
2014 are summarized below:

Long-Term
Expected
Target Real Return Portfolio Real
Asset Class Allocation ~ Geometric Basis Rate of Return *
Global Equity
u.S 18% 7.0% 1.4%
Non-U.S. Developed 13% 7.3% 1.1%
Emerging Markets 9% 8.1% 0.9%
Directional Hedge Funds 4% 5.4% 0.2%
Private Equity 13% 9.2% 1.4%
Stable Value
U.S. Treasuries 11% 2.9% 0.3%
Absolute Return 0% 4.0% 0.0%
Stable Vaue Hedge Funds 1% 5.2% 0.2%
Cash 1% 2.0% 0.0%
Real Return
Global Inflation Linked Bonds 3% 3.1% 0.0%
Real Assets 16% 7.3% 1.5%
Energy and Natural Resources 3% 8.8% 0.3%
Commodities 0% 3.4% 0.0%
Risk Parity
Risk Parity 5% 8.9% 0.4%
Alpha 1.0%
Total 100% 82.6% 8.7%

* The Expected Contribution to Returns incorporates the volatility drag resulting
from the conversion between Arithmetic and Geometric mean returns.
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IV. OTHER INFORMATION (continued)

B. Defined Pension Benefit Plan (continued)

7. Discount Rate Sensitivity Analysis

The following schedul e shows the impact of the Net Pension Liability if the discount rate used was 1% less than and 1% greater
than the discount rate that was used (8%) in measuring the 2014 Net Pension Liability.

1% Decrease 1% Increase
in Discount Discount in Discount
Rate (7.0%) Rate (8.0%) Rate (9.0%)
District's Proportionate Share of
the Net Pension Liability $ 13,939,161 $ 7,800,579 $ 3,210,062

8. Pension Liabilities, Pension Expense, and Deferred Outflowsof Resour cesand Deferred | nflows of Resour cesRelated
to Pensions

At August 31, 2014, the District reported aliability of $7,800,579 for its proportionate share of the TRS's net pension liability.
Thisliability reflects areduction for State pension support provided to the District. The amount recognized by the District asits
proportionate share of the net pension liability, the related State support, and the total portion of the net pension liability that was
associated with the Digtrict were as follows:

District's Proportionate Share of Collective Net Pension Liability $ 7,800,579
State's Proportionate Share that is Associated with the District 20,857,908
Tota $ 28,658,487

The net pension liability was measured as of August 31, 2014 and the total pension liability used to calculate the net pension
liability was determined by an actuarial valuation as of that date. The District’s proportion of the net pension liability was based
onthe District’ scontributionsto the plan relative to the contributions of all employersto the plan for the period September 1, 2013
through August 31, 2014.

At August 31, 2014 the District’s proportion of the collective net pension liability was 0.0292032% which was an increase of
0.0000332% from its proportion measured as of August 31, 2013. The change in proportion was immaterial and therefore
disregarded this year.

There were no changes of assumptions or other inputs that affected measurement of the total pension liability during the
measurement period.

There were no changes of benefit terms that affected measurement of the total pension liability during the measurement period.
Therewas achangein employer contribution requirementsthat occurred after the measurement date of the net pension liability and
the employer’ sreporting date. A 1.5% contribution for employersnot paying Old Age Survivor and Disability Insurance (OASDI)
on certain employees went into law effective September 1, 2014. The amount of the expected resultant change in the District’s
proportion cannot be determined at thistime.

For theyear ended August 31, 2014, the District recognized pension expense of $1,928,275 and revenue of $1,928,275 for support
provided by the State.
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IV. OTHER INFORMATION (continued)

B. Defined Pension Benefit Plan (continued)

8. Pension Liabilities, Pension Expense, and Deferred Outflowsof Resour cesand Deferred | nflows of Resour cesRelated
to Pensions (continued)

At August 31, 2014, the District reported its proportionate share of the TRS' sdeferred outflows of resourcesand deferred inflows
of resources related to pensions from the following sources:

Deferred Deferred
Ouitflows of Inflows of
Resources Resources
Differences Between Expected and Actual
Economic Experience $ 120,639 $ -
Changesin Actuarial Assumptions 507,046 -
Difference Between Projected and Actual
Investment Earnings - 2,384,176
Changesin Proportion and Difference Between the
District's Contributions and the Proportionate
Share of Contributions - 2,045
Contributions Paid to TRS Subsequent to the
Measurement Date 1,062,908 -
Total $ 1,690,593 $ 2,386,221

The net amounts of the empl oyer’ s balances of deferred outflows and inflows of resourcesrelated to pensionswill berecognizedin
pension expense as follows:

Pension

Y ear Ended Expense

August 31, Amount
2015 $ 572,180
2016 (490,728)
2017 (490,728)
2018 (490,728)
2019 105,316
Thereafter 99,060

C. Postemployment Benefits Other than Pensions

1. Plan Description

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

C. Postemployment Benefits Other than Pensions (continued)

2. Funding Policy

Contribution requirements are not actuarially determined but are legally established each biennium by the Texas Legidature.
Texas Insurance Code, Sections 1575.202, 203, and 204 establish state, active employee, and public school contributions,
respectively. Funding for free basic coverageis provided by the program based upon public school district payroll. Per Texas
Insurance Code, Chapter 1575, the public school contribution may not be less than 0.25% or greater than 0.75% of the salary of
each active employee of the public school. Funding for optional coverageis provided for those partici pants sel ecting the optional
coverage. Contributions rates and amounts are shown in the table below for fiscal years 2013 - 2015.

Contribution Rates and Contribution Amounts

Active Member State District
Y ear Rate Amount Rate Amount Rate Amount
2013 0.65% $ 241,009 0.5% $ 191,503 0.55% $ 203,935
2014 0.65% 253,988 1.0% 318,022 0.55% 214,911
2015 0.65% 262,006 1.0% 357,855 0.55% 221,696

3. MedicarePart D

The Medicare Prescription Drug, Improvement, and M odernization Act of 2003, which was effective January 1, 2006, established
prescription drug coverage for Medicare beneficiaries known as Medicare Part D. Oneof the provisionsof Medicare Part D allows
for the TRS-Care to receive retiree drug subsidy payments from the federal government to offset certain prescription drug
expenditures for eligible TRS-Care participants. These on-behalf payments have been recognized as equal revenues and
expenditures by the District, in the amount of $122,408, $107,516 and $148,168 for the years ended June 30, 2015, 2014 and
2013, respectively.

D. Commitmentsand Contingencies

1. Contingencies

The District receives aportion of its revenues from government grants and contracts, all of which are subject to audit by federal
and state agencies. The determination of amountsreceived under these programs generally isbased upon allowable costsreported
to and audited by the respective agencies. As aresult, there exists a contingency to refund any amount received in excess of
allowable costs. The amount, if any, of expenses which may be disallowed by the grantor agencies cannot be determined at this
time although the District expects such amounts, if any, to be immaterial.

2. Litigation

The District is defendant in various pending and threatened litigation matters, which have occurred during the normal course of
operations. Although the outcome of these mattersisnot presently determinable, it isthe opinion of the District’ smanagement that
the resolution of these matters will not have amaterial adverse effect on the financial condition of the District at June 30, 2015.

E. Related Organizations

The Sherman Independent School District Education Foundation (Foundation) was organized in December 1998 to create and
implement programs to improve, enhance, augment, and/or enrich the educational purposes and processes of the District. The
Foundationisa“related organization” of the District asdefined by GASB. The District does not exercise oversight authority over
the Foundation and it has not been included as acomponent unit of the District in these financial statements. Among the criteria
used to determine whether the District had oversight responsibility included financial interdependency, selection of governing
authority, designation of management, the ability to significantly influence operations and accountability for fiscal matters.
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Sherman Independent School District Exhibit G-1
Budgetary Comparison Schedule
General Fund
Year Ended June 30, 2015
Actua Variance With

Data Budgeted Amounts Amounts Fina Budget
Control (GAAP Positive
Codes Origina Final Basi) (Negative)

Revenues
5700 Loca and Intermediate Sources $ 25945000 $ 27,604900 $ 27,715229 $ 110,329
5800 State Program Revenues 28,606,174 28,856,174 28,725,221 (130,953)
5900 Federal Program Revenues 440,000 460,000 730,145 270,145
5020 Tota Revenues 54,991,174 56,921,074 57,170,595 249,521

Expenditures
0011 Ingtruction 32,880,492 33,983,392 33,321,817 661,575
0012 Instructional Resources and Media Services 784,061 803,060 774,095 28,965
0013 Curriculum and Instructional Staff Development 595,222 540,222 450,191 90,031
0021 Instructional Leadership 826,751 901,751 849,199 52,552
0023 School Leadership 3,212,164 3,262,163 3,224,931 37,232
0031 Guidance, Counseling and Evaluation Services 1,704,376 1,734,376 1,699,156 35,220
0033 Health Services 666,595 736,595 715,896 20,699
0034 Student (Pupil) Transportation 2,148,251 2,038,251 1,883,070 155,181
0036 Extracurricular Activities 1,526,362 1,675,362 1,541,248 134,114
0041 Genera Adminigration 1,710,570 1,775,570 1,650,047 125,523
0051 Plant Maintenance and Operations 6,228,601 6,514,601 6,575,370 (60,769)
0052 Security and Monitoring Services 330,896 320,896 285,237 35,659
0053 Data Processing Services 1,164,743 1,444,743 1,396,451 48,292
0081 Facilities Acquisition and Construction 155,000 332,500 331,715 785
0099 Other Intergovernmental Charges 680,100 670,100 665,098 5,002
6030 Total Expenditures 54,614,184 56,733,582 55,363,521 1,370,061
1100 Excess (Deficiency) of Revenues Over

(Under) Expenditures 376,990 187,492 1,807,074 1,619,582

Other Financing Sour ces (Uses)
7912 Sale of Redl or Personal Property - - 37,289 37,289
7080 Tota Other Financing Sources (Uses) - - 37,289 37,289
1200 Net Changein Fund Balances 376,990 187,492 1,844,363 1,656,871
0100 Fund Balances- July 1 (Beginning) 12,901,394 12,901,394 12,901,394 -
3000 Fund Balances - June 30 (Ending) $ 13278384 ¢ 13088886 $ 14745757 $ 1,656,871
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Sherman Independent School District Exhibit G-2
Schedule of the District’s Proportionate Shar e of the Net
Pension Liability - Teachers Retirement System of Texas
Year Ended June 30, 2015

2015

District's Proportion of Net Pension Liability (Asset) 0.0292032%
District's Proportionate Share of Net Pension Liability (Asset) $ 7,800,579
State's Proportionate Share of the Net Pension Liability (Asset)

Associated with Sherman Independent School District 20,857,908

Total $ 28,658,487

District's Covered-Employee Payroll $ 39,293,878
Didtrict's Proportionate Share of the Net Pension Liability (Asset) asa

Percentage of its Covered-Employee Payroll 19.85%
Plan Fiduciary Net Position as a Percentage of Total Pension Liability 83.25%

Note: Only one year of data is presented in accordance with GASB #68, Paragraph 138.
"The information for al periods for the 10-year schedules that are required to be presented
as required supplementary information may not be available initialy. In these cases, during
the transition period, that information should be presented for as many years as are
available. The schedules should not include information that is not measured in accordance
with the requirements of this Statement."

Notesto Required Supplemental Infor mation

Changes of benefit terms
There were no changes of benefit terms that affected measurement of the total pension liability during the measurement period.

Changes of assumptions

There were no changes of assumptions or other inputs that affected measurement of the total pension liability during the
measurement period.
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Sherman Independent School District Exhibit G-3
Schedule of District Contributions -
Teachers Retirement System of Texas
Year Ended June 30, 2015

2015
Contractually Required Contributions $ 1,190,741
Contribution in Relation to the Contractually Required Contribution 1,190,741
Contribution Deficiency (Excess) $ -
District's Covered-Employee Payroll $ 40,308,748
Contributions as a Percentage of Covered-Employee Payroll 2.95%

Note: Only one year of data is presented in accordance with GASB #68, Paragraph 138.
"The information for al periods for the 10-year schedules that are required to be presented
as required supplementary information may not be available initially. In these cases, during
the transition period, that information should be presented for as many years as are
available. The schedules should not include information that is not measured in accordance
with the requirements of this Statement."
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Sherman Independent School District
Schedule of Delinquent Taxes Receivable
Year Ended June 30, 2015

1 2 3
Assessed /
Appraised
Last Ten Years Ended Tax Rates Value for School
June 30 Maintenance Debt Service Tax Purposes

2006 and prior years
2007 1.37000 0.26000 $ 1,952,998,000
2008 1.04000 0.33000 2,053,850,320
2009 1.04000 0.40000 2,436,434,315
2010 1.04000 0.40000 2,299,178,397
2011 1.04000 0.40000 2,319,163,627
2012 1.04000 0.40000 2,309,618,851
2013 1.04000 0.40000 2,341,187,284
2014 1.04000 0.40000 2,344,417,869
2015 (School year under audit) 1.04000 0.40000 2,673,585,734
1000 TOTALS
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Exhibit J-1

10 20 31 32 40 50
Beginning Current Entire Ending
Balance Year's Maintenance Debt Service Year's Balance
07/01/2014 Total Levy Collections Collections Adjustments 06/30/2015
$ 519,652 $ - $ 7204 $ 864 $ (86,165) $ 425,419
65,687 - 2,241 425 (860) 62,161
61,277 - 1,986 630 (296) 58,365
76,302 - 2,311 888 (353) 72,750
117,817 - 5,212 2,004 (1,548) 109,053
141,123 - 7,428 2,857 (1,290) 129,648
186,435 - 40,426 15,548 (10,910) 119,551
211,374 - 17,783 6,839 (48,881) 137,871
702,305 - 323,366 124,372 (64,870) 189,697
- 37,694,972 26,703,828 10,270,703 66,193 786,634

$ 2,081,972 $ 37,694,972 $ 27,111,785 $ 10,425,130 $ (148,880) $ 2,091,149
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Sherman Independent School District Exhibit J-4
Budgetary Comparison Schedule
Child Nutrition Program
Year Ended June 30, 2015

Actual Variance With

Data Budgeted Amounts Amounts Final Budget
Control (GAAP Positive
Codes Origina Fina Basis) (Negative)
Revenues
5700 Local and Intermediate Sources $ 781,733 $ 78L733 $ 775326 $ (6,407)
5800 State Program Revenues 21,375 21,375 22,680 1,305
5900 Federal Program Revenues 3,407,735 3,407,735 3,381,235 (26,500)
5020 Tota Revenues 4,210,843 4,210,843 4,179,241 (31,602
Expenditures
0035 Food Services 3,733,453 3,858,453 3,858,961 (508)
0051 Plant Maintenance and Operations 439,700 439,700 438,700 1,000
6030 Total Expenditures 4,173,153 4,298,153 4,297,661 492
1200 Net Changein Fund Balances 37,690 (87,310) (118,420) (31,110
0100 Fund Balances- July 1 (Beginning) 1,092,465 1,092,465 1,092,465 -
3000 Fund Balances - June 30 (Ending) $ 1,130,155 $ 1005155 $ 974045 $ (31,110)
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Sherman Independent School District Exhibit J-5
Budgetary Comparison Schedule
Debt Service Fund
Year Ended June 30, 2015
Actual Variance With

Data Budgeted Amounts Amounts Final Budget
Control (GAAP Positive
Codes Origina Final Basis) (Negative)

Revenues
5700 Loca and Intermediate Sources $ 9924000 $ 11574000 $ 10,532,229 $ (1,041,771)
5800 State Program Revenues - - - -
5900 Federal Program Revenues - - - -
5020 Total Revenues 9,924,000 11,574,000 10,532,229 (1,041,771)

Expenditures
0071 Debt Service - Principa on Long-Term Debt 5,485,000 8,935,000 7,743,763 1,191,237
0072 Debt Service - Interest on Long-Term Debt 4,422,294 2,622,294 3,789,572 (1,167,278)
0073 Debt Service - Bond Issuance Costs and Fees 140,000 346,407 224,134 122,273
6030 Total Expenditures 10,047,294 11,903,701 11,757,469 146,232

Other Financing Sour ces (Uses)
7901 Refunding Bonds | ssued - 15,760,000 15,760,000 -
7916 Premium or Discount on Issuance of Bonds - 1,720,296 1,720,296 -
8940 Payment to Bond Refunding Escrow Agent - (17,273,888) (17,273,888) -
7080 Total Other Financing Sources (Uses) - 206,408 206,408 -
1200 Net Changein Fund Balances (123,294) (123,293) (1,018,832 (895,539)
0100 Fund Balances- July 1 (Beginning) 7,093,525 7,093,525 7,093,525 -
3000 Fund Balances - June 30 (Ending) $ 6970231 $ 6970232 $ 6,074693 $ (895539)
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ADAMI, LINDSEY & COI\/IPANY, L.L.P.
Certified Public Accountants

A I ‘ 123 NORTH CROCKETT STREET, SUITE 100

STRENGTH IN NUMBER SHERMAN, TEXAS 75090

(903) 892-2727
DAROLD P. ADAMI FACSIMILE: (903) 868-9682

JAMESA. LINDSEY Y
DAROLD P. ADAMI. JR. www. adamilindsey.com

BELINDA W. DEVINCENTIS

Independent Auditor’sReport on Internal Control over Financial Reporting and on
Compliance and Other MattersBased on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Trustees

Sherman Independent School District
2701 Loy Lake Road

Sherman, Texas 75090

Members of the Board:

We have audited, in accordance with auditing standards generally accepted in the United States of Americaand the standards
applicableto financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States, thefinancial statements of the governmental activities, each major fund and the aggregate remaining fund information
of the Sherman Independent School District (the“ District”) as of and for the year ended June 30, 2015, and the rel ated notes
to thefinancial statements, which collectively comprise the District’s basic financial statements, and have issued our report
thereon dated November 11, 2015.

Internal Control over Financial Reporting

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

A deficiency ininternal control existswhen the design or operation of acontrol does not allow management or employees, in
the normal course of performing their assigned functions, to prevent, or detect and correct, misstatementson atimely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that amaterial misstatement of the entity’ sfinancial statementswill not be prevented, or detected and corrected on
atimely basis. A significant deficiency isadeficiency, or acombination of deficiencies, ininternal control that isless severe
than a material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not
designed to identify all deficienciesin internal control that might be material weaknesses or, significant deficiencies. Given
these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.
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Board of Trustees
November 11, 2015

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of thisreport is solely to describe the scope of our testing of internal control and compliance and the results of
that testing, and not to provide an opinion on the effectiveness of the entity’ sinternal control or on compliance. Thisreportis
anintegral part of an audit performed in accordance with Government Auditing Standardsin considering the entity’ sinternal
control and compliance. Accordingly, this communication is not suitable for any other purpose.

Sherman, Texas
November 11, 2015
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BELINDA W. DEVINCENTIS

Independent Auditor’s Report on Compliance for
Each Major Program and on Internal Control over
Compliance Required by OMB Circular A-133

Board of Trustees

Sherman Independent School District
2701 Loy Lake Road

Sherman, Texas 75090

Members of the Board:

Report on Compliance for Each Major Federal Program

We have audited the compliance of the Sherman Independent School District (the “District”) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
could have adirect and material effect on each of the District’ smajor federal programsfor the year ended June 30, 2015. The
District’ smajor federal programs areidentified in the summary of auditor’ s results section of the accompanying schedul e of
findings and questioned costs.

M anagement’s Responsibility
Management is for compliance with the requirements of laws, regulations, contracts, and grants applicable to its federal
programs.

Auditor’s Responsibility

Our responsibility isto express an opinion on compliance for each of the District’ smajor federal programsbased on our audit
of the types of compliance requirements referred to above. We conducted our audit of compliance in accordance with
auditing standards generally accepted in the United States of America; the standards applicableto financial auditscontained in
Government Auditing Standards, issued by the Comptroller General of the United States, and OMB Circular A-133, Auditsof
Sates, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonabl e assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred. An audit includes
examining, on atest basis, evidence about the District’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.

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

Opinion of Each Major Federal Program

In our opinion, the Sherman Independent School District complied, in all material respects, with the types of compliance
requirements referred to above that could have adirect and material effect on each of its major federal programsfor the year
ended June 30, 2015.

=47 -



Board of Trustees
November 11, 2015

Report on Internal Control over Compliance

Management of the District isresponsiblefor establishing and maintaining effectiveinternal control over compliancewiththe
types of compliance requirementsreferred to above. In planning and performing our audit of compliance, we considered the
District’ sinternal control over compliance with the types of requirementsthat could have adirect and material effect oneach
major federal program to determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance for each major federal program and to test and report on internal control over
compliancein accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the District’ sinternal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of acontrol over compliance does not
allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and
correct, noncompliance with atype of compliance requirement of afederal program onatimely basis. A material weaknessin
internal control over complianceisadeficiency, or combination of deficiencies, ininternal control over compliance, such that
thereisareasonable possibility that material noncompliance with atype of compliance requirement of afederal programwill
not be prevented, or detected and corrected, onatimely basis. A significant deficiency ininternal control over complianceis
adeficiency, or acombination of deficiencies, ininternal control over compliance with atype of compliance requirement of a
federal programthat isless severe than amaterial weaknessininternal control over compliance, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over compliance that might be significant
deficiencies or material weaknesses. Wedid not identify any deficienciesininternal control over compliance that we consider
to be material weaknesses. However, material weaknesses may exist that have not been identified.

The purpose of thisreport oninternal control over complianceis solely to describe the scope of our testing of internal control

over compliance and the results of that testing based on the requirements of OMB Circular A-133. Accordingly, thisreportis
not suitable for any other purpose.

Sherman, Texas
November 11, 2015
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Sherman Independent School District
Schedule of Findings and Questioned Costs
Year Ended June 30, 2015

Section | -- Summary of Auditor's Results

Financial Statements
Type of auditor's report issued

Internal control over financial reporting:

Unmodified opinion

Material weaknessesidentified No
Significant deficienciesidentified that are not
considered to be material weaknesses No
Noncompliance material to the financial statements noted? No
Federal Awards
Internal control over major programs:
Material weaknessesidentified No
Significant deficiencies identified that are not
considered to be material weaknesses None reported

Type of auditor's report issued on compliance for magjor programs:

Any audit findings disclosed that are required to be reported in

Unmodified opinion

accordance with section 510(a) of Circular A-133? No
Major Federal Programs:
Title| Grantsto Local Educational Agencies CFDA #84.010A
Specia Education Cluster
Special Education - Grantsto States (IDEA, Part B) CFDA #84.027
Special Education - Preschool Grants (IDEA Preschool) CFDA #84.173
Child Nutrition Cluster
School Breakfast Program CFDA #10.553
Nation School Lunch Program CFDA #10.555
English Language Acquisition State Grants (Title 111, Part A) CFDA #84.365
Dollar threshold used to distinguish between type A and type B
federal programs: $300,000
Auditee qualified as low-risk auditee? Yes

Section 11 -- Findings Related to Financial Statements

None

Section 111 -- Findings and Questioned Costs Related to Federal Awards

None
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Sherman Independent School District Exhibit K-1
Schedule of Expenditures of Federal Awards
Year Ended June 30, 2015
1) 2 (3 4)
Federal Grantor / Federal Pass-Through
Pass-Through Grantor / CFDA Entity Identifying Federal
Program or Title Number Number Expenditures
U.S. DEPARTMENT OF EDUCATION
Direct Programs:
Indian Education 84.060A $ 57,568
Passed Through Texas Education Agency:
Title 1, Part A - Improving Basic Programs (2013-2014) 84.010A 14610101091906 27,001
Title 1, Part A - Improving Basic Programs (2014-2015) 84.010A 15610101091906 1,577,848
Title 1, Part D, Subpart 2 - Delinquent Programs 84.010A 14610103091906 -
Title 1, Part D, Subpart 2 - Delinquent Programs 84.010A 15610103091906 113,677
Tota CFDA Number 84.010A 1,718,526
Passed Through Texas Education Agency:
IDEA-B Formula (2013-2014) ** 84.027A  146600010919066600 5,506
IDEA-B Formula (2014-2015) ** 84.027A  156600010919066600 1,252,634
IDEA-B Formula, Deaf (2013-2014) ** 84.027A  146600010919066601 -
IDEA-B Formula, Deaf (2014-2015) ** 84.027A  156600010919066601 5,243
IDEA-B Discretionary (Deaf) (2013-2014) ** 84.027A  146600110919066673 (200)
IDEA-B Discretionary (Deaf) (2014-2015) ** 84.027A  156600110919066673 11,522
Tota CFDA Number 84.027A 1,274,705
Passed Through Texas Education Agency:
Title 11 Part A Teacher / Principal Training (2013-2014) 84.367A 14694501091906 -
Title 11 Part A Teacher / Principal Training (2014-2015) 84.367A 15694501091906 275,957
Total CFDA Number 84.367A 275,957
Passed Through Texas Education Agency:
Vocational Education Basic Grant (2014-2015) 84.048A 15420006091906 91,591
Total CFDA Number 84.048A 91,591
Passed Through Texas Education Agency:
Title 111, Part A Limited English Proficiency (2013-2014) 84.365A 14671001091906 30,649
Title 11, Part A Limited English Proficiency (2014-2015) 84.365A 15671001091906 187,150
Tota CFDA Number 84.365A 217,799
Passed Through Texas Education Agency:
IDEA-B Preschool (2013-2014) ** 84.173A  146610010919066610 401
IDEA-B Preschool (2014-2015) ** 84.173A  156610010919066610 50,218
IDEA-B Preschool, Deaf (2013-2014) ** 84.173A  146610010919066611 -
IDEA-B Preschool, Deaf (2014-2015) ** 84.173A  156610010919066611 137
Tota CFDA Number 84.173A 50,756
Passed Through Texas Education Agency:
21st Century Community Learning Centers (2013-2014) 84.287C 136950147110054 -
Total CFDA Number 84.287C -
Passed Through Texas Education Agency:
Grants for State Assessments and Related Activities 84.369A 69551402 547
Tota CFDA Number 84.369A 547
Passed Through Region X Education Service Center:
Education for Homeless Children and Y outh (2013-2014) 84.196 00-047 36,533
Education for Homeless Children and Y outh (2014-2015) 84.196 00-047 37,086
Total CFDA Number 84.196 73,619

TOTAL U.S. DEPARTMENT OF EDUCATION
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Sherman Independent School District
Schedule of Expenditures of Federal Awards

Year Ended June 30, 2015

@

@
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4)

Federal Grantor / Federal Pass-Through
Pass-Through Grantor / CFDA Entity Identifying Federal
Program Title Number Number Expenditures
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Passed Through Region X Education Service Center:
Head Start (2013-2014) 93.600 06CH7092 $ 12,233
Head Start (2014-2015) 93.600 06CH7092 310,506
Early Head Start (2013-2014) 93.600 06CH7092 -
Total CFDA Number 93.600 322,739
TOTAL U.S.DEPARTMENT OF HEALTH AND HUMAN SERVICES $ 322,739
U.S. DEPARTMENT OF AGRICULTURE
Passed Through Texas Education Agency:
National School Lunch Program * (2013-2014) 10.555 71301401 $ 325,349
National School Lunch Program * (2014-2015) 10.555 71301501 1,889,022
Passed Through Texas Department of Human Services:
USDA Commodities (Noncash) 10.555 267,568
Total CFDA Number 10.555 2,481,939
Passed Through Texas Education Agency:
National School Breakfast Program * (2013-2014) 10.553 71401401 133,640
National School Breakfast Program * (2014-2015) 10.553 71401501 765,656
Total CFDA Number 10.553 899,296
TOTAL U.S.DEPARTMENT OF AGRICULTURE $ 3,381,235
TOTAL FEDERAL FINANCIAL ASSISTANCE $ 7,465,042

* Indicates child nutrition clustered programs.
** Indicates specia education clustered programs.
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Exhibit K-1 (Continued)

Notesto Expenditures of Federal Awards
Note 1 The District utilizes the funds types specified in the Resource Guide.

Specia Revenue Funds are used to account for resources restricted to, or designated for, specific purposes by a
grantor. Federd and State financial assistance generally is accounted for in a Specia Revenue Fund.
Generally, unused balances are returned to the grantor at the close of specified project periods.

Note 2 The accounting and financial reporting treatment applied to afund is determined by its measurement focus. All
federal grant funds were accounted for in the Specia Revenue Funds, a component of the Governmental fund
types, except for indirect costs funded by federal grants, which are recorded in the Generd Fund. Medicaid
reimbursements (School Health and Related Services (SHARS) program for special education students) are
recorded in the General Fund as Federal revenue but do not meet the definition of federal awards for purposes
of preparing the schedule of federal awards.

The modified accrua basis of accounting is used for the Governmental Funds. This basis of accounting
recognizes revenues in the accounting period in which they become both measurable and available. Revenues
are considered to be available when they are collectible within the current period or soon enough thereafter to
pay liabilities of the current period. Expenditures are generally recorded when aliability isincurred.

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

Note 3 The period of availability for federal grant funds for the purpose of liquidation of outstanding obligations made
on or before the ending date of the federal project extended 90 days beyond the federal project period ending

date, in accordance with provisions in OMB Circular A-133, Compliance Supplement, Part 3, Section H -
Period of Availability of Federal Funds.

Note 4 All of the ESEA, Title| Part A expenditures are for school-wide programs.

Note5 Reconciliation of Federal Revenues in Exhibit C-3 to the Schedule of Expenditures of Federal Awards:

Federal Awards per Schedule of Expenditures of Federal Awards $ 7,465,042
Medicaid Reimbursements (SHARS) 730,145
Total Federal Program Revenues - Exhibit C-3 $ 8,195,187
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