























HARDIN COUNTY SCHOOL DISTRICT - ELIZABETHTOWN, KENTUCKY
MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2016

The discussion and analysis of Hardin County School District's financial performance provides an overall
review of the School District's financial activities for the fiscal year ended June 30, 2016. The intent of this
discussion and analysis is to review the School District's financial performance as a whole; readers
should also review the financial statements and notes to the financial statements to enhance their
understanding of the School District's financial performance.

FINANCIAL HIGHLIGHTS

o1 The beginning General Fund fund balance was $26.5 million. The ending fund balance was
$24.9 million. The major reason for the change was due to increased operational costs

¢2 The beginning Construction Fund fund balance was $17.7 million. The ending fund balance
was $7.7 million. The major reason for the change in fund balance was due to bond proceeds
being spent on construction projects.

USING THIS ANNUAL REPORT

This discussion and analysis is intended to serve as an introduction to the District's basic financial
statements. The District's basic financial 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-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the District's finances, in a manner similar to a private-sector
business.

The statement of net position presents information on all of the District's assets and deferred outflows and
liabilities and deferred inflows, with the difference reported as net position. Over time, increases or
decreases in net position may serve as one indicator of whether the financial position of the District is
improving or deteriorating.

The statement of activities presents information showing how the District's net position changed during
the most recent fiscal year. All changes in net position are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will only result in cash flows in future fiscal

periods.

The government-wide financial statements outline functions of the District that are principally supported
by property taxes and intergovernmental revenues (governmental activities). The governmental activities
of the District include instruction, support services, operation and maintenance of plant, student
transportation and operation of non-instructional services. Capital assets and related debt are also
supported by taxes and intergovernmental revenues.
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The government-wide financial statements can be found on pages 12 - 13 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. This is a state mandated
uniform system and chart of accounts for all Kentucky public school districts utilizing the MUNIS
administrative software. The District uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the District can be divided into three categories:
governmental, proprietary and fiduciary funds. The fiduciary funds are agency funds for student education
and private purpose trust funds. The proprietary funds are the food service, child care, early college and
career center and educational television operations. All other activities of the District are included in the
governmental funds.
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The basic governmental fund financial statements can be found on pages 14 — 22 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 23 - 48 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as an indicator of a government's financial position. In the case of the
District, net position was $91.4 million as of June 30, 2016. The largest portion of the District's net
position reflects its investment in capital assets (e.g., land and improvements, buildings and
improvements, vehicles, furniture and equipment and construction in progress), less any related debt
used to acquire those assets that is outstanding. The District uses these capital assets to provide
services to its students; consequently, these assets are not available for future spending. Although the
District's investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets
themselves are not be used to liquidate these liabilities. The District's financial position is the product of
several financial transactions including the net results of activities, the acquisition and payment of debt,
the acquisition, disposal and depreciation of capital assets.

Net Position for the period ending June 30, 2016 and 2015

(Table 1)
Governmental Business-type Total
Activities Activities Primary Government
2016 2015 2016 2015 2016 2015

Current and Other Assets $ 36,966,286 $ 50,496,004 $ 1,488,219 $ 1,534,832 $ 38,454,505 $ 52,030,836
Capital Assets 221,235,811 213,103,667 1,079,561 1,088,164 222,315,372 214,191,831
Total Assets 258,202,097 263,599,671 2,567,780 2,622,996 260,769,877 266,222,667
Deferred Outflows 8,843,498 4,984,051 868,090 579,612 9,711,588 5,563,663
Long-term Debt 162,181,212 159,938,260 5,511,267 4,448,288 167,692,479 164,386,548
Other Liabilities 12,595,247 14,013,318 17,758 144,875 12,613,005 14,158,193
Total Liabilities 174,776,459 173,951,578 5,529,025 4,593,163 180,305,484 178,544,741
Deferred Inflows 1,432,718 2,352,500 276,682 496,500 1,709,400 2,849,000
Net Position

Net investment in capital assets 87,519,068 72,507,808 1,079,561 1,088,164 88,598,629 73,595,972
Restricted 9,352,813 19,701,042 - - 9,352,813 19,701,042
Unrestricted (6,035,463) 70,794 (3,449,398) (2,975,219) (9,484,861) (2,904,425)
Total Net Position $ 90,836,418 $ 92,279,644 $(2,369,837) $(1,887,055) $ 88,466,581 $ 90,392,589
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The following Table 2 presents a summary of changes in net position for the fiscal years ended June 30,
2016 and 2015.

Gowvernmental Business-type Total
Activities Actimvities Primary Government
2016 2015 2016 2015 2016 2015
REVENUES
Program revenues
Charges for senices $ 156,492 $ 125,880 $2,434,248 $ 2,686,992 $ 2,590,740 $ 2,812,872
Operating grants and
contributions 51,713,653 47,235,563 7,662,885 6,743,264 59,376,538 53,978,827
Capital grants and contributions 5,757,589 5,939,952 - - 5,757,589 5,939,952
General revenues
Property taxes 35,312,617 33,195,533 - - 35,312,617 33,195,533
Motor vehicle taxes 3,287,923 3,137,416 - - 3,287,923 3,137,416
Utility taxes 5,723,594 6,022,713 - - 5,723,594 6,022,713
Other taxes 10,498 9,276 - - 10,498 9,276
Investment earnings 17,135 25,984 393 560 17,528 26,544
State and formula grants 54,668,081 54,267,931 - - 54,668,081 54,267,931
Miscellaneous 738,832 569,104 - - 738,832 569,104
Total revenues 157,386,414 150,529,352 10,097,526 9,430,816 167,483,940 159,960,168
EXPENSES
Program Activities
Instruction 100,420,486 90,325,891 - - 100,420,486 90,325,891
Student support 9,103,361 8,515,917 - - 9,103,361 8,515,917
Instructional staff support 8,204,019 8,078,034 - - 8,204,019 8,078,034
District administrative support 1,258,637 1,423,087 - - 1,258,637 1,423,087
School administrative support 7,763,016 8,303,433 - - 7,763,016 8,303,433
Business support 2,213,823 1,981,626 - - 2,213,823 1,981,626
Plant operation and maintenance 11,889,579 10,120,824 - - 11,889,579 10,120,824
Student transportation 11,129,387 9,259,109 - - 11,129,387 9,259,109
Community senice activities 1,266,083 1,233,491 - - 1,266,083 1,233,491
Other 456,511 340,899 - - 456,511 340,899
Interest costs 4,954,158 5,028,147 - - 4,954,158 5,028,147
Business-type Activities
Food senice - - 9,311,520 8,879,556 9,311,520 8,879,556
Childcare - - 1,284,739 574,099 1,284,739 574,099
Early College and Career Center 34,846 4,304 34,846 4,304
Educational television - - 119,783 86,680 119,783 86,680
Total expenses 158,659,060 144,610,458 10,750,888 9,544,639 169,409,948 154,155,097
Transfers (170,580) (14,280) 170,580 14,280 - -
Extraordinary item - KSBIT - (469,354) - (469,354)
Increase (decrease) in net position $ (1,443,226) $ 5,435,260 $ (482,782) $ (99,543) $(1,926,008) $ 5,335,717




Governmental Activities

Instruction comprises 64%, support services comprise 32% and expense for community services, interest
and other items accounts for 4% of governmental expenses.
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The Statement of Activities shows the cost of program services and the charges for services and grants
offsetting those services. Table 3 shows, for government activities, the total cost of services and the net
cost of services. That is, it identifies the cost of these services supported by tax revenue and unrestricted
State entitlements.

Governmental Activities Total

Cost of Services Net Cost of Services
2016 2015 2016 2015
Instruction $ 100,420,486 $ 90,325,891 $ 59,485,237 $ 53,780,912
Support Senvices 51,561,822 47,681,728 41,878,242 38,101,626
Community Senices 1,266,083 1,233,793 76,739 55,097
Facility acquisition and construction - - (4,649,556) (4,831,918)
Other 456,511 340,899 394,539 283,233
Interest costs 4,954,158 5,028,147 3,846,125 3,920,113
Total expenses $ 158,659,060 $ 144,610,458 $101,031,326 $ 91,309,063

Business-Type Activities

The business-type activities include the food service, child care, early college and career center and
educational television operations. These programs had total revenues of $10,097,526 and expenses of
$10,750,888 for fiscal year 2016. Of the revenues, $2,434,248 was charges for services, $7,662,885 was
from State and Federal operating grants, and $393 was from investment earnings. The food service fund
also received $170,580 of capital assets paid for by the Construction Fund. Business activities receive no
support from tax revenues. The School District will continue to monitor the charges and costs of this
activity. If it becomes necessary, the School District will make adjustments to the operations of this
activity.

The School District's Funds

Information about the School District's major funds starts on page 14. These funds are accounted for
using the modified accrual basis of accounting. All governmental funds had total revenues and other
financing sources of $184.9 million and expenditures and other financing uses of $196.9 million. Net
changes in fund balances for the year were most significant in the General Fund ($1.7) million and the
Construction Fund ($10.1) million.

The decrease in the General Fund was primarily due to operational costs. The decrease in the
Construction Fund was due to spending bond proceeds received during the previous fiscal year.
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General Fund-Budget Highlights

The School District's budget is prepared according to Kentucky law and is based on accounting for certain
transactions on a basis of cash receipts, disbursements and encumbrances. The most significant
budgeted fund is the General Fund. The State Department of Education requires a zero-based budget
with any budgeted remaining fund balance shown as a contingency expense in the budget process.

For the General Fund revenues were budgeted at $86.9 million with actual amounts of $112.9 million.
Budgeted expenditures of $106.9 million compare with actual expenditures of $112.8 million. The most
significant fluctuation is for on-behalf payments of $22.6 million.

Capital Assets and Debt Administration

Capital Assets

At the end of fiscal year 2016 the School District had $222.3 million invested in land, land improvements,
buildings, vehicles, equipment, and construction in progress, and $221.2 million in governmental
activities. Table 4 shows fiscal year 2016 and 2015 balances.

(Table 4)
Capital Assets
(Net of Depreciation)

Gowvernmental Business-type Total
Activities Activities Primary Gowvernment
2016 2015 2016 2015 2016 2015

Land $ 7,539,317 $ 7,539,317 $ 16,790 $ 16,790 $ 7,556,107 $ 7,556,107
Land improvements 2,701,183 1,861,393 - - 2,701,183 1,861,393
Buildings and improvements 165,684,012 162,657,819 24,816 29,020 165,708,828 162,686,839
Technology 3,438,943 4,171,581 414 770 3,439,357 4,172,351
Vehicles 5,459,328 5,268,156 11,459 17,437 5,470,787 5,285,593
General equipment 1,916,720 2,053,107 1,026,082 1,024,147 2,942,802 3,077,254

Total 186,739,503 183,551,373 1,079,561 1,088,164 187,819,064 184,639,537
Construction in progress 34,496,308 29,552,294 - - 34,496,308 29,552,294

Total $ 221,235,811 $ 213,103,667 $ 1,079,561 $ 1,088,164 $ 222,315,372 $214,191,831

Capital Assets

$224,000,000 -

szzzrm[}rgm _ 5222,315,372

$220,000,000

5218,000,000

$214,000,000 - $214,191,831

$212,000,000

5210,000,000

2015 2016

Table 5 shows the changes in capital assets for the fiscal years ended June 30, 2016 and 2015.
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(Table 5)
Change in Capital Assets

Governmental Business-type Total
Activities Activities Primary Government
2016 2015 2016 2015 2016 2015
Beginning balance $ 213,103,667 $ 193,688,580 $ 1,088,164 $ 1,187,066 $214,191,831 $194,875,646
Additions 16,538,850 27,664,745 189,657 94,993 16,728,507 27,759,738
Retirements (302,238) (52,989) (1,726) (600) (303,964) (53,589)
Depreciation (8,104,468) (8,196,669) (196,534) (193,295) (8,301,002) (8,389,964)
Ending balance $ 221,235,811 $ 213,103,667 $ 1,079,561 $ 1,088,164 $ 222,315,372 $214,191,831

Ongoing construction costs are in construction in progress at June 30, 2016.

Debt

At June 30, 2016, the School District had $136.3 million in bonds outstanding, of this amount $7.8 million
is to be paid from KSFCC funding provided by the State of Kentucky. A total of $7.6 million is due within
one year. The District issued the 2016 refunding bonds during the fiscal year.

District Challenges for the Future

The primary challenges for Hardin County Schools are to continue to increase the level of achievement of
our students, continue to maintain and improve the average daily attendance of our students, and
continue to provide modern facilities for continuous growth in student enroliment.

The most important challenge is to increase the academic achievement of our students. The District is
continuing programs such as IRead, APEX, and Compass Learning in many schools as measures to
improve learning and data quality. In addition, a data consultant has been hired to review the data within
the District to measure program success. Technology is being funded at higher levels to increase student
development with hand held devices. The District is striving to be a one for one, bring your own device,
District. Cecilia Valley Elementary will continue to be under construction and hopes to be open in 17-18
school year.

The second District challenge is maintaining and improving average daily attendance. The District
receives funding through the SEEK formula based on this count. Growth within the District has steadily
increased over the last year and is remaining constant. As a result of continued growth in average daily
attendance the District was able to levy a BRAC nickel in FY11. This has enabled the District to add
additional classroom space and improve overall building culture. Adhering to the facilities plan is essential
in proving excellent learning environments to meet the needs of all students. It is important to note good
attendance correlates to student achievement. Maintaining excellence and emphasizing service the public
are the main factors influencing this District challenge.

The District is facing financial concerns with no additional state funding in SEEK through 2017-2018. A
key challenge will be to maintain the level of student achievement with current funding sources.

Adhering to the facilities plan is essential in providing excellent learning environments to meet the needs
of all our students. The District currently has one new school in construction and two being renovated.
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Future Budgetary Implications

In Kentucky, the public schools fiscal year is July 1 - June 30; other programs, i.e. some federal programs
operate on a different fiscal calendar, but are reflected in the District overall budget. By law, the budget
must have a minimum 2% contingency. The District adopted a budget for 2016-2017 with a 5%
contingency. Significant Board action that impacts the finances includes pay increases for all employees
including KTRS and issuing a COLA raises, additional spending for facility repairs outside of bonded
building and renovation projects, and continued funding of Board initiatives.

Contacting the School District's Financial Management

This financial report is designed to provide our citizens, taxpayers, and investors and creditors with a
general overview of the School District's finances and to show the School District's accountability for the
money it receives. Questions about this report or additional information needed should be directed to
John Stith, Chief Operations Officer (270) 769-8800, 65 W. A. Jenkins Road, Elizabethtown, Kentucky,
42701.
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