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MILLER, MAYER, SULLIVAN & STEVENS LLP

CERTIFIED PUBLIC ACCOUNTANTS
"INNOVATORS OF SOLUTION TECHNOLOGY™M

INDEPENDENT AUDITORS’ REPORT

Commissioners and Board of Control
Kentucky High School Athletic Association
Lexington, Kentucky

We have audited the statements of financial position of the Kentucky High School Athletic Association (a
nonprofit organization) as of June 30, 2003 and 2002, and the related statements of activities and cash flows
for the years then ended. These financial statements are the responsibility of the Association’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Kentucky High School Athletic Association at June 30, 2003 and 2002, and the results of their
activities and cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The supplemental data included in this report is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audits of the basic financial statements, and in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole,

747155&/&, 747@?%, %%VVM, & Q&VW, #73

Lexington, Kentucky
August 26, 2003

www.mmsstip.com {859) 223-3095
2365 HARRODSBURG RCAD LEXINGTON, KENTUCKY 40504-3399 FAX: (859) 223.2143



KENTUCKY HIGH SCHOOL ATHLETIC ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
For the Years Ended June 30, 2003 and 2002

-NATURE OF ACTIVITIES AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Activities. The Kentucky High School Athletic Association (the Association) is a nonprofit
Association organized for the purpose of development, regulation and purification of athletic activities
in the Commonwealth of Kentucky.

Basis of Accounting. The financial statements of the Association have been prepared on the accrual
basis of accounting.

Cash and Cash Equivalents. Cash and cash equivalents consist of cash and certificates of deposit with
original maturities of three months or less.

Recognition of Donor Restrictions. The Association reports gifts of cash and other assets as
temporarily restricted support if they are received with donor stipulations that limit the use of the
donated assets. When a donor restriction expires, that is, when a stipulated time restriction ends or
purpose of the restriction is accomplished, temporarily restricted net assets are reclassified to
unrestricted net assets and reported in the statement of activities as net assets released from restrictions.

Estimates. The preparation of financial statements in conformity with generally accepted accounting
principles require management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.

Reclassifications. Certain presentations of accounts previously reported have been reclassified to conform
to the current year presentation. Such reclassification had no effect on net assets as previously reported.

Property and Equipment. The Association reports gifts of land, buildings, and equipment as
unrestricted support unless explicit donor stipulations specify how the donated assets must be used.
Gifts of long-lived assets with explicit restrictions that specify how the assets are to be used and gifts
of cash or other assets that must be used to acquire long-lived assets are reported as restricted support.
Absent explicit donor stipulations about how long those long-lived assets must be maintained, the
Association reports expirations of donor restrictions when the donated or acquired long-lived assets are
placed in service.

Assets with useful lives of more than one year and a cost greater than $500 are capitalized and
depreciated over their useful hife.

Property and equipment are stated at cost and are depreciated using the straight-line method over the
following estimated useful lives:

Asset Class Years
Furniture and equipment 3-10
Building 40

Income Taxes. The Association is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code,




KENTUCKY HIGH SCHOOL ATHLETIC ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
For the Years Ended June 30, 2093 and 2002

Financial Statement Presentation. These financial statements are presented in accordance with
Statement of Financial Accounting Standards (SFAS) No. 117, “Financial Statements of Not-for-Profit
Organizations.” SFAS No. 117 established standards for external financial reporting by not-for profit
organizations and requires that resources be classified for accounting and reporting purposes into three
classes of net asset categories according to externally (donor) imposed restrictions:

a. Unrestricted net assets encompass the portion of net assets that are neither permanently restricted
nor temporarily restricted by donor-imposed stipulations,

b. Temporarily restricted net assets are the net assets resulting from contributions and other inflows
whose use by the Association is limited by donor-imposed stipulations that either expire by
passage of time or can be fulfilled and removed by actions of the Association pursuant to those
stipulations.

c. Permanently restricted net assets are the net assets resulting from contributions and other inflows
whose use by the Association is limited by donor-imposed stipulations that neither expire by
passage of time nor can be fulfilled or otherwise removed by actions of the Association.

Contributions. In accordance with SFAS No. 116, “Accounting for Contributions Received and
Confributions Made,” contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and nature of the donor restrictions.

Investments. Investments are recorded in accordance with SFAS No. 124, "Accounting for Certain
Investments Held by Not-for-Profit Organization." Under SFAS No. 124, investments in marketable
securities withreadily determinable fair values and all investments in debt securities are valued at their
fair values in the statement of financial position. Unrealized gains and losses are included in the change
in net assets.

Accounts Receivable. Receivable balances are stated at their unpaid balance. Management evaluates the
collectibility of accounts receivable on an individual account basis and, using the specific write-off
method, charges to expense the balance of accounts that are deemed not collectible. Generally accepted
accounting principles requires that an allowance for uncollectible account balances be established for
uncollectible account balances, and write-offs charged to the allowance account when collection efforts
have been exhausted. The difference in accounting treatment is not material to these financial statements.

TEMPORARILY RESTRICTED AND BOARD DESIGNATED NET ASSETS

Temporarily restricted net assets are restricted for the development of the Museum, and totaled $-0-
and $143,553 at June 30, 2003 and 2002, respectively.



KENTUCKY HIGH SCHOOL ATHLETIC ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
For the Years Ended June 30, 2003 and 2002

Unrestricted net assets have been designated by the Board of Control for the following purposes:

2003 2002
Debt prepayment 3 (5,000 $ 175,000
Museum development 21,095 64,774
Trademark/Novelty reserve 55,506 54,025
Officials division 26,354 34,181
Plant emergencies 48,925 16,622
Equipment replacement 63,899 43,411
Training/development reserve 34,230 12,685
Student SID Program 1,340
Title IX Project 50,642 5,322
Legal expense 50,000 60,000
Sportsmanship Scholarships 11,434 10,884
Sportsmanship Awards 650 6,195

§ 357734 §.. 484439

LAND, BUILDINGS, & EQUIPMENT

Land, buildings, and equipment consist of the following:

2003 2002
Land ' § 431,341 § 431,341
Building 3,192,225 3,004,768
Equipment 369,162 365.089
3,992,728 3,801,198
Accumulated depreciation : (1.161.248) (1,065,637}

$ 2831480 § 2.735.561

Depreciation expense for the years ended June 30, 2003 and 2002 was $95,812 and $102,589,
respectively.

PENSIONS

a. Kentucky Teachers’ Retirement System. Eligible employees of the Association participate in
the Statewide Kentucky Teachers’ Retirement System (System), a multi-employer public
employee retirement system established and administered by the Commonwealth of Kentucky to
provide benefit pension plan coverage for local school districts and other public educational
agencies within the state.

Chapter 161 Section 220 of the Kentucky Revised Statutes stipulates who may become a member
of the Teachers’ Retirement System. Generally, eligible persons are employed by local boards of
education, the State Department of Education, some state universities, and some non-state



- KENTUCKY HIGH SCHOOL ATHLETIC ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
For the Years Ended June 30, 2003 and 2002

supported organizations. Information regarding total payroll for employees covered by the System
for the year ended June 30, 2003 was not available.

Employees are entitled to an annual retirement benefit, payable monthly for life, if they either
attain the age of fifty-five (55) and complete five (5) years of Kentucky service or complete
twenty-seven (27) years of Kentucky service. Non-university employees receive monthly
payments equal to either two (2} percent (service prior to January 1, 1984) or two and one half
(2Y2) percent (service after January 1, 1984) of their final average salaries for each year of credited
service. The final average salary for employees retiring under the age of fifty-five is the average
of the employee’s five (5) highest annual salaries, and for employees retiring at the age of fifty-
five or over, it is the average of the employee’s three (3) highest annual salaries. Employees with
less than twenty-seven (27) years of service may retire and receive reduced benefits. Members’
retirement benefits become vested when they complete five (5) years of credited service.

Members are required by statute to contribute 9.855% of their salaries to the System. The
Association contributes the remaining amounts necessary to finance the participation of
employees in the System. Employer contributions are determined as a level percentage of payroll.
If an employee leaves covered employment before accumulating five (5) years of credited service,
accumulated employee contributions plus interest earned are refunded to the employee upon his
or her request. The contributions for 2003 were $41,297 from the Association and $31,175 from
the Commissioners. The contributions for 2002 were $41,491 from the Association and $31,202
from the Commissioners. The Association’s contributions for 2003 and 2002 represented 13.578%
and 13.793% of covered payroll.

The “pension benefit obligation” is a standardized disclosure measure of the present value of
pension benefits, adjusted for the effects of projected salary increases, estimated to be payable in
the future as a result of employee service to date. The measure is the actuarial present value of
credited projected benefits and is intended to help users assess KTRS funding status on a going-
concern basis, assess progress made in accumulating sufficient assets to pay benefits when due,
and make comparisons among public employee retirement systems.

Historical trend information showing the System’s progress in accumulating sufficient assets to
pay benefits when due is presented in the System’s comprehensive annual report.

The System does not make separate measurements of assets and pension benefit obligations for
individual employers. Information on the pension benefit obligation as of June 30, 2003 and the
System’s net assets available for benefits on that date 1s not available.

Based on informnation in the comprehensive annual report of the Teachers Retirement Systems as
of June 30, 2002, the following information is provided:
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Number of active and retired members at June 30, 2002:

Retirees and beneficiaries currently receiving benefits 33,457
Terminated employees entitled to benefits, but not yet receiving them 5,995
Active Plan members 54.175
Total 93.627
Pension benefit obligation, June 30, 2002 $ 15.695.574.,000
Actuarial value of plan assets, June 30, 2002 $13,588.847.000
Unfunded accrued liability, June 30, 2002 $§ 2.106,726,000

Kentucky Employees® Retirement System. Certain other eligible employees participate in the
Statewide Kentucky Employees’ Retirement System (Plan), a multi-employer public employee
retirement system, established and administered by the Commonwealth of Kentucky.

The System is a defined benefit plan which covers substantially all regular full-time employees
of any state department, board, or agency directed by Executive Order to participate in the System.
Information regarding total payroll for employees covered by the System for the year ended June
30, 2003 was not available,

Eligible members of the Kentucky Retirement Systems are entitled to an annual retirement benefit,
payable monthly for life, if they either attain the age of 65 and have 48 or more months of service
or accumulate 27 years of service credit. The monthly retirement allowance is equal to 1.97% of the
average annual salary of the members’ five highest earnings years multiplied by the number of vears
of service credit divided by twelve. Members retiring at less than 55 vears of age with 25 or more
years of service credit are entitled to reduced benefits. Members’ retirement benefits become fully
vested when they complete sixty months of service, twelve of which are current service.

For the year ended June 30, 2002, participating employees contributed 5% of creditable
compensation to the System. Employer contribution rates are intended to fund the System’s
normal cost on a current basis plus one percent (1%) of unfunded past service costs per annum
plus interest at the actuarial assumed rate. Such contribution rates are determined by the Board
of Trustees of Kentucky Retirement Systems each biennium. Participating employers contributed
at 5.89% of members’ non-hazardous compensation for the year ended June 30, 2002.

The contribution requirement for the year ended June 39, 2003 was $17,567. The contributions
for 2002 consisted of $9,509 from the Association and $8,058 from the employees. The
contribution requirement for the year ended June 30, 2002 was $16,579. The contributions for
2002 consisted of $8,465 from the Association and $8,114 from the employees.
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The “pension benefit obligation” is a standardized disclosure measure of the present value of
pension benefits, adjusted for the effects of projected salary increases, estimated to be payable in
the future as a result of employee service to date. The measure is the actuarial present value of
credited projected benefits and is intended to help users assess the System’s funding status on a
going-concern basis, assess progress made in accumulating sufficient assets to pay benefits when
due, and make comparisons among public employee retirement systems (PERS). The measure is
independent of the actuarial funding method used to determine contribution to the System.

The Plan does not make separate measurements of assets and pension benefit obligations for
individual employers. Information on the pension benefit obligation as of June 30, 2003 and the
Plan’s net assets available for benefits on that date is not available,

Based on information in the comprehensive report of the Plan for the year ended June 30, 2002,
the following information is provided:

Number of active and retired members at June 30, 2002:

Retirees and beneficiaries currently receiving benefits 27,911
Terminated plan members -- vested ‘ 3,542
Terminated plan members -- non-vested ‘ 15,245
Active plan members : : : ‘ _ 52,766

| 99.464
Pension benefit obligation, June 30, 2002 3§ 6.348.164.000
Actuarial value of plan assets, June 30, 2002 3 7.030.468.000
Excess funding, June 30, 2002 $ 682,305,000

ACCRUED SICK LEAVE

Association employees are granted sick leave in accordance with administrative policy. Employees
earn one day per month with unlimited accumulation. Employees are compensated for 30% of unused
accumulated sick leave upon retirement. Compensation shall be the daily rate of pay being received
at the time of retirement, based upon 260 work days per year.

As of June 30, 2003 and 2002, the estimated accrued sick leave Hability is $73,013 and $53,526,
respectively.

NOTES PAYABLE

On February 1, 1994, the Association entered into a loan agreement with the Lexington-Fayette Urban
County Govemment relating to the Industrial Building Revenue Refunding Bonds (KHSAA
PROJECT) of 1994. The Lexington-Fayette Urban County Government issued Industrial Building
Revenue Bonds that were sold in a private sale to The Fifth Third Bank of Central Kentucky, Inc. The
Association signed a fifteen year promissory note with the Lexington-Fayette Urban County

10
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For the Years Ended June 30, 2003 and 2002

Government. Interest on the note was 5.1% through and including January 31, 1999, to be adjusted
cach fifth year. Effective Fetwuary 1, 1999, the rate was renegotiated to 5.4% fixed through the
remaining life of the loan. Payments on the promissory note have been irrevocably assigned to The
Fifth Third Bank as trustee. The balance of the loan was $904,852 and $1,246,847 at June 30, 2003
and 2002, respectively.

The terms of the loan agreement require, among other covenants, the following:

Annual audited financial statements,

Prior written consent before assets are transferred, pledged or encumbered,
Maintenance of nonprofit and tax exempt status,

Prior approval of additional indebtedness greater than $50,000,

Cash flow coverage of 1.2 to 1, and

Maintenance of a debt service reserve fund.

Cash flow coverage is defined as the ratio of the sum of the increase in net assets plus depreciation
plus imterest expense to the sum of current matunities of long-term debt plus interest expense, as such
appear on the audited financial statement. The Association had a cash flow coverage ratio of .52 to-
1 for the year ended June 30, 2003 and .87 to 1 for the year ended June 30, 2002.

The debt service reserve fund is required to be “the least of (1) maximum annual debt service on the
Bonds, {ii} 125% of average annual debt service on the Bonds or (111) 10% of the principal amount of

- the:Bonds, provided that in no event shall any portion of the Debt Service Reserve Fund funded with
proceeds fromthe sale of the bonds exceed 10% of the sale proceeds of the Bonds.” At June 30, 2003
and 2002, the debt service reserve was $224,000.

The expected principal payments over the next five year period and thereafter are as follows:

Principal

Fiscal Year Obligation
2004 $ 178,773
2005 188,931
2006 199,538
2007 210,741
2008 126,869
$_904.852

Interest expense for the year ended June 30, 2003 and 2002 totaled $62,004 and $72,207, respectively.
Debt issuance costs of $120.331 assoctated with the issuance of the debt are amortized over the life
of the loan (15 years) and are presented on the balance sheet net of amortization of $42,718 and
$51,475 for the years ended June 30, 2003 and 2002, respectively.

I3



KENTUCKY HIGH SCHOOL ATHLETIC ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
For the Years Ended June 30, 2003 and 2002

CASH ON DEPOSIT WITH BANKS

As of June 30, 2003, the carrying amount of Kentucky High School Athletic Associations’ cash
deposits with banks was $§744,105, and the actual bank balance was $912,649. Of the bank balance,
$163,572 was covered by federal depository insurance, and $749,077 was collateralized in conjunction
with other public service accounts by designated funds at Fifth Third Bank.

INVESTMENTS

Restricted investments at June 30, 2003 consisted of the following:

Par Cost Market Rate Maturity
U.S. Treasury Note $ 225000 § 224271 § 224271 .83% 11/20/03
Money Market account 23,887 23,887 23.887 63%
Totals § 248887 § 248,158 § 248.158

Unrestricted investments at June 30, 2003 consisted of the following:

Par Cost Market Rate Maturity
Money market account  § 400,000 $ 400000 § 400,000 0.33%

Restricted investments at June 30, 2002 consisted of the folloWing:

Par Cost ‘Market Rate Maturity
U.S. Treasury Note $ 227000 § 224911 $ 225,139 1.42% 12/20/02
Money Market account 123,385 123,385 123,385 1.00%
Totals 350,385 348,296 348,524

Unrestricted investments at June 30, 2002 consisted of the following:

Par Cost Market Rate Maturity

Federal Home Loan Bond § 405,000 § 401,445 $ 401,679 1.87% 12/20/02

Federal Home Loan Bond 210,000 208,378 208,425 1.80% 12/05/02
Totals 615.000 609,823 610.104

In addition, the Association has funds invested in a money market account, which are designated for
the Museum. The balance in this account was $122,299 and $258,500 as of June 30, 2003 and 2002,
respectively.

12
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NOTES TO FINANCIAL STATEMENTS
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Total investment return for the vears ended June 30, 2003 and 2002 are as follows:

2003 2002
Interest earned 5 14,185 § 45,651
Unrealized gain (loss) on investments 508
Total investment return 3 14,185 h) 46,159

In fiscal year 1999, the Association entered into a repurchase agreement with Fifth Third Bank. Under
this agreement, the Bank does not segregate the securities to be sold and repurchased. However, the
Association’s interest in the underlying securities was noted in the Bank’s records. The securities were
held as collateral for the Association’s investment. The Association cannot resell, pledge, assign, or
otherwise dispose of the securities so purchased.

CONCENTRATIONS OF CREDIT RISK

Major Activities. The Association eammed $1,282,692 and $1,215,314 in pross revenue from the Boys
State Basketball Tournament for the years ended June 30, 2003 and 2002, respectively. This represents
approximately 43% of the Association's total gross revenues and support for 2003 and 2002, respectively. .

The Association camed $452,291 and $448,740 in fees from member schools and officials for the .
years ended June 30, 2003 and 2002, respectively. These fees represent approximately 16% and 15%
of the Association's total gross revenues and support for 2003 and 2002, respectively.
Subseqguent Events

Subsequent to June 30, 2003, the Association received a waiver for non-compliance with the "Cash
Fiow Coverage" covenant for the year ending June 30, 2003, This waiver releases the Association
from call provisions on its debt to Fifth Third Bank of Central Kentucky, Inc. only as it pertains to the
year ended June 30, 2003 and 2002.

Deferred Revenues

Deferred revenues consist of the following:

2003 2002
Unearned dues paid by member schools $ 35200 § 31,400
Unearned portion of museum support contract 83,428 50,000
Unearned registration fees pawd by officials 89.069

$ 207697 § 81400

13



SUPPLEMENTAL DATA



43

SHNUS [ornoy A fo Led ol wo 2ip s Suduciucon wyy

LISST8T §  8pSPERT §  §ESEC S OP9T6 S  E6LEL $  SEEIF §  6ECLF § 88L6IS  SOISIS  SOTST S  OTIOPS  OEFSL$  9SLLTT S £5S6IF § IETSEet §

061y o't £€5'7C 374 XN [ &4 erll 615°S

L£0'87 1Lv'8E . (¥ 14

gELES §r8'g9 248'89

60£°61 900'9 1) [ol 0oF 006'C 0L 491

Legael £2¢°L91 601'8 29 [z 796°¢ £81°¢ PEL'Y $97'8T 0169 9L0°01 GLL'O1 xaa Al LOL'EL

R 710'8 £L9°T 1bt's

GLL'bL £80°501 geL'cl ShE'6R

0£zT'0T1 $50°2Z1 LFE'FE $EL'T 9786 £87°[1 65T'¢ ¥ZTE 152°01 SOT°IL 601°12 SeL'o

SEFZ61 LOP'PZE FHOFE POR'S SES9T FeZ ol g1'g 100’9 6LES] LTS LL 995" 9EL gt

FLI'FZT GLE'GYT 508'c 000'c 09¢°1 s18'el S60°% 0¥8'1 GSK'E LSFgl 085°1 866961

Lozl L0601 L06°501

ZZ0'8 LEL'8 LSL'8

PEO'GY $89°9L $80°9L

65T'TT 686'91 636°91

687'8F F6T'TE 67Ty

{ET'RS 01E'0F 01£'0r

£r0'99 119'9¢ 119'0¢

088°€€ 019'0p 019'0

T0£'ET gre'el 2££'81

6v0'61E 0E€'ETT STl 0841 780'¢ Tize 9eL' [7AY [FA 086'C1 £29°0T 109'5¢ FPO'0EL

08¢'867 FAXNS 72 TECCHE

685201 718's6 71866

LOT'TL IEH'S9 TEV'SO

68T'1Z1 P66'SHL p66°5F1
iol'ssy  § 061°L89  $ ¢ $ § $ g $ $ $ $ $ $ $ 6L $
sasuaddxy sasuailxy Busieyy s110dg 309 1eqI08 130008 Aaunoe)y GUITENR spuaAg EECENA spjoie|d JUITBVARC ], JUBWETITIC],  RAIENSIBIKIPY

[0 1€Jo L pung L[PYH 8017 ELCT | {1eqioog Ieglaxseqg Teqraseg puy jg1auan
z00Z £007 Jo el 8IS S[AIT) nwyg skog

ZO0Z ‘08 GUNP PApUT JRDA L) 10} SERI0L dApeIedWOD UNM
£00Z '0E SUNC papuUI JBa A dY3 404
SISNIAXI TYNCILONND 40 LINFWALVLS
NOLLYIJO0SSY JLLATHLY TOOHDS HOIH AMOALNAM

sasuadxa o

SUOISSLLWIOY $3(e§
afesn suoyd |20 pur o)y
sasuadxa S[eIR1je pue ST
asuadxa 1ENSIA OIpTY

51502 fusA3 JIIQ)

asuadxa diysiosuodg
3OMJaU OIpEY

SLI0M JUSLWBLLNG |
SplRME puE sasuadxa wea]
J2Iuas £1]108] JUSWBWNG |
SNOBURY[FOSIN

1500 13p JO UONEZINOWy
SoUBUAUIBW pUe Sieday
[PAEL) DATIENS UIUPY
10031073 JO paeog

adeisod

suoydalsi pue saimjun
san(q

Juzudo|2Aep [BUOISSHCL]
suoneotqnd pue unuud
523 [BUOISS2JOL]
uonezaxdag

asuadxa jsauay)

22URISY|

Hu—__._cmguﬂm



