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To the School Board and Management of
Independent School District No. 622
North St. Paul – Maplewood – Oakdale, Minnesota

We have prepared this management report in conjunction with our audit of Independent School District
No. 622’s (the District) financial statements for the year ended June 30, 2016. The purpose of this report
is to communicate information relevant to the financing of public education in Minnesota and to provide
comments resulting from our audit process. We have organized this report into the following sections:






Audit Summary
Funding Public Education in Minnesota
Financial Trends of Your District
Legislative Summary
Accounting and Auditing Updates

We would be pleased to further discuss any of the information contained in this report or any other
concerns that you would like us to address. We would also like to express our thanks for the courtesy and
assistance extended to us during the course of our audit.
The purpose of this report is solely to provide those charged with governance of the District,
management, and those who have responsibility for oversight of the financial reporting process comments
resulting from our audit process and information relevant to school district financing in Minnesota.
Accordingly, this report is not suitable for any other purpose.

Minneapolis, Minnesota
December 8, 2016
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AUDIT SUMMARY
The following is a summary of our audit work, key conclusions, and other information that we consider
important or that is required to be communicated to the School Board, administration, or those charged
with governance of the District.
OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY ACCEPTED IN THE UNITED
STATES OF AMERICA, GOVERNMENT AUDITING STANDARDS, AND TITLE 2 U.S. CODE OF FEDERAL
REGULATIONS (CFR) PART 200, UNIFORM ADMINISTRATIVE REQUIREMENTS, COST PRINCIPALS,
AND AUDIT REQUIREMENTS FOR FEDERAL AWARDS (UNIFORM GUIDANCE)
We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the District as of and for the year ended June 30, 2016, and the
related notes to the financial statements. Professional standards require that we provide you with
information about our responsibilities under auditing standards generally accepted in the United States of
America, Government Auditing Standards, and the U.S. Office of Management and Budget’s (OMB)
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance), as well as certain information related to the planned scope and timing of our audit.
We have communicated such information to you verbally and in our audit engagement letter. Professional
standards also require that we communicate to you the following information related to our audit.
PLANNED SCOPE AND TIMING OF THE AUDIT
We performed the audit according to the planned scope and timing previously discussed and coordinated
in order to obtain sufficient audit evidence and complete an effective audit.
AUDIT OPINION AND FINDINGS
Based on our audit of the District’s financial statements for the year ended June 30, 2016:








We have issued an unmodified opinion on the District’s annual financial statements.
We reported no deficiencies in the District’s internal control over financial reporting that we
considered to be material weaknesses. It should be understood that internal controls are never
perfected, and those controls which protect the District’s funds from such things as fraud and
accounting errors need to be continually reviewed by your management and modified as
necessary.
The results of our testing disclosed no instances of noncompliance that are required to be reported
under Government Auditing Standards.
We noted that the Schedule of Expenditures of Federal Awards is fairly stated, in all material
respects, in relation to the basic financial statements.
The results of our tests indicate that the District has complied, in all material respects, with the
types of compliance requirements applicable that could have a direct and material effect on each
of its major federal programs.
We reported one matter involving the internal control over compliance and its operation that we
consider to be a significant deficiency in our testing of major federal programs:
1. During our audit, we noted that the District did not have documented written controls to
ensure compliance with the OMB’s Uniform Guidance cash management, allowable
costs, subrecipient monitoring, and financial management standards.



We reported no findings based on our testing of the District’s compliance with Minnesota laws
and regulations.
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EXTRACURRICULAR STUDENT ACTIVITY ACCOUNTS
In accordance with Minnesota Statutes, the District’s School Board has elected not to exercise control
over the transactions of the extracurricular student activity accounts maintained at various district sites.
Consequently, the cash receipts and disbursements of the District’s extracurricular student activity
accounts are reported in a separate set of financial statements, rather than being reported within the
District’s General Fund. We have issued an opinion on these separate financial statements, stating that
they fairly present the cash balances and cash receipts and disbursements of these accounts as of and for
the year ended June 30, 2016 on the cash basis of accounting. Our opinion was qualified for a limitation
related to the completeness of cash receipts reported.
We reported one deficiency involving internal control over financial reporting for the District’s
extracurricular student activities that we consider to be a material weakness. The District reports student
activities on a cash basis, and has not established procedures to ensure that all cash collections are
recorded in the accounting records. Procedures such as the use and reconciliation of prenumbered
receipts, prenumbered admission tickets for events, and inventory controls over items sold for fundraisers
would help strengthen the controls in this area.
We also issued a report on compliance with the Minnesota Department of Education’s (MDE) Manual for
Activity Fund Accounting, in which we reported one finding. This finding is as follows:
1. We noted 3 of 52 student activity accounts had negative fund balances at June 30, 2016.
FOLLOW-UP ON PRIOR YEAR FINDINGS AND RECOMMENDATIONS
As part of our audit of the District’s financial statements for the year ended June 30, 2016, we performed
procedures to follow-up on any findings and recommendations that resulted from our prior year audit. The
following is a summary of these findings and recommendations along with the results of our follow-up:


Minnesota Statute § 471.425 requires prompt payment of local government bills within a standard
payment period of 35 days from the receipt of goods and services for districts with governing
boards that meet at least once per month. During the fiscal 2015 audit, we noted one invoice
selected for testing was not paid within the required 35 days after the District’s receipt of goods
and services. This was not a finding in the current year.

SIGNIFICANT ACCOUNTING POLICIES
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the District are described in Note 1 of the notes to basic financial statements.
No new accounting policies were adopted and the application of existing policies was not changed during
fiscal 2016. We noted no transactions entered into by the District during the year for which there is a lack
of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
CORRECTED AND UNCORRECTED MISSTATEMENTS
Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are trivial, and communicate them to the appropriate level of management.
Where applicable, management has corrected all such misstatements. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management, when applicable,
were material, either individually or in the aggregate, to each opinion unit’s financial statements taken as
a whole.
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ACCOUNTING ESTIMATES AND MANAGEMENT JUDGMENTS
Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s knowledge and experience about past and current events and assumptions about
future events. Certain accounting estimates are particularly sensitive because of their significance to the
financial statements and because of the possibility that future events affecting them may differ
significantly from those expected. The most sensitive estimates affecting the financial statements were:
General education revenue and certain other revenues are computed by applying an allowance per
student to the number of students served by the District. Student attendance is accumulated in a
state-wide database—MARSS. Because of the complexity of student accounting and because of
certain enrollment options, student information is input by other school districts and the MARSS data
for the current fiscal year is not finalized until after the District has closed its financial records.
General education revenue and certain other revenues are computed using preliminary information on
the number of students served in the resident district and also utilizing some estimates, particularly in
the area of enrollment options.
Special education state aid includes an adjustment related to tuition billings to and from other school
districts for special education services which are computed using formulas derived by the MDE.
Because of the timing of the calculations, this adjustment for the current fiscal year is not finalized
until after the District has closed its financial records. The impact of this adjustment on the receivable
and revenue recorded for state special education aid is calculated using preliminary information
available to the District.
The District has recorded a liability in the Statement of Net Position for severance benefits payable
for which it is probable employees will be compensated. The “vesting method” used by the District to
calculate this liability is based on assumptions involving the probability of employees becoming
eligible to receive the benefits (vesting), the potential use of accumulated sick leave prior to
termination, and the age at which such employees are likely to retire.
The District has recorded activity for other post-employment benefits (OPEB) and pension benefits.
These obligations are calculated using actuarial methodologies described in Governmental
Accounting Standards Board (GASB) Statement Nos. 27, 45, and 68. These actuarial calculations
include significant assumptions, including projected changes, healthcare insurance costs, investment
returns, retirement ages, proportionate share, and employee turnover.
The depreciation of capital assets involves estimates pertaining to useful lives.
The District’s self-insured activities require recording a liability for claims incurred but not yet
reported, which are based on estimates.
We evaluated the key factors and assumptions used by management to develop the estimates discussed
above in determining that they are reasonable in relation to the financial statements taken as a whole.
The financial statement disclosures are neutral, consistent, and clear.
DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT
We encountered no difficulties in dealing with management in performing and completing our audit.
DISAGREEMENTS WITH MANAGEMENT
For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be
significant to the financial statements or the auditor’s report. We are pleased to report that no such
disagreements arose during the course of our audit.
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MANAGEMENT REPRESENTATIONS
We have requested certain representations from management that are included in the management
representation letter dated December 8, 2016.
MANAGEMENT CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves
application of an accounting principle to the District’s financial statements or a determination of the type
of auditor’s opinion that may be expressed on those statements, our professional standards require the
consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.
OTHER AUDIT FINDINGS OR ISSUES
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the District’s auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our retention.
OTHER MATTERS
We applied certain limited procedures to Management’s Discussion and Analysis and the remaining
pension and OPEB-related required supplementary information (RSI) that supplements the basic financial
statements. Our procedures consisted of inquiries of management regarding 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 did not audit the RSI and do not express an opinion or provide any assurance on
the RSI.
We were engaged to report on the supplemental information, Schedule of Expenditures of Federal
Awards, and Uniform Financial Accounting and Reporting Standards Compliance Table accompanying
the financial statements, which are not RSI. With respect to this supplementary information, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the
information to determine that the information complies with accounting principles generally accepted in
the United States of America, the method of preparing it has not changed from the prior period, and the
information is appropriate and complete in relation to our audit of the financial statements. We compared
and reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or to the financial statements themselves.
We were not engaged to report on the introductory section and other district information which
accompany the financial statements but are not RSI. Such information has not been subjected to the
auditing procedures applied in the audit of the basic financial statements and, accordingly, we do not
express an opinion or provide any assurance on it.
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FUNDING PUBLIC EDUCATION IN MINNESOTA
Due to its complexity, it would be impossible to fully explain the funding of public education in
Minnesota within this report. A summary of legislative changes affecting school districts and charter
schools included later in this report gives an indication of how complicated the funding system is. This
section provides some state-wide funding and financial trend information.
BASIC GENERAL EDUCATION REVENUE
The largest single funding source for Minnesota school districts is basic general education aid. Each year,
the Legislature sets a basic formula allowance. Total basic general education revenue is calculated by
multiplying the formula allowance by the number of pupil units for which a district is entitled to aid.
Pupil units are calculated using a legislatively determined weighting system applied to average daily
membership (ADM). Over the years, various modifications have been made to this calculation, including
changes in weighting and special consideration for declining enrollment districts.
The table below presents a summary of the formula allowance for the past decade and as approved for the
2017 fiscal year. The amount of the formula allowance and the percentage change from year to year
excludes non-comparable changes such as temporary funding increases, the “roll-in” of aids that were
previously funded separately, potential reductions due to levying less than the maximum student
achievement levy rate, and the one-time replacement of a portion of general education aid with federal
fiscal stabilization funds in fiscal 2010.
Formula Allowance
Percent
Increase
Amount

Fiscal Year
Ended June 30,
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

$
$
$
$
$
$
$
$
$
$
$

4,974
5,074
5,124
5,124
5,124
5,174
5,224
5,302
5,831
5,948
6,067

4.0
2.0
1.0
–
–
1.0
1.0
1.5
2.0
2.0
2.0

%
%
%
%
%
%
%
%
% *
%
%

* The $529 increase in 2015 was offset by changes to
pupil weightings and the general education aid
formula that reduced the increase to the equivalent of
$105, or 2.0 percent, state-wide.

In recent years, modest increases in the formula allowance have forced many districts to continually cut
expenditure budgets or seek increased referendum revenue in order to maintain programs.
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STATE-WIDE SCHOOL DISTRICT FINANCIAL HEALTH
One of the most common and comparable statistics used to evaluate school district financial health is the
unrestricted operating fund balance as a percentage of operating expenditures.

State-Wide Unrestricted Operating Fund Balance
as a Percentage of Operating Expenditures
27%
24%
21%
18%
15%
12%
9%
6%
3%
–
2007

2008

2009

2010

2011

State-Wide

2012

2013

2014

2015

2016

ISD No. 622

Note: State-wide information is not available for fiscal 2016.
The calculation above reflects only the unrestricted fund balance of the General Fund, and the
corresponding expenditures, which is the same method the state uses for the calculation of statutory
operating debt. We have also included the comparable percentages for your district.
As of June 30, 2015, this ratio was 3.2 percent for the District, as compared to a state-wide average of
20.6 percent. The District’s unrestricted operating fund balance as a percentage of operating expenditures
was 8.1 percent at the end of the current year.
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The table below shows a comparison of governmental fund revenue per ADM received by Minnesota
school districts and your district. Revenues for all governmental funds are included, except for the Capital
Projects – Building Construction and Post-Employment Benefits Debt Service Funds. Other financing
sources, such as proceeds from sales of capital assets, insurance recoveries, bond sales, loans, and
interfund transfers, are also excluded.
Governmental Funds Revenue per Student (ADM) Served

State-Wide
2014
2015
General Fund
Property taxes
Other local sources
State
Federal
Total General Fund
Special revenue funds
Food Service
Community Service
Debt Service Fund
Total revenue

$

Seven-County
Metro Area
2014
2015

ISD No. 622 – N. St. Paul
2014
2015
2016

972
480
9,036
458
10,946

$ 1,657
489
8,967
441
11,554

$ 1,285
397
9,257
480
11,419

$ 2,187
387
9,030
447
12,051

$ 1,074
219
9,082
429
10,804

$ 1,732
193
9,073
388
11,386

$ 1,724
217
9,649
398
11,988

504
553
1,090

522
551
1,061

500
667
1,187

516
651
1,127

533
707
1,065

568
752
1,110

567
788
1,141

$ 13,093

$ 13,688

$ 13,773

$ 14,345

$ 13,109

$ 13,816

$ 14,484

11,253

11,212

11,141

ADM served per MDE School District Profiles Report (current year estimated)

Note: Excludes the Capital Projects – Building Construction and Post-Employment Benefits Debt Service Funds.
Source of state-wide and seven-county metro area data: School District Profiles Report published by the MDE

ADM used in the table above is based on enrollments consistent with those used in the MDE School
District Profiles Report, which include extended time ADM, and may differ from ADM reported in other
tables.
The mix of local and state revenues vary from year to year primarily based on funding formulas and the
state’s financial condition. The mix of revenue components from district to district varies due to factors
such as the strength of property values, mix of property types, operating and bond referendums,
enrollment trends, density of population, types of programs offered, and countless other criteria. Revenue
neutral adjustments attributable to the legislatively-approved tax shift have significantly impacted the
recognition of property tax and state sources by year, as presented in the table above.
The District earned approximately $161.4 million in the governmental funds reflected above in fiscal
2016, an increase of $6.5 million (4.2 percent) from the prior year, which represents an increase of $668
per ADM. Total General Fund revenue increased $602 per ADM mainly in state sources due to an
increase in the basic formula allowance, an increase in special education funding, and additional state
contributions passed through for state-wide pension plan benefits.
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The following table reflects similar comparative data available from the MDE for all governmental fund
expenditures, excluding the Capital Projects – Building Construction and Post-Employment Benefits Debt
Service Funds. Other financing uses, such as bond refundings and transfers, are also excluded.
Governmental Funds Expenditures per Student (ADM) Served

Seven-County
Metro Area
2014
2015

State-Wide
2014
2015
General Fund
Administration and district
support services
Elementary and secondary
regular instruction
Vocational education instruction
Special education instruction
Instructional support services
Pupil support services
Sites and buildings and other
Total General Fund – noncapital
General Fund capital expenditures
Total General Fund
Special revenue funds
Food Service
Community Service
Debt Service Fund
Total expenditures

$

882

$

941

$

886

$

951

ISD No. 622 – N. St. Paul
2014
2015
2016

$

914

$

969

$

927

5,091
140
1,987
536
950
881
10,467
512
10,979

5,301
147
2,058
586
992
881
10,906
581
11,487

5,408
130
2,144
630
1,019
843
11,060
442
11,502

5,635
136
2,196
689
1,072
832
11,511
493
12,004

5,276
209
2,161
632
969
981
11,142
401
11,543

5,307
231
2,235
557
1,002
1,031
11,332
342
11,674

5,250
228
2,408
530
919
989
11,251
215
11,466

513
556
1,469

528
546
1,489

512
674
1,636

523
642
1,701

524
711
1,142

550
720
1,119

563
709
1,100

$ 13,517

$ 14,050

$ 14,324

$ 14,870

$ 13,920

$ 14,063

$ 13,838

11,253

11,212

11,141

ADM served per MDE School District Profiles Report (current year estimated)

Note: Excludes the Capital Projects – Building Construction and Post-Employment Benefits Debt Service Funds.
Source of state-wide and seven-county metro area data: School District Profiles Report published by the MDE

Expenditure patterns also vary from district to district for various reasons. Factors affecting the
comparison include the growth cycle or maturity of the District, average employee experience,
availability of funding, population density, and even methods of allocating costs. The differences from
program to program reflect the District’s particular character, such as its community service programs, as
well as the fluctuations from year to year for such things as capital expenditures.
The District spent approximately $154.2 million in the governmental funds reflected above in fiscal 2016,
a decrease of $3.5 million (2.2 percent) from the prior year. On a per student basis, this represents a
decrease of $225. This decrease was spread across all functions of the General Fund as a result of a
planned reduction in staffing and fewer capital projects with the exception of special education
instruction. This function increased from the prior year due to the District utilizing federal sources to
assist in the financing of special education tuition billing.
SUMMARY
The funding for and financial position of Minnesota school districts has fluctuated significantly over the
past several years due to a number of factors, including those discussed above. This situation continues to
present a challenge for school boards, administrators, and management of these districts in providing the
best education with the limited resources available in a climate of unknown future funding levels.
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FINANCIAL TRENDS OF YOUR DISTRICT
GENERAL FUND FINANCIAL POSITION
The following graph displays the District’s General Fund trends of financial position and changes in the
volume of financial activity. Unrestricted fund balance and cash balance are two indicators of financial
health, while annual expenditures are often used to measure the size of the operation.

General Fund – Financial Position
Year Ended June 30,
$140,000,000
$120,000,000
$100,000,000
$80,000,000
$60,000,000
$40,000,000
$20,000,000
$–
$(20,000,000)
2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

Unrestricted Fund Balance
Cash and Investments (Net of Borrowing)
Expenditures

The District ended fiscal year 2016 with a General Fund cash balance of $11,419,265 (net of borrowing
and interfund receivables and payables), an increase of $8,507,170 from the previous year.
Total fund balance at year-end was $12,983,918, an increase of $9,008,667, as compared to a budgeted
increase of $3,499,894. This variance was primarily the result of the $3,186,500 sale of the Valley
Crossing Community School operated through a joint powers agreement that was required to be recorded
as restricted for operating capital fund balance of the General Fund at June 30, 2016. Unrestricted fund
balance at year-end (excluding restricted fund balance account deficits) was $7,219,267, an increase of
$4,053,738.
Changes in the metering of state aid payments to school districts and in the tax shift, as legislatively
approved, have significantly impacted cash and investment balances in the years presented in the above
graph.
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The following table presents the components of the General Fund’s balance for the past five years:

2012
Nonspendable fund balances
Restricted fund balances (1)
Unrestricted fund balances
Committed
Assigned
Unassigned
Total fund balance
Unrestricted fund balances as a
percentage of expenditures
Unassigned fund balances as a
percentage of expenditures

$

353,634
1,042,296

2013
$

Year Ended June 30,
2014

300,392
662,931

$

219,027
207,614

2015
$

123,613
686,109

2016
$

110,472
4,965,791

719,451
6,945,944
16,356,881

–
906,131
13,624,343

–
2,416,709
4,334,489

–
–
3,165,529

–
688,388
7,219,267

$ 25,418,206

$ 15,493,797

$ 7,177,839

$ 3,975,251

$ 12,983,918

20.7%

14.1%

11.5%

10.8%

5.2%

3.3%

2.4%

2.4%

6.2%

5.7%

(1) Includes deficits in restricted fund balance accounts allowed to accumulate deficits under UFARS, which are part of
unassigned fund balance on the accounting principles generally accepted in the United States of America-based
financial statements.

The table above reflects the total General Fund unrestricted fund balance and percentages, which differs
from those used in the previous discussion of state-wide fund balances, which are based on a state
formula. The resources represented by this fund balance are critical to a district’s ability to maintain
adequate cash flow throughout the year, to retain its programs, and to cushion against the impact of
unexpected costs or funding shortfalls. At June 30, 2016, unrestricted fund balance in the General Fund
represented 6.2 percent of annual expenditures, or just over three weeks of operations assuming level
spending throughout the year.
The District adopted a fund balance policy that suggests the District maintain a minimum unassigned fund
balance in the General Fund of 5.0 percent to 7.0 percent of the District’s General Fund operating budget.
At June 30, 2016, the District’s unassigned fund balance as a percentage of current year expenditures was
5.7 percent.
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AVERAGE DAILY MEMBERSHIP (ADM) AND PUPIL UNITS
The following graph presents the District’s adjusted ADM and resulting pupil units served for the past
10 years:

Adjusted ADM and Pupil Units Served
15,000
12,500

11,448
13,448

11,365
13,330

11,072
13,005

10,979
12,900

10,885
12,734

10,912
12,739

10,727
12,502

10,715
11,790

10,672
11,729

7,500

11,727
13,741

10,000

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

5,000
2,500
–
ADM

Pupil Units

The following graph shows the rate of change in ADM served by the District from year-to-year, along
with the change in the resulting pupil units:

Change in ADM and Pupil Units
1.0%
–
(1.0%)
(2.0%)
(3.0%)
(4.0%)
(5.0%)
(6.0%)
2007

2008

2009

2010

2011
ADM

2012

2013

2014

2015

2016

Pupil Units

The change in pupil units for 2015 includes the effect of legislative reductions in pupil units.
ADM is a measure of students attending class, which is then converted to pupil units (the base for
determining revenue) using a statutory formula. Not only is the original budget based on ADM estimates,
the final audited financial statements are based on updated, but still estimated, ADM since the counts are
not finalized until around January of the following year. When viewing revenue budget variances, one
needs to consider these ADM changes, the impact of the prior year final adjustments which affect this
year’s revenue, and also the final adjustments caused by open enrollment gains and losses.
The District served an estimated ADM of 10,672 in 2016, a decrease of 43 ADM (0.4 percent) from the
previous year. The resulting pupil units served by the District decreased by 61 (0.5 percent) to 11,729.
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GENERAL FUND REVENUES
The following graph presents the District’s General Fund revenues for 2016:

General Fund Revenue
$120,000,000
$100,000,000
$80,000,000
$60,000,000
$40,000,000
$20,000,000
$–
Property Taxes

State Sources
Prior Year

Budget

Federal Sources

Other

Actual

Total General Fund revenues were $133.6 million for the year ended June 30, 2016, which was
$4.4 million (3.4 percent) over the final budget. The variance to budget was mainly in federal sources and
state sources. Revenues from federal sources were $2.4 million over budget, mainly due to the District
utilizing federal sources for special education tuition billing, which was not included in the budget. State
sources were $1.5 million over budget, mainly due to the General Fund portion of the state contribution to
the Teachers Retirement Association on behalf of the District, for which neither the revenue nor the
offsetting expenditures were included in the budget.
General Fund total revenues were $5.9 million (4.6 percent) higher than the previous year. Revenue from
state sources was $5.8 million higher than the prior year due to increases in the basic general education
formula allowance, an increase in special education funding, and additional state contributions passed
through for state-wide pension plan benefits.
The graph above reflects the concentration of state sources (80.5 percent) followed by property taxes
(14.4 percent) received to finance General Fund operations.
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GENERAL FUND EXPENDITURES
The following graph presents the District’s General Fund expenditures for 2016:

General Fund Expenditures
$80,000,000
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Prior Year
Budget
Actual

Capital

Other

Total General Fund expenditures were $127.7 million for the year ended June 30, 2016, which was
$2.1 million (1.7 percent) over the final budget. The variance to budget was spread across most
categories. Employee benefits were $2.1 million over budget, mainly due to the benefit expenditures
recorded related to the pass-through of state aid for pension benefits. Purchased services costs were
$1.7 million over budget due to the District utilizing federal sources for special education tuition billing.
These variances were offset by salaries, which were $1.0 million under budget, mainly due to the
reduction in staffing.
Total General Fund expenditures were $3.1 million (2.4 percent) less than the prior year. Salaries
decreased $3.6 million due to the planned reduction in staffing. Capital expenditures were $1.4 million
less than the prior year due to fewer projects in fiscal 2016. These decreases were offset by an increase in
purchased services costs of $2.1 million due to the District utilizing federal sources for special education
tuition billing in the current year, as previously discussed.
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OTHER FUNDS OF THE DISTRICT
The following graph shows what is referred to as the other operating funds. The remaining nonoperating
funds are only included in narrative form below, since their level of fund balance can fluctuate
significantly due to such things as issuing and spending the proceeds of refunding or building bonds and,
therefore, the trend of fund balance levels are not necessarily a key indicator of financial health. It does
not mean that these funds cannot experience financial trouble or that their fund balances are unimportant.
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Food Service Special Revenue Fund
The District’s Food Service Special Revenue Fund ended fiscal 2016 with a total fund balance of
$1,238,963, an increase of $47,040, compared to a budgeted decrease of $75,185. Food service revenue
was $6,318,656, which was over budget by $181,656, primarily in federal sources in the current year.
Expenditures were $6,271,616 and over budget by $59,431, mainly in supplies and materials. The ending
fund balance of $1,238,963 in this fund represents 19.8 percent of current year expenditures.
This operation has maintained a healthy fund balance for several years and has also been able to assist in
funding a portion of several capital improvements to food service facilities in recent years. The District
should review upcoming capital needs of the child nutrition operation and incorporate that information in
establishing an optimal level of fund balance that is also within state and federal fund balance limits.
Community Service Special Revenue Fund
The District’s Community Service Special Revenue Fund ended fiscal 2016 with a total fund balance of
$1,665,105, an increase of $885,914, compared to a budgeted increase of $275,073. Revenues were
$8,782,709, which were over budget by $126,349, primarily due to program participation being more than
anticipated. Expenditures were $7,896,795 and under budget by $484,492, mainly in salaries and
employee benefits due to open staffing positions. The ending fund balance of $1,665,105 in this fund
represents 21.1 percent of current year expenditures.
Capital Projects – Building Construction Fund
The activity of this fund is largely controlled by various debt issues used for the acquisition or
construction of major capital facilities and the alternative facilities program. At June 30, 2016, the District
had a fund balance of $398,918.
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Debt Service Fund
The funding of debt service is controlled in accordance with each outstanding debt issue’s financing plan.
It is important to remember that resources of the Debt Service Fund are dedicated to payment of
outstanding debt obligations of the District.
Total fund balance in the Debt Service Fund increased by $548,948 in the current year to a year-end
balance of $3,278,833, available for future debt service payments.
Internal Service Fund
The Internal Service Fund is considered a proprietary fund and is used to account for and finance the
self-insured risks of loss for employee health benefits. At June 30, 2016, the Internal Service Fund had
$4,095,322 of net position available to pay future claims.
Post-Employment Benefits Trust Fund – Fiduciary Fund
In 2009, the District established a Post-Employment Benefits Trust Fund to account for an irrevocable
trust account established to finance the District’s liability for post-employment healthcare benefits. The
District issued $30,000,000 of general obligation taxable OPEB bonds, the proceeds of which were
contributed into the trust. At year-end, trust net position of $13,658,976 is available to pay these benefits.
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GOVERNMENT-WIDE FINANCIAL STATEMENTS
The District’s financial statements include fund-based information that focuses on budgetary compliance,
and the sufficiency of the District’s current assets to finance its current liabilities. The governmental
reporting model also requires the inclusion of two government-wide financial statements designed to
present a clear picture of the District as a single, unified entity. These government-wide financial
statements provide information on the total cost of delivering educational services, including capital
assets and long-term liabilities.
Theoretically, net position represents district resources available for providing services after its debts are
settled. However, those resources are not always in expendable form, or there may be restrictions on how
some of those resources can be used. Therefore, this statement divides net position into three components:
net investment in capital assets, restricted, and unrestricted. The following table presents a summarized
reconciliation of the District’s governmental fund balances to net position, and the separate components
of net position for the last two years:
June 30,
2016
Net position – governmental activities
Total fund balances – governmental funds
Capital assets, less accumulated depreciation
PERA and TRA pensions
Total other long-term debt
Other adjustments
Total net position – governmental activities
Net position
Net investment in capital assets
Restricted
Unrestricted
Total net position

Increase
(Decrease)

2015

$ 19,565,737
111,047,001
(87,039,088)
(115,284,600)
15,152,043

$

7,625,792
112,613,272
(87,392,241)
(125,939,995)
15,814,900

$ 11,939,945
(1,566,271)
353,153
10,655,395
(662,857)

$ (56,558,907)

$ (77,278,272)

$ 20,719,365

$ 18,616,494
9,894,250
(85,069,651)

$ 10,969,313
3,437,107
(91,684,692)

$

$ (56,558,907)

$ (77,278,272)

$ 20,719,365

7,647,181
6,457,143
6,615,041

Some of the District’s fund balances translate into restricted net position by virtue of external restrictions
(statutory restrictions) or by the nature of the fund they are in (e.g., Food Service Special Revenue Fund
balance can only be spent for food service program costs). The unrestricted net position category consists
mainly of the General Fund unrestricted fund balances, offset against noncapital long-term obligations
such as vacation or severance payable and net pension liabilities.
Total net position increased $20,719,365 during fiscal 2016. The District’s net investment in capital assets
increased $7,647,181 this year. The change in this category of net position typically depends on the
relationship between the rate at which the District’s capital assets are being depreciated, and how that
relates to the rate at which the District is repaying the debt issued to purchase or construct those assets.
The restricted portion of the District’s net position increased $6,457,143, primarily in amounts restricted
for capital asset acquisition as a result of proceeds received from the sale of a joint powers school.
Unrestricted net position increased $6,615,041 with the improved financial position of the General Fund
and Internal Service Fund, as previously discussed.
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LEGISLATIVE SUMMARY
The 2016 legislative session was relatively short and focused on contentious issues such as taxes, bonding
and transportation. Education advocates were interested in support for early learning, increasing student
support services and teacher diversity and retention. In the end, very few new chapters of law were
enacted. The supplemental budget bill provided an increase of $25 million plus a reallocation of
$53.3 million in savings from a maximum effort loan early repayment program in new money to support
education.
The following is a brief summary of recent legislative changes and issues affecting the future funding of
Minnesota school districts:
2016 Session – Brief summary of significant funding changes:
Early Repayment of Maximum Effort Loans – Allows a district with an outstanding capital loan
balance that received a loan before January 1, 2007 to close the loan by repaying the full outstanding
original principal on the loan by November 30, 2016 without paying the interest on the loan.
Voluntary Pre-Kindergarten – Aid available through a formula driven model to a state-wide cap of
$25 million to provide comprehensive programming to children who are four years old on
September 1 of the school year in which they enroll. Funding prioritized on the basis of the
concentration of prior year kindergarten students eligible for free and reduced-price lunch and the
proximity of three and four star Parent Aware programs to the district or charter school. The
application deadline for fiscal year (FY) 2017 by July 1, 2016 with the Minnesota Department of
Education (MDE) to approve by August 1, 2016.
Equity Revenue – For FY 2017–2019 makes non-metropolitan area school districts eligible for a
16 percent increase in the sliding scale portion of equity revenue. Districts within the seven-county
metropolitan area will continue to receive the 25 percent increase over the initial calculation of this
revenue source.
Support Our Students Grant Program – $12.133 million grant program to hire new support staff
(counselors, school psychologists, social workers, school nurses, and chemical dependency
counselors). Grant program eligibility includes school districts, charter schools, intermediates, and
cooperatives.
Intermediates and Cooperatives/Staff Development Grants – $4.5 million grant program to
intermediates and cooperatives that provide instruction in federal settings four or higher. Revenue to
be used for activities related to enhancing services to students who may have challenging behaviors or
mental health issues or who are suffering from trauma.
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2015 Session – Brief summary of significant funding changes:
Basic General Education Revenue – The 2015 Legislature approved 2 percent increases for each of
the two subsequent fiscal years, raising the per pupil allowance to $5,948 for FY 2016 and $6,067 for
FY 2017.
A number of other changes were made to the general education formula, including:





The extended time allowance increased from $5,017 to $5,117 beginning in FY 2016.
Charter schools with extended time programs received 25 percent of the state average per
adjusted pupil unit (APU) (about $19 per APU) beginning in FY 2016.
Funding eligibility for English learner revenue was extended from six to seven years in
FY 2017.
School districts not in a compensatory pilot project were allowed to allocate up to 50 percent
of compensatory revenue among building sites based on a local plan beginning in FY 2016.

The following changes were made to elements of the general education tax levy:




The student achievement levy, reestablished to allow districts to levy up to $20 million
state-wide for FY 2016 (taxes payable 2015), is being phased out. There will be no change to
the $20 million limit for FY 2017 (taxes payable 2016). The levy is reduced to $10 million
state-wide for FY 2018 (taxes payable 2017), and eliminated for FY 2019.
The equalization factor for operating capital was increased from $14,500 for FY 2016 to
$14,740 for FY 2017, $17,473 for FY 2018, and $20,510 for FY 2019 and later years.

Language was also added requiring districts to use the 2 percent general education staff development
set-aside for: teacher development and evaluation, principal development and evaluation, professional
development, in-service education, and staff development plans. Staff development plans are required
to be aligned and integrated with teacher development and evaluation agreements.
Quality Compensation Program (Q Comp) – The 2015 Legislature made the following changes to
the Q Comp alternative compensation for teachers program:





The cap on basic Q Comp aid increases 16.5 percent to $75,636,000 beginning in FY 2017.
Cooperatives other than intermediate districts are eligible to participate in Q Comp beginning
in FY 2017. The year prior to participating, 70 percent of the teachers employed by the
cooperative must agree to adopt a Q Comp system.
Beginning in FY 2017, the Q Comp aid formula for intermediates and other cooperatives
changes to $3,000 per licensed teacher employed on October 1 of the previous year.
Alternative teacher pay systems are now allowed to include incentives for teachers to pursue
training, advanced certifications, or masters degrees; and for teachers identified as effective
or highly effective to work in hard-to-fill positions or hard-to-staff schools.

Special Education Funding – State funding for special education was transitioned to new funding
formulas beginning in FY 2016.
For FY 2016, state regular special education aid was the lesser of: 62 percent of old formula special
education expenditures for the prior year; 50 percent of nonfederal special education expenditures for
the prior year; or 56 percent of the amount calculated using a new pupil-driven formula based on
prior year data.
Beginning in FY 2016, special education aid was paid directly to cooperatives and intermediate
districts, rather than flowing through the resident districts. Tuition bills were reduced by the aid paid
directly to these entities.
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The formula for special education excess cost aid for FY 2016 was the greater of: 56.0 percent of the
difference between the district’s unreimbursed nonfederal special education costs and 7.0 percent of
the district’s general education revenue; or 62.0 percent of the difference between the district’s
unreimbursed old formula special education costs and 2.5 percent of the district’s general education
revenue.
Long-Term Facilities Maintenance Revenue – Beginning in FY 2017, the current deferred
maintenance, health and safety, and alternative facilities programs will be rolled into a new long-term
facilities maintenance revenue program.
The new revenue for FY 2017 will be $193 per APU, multiplied by the lessor of one, or the ratio of
the district’s average building age to 35 years. Funding will increase to $292 per APU for FY 2018
and $380 per APU for FY 2019, multiplied by the same building age factor. Additional funding will
be available for approved indoor air quality, fire alarm and suppression, and asbestos abatement
projects with a cost per site of $100,000 or more. Districts may issue bonds for this program, levy on
a pay-as-you-go basis, or a combination of the two. The 25 largest districts currently eligible for
alternative facilities revenue will continue to be eligible for reimbursement of approved project costs
without a per-pupil limit.
Revenue for long-term facilities maintenance will be equalized up to a limit of one times the annual
allowance per APU. The aid/levy mix for the equalized portion of the revenue will be calculated
using an equalizing factor of 123 percent of the state average adjusted net tax capacity (ANTC) per
pupil unit, calculated with an exclusion of 50 percent of the value of class 2a Agricultural Land from
ANTC. Levy equalization will be the same regardless of whether the district chooses to issue bonds
or make annual pay-as-you-go levies. Debt service levies under the program will be excluded from
regular debt service equalization.
All districts are guaranteed to receive at least as much revenue and state aid as they would have
received under the existing law.
Fund Transfers – The authority for school districts to transfer money from one fund or account to
another, as long as the transfer does not increase state aid obligations or increase local property taxes,
was extended through FY 2017. School boards may only approve such transfers after adopting a
resolution stating that the transfer will not diminish instructional opportunities for students. This
authorization excludes transfers from the food service or community service funds, and prohibits
transfers from the reserved account for staff development.
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ACCOUNTING AND AUDITING UPDATES
GASB STATEMENT NO. 73, ACCOUNTING AND FINANCIAL REPORTING FOR PENSIONS AND RELATED
ASSETS THAT ARE NOT WITHIN THE SCOPE OF GASB STATEMENT NO. 68, AND AMENDMENTS TO
CERTAIN PROVISIONS OF GASB STATEMENT NOS. 67 AND 68
The objective of this statement is to improve the usefulness of information about pensions included in
financial statements of state and local governments for making decisions and assessing accountability.
This statement also clarifies the application of certain provisions of GASB Statement Nos. 67 and 68
regarding 10-year schedules of required supplementary information (RSI) and other recognition issues
pertaining to employers and nonemployer contributing entities. These changes will improve financial
reporting by establishing a single framework for the presentation of information about pensions,
enhancing comparability for similar information reported by employers and nonemployer contributing
entities.
The requirements of this statement that address accounting and financial reporting by employers and
governmental nonemployer contributing entities for pensions not within the scope of GASB Statement
No. 68 are effective for financial statements for fiscal years beginning after June 15, 2016, and the
requirements of this statement that address financial reporting for assets accumulated for purposes of
providing those pensions are effective for fiscal years beginning after June 15, 2015. The requirements of
this statement for pension plans that are within the scope of GASB Statement No. 67 or for pensions that
are within the scope of GASB Statement No. 68 are effective for fiscal years beginning after June 15,
2015. Earlier application is encouraged.
GASB STATEMENT NO. 74, FINANCIAL REPORTING FOR POSTEMPLOYMENT BENEFIT PLANS OTHER
THAN PENSION PLANS
The objective of this statement is to improve the usefulness of information about post-employment
benefits other than pensions (other post-employment benefits [OPEB]). This statement replaces GASB
Statement Nos. 43 and 57. It also includes requirements for defined contribution OPEB plans that replace
the requirements for those OPEB plans in GASB Statement Nos. 25, 43, and 50. GASB Statement No. 75,
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions, establishes new
accounting and financial reporting requirements for governments whose employees are provided with
OPEB, as well as for certain nonemployer governments that have a legal obligation to provide financial
support for OPEB provided to the employees of other entities.
This statement will improve financial reporting primarily through enhanced note disclosures and
schedules of RSI that will be presented by OPEB plans administered through trusts meeting the specified
criteria. The new information will enhance the decision-usefulness of the financial reports of those OPEB
plans, their value for assessing accountability, and their transparency by providing information about
measures of net OPEB liabilities and explanations of how and why those liabilities changed from year to
year. The net OPEB liability information, including ratios, will offer an up-to-date indication of the extent
to which the total OPEB liability is covered by the fiduciary net position of the OPEB plan. The
comparability of the reported information for similar types of OPEB plans will be improved by the
changes related to the attribution method used to determine the total OPEB liability. The contribution
schedule will provide measures to evaluate decisions related to the assessment of contribution rates in
comparison with actuarially determined rates, if such rates are determined. In addition, new information
about rates of return on OPEB plan investments will inform financial report users about the effects of
market conditions on the OPEB plan’s assets over time and provide information for users to assess the
relative success of the OPEB plan’s investment strategy and the relative contribution that investment
earnings provide to the OPEB plan’s ability to pay benefits to plan members when they come due.
This statement is effective for financial statements for fiscal years beginning after June 15, 2016. Earlier
application is encouraged.
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GASB STATEMENT NO. 75, ACCOUNTING AND FINANCIAL REPORTING FOR POSTEMPLOYMENT
BENEFITS OTHER THAN PENSIONS
The primary objective of this statement is to improve accounting and financial reporting by state and local
governments for post-employment benefits other than pensions (OPEB). It also improves information
provided by state and local governmental employers about financial support for OPEB that is provided by
other entities. This statement replaces the requirements of GASB Statement Nos. 45 and 57. GASB
Statement No. 74 establishes new accounting and financial reporting requirements for OPEB plans.
This statement establishes standards for recognizing and measuring liabilities, deferred outflows of
resources, deferred inflows of resources, and expense/expenditures. For defined benefit OPEB, this
statement identifies the methods and assumptions that are required to be used to project benefit payments,
discount projected benefit payments to their actuarial present value, and attribute that present value to
periods of employee service. Note disclosure and RSI requirements about defined benefit OPEB also are
addressed. This statement is effective for fiscal years beginning after June 15, 2017. Earlier application is
encouraged.
Similar to changes implemented for pensions, this statement requires the liability of employers and
nonemployer contributing entities to employees for defined benefit OPEB (net OPEB liability) to be
measured as the portion of the present value of projected benefit payments to be provided to current
active and inactive employees that is attributed to those employees’ past periods of service (total OPEB
liability), less the amount of the OPEB plan’s fiduciary net position.
GASB STATEMENT NO. 77, TAX ABATEMENT DISCLOSURES
This statement requires disclosure of tax abatement information about (1) a reporting government’s own
tax abatement agreements, and (2) those that are entered into by other governments and that reduce the
reporting government’s tax revenues. Tax abatements are widely used by state and local governments,
particularly to encourage economic development. For financial reporting purposes, this statement defines
a tax abatement as resulting from an agreement between a government and an individual or entity in
which the government promises to forgo tax revenues and the individual or entity promises to
subsequently take a specific action that contributes to economic development or otherwise benefits the
government or its citizens.
The requirements of this statement improve financial reporting by giving users of financial statements
essential information that is not consistently or comprehensively reported to the public at present.
Disclosure of information about the nature and magnitude of tax abatements will make these transactions
more transparent to financial statement users. As a result, users will be better equipped to understand
(1) how tax abatements affect a government’s future ability to raise resources and meet its financial
obligations, and (2) the impact those abatements have on a government’s financial position and economic
condition. The requirements of this statement are effective for financial statements for periods beginning
after December 15, 2015. Earlier application is encouraged.
GASB STATEMENT NO. 78, PENSIONS PROVIDED THROUGH CERTAIN MULTIPLE-EMPLOYER DEFINED
BENEFIT PENSION PLANS
The objective of this statement is to address a practice issue regarding the scope and applicability of
GASB Statement No. 68, Accounting and Financial Reporting for Pensions—an amendment of GASB
Statement No. 27. This issue is associated with pensions provided through certain multiple-employer
defined benefit pension plans and to state or local governmental employers whose employees are
provided with such pensions. Prior to the issuance of this statement, the requirements of GASB Statement
No. 68 applied to the financial statements of all state and local governmental employers whose employees
are provided with pensions through pension plans that are administered through trusts that meet the
criteria in paragraph 4 of GASB Statement No. 68.
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This statement amends the scope and applicability of GASB Statement No. 68 to exclude pensions
provided to employees of state or local governmental employers through a cost-sharing,
multiple-employer defined benefit pension plan that (1) is not a state or local governmental pension plan,
(2) is used to provide defined benefit pensions both to employees of state or local governmental
employers and to employees of employers that are not state or local governmental employers, and (3) has
no predominant state or local governmental employer (either individually or collectively with other state
or local governmental employers that provide pensions through the pension plan). This statement
establishes requirements for recognition and measurement of pension expense, expenditures, and
liabilities; note disclosures; and RSI for pensions that have the characteristics described above. The
requirements of this statement are effective for reporting periods beginning after December 15, 2015.
Early application is encouraged.
GASB STATEMENT NO. 79, CERTAIN EXTERNAL INVESTMENT POOLS AND POOL PARTICIPANTS
This statement establishes criteria for an external investment pool to qualify for making the election to
measure all of its investments at amortized cost for financial reporting purposes. An external investment
pool qualifies for that reporting if it meets all of the applicable criteria established in this statement. The
specific criteria address (1) how the external investment pool transacts with participants; (2) requirements
for portfolio maturity, quality, diversification, and liquidity; and (3) calculation and requirements of a
shadow price. Significant noncompliance prevents the external investment pool from measuring all of its
investments at amortized cost for financial reporting purposes. If an external investment pool meets the
criteria in this statement and measures all of its investments at amortized cost, the pool’s participants also
should measure their investments in that external investment pool at amortized cost for financial reporting
purposes. If an external investment pool does not meet the criteria in this statement, the pool’s
participants should measure their investments in that pool at fair value.
This statement establishes additional note disclosure requirements for qualifying external investment
pools that measure all of their investments at amortized cost for financial reporting purposes and for
governments that participate in those pools. Those disclosures for both the qualifying external investment
pools and their participants include information about any limitations or restrictions on participant
withdrawals. The requirements of this statement are effective for reporting periods beginning after
June 15, 2015, except for certain provisions on portfolio quality, custodial credit risk, and shadow pricing.
Those provisions are effective for reporting periods beginning after December 15, 2015. Earlier
application is encouraged.
GASB STATEMENT NO. 80, BLENDING REQUIREMENTS FOR CERTAIN COMPONENT UNITS—AN
AMENDMENT OF GASB STATEMENT NO. 14
The objective of this statement is to clarify the financial statement presentation requirements for certain
component units. This statement amends the blending requirements for the financial statement
presentation of component units of all state and local governments. The additional criterion requires
blending of a component unit incorporated as a not-for-profit corporation in which the primary
government is the sole corporate member. The additional criterion does not apply to component units
included in the financial reporting entity pursuant to the provisions of GASB Statement No. 39,
Determining Whether Certain Organizations Are Component Units—an amendment of GASB Statement
No. 14. The requirements of this statement are effective for reporting periods beginning after June 15,
2016. Earlier application is encouraged.
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GASB STATEMENT NO. 82, PENSION ISSUES—AN AMENDMENT OF GASB STATEMENTS NO. 67,
NO. 68, AND NO. 73
The objective of this statement is to address certain issues that have been raised with respect to
Statements No. 67, Financial Reporting for Pension Plans, No. 68, Accounting and Financial Reporting
for Pensions, and No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are
Not Within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB
Statements 67 and 68. Specifically, this statement addresses issues regarding (1) the presentation of
payroll-related measures in RSI, (2) the selection of assumptions and the treatment of deviations from the
guidance in an Actuarial Standard of Practice for financial reporting purposes, and (3) the classification of
payments made by employers to satisfy employee (plan member) contribution requirements.
The requirements of this statement are effective for reporting periods beginning after June 15, 2016,
except for the requirements of this statement for the selection of assumptions in a circumstance in which
an employer’s pension liability is measured as of a date other than the employer’s most recent fiscal
year-end. In that circumstance, the requirements for the selection of assumptions are effective for that
employer in the first reporting period in which the measurement date of the pension liability is on or after
June 15, 2017. Earlier application is encouraged.
The requirements of this statement will improve financial reporting by enhancing consistency in the
application of financial reporting requirements to certain pension issues.
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