Management Report
for
Independent School District No. 280

Richfield, Minnesota
June 30, 2012



PRINCIPALS

Thomas M. Monrtague, CPA

M K R Thomas A. Karnowski, CPA
Paul A. Radosevich, CPA

William J. Lauer, CPA
James H. Eichten, CPA
Aaron J. Nielsen, CPA
Victoria L. Holinka, CPA

-To the School Board of
Independent School District No. 280
Richfield, Minnesota

We have prepared this management report in conjunction with our audit of Independent School District
No. 280, Richfield, Minnesota’s (the District) financial statements for the year ended June 30, 2012. 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
Accounting and Auditing Updates
Legislative Summary

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.

This report is intended solely for the information and use of management, those charged with governance
of the District, and those who have responsibility for oversight of the financial reporting process. It is not
intended to be, and should not be, used by anyone other than these specified parties.
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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 THE U.S. OFFICE OF
MANAGEMENT AND BUDGET (OMB) CIRCULAR A-133

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, 2012.
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 OMB Circular A-133, 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, 2012:

We have issued an unqualified opinion on the District’s annual financial statements.
We reported one material weakness involving the District’s internal control over financial
reporting. During the audit, it was determined that an adjusting entry was necessary to keep the
financial statements from being misstated by a material amount. Interest revenue recorded by the
District in its Post-Employment Benefits Trust Fund had been overstated by $116,237.

e The results of our testing disclosed no instances of noncompliance that are required to be reported
under Government Auditing Standards.

e We noted that the Schedule of Expenditures of Federal Awards is fairly stated, in all material
respects, in relation to the basic financial statements.

e The results of our tests indicate that the District has complied, in all material respects, with the
requirements applicable to each major federal program.

o We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses in our testing of major federal programs.

o We reported no findings based on our testing of the District’s compliance with Minnesota laws
and regulations.

OTHER OBSERVATIONS AND RECOMMENDATIONS

During the audit, we tested the collateral pledged by the District’s depositories to secure any deposits that
may exceed the limits of available federal depository insurance. For one depository, we noted that the
collateral pledged was an unrated security issued by a federal agency. Per Minnesota Statute §118A.03, if
the depository assigned this type of security as collateral to a government entity, the pledged securities
must be rated by a recognized industry rating service. Because the funds held by the depository on behalf
of the District did not exceed the limits of available federal depository insurance during the year, and
consequently no District funds were at risk, we did not site this as a finding for noncompliance with
Minnesota laws and regulations. However, we recommend that the District request that the bank replace
this with pledged collateral that complies with Minnesota statutory requirements as soon as possible.
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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
the year ended June 30, 2012.

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.

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 fiscal year 2012 is not finalized until well into fiscal year 2013. 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 Minnesota
Department of Education (MDE). Because of the timing of the calculations, this adjustment for fiscal
2012 is not finalized until after the District has closed its financial records for the fiscal period. 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 Assets 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 expenditures and assets/liabilities for pension benefits and other
post-employment benefits (OPEB). These obligations are calculated using actuarial methodologies
described in Governmental Accounting Standards Board (GASB) Statements Nos. 27 and 45, as
applicable. These actuarial calculations include significant assumptions, including projected changes,
healthcare insurance costs, investment returns, retirement ages, and employee turnover.

The depreciation of capital assets involves estimates pertaining to useful lives.

We evaluated the key factors and assumptions used by management in the areas discussed above in
determining that they are reasonable in relation to the financial statements taken as a whole.



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, one of the
misstatements detected as a result of audit procedures and corrected by management was material to the
aggregate remaining fund information in the fund financial statements, as previously discussed in the
audit opinions and findings section of this report.

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

We encountered no significant 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.

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.

MANAGEMENT REPRESENTATIONS

We have requested certain representations from management that are included in the management
representation letter dated October 30, 2012.

OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the District’s basic financial statements. Other information, including the introductory section,
supplemental information, other district information, Schedule of Expenditures of Federal Awards, and
Uniform Financial Accounting and Reporting Standards (UFARS) compliance table accompanying the
basic financial statements, are presented for purposes of additional analysis and are not required parts of
the basic financial statements.



With respect to the supplemental information, Schedule of Expenditures of Federal Awards, and UFARS
compliance table accompanying the financial statements, 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 information to the
underlying accounting records used to prepare the basic financial statements or to the basic financial
statements themselves.

With respect to the introductory section and other district information accompanying the financial
statements, our procedures were limited to reading this other information, and in doing so we did not
identify any material inconsistencies with the audited financial statements.



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. The last section of this report, which contains a summary of legislative
changes affecting school districts, gives an indication of how complicated the funding system is. The
following section provides some state-wide funding and financial trend information.

STATE FINANCIAL OUTLOOK

The 2011 legislative session began with a projected budget deficit of $6.2 billion (later revised down to
$5.0 billion in the February 2011 economic forecast) and strong disagreement between the Democratic
Governor and Republican controlled Legislature on how to address the deficit. As the 2011 regular
legislative session ended, the Governor vetoed eight major state appropriation bills and the omnibus tax
bill passed by the Legislature, leaving the majority of state agencies without a budget for the next fiscal
year. This resulted in the longest government shutdown in Minnesota history, with all “nonessential”
state agencies closed from July 1, 2011 until the passing of appropriation bills in a special session on
July 19th and 20th. As was the case in the last biennium, the state budget finally adopted for 2012-2013
utilized several large “accounting shifts” in an attempt to minimize the need for tax increases or state aid
cuts to balance the budget. The accounting shifts included delaying an even higher percentage of
estimated state aid payments to school districts and charter schools than was already being delayed, and a
small expansion of the “tax shift,” which accelerates the recognition of district tax levy revenue with an
off-setting reduction in state aid. Both of these types of shifts significantly reduce the amount of
operating cash available to Minnesota school districts and charter schools, but were intended to be
revenue neutral, thereby sparing districts from deeper funding cuts.

The 2012 legislative session began on a much more positive note, with the November 2011 economic
forecast projecting an unexpected surplus of $876 million for the remainder of the biennium. Even year
legislative sessions are not typically budget years, but recently the Legislature has often had to adopt
supplemental budgets in even year sessions to address large projected shortfalls. The projected surplus,
which had increased another $323 million by the February 2012 economic forecast, eliminated any need
for a supplemental budget and allowed legislators to pay down some state borrowing. This resulted in
Minnesota school districts receiving a slightly higher percentage of their estimated state aid entitlements
by June 30, 2012 than anticipated. Unfortunately, this short-term improvement in the state’s financial
condition is not expected to continue. The same February 2012 economic forecast that projected a
surplus for the remainder of current biennium anticipates a $1.1 billion deficit for the 2014-2015
biennium.



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 enroliment districts.

The table below presents a summary of the formula allowance for the past decade and as approved for the
next 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, and the one-time replacement of a portion of general education aid with
federal fiscal stabilization funds in fiscal 2010.

Formula Allowance

Fiscal Year Percent

Ended June 30, Amount Increase
2003 $ 4,601 26 %
2004 3 4,601 - %
2005 $ 4,601 - %
2006 $ 4,783 40 %
2007 $ 4,974 40 %
2008 $ 5,074 20 %
2009 $ 5,124 1.0 %
2010 $ 5,124 - %
2011 $ 5,124 - %
2012 $ 5,174 1.0 %
2013 $ 5,224 1.0 %

As noted in the table above, after having been frozen at the same level for the last three years, the
Legislature added $50 to the basic formula allowance for both fiscal 2012 and 2013. In recent years, the
limited increases, if any, in the formula allowance have forced many districts to continually cut
expenditure budgets or seek increased referendum revenue in order to maintain programs.



STATE-WIDE SCHOOL DISTRICT FINANCIAL TRENDS

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 Fund and Post-Employment Benefits Debt Service Fund. Other
financing sources, such as proceeds from sales of capital assets, insurance recoveries, bond sales, loans,
and interfund transfers, are also excluded.

Revenue per Student (ADM) Served
Seven-County
State-Wide Metro Area ISD No. 280 - Richfield
2010 2011 2010 2011 2010 2011 2012
General Fund
Property taxes $ 1473 $ 2,130 $ 1968 $ 2811 $ 2,716 $ 3482 $ 2,386
Other local sources 435 432 372 358 437 431 410
State 7,119 7,213 7,143 7,063 7,641 7,460 8,345
Federal 1,233 720 1,274 755 1,350 784 563
Total General Fund 10,260 10,495 10,757 10,987 12,144 12,157 11,704
Special revenue funds
Food Service 469 474 465 470 406 401 442
Community Service 503 513 604 619 307 292 277
Debt Service Fund 1,040 1,053 1,137 1,131 985 930 901
Total revenue $ 12,272 $ 12,535 $ 12,963  $ 13,207 $ 13,842 $ 13,780 $ 13,324
ADM served per MDE School District Profiles Report (current year estimated) 4,137 4,284 4,437
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

The ADM served used in the table above and on the following page is based on enrollments consistent
with those used in the MDE School District Profiles Report, which include extended time and shared time
ADM, and may differ from the ADM reported elsewhere in this report.

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.

The District earned approximately $59.1 million in the governmental funds reflected above in fiscal 2012,
an increase of $86,822 (0.1 percent) from the prior year. Total revenue per ADM served decreased by
$456 per student. Most of the decrease ($453 per student) was in the General Fund, as an increase in state
general education aid was not enough to fully offset declines in revenues from property taxes and federal
sources.

Revenue neutral adjustments attributable to legislatively-approved tax shift have significantly impacted
the recognition of property taxes and state sources from year-to-year, as presented in the table above.



The following table reflects similar comparative data available from the MDE for all governmental fund
expenditures, excluding the Capital Projects — Building Construction Fund and Post-Employment
Benefits Debt Service Fund. Other financing uses, such as bond refundings and transfers, are also
excluded.

Expenditures per Student (ADM) Served

Seven-County

State-Wide Metro Area I1SD No. 280 — Richfield
2010 2011 2010 2011 2010 2011 2012
General Fund
Administration and district support $ 87 $ 813|% 781 $ 788 |$ 83 $ 83 $ 83
Elementary and secondary
regular instruction 4,885 4,829 5,069 5,107 5,676 5,799 5,598
Vocational education instruction 149 144 150 136 189 171 157
Special education instruction 1,832 1,904 1,992 2,015 2,192 2,116 2,152
Instructional support services 461 446 550 526 337 264 260
Pupil support services 861 874 937 937 1,050 1,013 1,057
Sites and buildings and other 794 811 755 765 1,616 1,627 1,551
Total General Fund
expenditures (excluding capital) 9,789 9,821 10,234 10,274 11,923 11,853 11,610
General Fund capital expenditures 440 452 414 419 521 624 657
Special revenue funds
Food Service 458 469 456 469 387 416 441
Community Service 513 515 618 623 307 302 287
Debt Service Fund 1,129 1,111 1,184 1,208 1,005 963 927
Total expenditures $12329 $12,368 | $ 12,906 $ 12,993 | $ 14,143 $ 14,158 $ 13,922
ADM served per MDE School District Profiles Report (current year estimated) 4,137 4,284 4,437

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 District spent approximately $61.8 million in the governmental funds reflected above in fiscal 2012,
an increase of $1.1 million (1.9 percent) from the prior year. However, due to the increase in ADM, total
expenditures per student decreased by $236. The largest spending decreases were in elementary and
secondary regular instruction (down $201 per student) and sites and buildings (down $76 per student).

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 has created
a challenge for administrators and management of these districts in providing the best education with the
limited resources available in a climate of unknown future funding levels.



FINANCIAL TRENDS OF YOUR DISTRICT
GENERAL FUND FINANCIAL POSITION

The following graph displays the District’s General Fund trends of financial position in terms of
unrestricted (formerly unreserved) fund balance and cash balance. For this analysis, nonspendable fund
balances are included with unrestricted to be comparable to prior years.

General Fund Financial Position
Year Ended June 30,
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The District’s General Fund ended fiscal year 2012 with an unrestricted fund balance of $1,089,862, a
decrease of $977,726 from the prior year. General Fund cash and investments (net of cash flow and
interfund borrowing) at year-end was a deficit of ($12,290,745), which was $4,571,802 lower than last
year, mainly due to the change in the metering of state aid payments in fiscal 2012.

The following table presents the components of the General Fund balance for the past five years:

June 30,
2008 2009 2010 2011 2012

Nonspendable (formerly unreserved) fund balances $ - $ - $ - $ 608995 $ 440,715

Restricted (formerly reserved) fund balances (1) 2,748,059 2,346,919 2,059,603 857,113 (50,520)
Unrestricted (formerly unreserved) fund balances

Assigned (formerly designated) 134,448 256,135 246,178 2,067,588 607,067

Unassigned (formerly undesignated) 1,516,153 2,782,396 2,230,924 - 482,795

Total fund balance $ 4398660 $ 5385450 $ 4,536,705 $ 3,533,696 $ 1,480,057

Unrestricted and nonspendable fund balances
as a percentage of expenditures 3.0% 4.7% 4.8% 3.9% 2.0%
(1) Includes deficits in restricted fund balance accounts allowed to accumulate deficits under UFARS, which are part of unassigned fund
balance on the accounting standards generally accepted in the United States of America-based financial statements.

Unrestricted fund balance as a percentage of expenditures is one key measure of a school district’s
financial health. 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, 2012, the unrestricted balance in the General Fund
represented 2.0 percent of annual expenditures, or about one week of operations, assuming level spending
throughout the year.
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GENERAL FUND CASH FLOW

The level of cash and investments varies considerably during the year due to the timing of various

revenues and expenditures. The following graph summarizes the level of cash and investments over the
past three years:

General Fund Cash Flow
Month-End Balances

$6,000,000
$4,000,000
$2.000.000 // \

$_ o ‘\\~———___--7 -
$(2,000,000) T~

$(4,000,000)
$(6,000,000) / /
$(8,000,000)

4 —_
$(10,000,000) \\
$(12,000,000)

$(14,000,000)

J A S 0] N D J F M A M

[

= Cash and Investments (Net of Borrowing) — 2012
—Cash and Investments (Net of Borrowing) — 2011
—Cash and Investments (Net of Borrowing) — 2010

The graph above shows the peaks and valleys of the General Fund cash and investments balance (net of
borrowing and interfund balances) on a monthly basis. The swing between its high and low month-end
cash balances was about $11.8 million for fiscal 2012. Changes in the tax shift and state aid payment
schedules significantly affect the cash flow of Minnesota school districts. As further described in the
Legislative Summary section of this report, state aids normally paid on a 90-10 schedule were originally
paid on a 60-40 schedule for fiscal 2012, which was changed to 64.3-35.7 in March of 2012. Without

short-term borrowing, the District’s General Fund would have been in a deficit cash flow position for the
entire year.
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ADM AND PUPIL UNITS

The following graph shows the rate of ADM change from year to year, and the relationship of the
resulting pupil units:

Change in ADM and Pupil Units
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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 ADM served by the District for 2012 is estimated to be 4,307, an increase of 152 (or about

3.6 percent) from the prior year. The pupil units generated from this ADM were approximately 4,892, an
increase of 138 pupil units (or 2.9 percent) from the prior year.
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GENERAL FUND REVENUE AND EXPENDITURES

The following graphs summarize the District’s General Fund revenues and expenditures for 2012:

General Fund Revenue
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Total General Fund revenues were $51,930,473 for the year ended June 30, 2012, which was $69,486
(0.1 percent) over the final budget. Property tax revenue was under budget by $385,127 due to tax credits
paid as state aids not included in the budget. Federal revenue was over budget by $112,952, mainly in
federal special education and Early Retiree Reinsurance Program receipts. Revenue from other local
sources, including gifts, bequests, tuition, and rental income, were $272,012 over budget. The District
budgets conservatively in this area given the unpredictable nature of these revenue sources.

General Fund total revenues were $149,311 lower than the previous year. As discussed earlier, the
relationship between property taxes and state sources was changed by about $3.9 million due to the
effects of the tax shift on the last two fiscal years. Excluding the impact of the tax shift, General Fund
property tax revenue decreased $474,624 from the prior year due to a reduction in the levy caused
primarily by market value referendum adjustments. State aids were $1,212,950 higher than the prior year,
excluding the tax shift impact. The District earned almost $1.45 million more general education aid due
to increases in both the number of students served and the basic general education formula allowance.
Revenue from federal sources decreased $916,136, of which about $785,000 was due to the District
utilizing the majority of its Education Jobs Fund entitlement in fiscal 2011. Revenue from other local
sources was $32,017 lower than last year.
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General Fund Expenditures
Budget and Actual
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Total General Fund expenditures for 2012 were $54,424,451, an increase of $972,002 from the prior year.
Salary costs were $214,302 higher than last year due to the addition of teachers and scheduled contractual
increases. Benefit costs increased $869,940 from last year, mainly due to increases in employee health
insurance costs, public pension contribution rates, and worker’s compensation claims. Capital
expenditures were also $239,810 higher than the prior year due to several capital improvement projects at
the high school. Supply costs were $395,741 lower than last year, mainly in the sites and buildings
program area.

General Fund expenditures exceeded budget by $610,822 for the year. Salaries and benefits expenditures
were $921,323 over budget in total, mainly in regular instruction and pupil support services. Conversely,
supply costs and other expenditures were under budget by $231,291 and $144,371, respectively, due to
district-wide cost reduction efforts.
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OTHER GOVERNMENTAL FUNDS
The following graph presents fund balances for the District’s Food Service Special Revenue, Community
Service Special Revenue, and Debt Service funds for the last five years:

Other Governmental Funds
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Food Service Special Revenue Fund

The Food Service Special Revenue Fund ended the year with a total fund balance of $96,127, an increase
of $3,718 from the prior year, compared to a break-even budget. Revenues were $135,658 over budget,
mainly due to federal reimbursements earned for free and reduced price lunches and the school breakfast
program. Expenditures were over budget by $131,940, primarily in supplies (food) and utilities costs.

Community Service Special Revenue Fund

The Community Service Special Revenue Fund ended the year with a total fund balance of $56,263, a
decrease of $43,979, compared to a budgeted decrease of $4,518. Community Service Special Revenue
Fund program revenues were $16,435 under budget, mainly in program tuition and fees. Community
service expenditures exceeded budgeted projections by $23,026 (1.8 percent), mainly in salaries.

It is critical that the Food Service and Community Service Special Revenue Funds be self-sustaining, so
as not to place an additional burden on the General Fund. As the graph above indicates, the District has
been successful in maintaining the fiscal health of these two funds in recent years.

Debt Service Fund

The funding of debt service is controlled in accordance with each outstanding debt issue’s financing plan.
At June 30, 2012, the Debt Service Fund had a fund balance of $983,062 available for future debt service,
a decrease of $94,203 from last year, mainly due to less tax revenue than anticipated.

Post-Employment Benefits Trust Fund

In 2009, the District established a Post-Employment Benefits Trust Fund (not pictured) to account for an
irrevocable trust account established to finance the District’s liability for post-employment healthcare
benefits. The District issued $15,885,000 of General Obligation Taxable OPEB Bonds, the proceeds of
which were contributed into the trust. During the year, this fund paid out $785,880 for benefits that
would have otherwise been paid from the District’s governmental funds. At year-end, trust net assets of
$12,811,409 are available for future OPEB payments.
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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 GASB Statement
No. 34 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 statements
provide information on the total cost of delivering educational services, including capital assets and
long-term liabilities.

Theoretically, net assets represent the resources the District has leftover to use 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, the statement divides the net assets
into three components: net assets invested in capital assets, net of related debt; restricted net assets; and
unrestricted net assets. The following table presents a summarized conversion of the District’s
governmental fund balances (as individually discussed earlier) to net assets and separate components over
the last three years:

June 30,
2010 2011 2012

Total fund balances — governmental funds $ 6,030,148 $ 4,803,612 $ 2,615,509
Capital assets, less accumulated depreciation 63,874,936 62,317,711 60,952,650
Long-term liabilities (64,502,406) (61,368,643) (58,866,974)
(Negative) net pension/OPEB obligations 10,925,222 9,401,428 7,293,598
Other (653,756) (537,946) (603,759)
Total net assets — governmental activities $ 15,674,144 $ 14,616,162 $ 11,391,024

Net assets
Invested in capital assets, net of related debt $ 19,482,652 $ 19,677,911 $ 21,069,485
Restricted 2,587,007 1,510,272 206,264
Unrestricted (6,395,515) (6,572,021) (9,884,725)
Total net assets $ 15,674,144 $ 14,616,162 $ 11,391,024

Some of the District’s fund balances translate into restricted net assets by virtue of external restrictions
(statutory reserves) or by the nature of the fund they are in (e.g. unreserved Food Service Special Revenue
Fund balance can only be spent for food service program costs). Unrestricted net assets consists mainly
of the General Fund unreserved fund balances, offset against non-capital long-term obligations such as
vacation or severance payable. Consequently, many Minnesota school districts have accumulated deficits
in this component of net assets.

Total net assets decreased $3,225,138 during fiscal 2012. The District’s investment in capital assets, net
of related debt increased $1,391,574, mainly due to capital additions financed through the use of aids,
levies, and available district funds. Restricted net assets declined by $1,304,008, primarily due to the use
of net assets restricted for capital asset acquisition. Unrestricted net assets decreased $3,312,704,
primarily due to the unrestricted fund balance decrease in the General Fund and the reduction in the
District’s negative net OPEB obligation asset.
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ACCOUNTING AND AUDITING UPDATES

GASB STATEMENT NO. 60 — ACCOUNTING AND FINANCIAL REPORTING FOR SERVICE CONCESSION
ARRANGEMENTS

This statement provides accounting and financial reporting guidance for governments that participate as
either a transferor or an operator in a service concession arrangement (SCA). SCAs are arrangements
whereby a government transfers the rights to operate one of its capital assets to a third party operator
(either a private party or another government) for consideration, with the operator then being
compensated from the fees or charges collected in connection with the operation of the asset. To qualify
as an SCA, an arrangement must meet all of the following criteria: 1) the transferor must convey to the
operator both the right and the obligation to use one of its capital assets to provide services to the public;
2) the operator must provide significant consideration to the transferor; 3) the operator must be
compensated from the fees or charges it collects from third parties; 4) the transferor must have the ability
to either determine, modify, or approve what services are to be provided to whom at what price; and
5) the transferor must retain a significant residual interest in the service utility of the asset. This statement
provides guidance to governments that are party to an SCA for reporting the assets, obligations, and flow
of revenues that result from the arrangement; along with the required financial statement disclosures. The
requirements of this statement must be implemented for periods beginning after December 15, 2011, with
earlier implementation encouraged.

GASB STATEMENT NO. 61 — THE FINANCIAL REPORTING ENTITY: OMNIBUS

This statement amends the current guidance in GASB Statement No. 14, “The Financial Reporting
Entity,” for identifying and presenting component units. This statement changes the fiscal dependency
criterion for determining component units. Potential component units that meet the fiscal dependency
criterion for inclusion in the financial reporting entity under existing guidance will only be included if
there is also “financial interdependency” (an ongoing relationship of potential financial benefit or burden)
with the primary government. This statement also clarifies the types of relationships that are considered
to meet the “misleading to exclude” criterion for inclusion as a component unit; changes the criteria for
blending component units; gives direction for the determination and disclosure of major component units;
and adds a requirement to report an explicit, measurable equity interest in a discretely presented
component unit in a statement of position prepared using the economic resources measurement focus.
The requirements of this statement must be implemented for periods beginning after June 15, 2012, with
earlier implementation encouraged.

GASB STATEMENT NO. 63 — FINANCIAL REPORTING OF DEFERRED OUTFLOWS OF RESOURCES,
DEFERRED INFLOWS OF RESOURCES, AND NET POSITION

This statement provides financial reporting guidance for deferred outflows of resources and deferred
inflows of resources; which are defined as the consumption or acquisition of net assets, respectively,
applicable to a future reporting period. The statement amends certain reporting requirements in GASB
Statement No. 34 and related pronouncements, providing a format for a new Statement of Net Position,
which reports deferred outflows of resources and deferred inflows of resources separately from assets and
liabilities. It also renames the residual of assets, deferred outflows of resources, liabilities, and deferred
inflows of resources as net position, rather than net assets. The requirements of this statement must be
implemented for periods beginning after December 15, 2011, with earlier implementation encouraged.

GASB STATEMENT NO. 65— ITEMS PREVIOUSLY REPORTED AS ASSETS AND LIABILITIES

This statement establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously reported as
assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain items that
were previously reported as assets and liabilities. This statement also provides other financial reporting
guidance related to the impact of the financial statement elements deferred outflows of resources and
deferred inflows of resources, such as changes in the determination of the major fund calculations and
limiting the use of the term deferred in financial statement presentations. The provisions of this statement
are effective for financial statements for periods beginning after December 15, 2012. Earlier application
is encouraged.
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GASB STATEMENT NO. 67 — FINANCIAL REPORTING FOR PENSION PLANS — AN AMENDMENT OF
GASB STATEMENT NoO. 25

The primary objective of this statement is to improve financial reporting by state and local governmental
pension plans. GASB Statement No. 67 replaces the requirements of GASB Statement Nos. 25 and 50
for pension plans that are administered through trusts or equivalent arrangements that meet the following
criteria:  contributions from employers and nonemployer contributing entities to the pension plan and
earnings on those contributions are irrevocable; pension plan assets are dedicated to providing pensions to
plan members in accordance with the benefit terms; and pension plan assets are legally protected from the
creditors of employers, nonemployer contributing entities, and the pension plan administrator. If the plan
is a defined benefit pension plan, plan assets also are legally protected from creditors of the plan
members. The requirements of GASB Statement Nos. 25 and 50 remain applicable to pension plans that
are not administered through trusts covered by the scope of this statement and to defined contribution
plans that provide post-employment benefits other than pensions. The statement makes a number of
changes in the financial statement presentation, measurement, and required disclosures relating to the
reporting of these types pension plans. This statement is effective for financial statements for fiscal years
beginning after June 15, 2013. Earlier application is encouraged.

GASB STATEMENT NO. 68 — ACCOUNTING AND FINANCIAL REPORTING FOR PENSIONS — AN
AMENDMENT OF GASB STATEMENT NoO. 27

The primary objective of this statement is to improve accounting and financial reporting by state and local
governments for pensions. This statement replaces the requirements of GASB Statement Nos. 27 and 50,
as they relate to pensions that are provided through pension plans administered as trusts or equivalent
arrangements that meet certain criteria (as described above for GASB Statement No. 67). The
requirements of GASB Statement Nos. 27 and 50 remain applicable for pensions that are not covered by
the scope of this statement. This statement establishes standards for measuring and recognizing liabilities,
deferred outflows of resources, deferred inflows of resources, and expense/expenditures. In addition, this
statement details the recognition and disclosure requirements for employers with liabilities (payables) to a
defined benefit pension plan and for employers whose employees are provided with defined contribution
pensions. This statement also addresses circumstances in which a nonemployer entity has a legal
requirement to make contributions directly to a pension plan. This statement is effective for financial
statements for fiscal years beginning after June 15, 2014. Earlier application is encouraged.

Included in this statement are major changes in how employers that participate in cost-sharing pension
plans, such as TRA and PERA, account for pension benefit expenses and liabilities. In financial
statements prepared using the economic resources measurement focus and accrual basis of accounting
(government-wide and proprietary funds), a cost-sharing employer that does not have a special funding
situation is required to recognize a liability for its proportionate share of the net pension liability of all
employers with benefits provided through the pension plan. A cost-sharing employer is required to
recognize pension expense and report deferred outflows of resources and deferred inflows of resources
related to pensions for its proportionate share of collective pension expense and collective deferred
outflows of resources and deferred inflows of resources related to pensions. In addition, the effects of
(1) a change in the employer’s proportion of the collective net pension liability and (2) differences during
the measurement period between the employer’s contributions and its proportionate share of the total of
contributions from employers included in the collective net pension liability are required to be
determined. These effects are required to be recognized in the employer’s pension expense in a
systematic and rational manner over a closed period equal to the average of the expected remaining
service lives of all active and inactive employees that are provided with pensions through the pension
plan.
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LEGISLATIVE SUMMARY

The following is a brief summary of recent legislative changes and issues affecting the funding of
Minnesota school districts. More detailed and extensive summaries are available from the MDE.

Basic General Education Revenue — The per pupil basic general education formula allowance for
fiscal year (FY) 2012 was $5,174. The allowance will increase $50 to $5,224 for FY 2013.

Small Schools Revenue — Small schools revenue will be added as a new component of general
education revenue beginning in FY 2013. School districts with less than 1,000 adjusted marginal cost
pupil units (AMCPU) will qualify for an additional revenue allowance per AMCPU of: $522.40
times (1,000 — AMCPU)/1,000. Charter schools are not eligible for this aid.

Temporary Suspension of Reserved Revenue for Staff Development — The temporary suspension
of the requirement for school districts and charter schools to reserve 2 percent of their basic general
education revenue for staff development, initially suspended for FY 2010 and FY 2011, was extended
to include FY 2012 and FY 2013. The requirement for districts to allocate the reserved funds;
50 percent to sites on a per teacher basis, 25 percent for best practices, and 25 percent for
district-wide staff development, has been repealed.

Training and Experience Revenue — Training and experience revenue was eliminated as a
component of general education revenue effective FY 2012,

Homeless Students — For general education aid, the district where the parent or legal guardian of a
homeless student resides is now considered their district of residence rather than the district where the
homeless shelter is located, unless the parent or guardian lives outside the state, is imprisoned, or has
had their parental rights terminated. If any of these three exceptions apply, the district of residence is
the district in which the pupil resided when the qualifying event occurred. If the district of residence
cannot otherwise be determined, it will be the district in which the pupil currently resides. Homeless
students whose parent or legal guardian moves to another district are allowed to continue to enroll at
the district they have been attending without the approval of either the resident or nonresident
districts’ boards. Transportation from the district of residence to and from the school of enrollment
must be provided for homeless students by the serving district.

State Aid Payment Deferral — State aids normally paid on a 90-10 schedule were due to be paid on
a 60—40 payment schedule beginning in FY 2012 for both school districts and charter schools. An
exception was allowed for charter schools in which at least 90 percent of the enrollment receives
special education services, accelerating regular special education aid payments only to a
90-10 payment schedule. Due to a projected budget surplus, the percentage of FY 2012 estimated
state aids payable to districts and charter schools during the current year was increased to
64.3 percent, beginning with the March 15, 2012 payment. The March 15th payment was adjusted to
catch districts and charter schools up to amount they would have received through that date had the
current payment percentage been set at 64.3 percent throughout the year.

Endowment/Permanent School Fund Payments — Effective March 1, 2012, the distribution of
endowment/permanent school fund revenue will be based on the adjusted average daily membership
(ADM) pupils served by each school district rather than resident ADM pupils. Also, charter schools
will qualify to receive endowment/permanent school fund payments beginning that same date.

Compensatory Pilot Project Formula Aid — The 20 largest school districts in the state in terms of
adjusted pupil units may be eligible for this one-time aid for FY 2013. To be eligible, the district’s
compensatory revenue per compensatory pupil unit (free + 1/2 of reduced price lunch count) must be
less than $1,400. The aid, which can only be used for basic skills purposes, will equal the amount
needed to bring the district’s compensatory aid up to $1,400 per compensatory pupil unit.
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Literacy Incentive Aid — For FY 2013 and later, a new literacy incentive aid is available to school
districts and charter schools. Only school sites that enroll students in Grades 3 and 4, with reading
Minnesota Comprehensive Assessments (MCA) test results from the prior year, generate revenue.
There is no requirement for the funds to be spent at the school generating the revenue. The aid may
be used for any General Fund purpose.

Literacy incentive aid is the sum of two components, proficiency aid and growth aid. Proficiency aid
equals the number of the school’s third grade enrollment from October 1 of the previous year times
the school’s proficiency allowance ($530 times the percent of third graders meeting or exceeding
proficiency on the reading MCA test, averaged across the previous three test administrations).
Growth aid equals the school’s fourth grade enrollment on the previous October 1 times the school’s
growth allowance ($530 times the percentage of students making medium or high growth on the
fourth grade reading MCA, averaged across the previous three test administrations).

Integration Aid — The current integration rule remains in effect with no sunset. However, the
current integration aid funding formula remains in place only through FY 2013. The integration
revenue statute is repealed for FY 2014, and the base appropriation for a new program is established
for FY 2014 and FY 2015. A 12-member Integration Revenue Replacement Advisory Task Force
convened by the Commissioner of Education will develop recommendations for repurposing
integration revenue funds to create and sustain opportunities for students to achieve improved
educational outcomes.

Homestead Market Value Credit (HMVC) — The HMVC, which reduces the property taxes spread
to homestead property based on net tax capacity and replaces it with state aid, is repealed effective for
taxes payable in 2012. To help neutralize the impact of the credit repeal on homeowners, a portion of
each homestead taxpayer’s market value will be excluded in determining the property’s net tax
capacity for determining net tax capacity-based taxes. The exclusion starts at 40 percent of the value
for homes valued up to $76,000, and is gradually reduced as the home value increases, phasing out
completely for homes valued over $413,800.

Career and Technical Levy — Beginning with taxes payable in 2012, this levy is increased to the
greater of $80 times the district’s ADM in Grades 9 through 12, or 35 percent of approved
expenditures (simply 35 percent of approved expenditures for taxes payable in 2015 or later), rather
than the old formula of the lesser of $80 times the district’s ADM in Grades 10 through 12, or
25 percent of approved expenditures.

Early Graduation Programs — Two programs were created that provide students that graduate early
with awards between $2,500 and $7,500, depending on how many semesters early they graduate.
Students qualifying for the Early Graduation Achievement Scholarship Program receive a scholarship
award that may be used at any accredited higher education institution, and students qualifying for the
Early Graduation Military Service Award Program receive a cash award equivalent to the scholarship
program award amounts. Students are required to apply for these programs within two years of
graduation. General education aid to school districts and charter schools is reduced for all early
graduates, regardless of whether they participate in one of these programs.

Post-Secondary Enrollment Options (PSEQO) — Eligibility to participate in PSEO programs has
been expanded to include 10th graders who have passed the 8th grade reading MCA. Post-secondary
institutions are now allowed to advertise and recruit students on educational and programmatic
grounds only. The deadline for students to notify districts of plans to participate in PSEO was moved
from March 30 to May 30, with the notification now binding on the student. Students will now
receive both high school and college credit for PSEO courses. Parents or guardians can receive
reimbursement for transportation from the post-secondary institution for travel between the secondary
and post-secondary institutions.
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Innovation Zones Pilot Project — A five-year pilot project (FY 2014—FY 2018) has been established
to allow groups of school districts to collaborate in providing innovative education programs and
activities and sharing district resources. Applications must be made to the MDE Commissioner by
February 1, 2013.

Fund Transfers — For FY 2012 through FY 2015, school districts are authorized to transfer any
money from one fund or account to another, excluding transfers from the food service or community
service funds, as long as the transfer does not increase state aid obligations or increase local property
taxes. School boards may only approve such transfers after they have adopted a resolution stating
that the transfer will not diminish instructional opportunities for students.

Purchase of Food Service Equipment — The requirement for the MDE to approve capital
expenditures from the food service fund is eliminated for food service equipment purchases made on
or after July 1, 2012. However, the requirement remains that the cost of equipment purchased from
the food service fund in any year cannot exceed the unreserved fund balance in the food service fund
at the end of the previous fiscal year.

Community Education Reserve Limits — The limitations on the community education, early
childhood family education, and school readiness reserve accounts and the associated aid and levy
reductions have been repealed beginning in FY 2014.

PERA and TRA Rates — Contribution rates for employers and employees of the PERA Coordinated
Plan increased by 0.25 percent effective January 1, 2011. Contribution rates for employers and
employees for both the TRA Basic and Coordinated Plans increase by 0.5 percent each year through
FY 2015. There is no additional aid to help fund these increases.

Military Leave — Effective July 1, 2012, school districts are required to pay the full salary for
employees on active duty military leave that would have been paid to the employee during their leave
for military service into a special service member’s aggregate salary savings account. The district
must use the combined proceeds in the account to pay the full salary differentials (the difference
between the employee’s base active duty military pay and the salary they would have been paid as an
active district employee, including any adjustments they would have received) of all eligible deployed
employees of the district. Districts are no longer allowed to reduce the salaries paid to employees on
military leave by the costs of substitute teachers used to replace them.

Minnesota Department of Education Budget — The MDE budget has been reduced by 5.0 percent
annually for FY 2012 and FY 2013.
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