
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
November 10, 2005 
 
 
Members of the School Board 
Independent School District No. 721 
New Prague Area Schools 
New Prague, Minnesota 
 
This Executive Audit Summary and Management Report presents information which we believe is 
important to you as members of the school board. We encourage you to review the sections of this 
report, the audited financial statements and the auditor’s reports. 
 
We would be pleased to furnish additional information with respect to these suggestions and discuss 
this memorandum with you at your convenience. We wish to express our appreciation to the School 
for the courtesies, cooperation and assistance extended to us during the course of our work. 
 
LARSON, ALLEN, WEISHAIR & CO., LLP 
 

 
Dennis Hoogeveen, CPA 
Principal 
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Executive Audit Summary (EAS) 
for 

New Prague Area Schools 
Year Ended June 30, 2005 

  
Audit Findings and Results 

 
Audit Opinion – The financial statements are fairly stated. We issued what is known as a “clean” audit report. 
 
Yellow Book Opinion – No compliance issues were noted in our review of laws, regulations, contracts and 
grants that could have significant financial implications to the School. 
 
Internal Controls – A “material weakness” in internal controls was noted regarding the District having a lack 
of segregation of duties for business office job functions. This is a fairly common finding in a small 
environment. Our audit is designed to take this into consideration. The District should continuously be 
looking for opportunities to segregate job functions as best it can. 
 
Single Audit – No Single Audit was needed for fiscal 2005. 
 
Legal Compliance – No compliance issues were reported with respect to Minnesota Statutes. 
 
Enrollment – For fiscal 2004-05, New Prague Area Schools had an estimated total average daily 
membership of 3,120 (or 3,591 adjusted marginal cost pupil units). For fiscal 2003-04, the District had an 
average daily membership of 2,920 (or 3,371 adjusted marginal pupil units). 
 
Fund Balance – The School’s unreserved-undesignated fund balance improved in the General Fund during 
fiscal 2005. The unreserved fund balance of the General Fund increased by $519,365, ending at a surplus of 
$1,493,731 as of June 30, 2005. The ending unreserved-undesignated fund balance represents a surplus of 
about 6.6% of General Fund operating expenditures.  
 
Budget to Actual – Total revenues on a net basis in the General Fund were $175,274 (or 0.8%) higher than 
the budgeted amount while total expenditures were $812,391 (or 3.5%) lower than had been reflected in the 
budget. The net effect was a net change to total fund balance that was approximately $988,000 higher than 
had been reflected in the District’s budget. As part of any budget update initiated for fiscal 2005-06, the 
Board will want to take these variances into consideration in order to limit budget differences to every extent 
possible. We generally like to recommend that budget variances to be limited to 1% to 2% on either side of 
zero to the extent possible. 
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GASB Reporting Model Project 
For a number of years, the Governmental Accounting Standards Board (GASB) had been working on 
developing a new financial reporting model for state and local governments. In June of 1999, the GASB 
issued Statement No. 34, Basic Financial Statements and Management’s Discussion and Analysis for State 
and Local Governments. This Statement significantly changed the financial statement format, methods of 
accumulating the numbers, and required an increased amount of staff and auditor time required at year end. 
We’ve worked closely with District business office staff in order to ensure a timely, efficient and meaningful 
document. 
 
Some of the key items related to GASB 34 are: 
 

• The statement was initially effective in fiscal 2003 for New Prague Area Schools. It resulted in the 
addition of two new statements–the Statement of Net Assets and the Statement of Activities. These 
new statements are referred to as the district-wide financial statements because they encompass the 
entire district. The Statement of Net Assets essentially tells you what your district owns and owes at 
a given point in time. All private and public sector organizations produce a similar statement which is 
normally called a balance sheet. The Statement of Net Assets reports the district’s assets, liabilities 
and net assets. Net assets equals assets minus liabilities. This statement includes capital assets 
and reflects accumulated depreciation on capital assets which makes this more of a long-term 
focused statement. The Statement of Activities tracks your district’s yearly revenues and expenses, 
as well as any other transactions that increase or reduce net assets. It is similar to an income 
statement. The Statement of Activities is a significant new statement because for the first time you 
have a statement that reports gross expenses (including depreciation), offsetting program revenues 
and net cost information at the major function or program level for the current year. General and 
other revenues are reported separately from program revenues. 

 
• There continues to be a Combined Balance Sheet – Government Funds. Whereas the Statement of 

Net Assets is a report of all District funds, the Combined Balance Sheet is presented by fund types, 
in this case government funds (general fund and other governmental funds). This balance sheet 
primarily contains short-term financial information. It allows the board to examine the school’s short-
term assets and liabilities, determine the short-term need for cash, assess short-term financing 
needs and the school’s ability to meet them, and analyze the nature of current financial resources. 
The fund balance section of the balance sheet presents the reserved and unreserved portion of the 
fund balance. Reserves signify portions of fund balances that are set aside for future purposes and 
therefore cannot be appropriated for general uses. The unreserved portion may include an amount 
designated to fund part of the next year’s budget. Generally, the only truly available portion may be 
the unreserved (and undesignated) balance in the General Fund. 

 
• There also continues to be a Statement of Revenues, Expenditures and Changes in Fund Balances 

– Government Funds which is also presented by fund types (government funds). This statement 
focuses primarily on cash and other current financial resources that enter and leave a district, and a 
district’s short-term resources and resource needs. It enables the board to examine the flows of 
short-term resources. It shows whether expenditures match revenues, and indicates whether the 
district will be able to pay for future services. 
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GASB Reporting Model Project (Continued) 
• The statements include a required section of the financial report known as Management's Discussion 

and Analysis (MD&A). The MD&A serves to introduce and summarize information contained in the 
statements that follow it. It is intended to be a readable, objective analysis of your school’s financial 
activity during the year. 

 
• The District is required to report the original adopted budget in addition to the final adopted budget 

for all major governmental funds. 
 
Statement of Net Assets 
The Statement of Net Assets essentially tells you what your District owns and owes at a given point in time, 
the last day of the fiscal year. 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 components of the District’s 
net assets at year end, along with a simplified reconciliation of the difference between the governmental fund 
balances and total net assets: 
 

2005 2004

Total Fund Balance for Governmental Funds 54,364,787$       19,082,979$       

   Capital Assets, Less Accumulated Depreciation 27,122,967         26,195,606         
   Long-Term Liabilities (73,450,192)       (39,619,294)       
   Other - Net (897,523)            (356,790)            
      Total Net Assets - Governmental Activities 7,140,039$        5,302,501$         

Net Assets
   Invested in Capital Assets, Net of Related Debt 6,325,784$         5,780,334$         
   Restricted 804,576              617,182              
   Unrestricted 9,679                  (1,095,015)         
      Total Net Assets - Governmental Activities 7,140,039$        5,302,501$         

As of June 30,

 
 
Most 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 fund balance can 
only be spent for food service program costs). The unrestricted net assets category 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. 
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Statement of Activities  
The Statement of Activities tracks the District’s yearly revenues and expenses, as well as any other 
transactions that increase or reduce total net assets. These amounts represent the full cost of providing 
education. This statement provides a more comprehensive measure than just the amount of cash that 
changed hands, as reflected in the fund-based financial statements. This statement includes the cost of 
supplies used, depreciation of long-lived capital assets, and other accrual-based expenses. The following 
table presents a simplified reconciliation of the change in the District’s governmental fund balances to the 
change in total net assets for fiscal year 2005: 
 

 
2005 2004

Net Change in Fund Balance-Total Governmental Funds 35,281,808$       17,033,692$       

   Capital Asset Purchases 1,880,136           297,079              
   Depreciation (919,773)            (915,494)            
   Debt Proceeds (35,000,000)       (16,735,000)       
   Repayment of Debt 1,150,000           1,125,264           
   Change in Other Long-Term Liabilities 264,034              255,067              
   Other - Net (818,667)            (1,523,292)         
      Change in Net Assets - Governmental Activities 1,837,538$        (462,684)$         

Year Ended June 30,

 
 
Other Post-Employment Benefits (GASB Statements No. 45) 
In the past, most governmental employers offering postemployment benefits accounted for them on a pay-
as-you-go basis. However, the Governmental Accounting Standards Board (GASB), in July 2004, issued 
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other 
Than Pensions, which will make the pay-as-you-go accounting for these benefits a “thing of the past”.  
 
Why the change in position by the GASB, you ask? The answer is less than nebulous—frequency of 
occurrence, significance, and disparity. Postemployment benefits have become more prevalent in the 
governmental arena as a means of attracting and retaining talented employees, as a result of legislation, or 
a combination of the two. Postemployment benefits may also comprise a significant cost to the employer, 
especially if the benefits involve providing healthcare coverage after separation from active employment. 
Further, these benefits represent a form of compensation, the cost of which should be recognized over the 
period of time that an employee earns the benefit. Disparity in practice developed as some governmental 
employers simply followed the pay-as-you-go accounting whereas others opted to report an accrual-basis 
liability on their financial statements by following the provision of Financial Accounting Standards Board 
Statement No. 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions, which applies 
to the private sector. 
 
Several bridges must be crossed on the path to adopting GASB Statement No. 45. First, the other 
postemployment benefits or “OPEB” benefits must be identified. Simply speaking, OPEB benefits under the 
context of the new GASB standard are in essence any type of benefit provided to an employee over a period 
of time after their separation from service, not necessarily retirement, and obviously not limited to healthcare 
benefits.  
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Other Post-Employment Benefits (GASB Statements No. 45) (Continued) 
Another important aspect is determining the “substantive plan”. The substantive plan is the employers’ and 
the employees’ mutual understanding of the OPEB benefit, not necessarily what is written down. In fact, the 
OPEB plan may not have been previously written down at all! Then one must determine whether the 
substantive plan is a defined contribution plan or a defined benefit plan: 
 

• a defined contribution OPEB plan, under GASB Statement No. 45, is “….plan having terms that (a) 
provide an individual account for each plan member and (b) specify how contributions to an active 
plan member’s account are to be determined, rather than the income or other benefits the member 
or his or her beneficiaries are to receive at or after separation from employment.” This is similar to a 
401(k) plan or a 403(b) plan. 

 
• conversely, a defined benefit OPEB plan is one “…having terms that specify the benefits to be 

provided at or after separation from employment. These benefits may be specified in dollars (for 
example, a flat dollar payment or an amount based on one or more factors such as age, years of 
service and compensation), or as a type or level of coverage (for example, prescription drugs or a 
percentage of healthcare insurance premiums).” 

 
The third step is determining the OPEB liability. The OPEB liability for a defined contribution is simply the 
unpaid contractually required payment, similar to an unpaid invoice. On the other hand, the OPEB liability for 
a defined benefit pension plan is the cumulative unpaid or unfunded annual required contribution or “ARC”, 
which will require an actuarial analysis.  
 
For a defined benefit OPEB plan, the manner of funding the OPEB liability is an important consideration. 
Under the new GASB standard, an OPEB liability will only be considered as funded to the extent that assets 
are transferred to an irrevocable trust for the specific benefit of plan members (i.e. covered employees) and 
their beneficiaries. Assets held in an irrevocable trust can be reported in fiduciary financial statements and 
thus excluded from the employers’ government-wide financial statements. Employer assets that are simply 
“earmarked” to provide for OPEB benefits but that could otherwise be re-directed to other uses are not 
considered by the GASB as funding of the OPEB liability. Therefore, these earmarked assets continue to be 
reported in the government-wide financial statements. Said another way, if the intended assets are not held 
in an irrevocable trust, the OPEB plan is considered unfunded. 
 
Recognizing the complexity of the new requirement, the GASB allowed for a phased-in implementation 
depending on the employers’ size. For instance, the effective date for implementing the OPEB standard is 
for the first fiscal year beginning after December 15, 2006, 2007 or 2008 depending on whether an employer 
was a phase 1, 2, or 3 implementer of GASB Statement No. 34, respectively. 
 
Given the time allowed before the required implementation dates, there are some important actions and 
considerations that employers should initiate. First, the employer will need to understand the substantive 
plan, and would be far the wiser to get it in writing as a formal plan agreement. Qualified and reputable 
attorneys may need to be engaged for this task. Second, if the OPEB benefit is structured as a defined 
benefit plan, as opposed to a defined contribution plan, the employer in all likelihood will need to engage an 
independent actuary to measure the liability. Once the attorneys and the actuaries are engaged, the 
employer would be wise to study several ad-hoc scenarios—for example, changing assumptions for 
contribution rates, discount rates, demographics of the covered employee group, duration of coverage, 
prospective vs. retroactive implementation, etc.—and evaluate the effects on their financial statements. 
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Other Post-Employment Benefits (GASB Statements No. 45) (Continued) 
While Statement No. 34 was the most significant accounting standard to be issued by the GASB in the last 
20 years, Statement No. 45 is a close second. However, the GASB has allowed a generous amount of time 
before the required implementation date. Use it wisely! 
 
Accounting for Termination Benefits (GASB Statements No. 47) 
The Governmental Accounting Standards Board (GASB) has issued Statement No. 47, Accounting for 
Termination Benefits, to provide accounting guidance for state and local governmental employers regarding 
benefits (such as early-retirement incentives and severance benefits) provided to employees that are 
terminated. Statement No. 47 requires recognition of the cost of involuntary termination benefits in the period 
in which a government becomes obligated to provide benefits to terminated employees, which is not 
necessarily the same period as when the benefits are actually provided.  
 
The Statement requires recognition of the cost of voluntary termination benefits when the termination offer is 
accepted. The Statement provides an exception to the general recognition requirements for termination 
benefits that affect defined benefit postemployment benefits, such as pensions or retiree healthcare. Those 
termination benefits should be accounted for in the same manner as defined benefit pensions or other 
postemployment benefits, although any increase in an actuarial accrued liability associated with a 
termination benefit is required to be separately disclosed. 
 
The Statement also elaborates on how to measure the cost of termination benefits and requires disclosure of 
information about termination benefit arrangements, including a description of the plan and the cost of the 
benefits. 
 
Statement No. 47 is effective for financial statements for periods beginning after June 15, 2005. However, 
for termination benefits that affect defined benefit postemployment benefits other than pensions, 
governments should implement Statement No. 47 simultaneously with Statement No. 45, Accounting and 
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions. 
 
Identity Theft, New Law About to Send Shredding on a Tear 
This summer, a new law went into effect that requires employers to "destroy" any documents containing 
personal information about employees before disposing of that information. The law, the Fair and Accurate 
Credit Transactions Act (FACTA), exposes employers to lawsuits and/or fines if they fail to comply. The law 
is expected to give a big boost to the market for shredders and shredding services. Bob Johnson, executive 
director of the National Association for Information Destruction, predicts that shredders will eventually 
become as ubiquitous in homes as washers and dryers. The National Crime Prevention Council notes that 
identity theft is the fastest-growing crime in the nation, and at least two studies found that some 7 million 
Americans had their identities stolen during the year ended July 2003. There are roughly 2,000 companies in 
North America that destroy documents as part of their business, and roughly half of these businesses list 
that as their primary business. There are roughly 1,000 mobile shredding units that visit companies 
throughout the United States, and many other firms visit companies, pick up documents, and take them to 
large processing plants to be destroyed. Johnson warns that every employer--small- and mid-size firms, 
even individuals who employ just one worker--must comply with the new law. 
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I. FINANCIAL RESULTS 
  
Fund Balances 
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I. FINANCIAL RESULTS (CONTINUED) 
 
Fund Balances (Continued) 

 

ISD NO. 721 NEW PRAGUE
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I. FINANCIAL RESULTS (CONTINUED) 
 
Fund Balances (Continued) 

 

ISD NO. 721 NEW PRAGUE
Food Service Fund Balance

34,525 49,722

87,117 94,057

142,442

0

20,000

40,000

60,000

80,000

100,000

120,000

140,000

160,000

2001 2002 2003 2004 2005

 
 

ISD NO. 721 NEW PRAGUE
Community Service Fund Balance

112,096

92,020 93,126

59,533

100,944

0

20,000

40,000

60,000

80,000

100,000

120,000

2001 2002 2003 2004 2005



 

(10) 

I. FINANCIAL RESULTS (CONTINUED) 
 
Fund Balances (Continued) 
 

ISD NO. 721 NEW PRAGUE
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I. FINANCIAL RESULTS (CONTINUED) 
 
Students Served  
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APPENDIX A 
 

FINANCIAL TRENDS OF YOUR SCHOOL 
 
Revenue Sources 
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Expenditures by Program 
 

ISD NO. 721 NEW PRAGUE
District & School Administration
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ISD NO. 721 2200-4449 State Avg.

District and School Admin - all costs related to providing administration to the District (Board of 
Education, Superintendent, Principals, Line administrators, etc.)
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District Support Services
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District Support Services - all activities provided by central office administrators (Business Services, 
Human Resources, Legal, Data processing, other district-wide support activities)
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Regular Instruction
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Regular Instruction - includes all activities dealing directly with the teaching of pupils including co-
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ISD NO. 721 NEW PRAGUE
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Vocational Instruction - consists of costs related to career exploration, job-entry skills, job upgrading, 
and occupational training
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Special Education Instruction
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Pupil Support Services
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Food Service
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Fiscal and Other Fixed Cost Programs
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Community Service
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Expenditures by Program (Continued) 
 

ISD NO. 721 NEW PRAGUE
Capital Expenditures
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APPENDIX B 
   

LEGISLATIVE ACTIVITY 
 
The 2005 Legislative session was interesting to watch because of the battle of wills between the two major 
political parties. In the end, most would likely agree that the education funding for the biennium was more 
generous than most would have dared to hope for. But the end results also created a bit of a disconnect 
between the perception and the reality of the funding increases in the minds of state taxpayers. While it is 
true that the basic funding formula was increased by 4% per year for each of the two years of the biennium, 
this is an oversimplification of the true net results because of other changes enacted by the Legislature 
which resulted in less funding in other areas. The net result was often something less than the much touted 
4% increase but each individual district had to carefully evaluate the impact for their own district in order to 
update budget assumptions for fiscal 2006. As is pointed out in the legislative summary below, the funding 
for special education, the increasing costs of which significantly outpace the increase in costs for other 
instructional areas, did not receive any net inflationary increase for the biennium. Another of the new 
proposals which was touted as if it would be an automatic funding increase for school districts is the 
alternative compensation (or Q-comp) initiative which may indeed bring about needed changes in contracts 
but is in doubt as to the long-term viability from the standpoint of stable funding and accessibility. 
 
Because of the ongoing complexity of education funding, we continue to emphasize the importance of 
appropriate financial planning and forecasting, the necessity for good budget development and monitoring 
methodologies and the need for cash flow planning in response to the ongoing complexity of education 
funding formulas. What follows are some education-related highlights of recent legislative sessions as 
summarized from information made available by the Minnesota Department of Education and the Minnesota 
House of Representatives. 
 

GENERAL EDUCATION 
 
Formula Allowance 
The basic formula allowance that had been $4,601 per adjusted marginal cost pupil unit since fiscal 2003 
was increased by 4% ($182) to $4,783 per pupil unit for fiscal year 2006, and an additional 4% ($191) to 
$4,974 per pupil unit for fiscal year 2007 and later. 
 
No changes were made in the calculation of adjusted marginal cost pupil units--grade level pupil unit 
weightings and the 77% current year / 23% prior year marginal cost pupil unit calculations for declining 
enrollment districts remain unchanged. 
 
No changes were made in the linkage of other formulas to the general education formula: compensatory, 
operating sparsity, transportation sparsity, PSEO, shared time, contract alternative, nonpublic pupil, and 
tribal contract aids all continue to be calculated using the current formula allowance, and thereby receive a 
4% increase each year of the biennium. Extended time revenue, which is not linked to the formula, does not 
receive an inflationary increase, and continues to be calculated using a formula allowance of $4,601. 
 
Revenue Components 
Beginning in FY 2006, adds gifted and talented revenue and alternative teacher compensation revenue as 
components of general education revenue, and updates the calculation of general education aid to reflect 
the new components. 
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Gifted and Talented Revenue 
A new component of general education revenue was created called “gifted and talented revenue.” The 
revenue was set equal to $4 times a district’s adjusted marginal cost pupil units for fiscal year 2006 and $9 
times a district’s adjusted marginal cost pupil units for fiscal year 2007 and later. A school district is required 
to reserve gifted and talented revenue and spend the revenue only to: 
 

(1) identify gifted and talented students; 
(2) provide education programs for gifted and talented students; or 
(3) provide staff development to prepare teachers to best meet the unique needs of gifted and 

talented students. 
 
Alternative Teacher Compensation Revenue 
Beginning in fiscal year 2006, school districts, charter schools, and intermediate districts that have fully 
implemented an alternative teacher professional pay system by October 1 of the current school year are 
eligible for alternative teacher compensation revenue. 
 
For fiscal year 2006, the alternative teacher compensation revenue and aid is equal to $260 times the 
October 1 enrollment for the previous fiscal year. For a district where only selected sites are participating, 
the calculation is based on the enrollment at those sites on October 1 of the previous fiscal year. For fiscal 
year 2007 and later, the total alternative teacher compensation revenue remains $260 times the October 1 
enrollment for the previous fiscal year, but a portion of the revenue is funded with an equalized local levy. 
 
The state total basic alternative compensation aid is limited to $19,329,000 for fiscal year 2006 and 
$75,636,000 for fiscal year 2007 and later. The limit on basic alternative compensation aid also limits the 
total alternative teacher compensation revenue, since only those districts qualifying for aid are allowed to 
levy. This limits participation in the program to school districts, charter schools and intermediates accounting 
for 9% of the state total enrollment for fiscal 2006 and 48% of the state total enrollment in FY 2007 and later. 
 
In general, the Commissioner must approve applications on a first come, first served basis. However, there 
are exceptions to this rule as there are limits on the total dollar amount of basic alternative compensation aid 
that can be directed toward three separate constituencies, namely charter schools, rural Minnesota districts 
and the seven-county metro area. 
 
Equity Revenue 
New components were added to equity revenue. For fiscal 2006 and later, districts with referendum revenue 
per Resident Marginal Cost Pupil Unit (RMCPU) less than 10 percent of the state average receives 
additional revenue to bring the district up to the 10 percent level. However, a district cannot receive more 
than $100,000 under this provision. Since the estimated state averages are $560 per RMCPU for fiscal 2006 
and $670 per RMCPU for fiscal 2007, a district with no referendum revenue would receive an increase of 
$56 per RMCPU for fiscal 2006 and $67 per RMCPU for fiscal 2007 (not to exceed $100,000 per year). For 
fiscal 2006 only, this component is funded entirely with state aid. 
 
For fiscal 2006 and later, the equity revenue for metro districts, (excluding the revenue under the $46 / $23 
provision described below), is increased by 25 percent. For fiscal 2006 only, this component is funded 
entirely with state aid. For fiscal 2007 and later, districts with referendum revenue per adjusted marginal cost 
pupil unit (AMCPU) below the regional (metro or rural) 95th percentile will receive additional equity revenue 
equal to $46 times the AMCPU, while districts with referendum revenue above the regional 95th percentile 
will receive additional equity revenue equal to $23 times the AMCPU. This provision applies to all districts, 
including Minneapolis, St. Paul and Duluth, which do not otherwise receive equity revenue. 
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Operating Capital Revenue 
The equalizing factor for operating capital was lowered from $22,222 to $10,700 for fiscal year 2007 and 
later. The result will be a substantial levy increase for this component of the general education formula. 
 
Transition Revenue 
The transition revenue was made permanent, and language calling for the conversion of transition revenue 
to referendum revenue was eliminated. (This revenue had been set to expire after fiscal 2008.) For fiscal 
2006 and later, 4 percent of the amount that the district received for pre-kindergarten programs that were in 
existence prior to July 1, 2003, was added to the district’s transition revenue. 
 
Referendum Revenue 
The general referendum allowance limit was increased from (a) the greater of 18.6 percent of the basic 
formula allowance or the product of $855.79 per pupil unit times an inflation factor to (b) the greater of 26 
percent of the basic formula allowance or the product of $1,294 per pupil unit times an inflation factor. For 
fiscal 2007, the estimated inflation factor over the fiscal 2004 base is 1.0735, which generates a general 
referendum allowance limit of $1,389 per pupil unit (27.9% of the formula allowance) when applied to the 
$1,294 base amount. The limit for fiscal 2006 is estimated to be $905. 
 
The alternative maximum allowance for districts that were capped in 1994 was adjusted upwards by $200 
per pupil unit. 
 
The dollar amount of the first tier of referendum equalization was increased from $500 to $600 per pupil unit 
for fiscal year 2007, and to $700 per pupil unit for fiscal year 2008 and later. 
 
Referendum ballot language was simplified by eliminating the requirement to show a referendum market 
value tax rate, eliminating the statement that the revenue must be used to finance school operations, and 
specifying that “per RMCPU” must be abbreviated as “per pupil” on the ballot. The referendum notice was 
also simplified by eliminating the requirement to show the annual percentage tax rate. 
 
Pupil Accounting Clarifications 
Kindergarten was defined as a program that serves pupils who start the school year at an age of five years 
and that prepares the pupils for first grade. A pre-kindergarten program was defined as a program that 
prepares pupils for kindergarten. 
 
A new category of pupil units was created to count students who are enrolled in project-based programs. 
Schools offering project-based programs are required to register with the Commissioner, provide a minimum 
of one hour of teacher contact per week per project-based credit, maintain a record system that shows when 
each credit has been reported, and report pupil membership to the Commissioner. 
 
Expenditures by Building Report 
The methodology for reporting of certain district expenditures by building on the Department’s web site was 
changed. Under the old law, the Department was required to allocate expenditures for pupil transportation, 
operations and maintenance and capital expenditures among buildings on a per student basis, even if the 
district charged some of these expenditures directly to individual buildings. Under the new law, amounts in 
these programs charged by the district to an individual site will remain at that site in the Department’s 
reports, and only those expenditures identified as district-wide by the district will be allocated among sites on 
a per pupil basis. 
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Pupil Transportation 
Eligible Costs for Disabled Category - The eligible costs for the disabled student transportation category 
were expanded to include the following: 
 

- The cost of necessary travel between public and private schools or neutral sites by essential special 
education personnel providing shared time services to nonpublic school students in those 
circumstances where the shared time students are not transported. 

- The cost of transporting a homeless student from a temporary non-shelter home in another district to 
the school of origin, or a formerly homeless student from a permanent home in another district to the 
school of origin for the remainder of that school year. 

- The cost of depreciation on district-owned buses purchased after July 1, 2005 used primarily for the 
transportation of pupils with disabilities. 

 
Expenditure Reporting - Transportation expenditure reporting was standardized and expenditure reporting 
was limited as follows: 
 

- A district is prohibited from including the salaries and fringe benefits of employees whose primary 
duties are other than transportation, including central office administrators and staff, building 
administrators and staff, teachers, social workers, and instructional aides, in the district’s reported 
transportation costs. However, a district may include salaries and benefits for an employee 
designated as the transportation director, employees providing support to the transportation director, 
and employees providing direct transportation services such as a bus driver or bus aide. 

- Part-time employee costs are required to be documented in the form and manner prescribed by the 
Department. 

- Pupil transportation expenditures, excluding expenditures for capital outlay, leased buses, student 
board and lodging, crossing guards, bus driver salaries, and aides on buses, are required to be 
allocated among transportation categories on a cost per mile, cost per pupil, cost per hour or cost 
per route basis, regardless of whether transportation is provided on district-owned or contracted 
buses. 

 
Homeless Student Transportation - A district enrolling a pupil placed in a homeless shelter is required to 
provide the transportation for that pupil, unless the enrolling district and the district where the homeless pupil 
is temporarily placed agree that the district in which the pupil is placed will provide the transportation. 
 
Carpenter School Bus Levy - A school district is allowed to levy up to $30,000 times the number of Carpenter 
school buses in its fleet as of January 1, 2003 that have been determined to have potentially defective welds 
and are subject to limitations imposed by the department of public safety. The levy may be spread over up to 
five years, from taxes payable in 2006 through 2010. 
 
Restoration of Selected Levy Formulas to Pre-2003 Levels 
Building Lease Levy - The building lease levy was increased from the lesser of $90 per pupil or 90 percent of 
a district’s lease costs to the lesser of $100 per pupil or the district’s actual lease costs. The added lease 
levy available to school districts that are members of an intermediate school district was increased from 
$22.50 per pupil unit to $25 per pupil unit. 
 
Unemployment Insurance Levy - A school district is authorized to levy for the full amount of its 
unemployment insurance costs. 
 
Tax Levy for Judgment - A school district is authorized to levy for the full amount of its judgments. 
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Career and Technical Levy 
A new formula for career and technical program funding was established. A district with an approved 
program is permitted to levy an amount equal to the lesser of $80 per ADM in grades 10 through 12 or 25 
percent of approved expenditures. Up to 10 percent of a district’s levy may be spent on equipment 
purchases. A district must recognize the full amount of this levy as revenue for the fiscal year in which it is 
certified. A cooperative center or an intermediate district must allocate its approved expenditures for career 
and technical education programs among participating districts. A district’s levy for this purpose is 
guaranteed not to be less than the lesser of the district’s levy authority for the previous year or 100 percent 
of the approve expenditures for the fiscal year in which the levy is certified. This provision is effective for 
taxes payable in 2008. The current career and technical education levy is limited to taxes payable in 2006 
and 2007, since this levy will be replaced by the new one. 
 
Staff Development Set-Aside 
The requirement for districts to set aside 2% of basic general education revenue for staff development that 
was eliminated for fiscal years 2004 and 2005 will be effective once again beginning with fiscal 2006. 
 
Pupil Weights 
The pupil weights used in computing weighted average daily membership that were first implemented by the 
1999 Legislature will continue forward as follows: 
 

• Pre-kindergarten disabled: remains at 1.25 
• Kindergarten disabled: remains at 1.00 
• Regular kindergarten: remains at 0.557 
• Grades I - 3: remains at 1. 115 
• Grades 4 - 6: remains at 1.06 
• Grades 7 - 12: remains at 1.30 

 
There had previously been a reduction in pupil counts the resulted from the capping of Learning Year pupil 
units at 1.2. 
 
Marginal Cost Pupil Units 
The 2000 Legislature changed the calculation of marginal cost pupil units to include a hold-harmless feature 
whereby schools get the greater of a) 100% of the current year enrollment, or b) 77% current year, 23% prior 
year. This change applied to both the adjusted marginal cost pupil units (AMCPU) used for most general 
education revenue calculations and to the resident marginal cost pupil units used in computing operating 
referendum revenue. 
 
Property Tax Levy Recognition Shift 
Early recognition of levy revenue - Beginning in fiscal 2004, a school district was required to recognize as 
revenue in June of each year an amount equal to the lesser of: 
 

1. the May, June and July tax settlement revenue received in that calendar year plus the July and 
August general education aid payments received in that calendar year, or 

2. the sum of: 
a. the greater of the percentage to be determined by the Department under section 34 of the 

current referendum levy or 31% of the Pay 2001 referendum levy, plus 
b. 100% of the following levies: integration levies for first-class cities; unemployment insurance 

levies; health insurance, health benefits and certain retirement levies; career and technical levy; 
and levy adjustments for law changes, plus 

c. the percentage to be determined by the Department under section 34 of all other school district 
general and community service fund levies. 
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Special Education Tuition Billing 
Beginning in fiscal 2006, special education tuition billing procedures for students with disabilities served by a 
nonresident district or a charter school were simplified and standardized. Beginning in fiscal 2007, requires 
MDE to calculate the tuition amounts and adjust state aids, instead of having individual districts and charter 
schools calculate the tuition amounts and collect tuition payments. 
 
The tuition amounts for fiscal 2006 and aid adjustments for fiscal 2007 and later must equal: 
 

(1) the actual cost of special instruction, including special transportation, and unreimbursed building 
lease and debt service costs for facilities used primarily for special education; plus 

(2) the amount of general education revenue and referendum aid attributable to the pupil; minus 
(3) the amount of any special education aid received by the nonresident district for that child; minus 
(4) for pupils who receive more than 60 percent of their services outside the regular classroom, the 

amount of general education revenue and referendum aid excluding portions attributable to district 
and school administration, district support services, operations and maintenance, capital 
expenditures, and pupil transportation attributable to that pupil for the portion of time the pupil 
receives special instruction outside of the regular classroom. 

 
Special Education and Related Aids 
The state total special education excess cost aid was increased from $91,811,000 in fiscal 2005 to 
$103,600,000 in fiscal 2006 and to $104,700,000 in fiscal 2007 and later. The state total special education-
regular aid and the state total transition-disabled aid is prevented from declining in FY 2008 and later if the 
state total ADM decreases by setting the state total aid for fiscal 2008 and later equal to the greater of the 
state total aid for the previous fiscal year or the state total aid for the previous fiscal year times the ratio of 
the current year ADM to the prior year ADM. However, these changes only serve to offset the sunset of 
special education cross subsidy aid after fiscal 2005, and will ensure that total state funding for special 
education remains stable for fiscal 2006 and later compared with fiscal 2005, as required to meet federal 
state-level maintenance of effort requirements. They do not provide an inflationary increase in special 
education funding. As a result, state special education aid as a percent of total special education 
expenditures will decrease as the expenditures increase, and the special education cross subsidy will grow 
larger. 
 
Beginning in fiscal 2006, the excess cost formula is modified by phasing out the inclusion of referendum 
revenue in the general revenue amounts used as a deduct in calculating excess cost aid. Two-thirds of the 
referendum revenue is included for fiscal 2006, 1/3 for fiscal 2007, and no referendum revenue is included 
for fiscal 2008 and later. This change will target the increase in excess cost aid to districts with relatively 
high referendum revenue per pupil unit. 
 
Deferred Maintenance Revenue 
Beginning in fiscal 2008, an equalized deferred maintenance levy is provided for smaller districts that do not 
qualify for the alternative facilities bonding and levy program. The maximum revenue is set at $60 per 
adjusted marginal cost times the lesser of one or the ratio of the district’s average building age to 35 years. 
The levy is spread against net tax capacity, and is equalized at $5,900 of ANTC per AMCPU. The revenue 
must be maintained in a reserve account and must be used only for expenditures that would be eligible for 
the alternative facilities program. 
 



 

(26) 

Telecommunications / Internet Access Equity Aid 
A new telecommunications/internet access equity aid program was established beginning in fiscal 2006. 
Funding will be based on eligible expenditures in the previous fiscal year. School districts and charter 
schools are required to submit their actual telecommunications and Internet access costs for the previous 
fiscal year to the Commissioner by August 15. Participating districts are required to file applications for 
federal Internet funds commonly referred to as e-rate funds. A district’s access equity aid is defined to be the 
approved cost exceeding $15 times the district’s adjusted marginal cost pupil units for the previous fiscal 
year, or the approved cost with no deduction for districts that are members of an organized 
telecommunications access cluster. A school district is required to provide telecommunications and Internet 
access to nonpublic schools (excluding a home school) located within the district's boundaries. Aid is 
provided for access services for each nonpublic school and makes the nonpublic school responsible for any 
costs in excess of the amount the district receives for this service. 
 
Maximum Effort Debt Service Levy 
The maximum effort debt service rate was reduced from 32% to 28% of adjusted net tax capacity for loans 
approved before January 2, 2002, and from 40% to 32% for later loans. 
 
Surplus Debt Service Funds 
A district is allowed to use the amount of any surplus remaining in the school district’s debt service fund 
when the obligations and the interest are paid in full for any other general purpose debt without inducing any 
reduction in state aid, levies, or general fund levies. 
 
Early Childhood Developmental Screening 
As an incentive to screen children earlier, (districts are directed to target children between ages 3 and 4 for 
screening) the state reimbursement was increased $40 to $50 for each 3 year old screened. The rate will be 
$40 for each 4 year old and $30 for each five year old child. 
 
ECFE Revenue 
The revenue for ECFE was increased from $96 to $104 for fiscal 2006 and later. 
 
Community Education Revenue 
The general community education revenue was increased in fiscal 2007 from $5.23 to $5.42 times the 
greater of 1,335 or the population of the district. This restores a portion of the community education 
reduction of 2003 where the revenue was decreased from $5.95 to $5.23 for 2005 and later years.  
 
Community Education Levy 
The community education levy rate was reduced from .985 times adjusted net tax capacity to .9 times 
adjusted net tax capacity beginning in fiscal 2007. 
 
Adult Basic Education Revenue 
ABE programs are allowed to carryover up to 20% of their state ABE aid into the following fiscal year. The 
carryover is available for expenditure until September 30 of the following fiscal year. 
 
The total amount of ABE aid for each year of the biennium is established at $36,509,000 and allows that 
total to be increased by savings to the state in the previous fiscal year that are generated by a $21 per 
learner contact hour limit on gross ABE revenue, and a provision limiting ABE aid to 100% of actual 
unreimbursed program expense, excluding in-kind costs. Aids not paid to a program due to an 8% contact 
hour revenue growth cap are reallocated among other non-capped programs in the current fiscal year by 
adjusting the rate per contact hour. Previously, capped amounts were returned to the general fund, not 
redistributed among non-capped ABE programs. 
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APPENDIX D 
  

FORMAL REQUIRED COMMUNICATIONS 
 
 
 
Board of Education 
Independent School District No. 721 
New Prague Area Schools 
New Prague, Minnesota 
 
We have audited the financial statements of Independent School District No. 721 (the District) as of and for 
the year ended June 30, 2005, and have issued our report thereon dated August 19, 2005. Professional 
standards require that we provide you with the following information related to our audit. 
 
Our Responsibility under U.S. Generally Accepted Auditing Standards and Government Auditing 
Standards 
As stated in our engagement letter dated May 9, 2005, our responsibility, as described by professional 
standards, is to plan and perform our audit to obtain reasonable, but not absolute, assurance about whether 
the financial statements are free of material misstatement and are fairly presented in accordance with U.S. 
generally accepted auditing standards. Because an audit is designed to provide reasonable, but not absolute 
assurance and because we did not perform a detailed examination of all transactions, there is a risk that 
material misstatements may exist and not be detected by us. 
 
As part of our audit, we considered the internal control of the School. Such considerations were solely for the 
purpose of determining our audit procedures and not to provide any assurance concerning such internal 
control. 
 
As part of obtaining reasonable assurance about whether the financial statements are free of material 
misstatement, we performed tests of the School’s compliance with certain provisions of laws, regulations, 
contracts, and grants. However, the objective of our tests was not to provide an opinion on compliance with 
such provisions. 
 
Other Information in Documents Containing Audited Financial Statements 
We provide no opinion or assurance on any information prepared by management that accompanies the 
District’s audited financial statements. 
 
Significant Accounting Policies 
Management has the responsibility for selection and use of appropriate accounting policies. In accordance 
with the terms of our engagement letter, we will advise management about the appropriateness of 
accounting policies and their application. The significant accounting policies used by the District are 
described in Note 1 to the financial statements. We noted no transactions entered into by the District during 
the year that were both significant and unusual, and of which, under professional standards, we are required 
to inform you, or transactions for which there is a lack of authoritative guidance or consensus. 
 



Board of Education 
Independent School District No. 721 
New Prague Area Schools 
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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 financials statements were: 
 

• Due from Minnesota Department of Education 
• Due from the Federal Government through the Minnesota Department of Education 
• Severance Benefits Payable 
• Estimated Useful Lives of Depreciable Capital Assets 

 
Management’s estimate of Due from Minnesota Department of Education is based on amounts anticipated to 
be received from the state for various aid entitlements for fiscal 2004-05. The most significant of these is the 
aid portion of General education revenue. 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 statewide 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 2005 is not finalized until well into fiscal year 2006. 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. 
Management expects that any differences between estimates and actual will be insignificant. 
 
Management’s estimate of Due from the Federal Government through the Minnesota Department of 
Education is based on expenditure data reported under federal programs by the District for reimbursement 
from the Minnesota Department of Education. 
 
Management’s estimate of Retirement Pay and Other Compensated Absences Payable is based on certain 
assumptions made by the District. As required by GASB Statement No. 16, the District has recorded a 
liability for accumulated sick leave convertible to early retirement pay for which it is probable the 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), and 
the potential use of accumulated sick leave prior to termination. 
 
Management’s estimate of useful lives for depreciable assets is based on guidance recommended by the 
Minnesota Department of Education. The useful life of a depreciable asset determines the amount of 
depreciation that will be recorded in any given reporting period as well as the amount of accumulated 
depreciation that is reported at the end of a reporting period. 
 
We reviewed and tested management’s procedures and underlying supporting documentation in the areas 
discussed above and evaluated the key factors and assumptions used to develop the estimates noted above 
in determining that they are reasonable in relation to the financial statements taken as a whole. We 
concluded that the accounting estimates and management judgments appeared to consider all significant 
factors and resulted in appropriate accounting recognition. 
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Audit Adjustments 
For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the 
financial statements that, in our judgment, may not have been detected except through our auditing 
procedures. These adjustments may include those proposed by us, but not recorded by the District, which 
could potentially cause future financial statements to be materially misstated, even though we have 
concluded that such adjustments are not material to the current financial statements. Our audit of the fiscal 
2005 financial statements resulted in no audit adjustments which we considered significant enough to be 
recorded by the District to prevent the financial statements from being misleading. Management did not 
identify and we did not notify them of any uncorrected financial statement misstatements. We recognize that 
for management purposes, the District maintains its accounting records primarily using the cash basis during 
the year. There may be adjustments which we propose while assisting your finance staff in the closing of the 
year-end accounting records. These types of adjustments, if any, are not considered to be “audit 
adjustments” for purposes of this communication. 
 
Disagreements with Management 
For purposes of this letter, professional standards define a disagreement with management as a matter, 
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter 
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. 
 
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. 
 
Issues Discussed Prior to Retention of Independent Auditors 
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. 
 
Difficulties Encountered in Performing the Audit 
There were no significant difficulties encountered by us in the course of performing the audit. 
 
This report is intended solely for the information and use of the Board of Education and the management of 
the District and is not intended to be and should not be used by anyone other than these specified parties. 
 

 
 LARSON, ALLEN, WEISHAIR & CO., LLP 
 
Minneapolis, Minnesota 
August 19, 2005 


