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INDEPENDENT AUDITOR’S REPORT

To the School Board of 
  Independent School District No. 831 
Forest Lake, Minnesota 

We have audited the accompanying financial statements of the governmental activities, each major fund, 
and the aggregate remaining fund information of Independent School District No. 831, Forest Lake, 
Minnesota (the District) as of and for the year ended June 30, 2010, which collectively comprise the 
District’s basic financial statements as listed in the table of contents.  These financial statements are the 
responsibility of the District’s management.  Our responsibility is to express opinions on these financial 
statements based on our audit.  The prior year partial comparative information presented has been derived 
from the District’s financial statements for the year ended June 30, 2009, and in our report dated 
November 9, 2009, we expressed unqualified opinions on the respective financial statements of the 
governmental activities, each major fund, and the aggregate remaining fund information.   

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.  Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement.  An audit includes consideration of internal control over financial reporting as a basis for 
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the District’s internal control over financial reporting.  Accordingly, we 
express no such opinion.  An audit also includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audit provides a reasonable basis for our opinions. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, each major fund, and the aggregate remaining 
fund information of the District as of June 30, 2010, and the respective changes in financial position, and 
the budgetary comparison for the General Fund for the year then ended, in conformity with accounting 
principles generally accepted in the United States of America. 

The financial statements include prior year partial comparative information.  Such information does not 
include all of the information required in a presentation in conformity with accounting principles 
generally accepted in the United States of America.  Accordingly, such information should be read in 
conjunction with the District’s financial statements for the year ended June 30, 2009, from which such 
partial information was derived. 

(continued) 
-2-





INDEPENDENT SCHOOL DISTRICT NO. 831 

Management’s Discussion and Analysis 
Year Ended June 30, 2010 

-4-

This section of Independent School District No. 831, Forest Lake, Minnesota’s (the District) annual 
financial report presents management’s narrative overview and analysis of the District’s financial 
performance during the fiscal year ended June 30, 2010.  Please read it in conjunction with the other 
components of the District’s annual financial report. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The financial section of the annual report consists of the following parts: 

� Independent Auditor’s Report;  

� Management’s Discussion and Analysis;  

� Basic financial statements, including the government-wide financial statements, fund financial 
statements, and the notes to basic financial statements; 

� Required supplementary information; and 

� Combining and individual fund statements and schedules. 

The following explains the two types of statements included in the basic financial statements: 

Government-Wide Statements 

The government-wide statements (Statement of Net Assets and Statement of Activities) report 
information about the District as a whole using accounting methods similar to those used by private sector 
companies.  The Statement of Net Assets includes all of the District’s assets and liabilities.  All of the 
current year’s revenues and expenses are accounted for in the Statement of Activities regardless of when 
cash is received or paid. 

The two government-wide statements report the District’s net assets and how they have changed.  Net 
assets—the difference between the District’s assets and liabilities—is one way to measure the District’s 
financial health or position.

� Over time, increases or decreases in the District’s net assets are indicators of whether its financial 
position is improving or deteriorating, respectively. 

� To assess the overall health of the District requires consideration of additional non-financial 
factors such as changes in the District’s property tax base and the condition of school buildings 
and other facilities. 

In the government-wide financial statements the District’s activities are all shown in one category titled 
“governmental activities.”  These activities, including regular and special education instruction, 
transportation, administration, food services, and community education, are primarily financed with state 
aids and property taxes. 
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Fund Financial Statements 

The fund financial statements provide more detailed information about the District’s funds, focusing on 
its most significant or “major” funds, rather than the District as a whole.  Funds (Food Service Special 
Revenue and Community Service Special Revenue) that do not meet the threshold to be classified as 
major funds are called nonmajor funds.  Detailed financial information for nonmajor funds can be found 
in the combining and individual fund statements and schedules section. 

Funds are accounting devices the District uses to keep track of specific sources of funding and spending 
on particular programs.  For Minnesota schools, funds are established in accordance with Uniform 
Financial Accounting and Reporting Standards in accordance with Minnesota statutory requirements and 
accounting principles generally accepted in the United States of America. 

The District maintains the following kinds of funds: 

Governmental Funds – The District’s basic services are included in governmental funds, which 
generally focus on:  1) how cash and other financial assets that can readily be converted to cash flow 
in and out, and 2) the balances left at year-end that are available for spending.  Consequently, the 
governmental funds statements provide a detailed short-term view that helps to determine whether 
there are more or less financial resources that can be spent in the near future to finance the District’s 
programs.  Because this information does not encompass the additional long-term focus of the 
government-wide statements, we provide additional information (reconciliation schedules) 
immediately following the governmental funds statements that explain the relationship (or 
differences) between these two types of financial statement presentations. 

Fiduciary Funds – The District is the trustee, or fiduciary, for assets that belong to other 
organizations.  The District is responsible for ensuring that the assets reported in these funds are used 
only for their intended purposes and by those to whom the assets belong.  All of the District’s 
fiduciary activities are reported in a separate Statement of Fiduciary Net Assets and a Statement of 
Changes in Fiduciary Net Assets.  We exclude these activities from the government-wide financial 
statements because the District cannot use these assets to finance its operations. 



-6-

FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE 

Table 1 is a summarized view of the District’s Statement of Net Assets:   

2010 2009

Assets
Current and other assets 42,688,378$       35,096,350$
Capital assets, net of depreciation 50,860,841         52,663,362         

Total assets 93,549,219$      87,759,712$

Liabilities
Current and other liabilities 31,253,949$       23,390,432$
Long-term liabilities, including due within one year 40,707,970         43,834,330         

Total liabilities 71,961,919$      67,224,762$

Net assets
Invested in capital assets, net of related debt 19,466,942$       18,575,722$
Restricted 2,382,628           3,800,266           
Unrestricted (262,270)             (1,841,038)          

Total net assets 21,587,300$      20,534,950$

Table 1
Summary Statement of Net Assets

as of June 30, 2010 and 2009

The District’s financial position is the product of many factors.  For example, the determination of the 
District’s investment in capital assets, net of related debt involves many assumptions and estimates, such 
as current and accumulated depreciation amounts.  A conservative versus liberal approach to depreciation 
estimates, as well as capitalization policies, will produce a significant difference in the calculated 
amounts.   

The financial position of the District is improving as measured by total net assets.  For the year ended 
June 30, 2010, total net assets increased by $1,052,350 or 5.1 percent to a level of $21,587,300.  The 
increase in the current year is directly related to the current year operating results.  As presented in the 
table above, invested in capital assets, net of related debt and the unrestricted portion of net assets 
experienced an increase over the prior year, while restricted net assets decreased.   
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Table 2 presents a summarized version of the District’s Statement of Activities: 

2010 2009

Revenues
Program revenues

Charges for services 6,157,018$         6,317,834$         
Operating grants and contributions 9,452,410           8,948,473           

General revenues
Property taxes 14,997,282         15,746,200         
General grants and aids 43,413,186         46,440,215         
Other 622,628              809,674              

Total revenues 74,642,524         78,262,396         

Expenses
Administration 3,147,946           3,225,772           
District support services 1,702,804           1,739,222           
Elementary and secondary regular instruction 28,492,182         26,371,372         
Vocational education instruction 956,606              965,967              
Special education instruction 9,584,548           9,693,826           
Instructional support services 2,331,929           5,610,049           
Pupil support services 7,668,210           7,868,603           
Sites and buildings 7,705,210           7,633,246           
Fiscal and other fixed cost programs 264,920              273,996              
Food service 3,932,226           3,961,742           
Community service 3,965,024           4,152,305           
Depreciation not allocated to other functions 2,178,622           2,208,316           
Interest and fiscal charges 1,659,947           1,598,247           

Total expenses 73,590,174         75,302,663         

Change in net assets 1,052,350           2,959,733           

Net assets – beginning 20,534,950         17,575,217         

Net assets – ending 21,587,300$      20,534,950$       

Table 2
Summary Statement of Activities

for the Years Ended June 30, 2010 and 2009

This table is presented on an accrual basis of accounting, and it includes all of the governmental activities 
of the District.  This statement includes depreciation expense, but excludes capital asset purchase costs, 
debt proceeds, and the repayment of debt principal. 

The cost of all governmental activities this year was $73,590,174.  Some of the cost was paid directly by 
users of the programs totaling $6,157,018.  The state and federal government subsidized certain programs 
directly with grants and contributions totaling $9,452,410.  However, the bulk of the costs were paid for 
by the taxpayers of the entire state totaling $43,413,186 and local school district taxpayers totaling 
$14,997,282.
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Figure A shows further analysis of these revenue sources: 

Figure A – Sources of Revenues for Fiscal Years 2010 and 2009 

Charges for 
Services

8% Operating Grants 
and Contributions

13%

Property Taxes
20%

General Grants 
and Aids

58%

Other
1%

2010

Charges for 
Services

8% Operating Grants 
and Contributions

12%

Property Taxes
20%

General Grants 
and Aids

59%

Other
1%

2009

The largest share of the District’s revenue is received from the state, including the general education aid 
formula and most of the operating grants.  Consequently, the District’s funding depends significantly on 
the state’s financial fluctuations. 

Property taxes are generally the next largest source of funding.  The level of funding property tax sources 
provide is not only dependent on taxpayers of the District by way of operating and building referenda, but 
primarily by decisions made by the Legislature in the mix of state aid and local effort through a variety of 
funding formulas.  
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Figure B shows further analysis of the expense functions: 

Figure B – Expenses for Fiscal Years 2010 and 2009 
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The District’s expenses are predominately related to educating students.  Programs (or functions) such as  
elementary and secondary regular instruction, vocational education instruction, special education 
instruction, and instructional support services are directly related to classroom instruction, while the rest 
of the programs support instruction and other necessary costs to operate the District. 
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FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS 

The financial performance of the District as a whole is also reflected in its governmental funds.  Table 3 
shows the change in total fund balances of each of the District’s governmental funds: 

Increase
2010 2009 (Decrease)

Major funds
General 5,969,011$       5,578,192$       390,819$
Debt Service 1,295,789         1,752,176         (456,387)

Nonmajor funds
Food Service Special Revenue 981,987            1,154,252         (172,265)
Community Service Special Revenue 559,886            567,813            (7,927)

Total governmental funds 8,806,673$      9,052,433$      (245,760)$

Table 3
Governmental Fund Balances
as of June 30, 2010 and 2009

Analysis of the General Fund 

Table 4 summarizes the amendments to the General Fund budget: 

Increase
Original Budget Final Budget (Decrease) Percent Change

Revenue and other
  financing sources 63,657,820$      62,657,820$     (1,000,000)$      (1.6%)                

Expenditures and other
  financing uses 63,657,820$      63,157,820$     (500,000)$         (0.8%)                

Table 4
General Fund

Budget

The District is required to adopt an operating budget prior to the beginning of its fiscal year, referred to 
above as the original budget.  During the year, the District amends that budget for known changes in 
circumstances such as enrollment levels, legislative funding, and employee contract settlements. 

The District’s finance committee reviews the budget twice a year and recommends budget amendments 
based on new information.  During the 2010 fiscal year, revenue budget adjustments totaling $1,000,000 
and expenditure adjustments of $500,000 were adopted. 
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Table 5 summarizes the operating results of the General Fund: 

2010 Actual Amount Percent Amount Percent

Revenue 63,013,537$  355,717$       0.6%    (2,856,624)$   (4.3%)        

Expenditures 62,622,718    (535,102)$      (0.8%)   (9,118,737)$   (12.7%)      

Other financing sources (uses) –                    –$                  –          (6,091,809)$   100.0%     

Net change in fund balances 390,819$      

Final Budget Prior Year

Table 5
General Fund

Operating Results

Over (Under) Over (Under)

Actual revenue for fiscal year 2010 was 0.6 percent more than budgeted, while actual expenditures were 
0.8 percent under budget.  The revenue variance was spread across all sources, including the federal 
sources being $369,966 over budget.  The expenditure variance in 2010 was spread across several 
programs, with the largest under spending occurring in pupil support services. 

Total General Fund revenue was $2,856,624 or 4.3 percent less than the 2009 fiscal year.  Decreases in 
property taxes, investment earnings, and state sources were partially offset by an increase in other revenue 
and federal sources. 

The expenditures and other financing sources (uses) decreased as presented above due to the $6 million of 
contributions made to the other post-employment benefits (OPEB) trust financed with bond proceeds in 
the prior year. 

Comments on Significant Activities in Other Funds

The Debt Service Fund revenue totaled $3,851,434 for the year ended June 30, 2010.  This was a decrease 
of $480,694 from the 2009 level.  Debt Service Fund expenditures were $4,307,821, which is an increase 
of $213,151 from fiscal year 2009.  The unreserved fund balance for the Debt Service Fund declined from 
$1,752,176 at the beginning of the year to $1,295,789 at the end of the 2010 fiscal year.   

The Food Service Special Revenue Fund recognized $3,721,256 in revenues for the year ended June 30, 
2010.  This was a decrease of $37,195 from the 2009 level.  Food Service Special Revenue Fund 
expenditures were $3,893,521, which is an increase of $67,070 from fiscal year 2009.  The total fund 
balance for the Food Service Special Revenue Fund declined from $1,154,252 at the beginning of the year 
to $981,987 at the end of the 2010 fiscal year. 

The Community Service Special Revenue Fund recognized $3,948,564 in revenues for the year ended 
June 30, 2010.  This was a decrease of $241,480 from the 2009 level.  Community Service Special 
Revenue Fund expenditures were $3,956,491, which is a decrease of $202,692 from fiscal year 2009.  
The total fund balance for the Community Service Special Revenue Fund declined from $567,813 at the 
beginning of the year to $559,886 at the end of the 2010 fiscal year. 
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CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

Table 6 shows the District’s capital assets, together with changes from the previous year.  The table also 
shows the total depreciation expense for fiscal years ending June 30, 2010 and 2009. 

Increase
2010 2009 (Decrease)

Land 1,885,726$        1,885,726$        –$                      
Buildings 81,356,255        81,356,255        –                        
Building and land improvements 9,230,736          8,597,327          633,409             
Furniture and equipment 20,830,404        20,686,331        144,073             
Less accumulated depreciation (62,442,280)       (59,862,277)       (2,580,003)         

Total 50,860,841$     52,663,362$     (1,802,521)$       

Depreciation expense 2,580,003$       2,633,471$       (53,468)$           

Table 6
Capital Assets

By the end of fiscal 2010, the District had invested $113,303,121 in a broad range of capital assets, 
including school buildings, athletic facilities, technology infrastructure and equipment, land and 
improvements, and furniture and equipment.  These assets have a net value after depreciation of 
$50,860,841.  Total depreciation expense for the year was $2,580,003. 

The total value of capital assets, after depreciation, declined by $1,802,521 during the year ended June 30, 
2010, as presented in the above table.  This was a result of current year depreciation exceeding the level 
of the District’s investment in capital projects completed in fiscal 2010.  
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Long-Term Liabilities 

Table 7 illustrates the components of the District’s long-term liabilities, together with the change from the 
prior year: 

Increase
2010 2009 (Decrease)

General obligation bonds payable 35,735,000$      38,145,000$      (2,410,000)$       
Energy lease payable –                        38,044               (38,044)              
Severance benefits payable 4,272,156          5,053,761          (781,605)            
Compensated absences payable 700,814             597,525             103,289             

Total 40,707,970$     43,834,330$     (3,126,360)$       

Table 7
Outstanding Long-Term Liabilities

Bonds payable decreased due to the planned repayment schedule reflecting principal payments during 
fiscal year 2010. 

The decrease in the energy lease payable is due to the planned repayment schedule reflecting principal 
payments during fiscal year 2010. 

The state limits the amount of general obligation debt the District can issue to 15 percent of the market 
value of all taxable property within the District’s corporate limits.  As of June 30, 2010, the District’s 
outstanding general obligation bonded debt was 4.8 percent of the state limit.  (See Table 8) 

District’s market value 4,988,746,100$
Limit rate 15.0%

Legal debt limit 748,311,915$

Table 8
Limitations on Debt

Additional details of the District’s capital assets and long-term debt activity can be found in the notes to 
basic financial statements. 
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FACTORS BEARING ON THE DISTRICT’S FUTURE 

With the exception of the voter-approved operating referendum, the District is dependent on the state of 
Minnesota for a majority of its revenue authority.  Recent experience demonstrates that legislated revenue 
increases have not been sufficient to meet instructional program needs and increased costs due to 
inflation.

The general education program is the method by which school districts receive the majority of their 
financial support.  This source of funding is primarily state aid and, as such, school districts rely heavily 
on the state of Minnesota for educational resources.  The basic general education formula amount for all 
Minnesota school districts remained frozen in fiscal year 2010 at $5,124 and will remain at this level for 
fiscal year 2011.  A weakened economy and growing demand on limited resources have created 
challenges in funding education for Minnesota schools in recent years.  

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors 
with a general overview of the District’s finances and to demonstrate the District’s accountability for the 
money it receives.  If you have questions about this report or need additional financial information, 
contact the Business Services Department at (651) 982–8125.  The address is:  Independent School 
District No. 831, 6100 North 210th Street, Forest Lake, Minnesota 55025. 
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the School Board of 
  Independent School District No. 831 
Forest Lake, Minnesota 

We have audited the financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of Independent School District No. 831, Forest Lake, Minnesota 
(the District) as of and for the year ended June 30, 2010, which collectively comprise the District’s basic 
financial statements, and have issued our report thereon dated November 17, 2010.  We conducted our 
audit in accordance with auditing standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the District’s internal control over financial 
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on 
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
District’s internal control over financial reporting.  Accordingly, we do not express an opinion on the 
effectiveness of the District’s internal control over financial reporting. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis.  A material weakness is a deficiency, or combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the District’s financial statements will not be prevented, or detected and corrected, on a timely basis. 

Our consideration of internal control over financial reporting was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses.  We did 
not identify any deficiencies in internal control over financial reporting that we consider to be material 
weaknesses, as defined above. 

(continued) 
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH

REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL

EFFECT ON EACH MAJOR PROGRAM AND INTERNAL CONTROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the School Board of 
  Independent School District No. 831 
Forest Lake, Minnesota 

Compliance

We have audited Independent School District No. 831, Forest Lake, Minnesota’s (the District) 
compliance with the types of compliance requirements described in the U.S. Office of Management and 
Budget (OMB) Circular A-133 Compliance Supplement that could have a direct and material effect on 
each of its major federal programs for the year ended June 30, 2010.  The District’s major federal 
programs are identified in the summary of auditor’s results section of the accompanying Schedule of 
Findings and Questioned Costs.  Compliance with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is the responsibility of the District’s management.  
Our responsibility is to express an opinion on the District’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Nonprofit Organizations.  Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on a major federal program occurred.  An audit includes examining, on a test basis, evidence about the 
District’s compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances.  We believe that our audit provides a reasonable basis for our opinion.  
Our audit does not provide a legal determination on the District’s compliance with those requirements. 

As described in item 2010-1 in the accompanying Schedule of Findings and Questioned Costs, the 
District did not comply with requirements regarding reporting that are applicable to ARRA – State Fiscal 
Stabilization Funds – Education State Grants; special education cluster; Title I, Part A cluster; and early 
intervention services cluster.  Compliance with such requirements is necessary, in our opinion, for the 
District to comply with the requirements applicable to those programs. 

In our opinion, except for the noncompliance described in the preceding paragraph, the District complied, 
in all material respects, with the compliance requirements referred to above that could have a direct and 
material effect on each of its major federal programs for the year ended June 30, 2010. 

(continued) 
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE

WITH MINNESOTA STATE LAWS AND REGULATIONS

To the School Board of 
  Independent School District No. 831 
Forest Lake, Minnesota 

We have audited the financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of Independent School District No. 831, Forest Lake, Minnesota 
(the District) as of and for the year ended June 30, 2010, which collectively comprise the District’s basic 
financial statements, and have issued our report thereon dated November 17, 2010. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America; the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller General of the United States; and the provisions of the Minnesota Legal Compliance 
Audit Guide for Local Governments, promulgated by the Office of the State Auditor pursuant to 
Minnesota Statute § 6.65.  Accordingly, the audit included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 

The Minnesota Legal Compliance Audit Guide for Local Governments covers seven categories of 
compliance to be tested:  contracting and bidding, deposits and investments, conflicts of interest, public 
indebtedness, claims and disbursements, uniform financial accounting and reporting standards for school 
districts, and miscellaneous provisions.  Our study included all of the listed categories. 

The results of our tests indicate that, for the items tested, the District complied with the material terms and 
conditions of applicable legal provisions, except as described in the Schedule of Findings and Questioned 
Costs.

This report is intended solely for the information and use of management, the School Board, others within 
the District, and the state of Minnesota and is not intended to be, and should not be, used by anyone other 
than these specified parties. 

November 17, 2010 
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