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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 auditors’ 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 District for the 
courtesies, cooperation, and assistance extended to us during the course of our work.

CliftonLarsonAllen LLP

Craig Popenhagen, CPA
Principal
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EXECUTIVE AUDIT SUMMARY
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(1)

We prepared this Executive Audit Summary and Management Report in conjunction with our audit of the 
District’s financial records for the year ended June 30, 2022.

Audit Opinion
The financial statements are fairly stated. We issued what is known as a “clean” audit report.

Internal Control Over Financial Reporting
One deficiency in internal control over financial reporting was reported. It is related to oversight of the 
financial reporting process. This deficiency is considered to be a material weakness.

Compliance and Other Matters (Yellow Book)
No compliance issues were reported in our review of laws, regulations, contracts, and grants that could 
have significant financial implications to the District.

Federal Program Compliance
No findings were reported relating to compliance with Uniform Grant Guidance or internal controls over 
such compliance.

Minnesota Legal Compliance
No compliance findings were reported in our review of laws, regulations, contracts, and grants.
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FORMAL REQUIRED COMMUNICATION

Board of Education
Lake City Public Schools
Independent School District No. 813
Lake City, Minnesota

We have audited the financial statements of the governmental activities and each major fund of Lake City 
Public Schools Independent School District No. 813 (the District) as of and for the year ended June 30, 
2022, and have issued our report thereon dated October 18, 2022. We have previously communicated 
to you information about our responsibilities under auditing standards generally accepted in the United 
States of America, Government Auditing Standards, and Title 2 U.S. Code of Federal Regulations 
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 
Awards (Uniform Guidance), as well as certain information related to the planned scope and timing of our 
audit in our engagement letter dated May 31, 2022. Professional standards also require that we 
communicate to you the following information related to our audit.

Significant audit findings or issues

Qualitative aspects of accounting practices

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 to the financial statements.

The District changed accounting policies related to leases by adopting Governmental Accounting 
Standards Board (GASB) Statement No. 87, Leases, effective July 1, 2021. There was no material impact 
on the District’s net position/fund balance and changes in net position/fund balance as a result of the 
adoption of this accounting standard.

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

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:

 Due from Minnesota Department of Education,
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 Due from federal through the Minnesota Department of Education,

 Allowance for doubtful accounts,

 Estimated useful lives of depreciable capital assets,

 Severance payable,

 Other postemployment benefits, and

 Net pension liability.

Management’s estimate of the due from Minnesota Department of Education is based on amounts 
anticipated to be received from the state for various aid entitlements for fiscal year 2021 to 2022. 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, Minnesota Automated 
Reporting Student System (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 2021 to 2022 is not finalized until well into the next fiscal year. Management expects any 
differences between estimated and actual data will be insignificant.

Management’s estimate of due from federal through the Minnesota Department of Education is based on 
amounts anticipated to be received through the state for various federal aid entitlements for fiscal 2021
to 2022. Many federal entitlements require that supporting financial reporting information be provided 
both in the Uniform Financial Accounting and Reporting Standards (UFARS) accounting system and also 
the State Educational Record View and Submission (SERVS) reporting system. To the extent that these 
two separate systems are not in agreement and reported in a timely manner, the estimated aid entitlement 
may be adversely affected. Management expects any differences between estimated and actual data will 
be insignificant.

Management’s estimate of the allowance for doubtful accounts is based off of the estimated collectability 
of their various revenue streams.

Management’s estimate of the useful lives for depreciable capital assets is based on guidance 
recommended by the Minnesota Department of Education and other sources. The useful life of a 
depreciable capital 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.

Management’s estimate of severance payable is based on certain assumptions made by the District as 
required by GASB Statement No. 16, Accounting for Compensated Absences. A liability has been 
recorded in the long-term liabilities for accumulated sick leave convertible to early retirement pay for 
which it is probable that the employees will be compensated. The “vesting method” used by the District 
to calculate this liability is based on assumptions involving the probability of the employees becoming 
eligible to receive the benefits (vesting), and the potential use of the accumulated sick leave prior to 
termination.
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Management’s estimate of other postemployment benefits is based on an actuarially determined 
calculation, less actual payments incurred on behalf of retirees and an actuarially determined estimate of 
implicit rate subsidy, which is the estimated increased cost of premiums due to inclusion of retirees in the 
same plan as the District’s active employees.

Management’s estimate of the net pension liability is based on an actuarially determined calculation of 
the District’s proportionate share of the net pension liability of cost-sharing multiple-employer pension 
plans sponsored by the Teachers Retirement Association and the Public Employees Retirement 
Association of Minnesota, in which the District participates.

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.

Financial statement disclosures

Certain financial statement disclosures are particularly sensitive because of their significance to financial 
statement users. There were no particularly sensitive financial statement disclosures.

The financial statement disclosures are neutral, consistent, and clear.

Difficulties encountered in performing the audit

We encountered no significant difficulties in dealing with management in performing and completing 
our audit.

Uncorrected misstatements

Professional standards require us to accumulate all misstatements identified during the audit, other than 
those that are clearly trivial, and communicate them to the appropriate level of management. 
Management did not identify and we did not notify them of any uncorrected financial statement 
misstatements.

Corrected misstatements

None of the misstatements detected as a result of audit procedures and corrected by management were 
material, either individually or in the aggregate, to the financial statements taken as a whole.

Disagreements with management

For purposes of this communication, a disagreement with management is a disagreement on a financial 
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be 
significant to the financial statements or the auditors’ report. No such disagreements arose during our 
audit.

Management representations

We have requested certain representations from management that are included in the management 
representation letter dated October 18, 2022.



Board of Education
Lake City Public Schools
Independent School District No. 813

(6)

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 auditors’
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.

Significant issues discussed with management prior to engagement

We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to engagement 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 engagement.

Other audit findings or issues

The following describes findings or issues arising during the audit that are, in our professional judgment, 
significant and relevant to your oversight of the financial reporting process:

Our audit report includes an emphasis-of-a-matter paragraph to highlight the change in accounting 
principle related to the adoption of new accounting guidance for leases as follows:

Emphasis of Matter – Change in Accounting Principle

As discussed in Note 1 to the financial statements, effective July 1, 2021, the District adopted new 
accounting guidance for leases. The guidance requires lessees to recognize a right-to-use lease 
asset and corresponding lease liability and lessors to recognize a lease receivable and corresponding 
deferred inflow of resources for all leases with lease terms greater than twelve months. Our opinion 
is not modified with respect to this matter.

Other information in documents containing audited financial statements

With respect to the required supplementary information (RSI) accompanying the financial statements, we 
made certain inquiries of management about the methods of preparing the RSI, including whether the 
RSI has been measured and presented in accordance with prescribed guidelines, whether the methods 
of measurement and preparation have been changed from the prior period and the reasons for any such 
changes, and whether there were any significant assumptions or interpretations underlying the 
measurement or presentation of the RSI. We compared the RSI for consistency with management’s 
responses to the foregoing inquiries, the basic financial statements, and other knowledge obtained during 
the audit of the basic financial statements. Because these limited procedures do not provide sufficient 
evidence, we did not express an opinion or provide any assurance on the RSI.

With respect to the Schedule of Expenditures of Federal Awards (SEFA) accompanying the financial 
statements, on which we were engaged to report in relation to the financial statements as a whole, we 
made certain inquiries of management and evaluated the form, content, and methods of preparing the 
SEFA to determine that the SEFA complies with the requirements of the Uniform Guidance, the method 
of preparing it has not changed from the prior period or the reasons for such changes, and the SEFA is 
appropriate and complete in relation to our audit of the financial statements. We compared and reconciled 
the SEFA to the underlying accounting records used to prepare the financial statements or to the financial 
statements themselves. We have issued our report thereon dated October 18, 2022.
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With respect to the Uniform Financial Accounting and Reporting Standards Compliance Table (the 
supplementary information) accompanying the financial statements, on which we were engaged to report 
in relation to the financial statements as a whole, 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 or the reasons for such changes, and the information 
is appropriate and complete in relation to our audit of the financial statements. We compared and 
reconciled the supplementary information to the underlying accounting records used to prepare the 
financial statements or to the financial statements themselves. We have issued our report thereon dated 
October 18, 2022.

Other information included in annual reports

Other information (financial or nonfinancial information other than the financial statements and our 
auditors’ report thereon) is being included in your annual report and is comprised of the board of 
education and administration. Our responsibility for other information included in your annual report does 
not extend beyond the financial information identified in our opinion on the financial statements. We have 
no responsibility for determining whether such other information is properly stated and do not have an 
obligation to perform any procedures to corroborate other information contained in your annual report. 
We are required by professional standards to read the other information included in your annual report 
and consider whether a material inconsistency exists between the other information and the financial 
statements because the credibility of the financial statements and our auditors’ report thereon may be 
undermined by material inconsistencies between the audited financial statements and other information. 
If, based on the work performed, we conclude that an uncorrected material misstatement of the other 
information exists, we are required to describe it in our report. Our auditors’ report on the financial 
statements includes a separate section, “Other Information,” which states we do not express an opinion 
or any form of assurance on the other information included in the annual report. We did not identify any 
material inconsistencies between the other information and the audited financial statements.

* * *

This communication is intended solely for the information and use of the board of education and 
management of the District, and is not intended to be, and should not be, used by anyone other than 
these specified parties.

CliftonLarsonAllen LLP

Rochester, Minnesota
October 18, 2022



(This page intentionally left blank) 



(8)

APPENDIX A

FINANCIAL TRENDS OF YOUR DISTRICT

The following graphs reflect financial trends of Lake City Public Schools Independent School District 
No. 813. Information related to fund balances was obtained from current and prior year audit reports.

The graphs show expenditures per student served compared to the four most recent years, state 
averages, and the averages for comparable size school districts (students served of 1,000 to 1,999).
Prior year expenditure data and statewide averages were obtained from the Minnesota Department of 
Education. Current year expenditures were obtained from the current year audited financial statements.
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APPENDIX B

ACCOUNTING UPDATE

GASB Statement No. 87 – Leases

GASB Statement No. 87 requires recognition of certain lease assets and liabilities for leases that were 
previously classified as operating leases. Specifically, this statement:

1. Establishes a single model for lease accounting based on the foundational principle that leases 
are financings of the right to use an underlying asset.

2. Defines the “lease term” and clarifies when lessees and lessors should reassess the lease term 
due to lease modifications or terminations.

3. Defines and establishes recognition criteria for short-term leases.

4. Amends accounting and financial reporting requirements for contracts with multiple components, 
contract combinations, subleases, and leaseback transactions.

The statement was to be effective for reporting periods beginning after December 15, 2019. However, 
due to the impact of COVID-19, the effective date was moved back one and a half years to reporting 
periods beginning after June 15, 2021. Earlier application is encouraged.

Steps That Should Be Taken Now

1. Gather leases and contracts. Depending on the number of leases your organization has, 
this will likely be a bigger challenge than anticipated. Keep in mind that not all leases are 
written “lease” agreements. Some contracts also include embedded leases that were 
previously treated as expenses, so you may be surprised to find more operating leases than
you realized. Checking accounts payable for recurring payments may help you locate 
agreements that you’ll need to analyze.

2. Analyze all contracts to determine which are leases under the new standard. GASB 
Statement No. 87 defines a lease as a “contract that conveys control of the right to use another 
entity’s nonfinancial asset (the underlying asset), as specified in the contract, for a period of 
time in an exchange or exchange-like transaction.” Here are some of the agreements that can 
be excluded:

 Short-term leases that are one year or less in duration,

 Intangibles, such as investment assets, software licenses, and patents, and

 Financed purchases, where ownership of the asset transfers at the end of the lease 
without an additional payment.
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Steps That Should Be Taken Now (Continued)

3. Review leases for multiple components. Some leases include service agreements that will 
need to be split off from the entire lease. Many agreements (like service agreements and 
supply contracts) may qualify as leases under GASB Statement No. 87. Some examples of 
service contracts that may have embedded leases can include cafeteria equipment, soda 
fountains, water coolers, coffee machines, solar panels, etc., where the government may get 
to use a particular piece of equipment for free in return for the exclusive use of the provider’s 
products.

4. Determine appropriate materiality thresholds for capitalization. Work with your auditors
to determine what this should be. Be aware that items that are well below that threshold 
individually may be material in the aggregate.

5. Select a technology solution such as leasing software to help manage your leases. 
Unless your organization only has a few leases, the calculations for journal entries and 
footnote disclosures will most likely be beyond the capabilities of Excel. When choosing a 
software solution, keep in mind that tracking this information from leases will be an ongoing 
project, so look for one that’s easy to use and provides your organization with all the 
information you’ll need. Make sure to consider document storage as part of the capabilities. 
Entities with greater than 10 to 20 identified leases may wish to seriously consider a lease 
software solution and not rely on spreadsheets. Keep in mind that if a government has many 
similar leases, it may choose to amortize the leased assets as a group rather than individually. 
Composite depreciation is applied to groups of dissimilar assets, but should not be applied 
across classes of assets, such as buildings, equipment, furniture, and vehicles.

6. Consider the district’s bond covenants, loan covenants, and debt limitations to 
determine impact. While a recent update from GASB (GASB Statement No. 88, Certain 
Disclosures Related to Debt, including Direct Borrowings and Direct Placements) specifies 
that lease liabilities are excluded from the definition of debt for the purposes of financial 
statement disclosures, it is not clear whether banks, credit rating agencies, or other 
stakeholders will take a similar stance.

Adding liabilities for operating leases to the balance sheet may mean that covenants for bond 
contracts and loan agreements will be violated. If this is the case, you may need to renegotiate 
those agreements. Contacting these stakeholders and other interested parties early on is 
crucial.

Adding to the complexity, the rules and statutes governing debt limitations vary across states, 
counties, and municipalities. You may need to consult with an attorney to determine whether 
lease liabilities count as debt for those limitations.

7. Develop new district policies and procedures as necessary. Unlike many other financial 
controls, you’ll need to work as a team with people outside of accounting, including 
procurement, IT, and legal, to make sure all leases and contracts go through accounting. You 
may need to educate others about the balance sheet impacts of leases.

8. Do your initial calculations and run the results past your auditor. Because the 
calculations are different from the previous treatment of leases, some advisors are 
recommending performing a trial calculation on a subset of your leases. Then, ask us as your 
auditors to check your numbers before you do the entire population of leases.
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Steps That Should Be Taken Now (Continued)

9. Start learning and keep learning. Early adopters report that they need two or three hours 
per lease to analyze and extract the data. Adding to the challenge, many government finance 
professionals wear many hats, and dealing with financial matters may be only a small part of 
their responsibilities. Be sure to keep the resulting information very organized and accessible 
and also keep in mind the new information that will be required for footnote disclosures.

10. Begin Implementing the Standard Now. Ensuring that someone is able to learn and 
understand the new standard and how to implement it is important for a successful 
implementation year. If you find you are having issues with stretched resources within your 
organization, don’t understand the standard, how to properly implement it, or simply don’t 
have the time to do it, feel free to consult with us. CLA is helping many of our clients through 
this implementation and is providing various levels of assistance depending on the needs of 
our clients. We would be happy to discuss the various ways in which we can help and be 
involved if you determine you will need help with the lease determinations, calculations, or 
implementation related to the new standard.

GASB Statement No. 91 – Conduit Debt Obligations

The primary objective of GASB Statement No. 91 is to provide a single method of reporting conduit debt 
obligations by issuers and eliminate diversity in practice associated with (1) commitments extended by 
issuers, (2) arrangements associated with conduit debt obligations, and (3) related note disclosures. 
Initially effective for reporting periods beginning after December 15, 2020, but postposed to reporting 
periods beginning after December 15, 2021.

GASB Statement No. 92 – Omnibus 2020

The primary objectives of this statement are to enhance comparability and consistency by addressing 
practice issues that have been identified during implementation and application of certain GASB 
statements. Initially effective except for paragraph 11b for reporting periods beginning after June 15, 
2020. Some of the topics and provisions within this GASB statement were already effective upon 
issuance.

This Statement addresses a variety of topics and includes specific provisions about the following:

 The effective date of Statement No. 87, Leases, and Implementation Guide No. 2019-3, Leases, 
for interim financial reports,

 Reporting of intra-entity transfers of assets between a primary government employer and a 
component unit defined benefit pension plan or defined benefit other postemployment benefit 
(OPEB) plan,

 The applicability of Statements No. 73, Accounting and Financial Reporting for Pensions and 
Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments to 
Certain Provisions of GASB Statements 67 and 68, as amended, and No. 74, Financial Reporting 
for Postemployment Benefit Plans Other Than Pension Plans, as amended, to reporting assets 
accumulated for postemployment benefits,

 The applicability of certain requirements of Statement No. 84, Fiduciary Activities, to 
postemployment benefit arrangements,

 Measurement of liabilities (and assets, if any) related to asset retirement obligations in a 
government acquisition,
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 Reporting by public entity risk pools for amounts that are recoverable from reinsurers or excess 
insurers,

 Reference to nonrecurring fair value measurements of assets or liabilities in authoritative 
literature, and

 Terminology used to refer to derivative instruments.

GASB Statement No. 96 – Subscription-Based Information Technology Arrangements

This Statement provides guidance on the accounting and financial reporting for subscription-based 
information technology arrangements (SBITA) for government end users (governments). This Statement 
(1) defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset—an 
intangible asset—and a corresponding subscription liability; (3) provides the capitalization criteria for 
outlays other than subscription payments, including implementation costs of a SBITA; and (4) requires 
note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based on the 
standards established in Statement No. 87, Leases, as amended.

A SBITA is defined as a contract that conveys control of the right to use another party’s (a SBITA 
vendor’s) information technology (IT) software, alone or in combination with tangible capital assets (the 
underlying IT assets), as specified in the contract for a period of time in an exchange or exchange-like 
transaction. Effective for fiscal years beginning after June 15, 2022, and all reporting periods thereafter.

GASB Statement No. 97 – Certain Component Unit Criteria, and Accounting and Financial 
Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans

This statement clarifies how the absence of a governing board should be considered in determining 
whether a primary government is financially accountable for purposes of evaluating potential component 
units. It also modifies the applicability of certain component unit criteria as they relate to defined 
contribution pension plans, defined contribution OPEB plans, and other employee benefit plans. The 
statement also establishes accounting and financial reporting requirements for Section 457 plans that 
meet the definition of a pension plan and for benefits provided through those plans and modifies the 
investment valuation requirements for all Section 457 plans. The requirements related to the accounting 
and financial reporting for Section 457 plans are effective for fiscal years beginning after June 15, 2021. 
Requirements relating to the applicability of certain component unit criteria as they relate to defined 
contribution pension plans, defined contribution OPEB plans, and other employee benefit plans are 
effective immediately.
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