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INDEPENDENT AUDITOR'S REPORT

To The Board of Education
Independent School District No. 2689
Pipestone Area Schools

Pipestone, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Independent School District No. 2689, Pipestone Area Schools, Pipestone, Minnesota, as of
and for the year ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the District’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financials statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. 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.

The prior year partial comparative information has been derived from the District’s financial statements
for the year ended June 30, 2017, and in our report dated October 11, 2017, we expressed unqualified
opinions on the respective financial statements of the governmental activities and each major fund.

MEMBER OF AMERICAN INSTITUTE AND
MINNESOTA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risk of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of the Independent School District No.
2689, Pipestone Area Schools, Pipestone, Minnesota as of June 30, 2018, and the respective changes in
financial position, and the respective budgetary comparison for General Fund and the Major Special Revenue
Funds (Food Service and Community Service) for the year ended in conformity with accounting principles
generally accepted in the United States of America.

Report on Partial Comparative Information

We have previously audited the district’s 2017 financial statements, and we expressed an unmodified audit
opinion on those audited financial statements in our report dated October 11, 2017. In our opinion, the
summarized comparative information presented herein as of and for the year ended June 30, 2017 is consistent,
in all material respects, with the audited financial statements from which it has been derived.

Change in Accounting Principle
As Described in Note 1 to the financial statements, in fiscal year 2018 the District adopted new accounting

guidance GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits other than
Pensions (OPEB). Our opinion is not modified with respect to this matter.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis information on pages 8 - 15, the Schedules of Proportionate Share of the Net Pension
Liability and Employer Contributions, Schedule of Changes in the Districts Net OPEB Liability and Related
Ratios, and Schedule of District Contributions to OPEB on pages 63 - 66 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted

in the United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Independent School District No. 2689’s basic financial statements. The introductory section and
combining and individual fund financial statements and schedules are presented for purposes of additional
analysis and are not a required part of the financial statements. The schedule of expenditures of federal awards
is presented for purposes of additional analysis as required by Title 2 U.S. Code of Federal Regulations (CFR)
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards,
and is also not a required part of the basic financial statements.

The combining and individual fund financial statements and the schedule of expenditures of federal awards are
the responsibility of management and were derived from and relate to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the combining and individual fund financial statements and the schedule of expenditures of federal
awards are fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory section has not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we do not express an opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 24, 2018, on
our consideration of the Independent School District No. 2689’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Independent School District No. 2689’s internal control
over financial reporting and compliance.

Meulebroeck, Taubert Co., PLLP
Certified Public Accountants
Pipestone, Minnesota

October 24, 2018
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FISCAL YEAR ENDED JUNE 30, 2018

This section of the Independent School District No. 2689's annual financial report presents management's
discussion and analysis of the District's financial performance during the fiscal year that ended on June
30, 2018. Please read it in conjunction with the other components of the District's annual financial report.

The Management's Discussion and Analysis (MD&A) is an element of Required Supplementary
Information specified in the Governmental Accounting Standards Board's (GASB) Statement No. 34 --
Basic Financial Statements -- and Management's Discussion and Analysis -- for State and Local
Governments issued in June 1999, Certain comparative information between the current year and the
prior year is presented in the MD&A.

Financial Highlights
Key financial highlights for the 2017-2018 fiscal year include the following:

- Net position decreased by $2,884,610, or 51.6% over June 30, 2017 mainly due to a decrease in
outflows pertaining to GASB.
- Fund Balance decreased by $324,177, or 5.3% over June 30, 2017.
-Total governmental revenues increased $298,112 or 1.8% in comparison to fiscal year 2017,
while governmental expenditures increased $1,866,532 or 11.8% in comparison to fiscal year
2017, primarily due to the 790,000 for the tennis courts and fixed asset additions.

Overview of the Financial Statements

The financial section of the annual report consists of four parts -- Independent Auditor's Report, required
supplementary information which includes the management's discussion and analysis (this section), the
basic financial statements, and supplemental information. The basic financial statements include District-
wide financial statements and fund financial statements and the notes to the financial statements.

Government-Wide Statements

The government-wide statements (statement of net position 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 position 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 position and how it has changed. Net
position -- 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 position is one indicator
of whether its financial health is improving or deteriorating. You also need to consider other nonfinancial
factors, however, such as changes in the District’s property tax base, pupil enrollment, and the condition
of school facilities.
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Fund Financial Statements
The fund financial statements include more detailed information about a District's individual funds.

The District maintains the following funds:

Governmental Funds - The District's services are included in this type of fund, which generally
focuses 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 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 activities.
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 others. 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. The student activity fund is reported as an agency
fund. All of the district’s fiduciary activities are reported in a separate Statement of Cash Receipts
and Disbursements. We exclude these activities from the district-wide financial statements because
the district cannot use these assets to finance its operations.
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Financial Analysis of the District As A Whole

As noted, net position may serve over time as a useful indicator of a government’s financial position. In
the case of the Independent School District No. 2689, assets exceeded assets by $2,705,381 at the close of
the most recent fiscal year. This was a decrease of $2,884,610 or 51.6% from the previous year total of

$5,589,991.

Table 1 is a summarized view of the District's Statement of Net Position.

Table 1
Statement of Net Position
As of June 30, 2018

Assets 2018 2017
Current and other assets 10,315,060 10,683,726
Capital assets, net of depreciation 15,667,314 15,295,316

Total Assets 25,982,374 25,979,042

Deferred Outflows of Resources

Related to Pensions 11,124,916 15,973.691
Total Assets and Deferred
Outflows of Resources 37,107,290 41,952,733

Liabilities
Current and other liabilities 3,090,377 2,956,898
Long-term liabilities 23,986,263 29,562,785

Total Liabilities 27,076,640 32,519,683

Deferred Inflows of Resources
Property Taxes Levied for Subsequent Year 2,956,567 3,107,365
Related to Pensions 4,368,702 735,694

Total Deferred Inflows of Resources 7,325,269 3,843,059

Net Position
Net Investment in capital assets 11,872,314 10,810,316
Restricted 1,716,203 1,689,661
Unrestricted (10,896,254) (6.909,986)
Net Position 2.705.381 5.589.991
Total Liabilities, Deferred Inflows
of Resources & Net Position 37,107,290 41,952,733

10
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The District's financial position is the product of numerous factors. Therefore, it is important to view the
net position as a starting point to evaluate future years' results, rather than to just focus on the current

balance.

Table 2 presents a condensed version of the change in net position of the District.

Table 2
Change in Net Position

For the year ended June 30, 2018

Revenues
Program Revenues
Charges for Services
Operating Grants and Contributions
General Revenues
Property Taxes
Unrestricted Federal and State Aid
Earnings on Investments
Other
Total revenues

Expenses

District and School Administration
District Support Services
Regular Instruction
Vocational Instruction
Exceptional Instruction
Instructional Support Services
Pupil Support Services
Site, Buildings, and Equipment
Fiscal and Other Fixed Cost Programs
Food Service
Community Service
Interest and Fiscal Charges on

Long-term Liabilities

Total expenses

Change in net position

Beginning net position, as originally stated
Prior Period Adjustment

Beginning net position, as restated

Ending net position

2018 2017
717,015 724,043
3,685,113 3,842,780
3,139,610 2,883,128
8,630,817 8,451,073
44,111 32,321
343.125 297.726
16,559,791 16,231,071
907,881 879,031
332,465 344,804
9,622,163 10,220,223
319,548 257,867
2,205,297 2,255,054
693,619 592,018
1,576,631 1,451,104
1,980,006 1,763,289
84,445 81,956
930,690 844,787
476,651 340,841
87.035 101,699
19216431  19.132.673
(2,656,640)  (2,901,602)
5,589,991 8,491,593
(227.970)
5362021  8.491.593
2,705381  5,589.991

11
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The district’s total revenue consisted of program revenues of $4,402,128, property taxes of $3,139,610,
federal and state aid not restricted to specific purposes of $8,630,817, unrestricted investment earnings of
$41,111 and other revenues of $343,125.

The cost of all governmental activities this year was $19,216,431.

e The users of the district programs paid for $717,015 or 3.7% of the total costs.
e Operating grants and contributions consisting of federal and state aids restricted for specific
purposes and donations totaled $3,685,113 or 19,2% of total costs.

e The state government subsidized certain programs with aid not restricted for specific purposes.
This totaled $8,630,817 or 44.9% of total costs.

Figure A and Figure B show further analysis of these revenue sources and expenditure functions.

Figure A - Sources of Revenue for Fiscal
Year 2018

Other Charges for Services
4.3%

Earnings on Investments Operating Grants

0.3% 22.4%
Federal & State Aid-
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52.1%
Property Taxes
18.9%
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Figure B - Expenses for Fiscal Year 2018
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Financial Analysis of the District’s Funds (Fund Financial Statements)

Fund Balance

The financial performance of the district as a whole is reflected in its governmental funds as well. As the
district completed the year, the governmental funds reported a combined fund balance of $5,759,810,
which is a decrease of $324,177 over the prior year fund balance of $6,083,987. The General Fund
decrease of $330,066 is mainly due to increased revenue. The Food Service Fund had an increase of
$30,880, which was due mainly to increased revenues. The Community Service Fund had a decrease of
$5,156, mainly due to a decrease in expenditures. The Debt Service Fund had a decrease of $19,835.

Revenues and Expenditures

Revenues of the district’s governmental funds totaled $16,526,657 while total expenditures were
$17,640,834, and other financing sources and (uses) was $790,000. A summary of the revenues and
expenditures reported on the governmental financial statements is as follows:

Other Fund Balance
Financing Increase
Revenue Expenditures Sources (Uses)  (Decrease)

General Fund 13,577,808 13,907,874 -0- (330,066)
Food Service Fund 958,031 927,151 -0- 30,880
Community Service Fund 471,495 476,651 -0- (5,156)
Capital Projects Fund 790,000 790,000 -0-
Debt Service Fund 1,519,323 1.539.158 -0- (_19.835)
Total 16,526,657 17,640,834 790,000 (324.177)

13
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General Fund Budgetary Analysis
The District is required to adopt an operating budget prior to the beginning of its fiscal year, referred to as
the original budget. During the year, the District might amend that budget for known changes in
circumstances such as legislative funding. For fiscal year 2018, the District revised the budget. The
district’s revised budget anticipated that expenditures would exceed revenues and other financing sources
(uses) by $455,559. The actual results for the year showed a decrease of $330,066.
* Actual general fund revenues exceeded the budget by $31,496 primarily due to differences in state
aids and other local and county revenues.
e Actual general fund expenditures were less than budget by $93,997 primarily due to over
budgeting expenditures for various items, including salaries, supplies, equipment purchases, travel
and transportation, fuel and building improvements.

Capital Assets

Table 3 shows the District's capital assets, together with changes from the previous year. The table also
shows the total depreciation expense for fiscal year ending June 30, 2018. More detailed information
about the district’s capital assets is presented in Note 6.

Table 3
Capital Assets
Increase
2018 2017 (Decrease)
Land 272,240 272,240
Land Improvements 2,766,931 1,866,496 900,435
Buildings and Improvements 19,515,492 19,364,652 150,840
Equipment 4,901,095 4,860,115 40,980
Pupil Transportation Vehicles 198,883 199,867 (984)
Less: Accumulated Depreciation (11,987.327) (11.268.054) (719.273)
Total 15,667,314 15,295,316 371.998
| Depreciation Expense 755.606 741442 4,164

Capital asset activity for the current fiscal year includes the construction of new tennis courts, a new
Chevy Suburban, a IP Phone System and Lockers at Hill School.

Long-Term Liabilities

In fiscal year 2018, long-term debt obligations were repaid in the amount of $1,480,000, the net severance
liability decreased by $81,432, the net OPEB liability increased by $264,103, and the net pension liability
decreased by $5,034,633. Pension benefits payable total $21,133,836 at June 30, 2018. More detailed
information about the district’s long-term liabilities is presented in Note 9,

Factors Bearing on the District's Future

14
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With the exception of voter-approved excess operating referendum, the District is dependent on the State
of Minnesota for the vast majority of its funding. Recent experience shows uncertainty in state and
federal funding.

Contacting the District's Management

This financial report is designed to provide 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 Independent School District No. 2689 at 1401 7th St.
SW, Pipestone, Minnesota 56164.

15
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STATEMENT OF NET POSITION

Assets
Cash and Investments
Receivables:
Property Taxes
Governmental Units
Other
Prepaid Expenses
Inventory
Capital Assets:
Non Depreciable

Depreciable - net of accumulated depreciation

Total Assets

Deferred Outflows of Resources
Related to Pensions

JUNE 30,2018

Total Assets and Deferred Qutflows of Resources

Liabilities
Salaries Payable
Accounts Payable
Accrued Interest
Due to Other Governmental Units
Unearned Revenue
Long Term Liabilities:
Portion Due Within One Year
Portion Due in More Than One Year
Pension Benefit Payable
Net OPEB Liability
Total Liabilities

Deferred Inflows of Resources
Property Taxes Levied for Subsequent Years
Related to Pensions
Total Deferred Inflows of Resources

Net Position
Net Investment in Capital Assets
Restricted for:
General Fund State Mandated Purposes
Food Service
Community Service
Debt Service
Unrestricted
Total Net Position

Total Liabilities, Deferred Inflows of Resources and Net Position

See accompanying notes to the financial statements.
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Exhibit A
2018 2017
6,914,272 7,430,091
1,713,363 1,546,986
1,506,445 1,446,327
58,080 37,173
122,900 173,108
50,041
272,240 272,240
15,395,074 15,023,076
25,982,374 25,979,042
11,124,916 15,973,691
37,107,290 41,952,733
614,002 582,915
811,858 738,771
14,786 19,719
44,286 38,175
11,586 15,886
1,593,859 1,561,432
2,343,827 3,149,819
21,133,836 26,168,469
508,600 244,497
27,076,640 32,519,683
2,956,567 3,107,365
4,368,702 735,694
7,325,269 3,843,059
11,872,314 10,810,316
973,298 939,527
253,864 222,984
178,628 183,784
323,531 343,366
(10,896,254) (6,909,986)
2,705,381 5,589,991
37,107,290 41,952,733
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Functions
Governmental Activities

District and School Administration

District Support Services

Regular Instruction

Vocational Instruction

Exceptional Instruction

Instructional Support Services

Pupil Support Services

Site, Buildings and Equipment

Fiscal and Other Fixed Cost Programs

Food Service

Community Education

Interest and Fiscal Charges on
Long-term Liabilities

Total

Exhibit B
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2018
2018 2017

Net (Expense)  Net (Expense)

Revenue and Revenue and

Changes in Changes in

Program Revenues Net Position Net Position

Operating Capital Total Total
Charges Grants and Grants and  Governmental ~ Governmental
Expenses For Services  Contributions Contributions Activities Activities

907,881 (907,881) (879,031)
332,465 (332,465) (344,804)
9,622,163 141,250 1,652,060 (7,828,853) (8,480,894)
319,548 (319,548) (257,867)
2,205,297 50,208 1,390,593 (764,496) (529,332)
693,619 (693,619) (592,018)
1,576,631 405 20,349 (1,555,877) (1,485,090)
1,980,006 (1,980,006) (1,763,289)
84,445 (84,445) (81,956)
930,690 389,708 559,665 18,683 101,218
476,651 135,444 62,446 (278,761) (151,088)
87,035 (87,035) (101,699)
19,216,431 717,015 3,685,113 -0- (14,814,303) (14,565,850)

General Revenues
Property Taxes Levied for:

General Purposes 1,583,494 1,347,586
Community Service 123,557 110,935
Debt Service 1,432,559 1,424,607
Federal and State Aid Not Restricted to Specific Purposes 8,630,817 8,451,073
Earnings on Investments 44,111 32,321
Miscellaneous 343,125 297,726
Total General Revenues 12,157,663 11,664,248
Change in Net Position (2,656,640) (2,901,602)
Net Position - Beginning, As Orignally Stated 5,589,991
Prior Period Adjustment (227.970)
Net Position - Beginning 5,362,021 8,491,593
Net Position - Ending 2,705,381 5,589,991

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit C
Pipestone Area Schools
Pipestone, Minnesota
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2018
2018 2017
Major Funds Total Total
Food Community Debt Governmental Governmental
Assels General Service Service Service Funds Funds
Cash and Investments 5,511,565 307,665 220,599 874,443 6,914,272 7,430,091
Current Property Taxes Receivable 630,491 58,371 973,170 1,662,032 1,528,789
Delinquent Property Taxes Receivable 49,420 682 1,229 51,331 18,197
Accounts Receivable 22,539 34,967 574 58,080 37,173
Due From Other Funds 21,800
Due From Department of Education 1,170,785 5,982 8,045 1,184,812 1,126,615
Due From Federal Government Through
the Department of Education 223,254 12,495 235,749 268,508
Due From Other Governmental Units 30,906 54,978 85,884 51,204
Prepaid Expenses 57,280 57,280 74,678
Inventory 50,041
Total Assets 7,696,240 355.127 341,186 1,856,887 10,249,440 10,607,096
Liabilities, Deferred Inflows of Resources and Fund Balances
Liabilities
Salaries Payable 603,837 10,165 614,002 582,915
Accounts Payable 221,249 89,677 26,402 337,328 171,528
Due to Other Funds 21,800
Due to Other Governmental Units 44,286 44,286 38,175
Payroll Deductions 474,530 474,530 567,243
Unearned Revenue 11,586 11,586 15,886
Total Liabilities 1,343,902 101,263 36,567 -0- 1,481,732 1,397,547
Deferred Inflows of Resources
Unavailable Revenue-Delinquent Taxes 49,420 682 1,229 51,331 18,197
Property Taxes Levied
for Subsequent Years 1,299,131 125,309 1,532,127 2,956,567 3,107,365
Total Deferred Inflows of Resources 1,348,551 -0- 125,991 1,533,356 3,007,898 3,125,562
Fund Balances
[Fund Balance-Nonspendable 57,280 57,280 124,719
Fund Balance-Restricted 973,298 253,864 178,628 323,531 1,729,321 1,639,620
[Fund Balance-Committed 142,686 142,686 226,251
Fund Balance-Assigned 13,597 13,597 8,630
Fund Balance-Unassigned 3,816,926 3,816,926 4,084,767
Total Fund Balances 5,003,787 253,864 178,628 323,531 5,759,810 6,083,987
Total Liabilities, Deferred Inflows of Resources
and Fund Balances 7,696,240 355,127 341,186 1,856,887 10,249,440 10,607,096

See accompanying notes to the financial statements,
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Independent School District No. 2689 Exhibit D
Pipestone Area Schools
Pipestone, Minnesota

RECONCILIATION OF GOVERNMENTAL FUND BALANCES TO
NET POSITION OF GOYERNMENTAL ACTIVITIES
JUNE 30, 2018

2018 2017
Total Governmental Fund Balances 5,759,810 6,083,987
Amounts reported in governmental activities in the statement of
net position are different because:
Capital assets used in the governmental activities are not financial resources
and therefore are not reported in the funds
Cost of Capital Assets 27,654,641 26,563,370
Less: Accumulated Depreciation (11,987,327) (11,268,054)
15,667,314 15,295,316
Some of the District's property taxes will be collected after year-end, but are not
available soon enough to pay for the current period's expenditures, and there-
fore are reported as unavailable revenue. 51,331 18,197
Interest on long-term debt is not accrued in governmental funds, but rather is
recognized as an expenditure when due. (14,786) (19,719)
Deferred outflows and invlows of resources related to pensions are
applicable to future periods and, therefore, are not reported in the funds.
Deferred Outflows of Resources related to Pensions 11,124,916 15,973,691
Deferred Inflows of Resources related to Pensions (4,368,702) (735,694)
6,756,214 15,237,997
Long-term liabilities that pertain to governmental funds are not due and payable
in the current period and therefore are not reported as fund liabilities. All
liabilities - both current and long-term - are reported in the statement of net
assets. Balances at year-end are:
Severance Payable (142,686) (226,251)
Bonds Payable (3,795,000) (4,485,000)
Deferred Amount on Refunded Debt 65,620 98,430
Pension Benefits Payable (21,133,836) (26,168,469)
Net OPEB Liability (508,600) (244,497)
(25,514,502) (31,025,787)
Net Position of Governmental Activities 2,705,381 5,589,991

See accompanying notes to the financial statements.



Independent School District No. 2689

Pipestone Area Schools
Pipestone, Minnesota

Revenues

Local Property Tax Levies

Other Local and County Revenues

Revenue from State Sources

Revenue [rom Federal Sources

Sales and Other Conversion of Assets
Total Revenues

Expenditures
Current:
District and School Administration
District Support Services
Regular Instruction
Vocational Instruction
Exceptional Instruction
Community Education and Services
Instructional Support Services
Pupil Support Services
Site, Buildings and Equipment
Fiscal and Other Fixed Cost Programs
Debt Service:
Principal
Interest and Fiscal Charges
Total Expenditures

Excess Revenues (Expenditures)
Before Other Financing Sources (Uses)

Other Financing Sources (Uses)
Lease-Purchase Proceeds

Net Change in Fund Balance
Fund Balance-Beginning
Fund Balance-Ending

Exhibit E
STATEMENT OF REVENUES. EXPENDITURES, AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2018
2018 2017
Major Funds Total Total
Food Community Capital Debt Governmental Governmental
General Service Service Projects Service Funds Funds
1,550,360 123,557 1,432,559 3,106,476 2,880,602
404,567 8,658 282,870 6,315 702,410 693,706
11,205,354 62,855 62,446 80,449 11,411,104 11,275,929
408,016 496,810 904,826 1,017,924
9,511 389,708 2,622 401,841 360,384
13,577,808 958,031 471,495 -0- 1,519,323 16,526,657 16,228,545
907,881 907,881 879,031
332,465 332,465 344,804
6,160,956 6,160,956 5,857,790
319,548 319,548 257,867
2,205,297 2,205,297 2,255,054
476,651 476,651 340,841
692,409 692,409 589,598
1,620,012 927,151 2,547,163 2,282,568
1,584,861 790,000 2,374,861 1,351,036
84,445 84,445 81,956
1,480,000 1,480,000 1,460,000
59,158 59,158 73,757
13,907,874 927,151 476,651 790,000 1,539,158 17,640,834 15.774,302
(330,066) 30,880 (5,156) (790,000) (19,835) (1,114,177) 454,243
790,000
-0- -0- -0- 790,000 -0- 790,000 -0-
(330,066) 30,880 (5,156) -0- (19,835) (324,177) 454,243
5,333,853 222,984 183,784 343,366 6,083,987 5,629,744
5,003,787 253,864 178,628 -0- 323,531 5,759,810 6,083,987

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit F
Pipestone Area Schools
Pipestone, Minnesota
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2018
2018 2017
Net Change in Governmental Fund Balances (324,177) 454,243
Amounts reported for the governmental activities in the statement of
aclivities are different because:
Governmental (unds report capital outlays as expenditures, however, in
statement of activities, assets with an initial, individual cost of more than
$10,000 are capitalized and the cost is allocated over their estimated useful
lives and reported as depreciation expense. This is the amount by which
capital outlays exceeded depreciation in the current period
Capital Outlay 1,155,989 239,341
Disposals (28,385) (6,746)
Depreciation Expense (755,606) (741,442)
371,998 (508,847)
Governmental funds report ]ox1§-tem debt proceeds as financing sources,
while repayment of long-term debt principal is reported as an expenditure.
In the statement of net assets, however, issuing debt increases long-term
liabilities and does not affect the statement of activities and repayment of
principal reduces the liability. Interest is recognized as an expenditure in the
governmental funds when it is due. In the statement of activities, however,
interest expense is recognized as it accrues. The net effect of these
differences is as follows:
Lease-Purchase Proceeds (790,000)
Repayment of Bond Principal 1,480,000 1,460,000
Interest Expense - General Obligation Bonds 4,933 4,867
Amortization of Deferred Amount on Refunded Debt (32,810) (32,809)
Severance Payments 81,432 94,830
743,555 1,526,888
Delinquent property taxes receivable will be collected this year, but are not
available soon enough to pay for current period's expenditures, and therefore
deferred in the funds. 33,134 2,526
In the statement of activities, severance benefits are measured by the amounts
carned during the year. In the governmental funds, however, expenditures for
these items are measured by the amount of financial resources used (essentially,
the amounts actually paid).
Severance 2,133 (3,480)
Pension Benefits (8,481,783) 13,835,234
(8,479,650) 13,831,754
Some expenses reported in the statement of activities do not require the use of
current financial resources and, therefore, are not reported as expenditures
in governmental funds.
Change in Pension Benefits 5,034,633 (18,173,603)
Change in Net OPEB liability (36,133) (34,563)
4,998,500 (18,208,166)
Change in Net Position of Governmental Activities (2,656,640) (2,901,602)

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit G
Pipestone Area Schools
Pipestone, Minnesota

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2018

Variance
with
Budgeted Amounts Actual Final
Original Final Amounts Budget

Revenues
Local Property Tax Levies 1,579,794 1,579,794 1,550,360 (29,434)
Other Local and County Revenues 412,500 430,768 404,567 (26,201)
Revenue from State Sources 11,134,450 11,134,450 11,205,354 70,904
Revenue from Federal Sources 400,600 400,600 408,016 7,416
Sales and Other Conversion of Assets 700 700 9,511 8,811

Total Revenues 13,528,044 13,546,312 13,577,808 31,496
Expenditures
District and School Administration 960,712 872,085 907,881 35,796
District Support Services 361,741 357,241 332,465 (24,776)
Regular Instruction 6,236,610 6,088,186 6,160,956 72,770
Vocational Instruction 248,760 255,410 319,548 64,138
Exceptional Instruction 2,357,596 2,369,758 2,205,297 (164,461)
Instructional Support Services 736,334 703,641 692,409 (11,232)
Pupil Support Services 1,488,878 1,660,078 1,620,012 (40,066)
Site, Building and Equipment 1,511,771 1,610,972 1,584,861 (26,111)
Fiscal and Other Fixed Cost Programs 82,200 84,500 84,445 (55)

Total Expenditures 13,984,602 14,001,871 13,907,874 (93,997)
Net Change in Fund Balance (456,558) (455,559) (330,066) 125,493
Fund Balance-Beginning 5,333,853
Fund Balance-Ending 5,003,787

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit H
Pipestone Area Schools
Pipestone, Minnesota

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
MAJOR FOOD SERVICE FUND
FOR THE YEAR ENDED JUNE 30, 2018

Variance
with
Budgeted Amounts Actual Final
Original Final Amounts Budget
Revenues
Other Local and County Revenues 1,337 1,337 8,658 7,321
Revenue from State Sources 64,100 64,100 62,855 (1,245)
Revenue from Federal Sources 498,540 498,540 496,810 (1,730)
Sales and Other Conversion of Assets 351,500 351,500 389,708 38,208
Total Revenues 915,477 915,477 958,031 42,554
Expenditures
Pupil Support Services 833,696 833,696 927,151 93,455
Total Expenditures 833,696 833,696 927,151 93,455
Net Change in Fund Balance 81,781 81,781 30,880 (50,901)
Fund Balance-Beginning 222,984
Fund Balance-Ending 253,864

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit I
Pipestone Area Schools
Pipestone, Minnesota

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
MAJOR COMMUNITY SERVICE FUND
FOR THE YEAR ENDED JUNE 30, 2018

Variance
with
Budgeted Amounts Actual Final
Original Final Amounts Budget
Revenues
Local Property Tax Levies 108,780 108,780 123,557 14,777
Other Local and County Revenues 267,930 267,930 282,870 14,940
Revenue from State Sources 60,659 60,659 62,446 1,787
Sales and Other Conversion of Assets 2,000 2,000 2,622 622
Total Revenues 439,369 439,369 471,495 32,126
Expenditures
Community Education and Services 424,437 424,437 476,651 52,214
Total Expenditures 424,437 424,437 476,651 52,214
Net Change in Fund Balance 14,932 14,932 (5,156) (20,088)
Fund Balance-Beginning 183,784
Fund Balance-Ending 178,628

See accompanying notes to the financial statements.
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Independent School District No. 2689 Exhibit J
Pipestone Area Schools
Pipestone, Minnesota

STATEMENT OF FIDUCIARY ASSETS
AGENCY FUND
JUNE 30, 2018

Assets 2018 2017
Cash and Investments 500 500

Liabilities and Net Position

Liabilities

Unearned Revenue 500 500

Net Position -0- -0-
Total Liabilities and Net Position 500 500

See accompanying notes to the financial statements.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Summary of Significant Accounting Policies

A.

Basis of Presentation

The financial statements of Independent School District No. 2689 have been prepared
in conformity with accounting principles generally accepted in the United States of
America (GAAP) as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

Changes in Accounting Principles

During fiscal year 2018, the District adopted new accounting guidance by
implementing the provisions of GASB Statement No. 75, Accounting and Financial
Reporting for Postemployment Benefits Other Than Pensions. See Note 12 in the
notes to the financial statements for additional information regarding the District’s
postemployment benefits other than pensions

Financial Reporting Entity

Independent School District 2689, Pipestone, was formed and operates pursuant to
applicable Minnesota laws and statutes. The District operates under an elected seven
member Board of Education form of government. The Board has control over all
activities related to the public school education in the District.

As required by generally accepted accounting principles, these financial statements
present the District and its component units, entities for which the government is
considered to be financially accountable.

Component units are legally separate entities for which the District (primary
government) is financially accountable, or for which the exclusion of the component
unit would render the financial statements of the primary government misleading.
The criteria used to determine if the primary government is financially accountable
for a component unit include whether or not the primary government appoints the
voting majority of the potential component unit’s governing body, is able to impose
its will on the potential component unit, is in a relationship of financial benefit or
burden with the potential component unit, or is fiscally depended upon by the
potential component unit. Based on these criteria, there are no organizations
considered to be component units of the District.

Student activities are determined primarily by student participants under the guidance
of an adult and are generally conducted outside school hours. The School Board does
have a fiduciary responsibility in establishing broad policies and ensuring that
appropriate financial records are maintained for student activities. However, in
accordance with Minnesota State Statutes, the District’s School Board has not elected
to control or exercise oversight responsibility with respect to the underlying student
activities. Accordingly, the student activity accounts are not included in these
financial statements.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Summary of Significant Accounting Policies - continued

D.

Basic Financial Statements Presentation

The District-wide financial statements (i.e. the Statement of Net Position and the
Statement of Activities) display information about the reporting government as a
whole. These statements include all the financial activities of the District, except for
the fiduciary funds. The Fiduciary Funds are only reported in the Statements of
Fiduciary Net Position at the fund financial statement level.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include charges to customers or applicants who purchase, use, or directly benefit from
goods, services, or privileges provided by a given function or segment and grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

The District applies restricted resources first when an expense is incurred for a
purpose for which both restricted and unrestricted net position is available.
Depreciation expense that can be specifically identified by function is included in the
direct expenses of each function. Interest on long-term debt is considered an indirect
expense and is reported separately on the Statement of Activities. Generally, the
effect of material interfund activity has been removed from the District-wide financial
statements.

Separate fund financial statements are provided for governmental funds. Major
individual governmental funds are reported as separate columns in the fund financial
statements. Fiduciary funds are presented in the fiduciary fund financial statements
by type: expendable trust, and agency. Since by definition, fiduciary fund assets are
being held for the benefit of a third party and cannot be used for activities or
obligations of the District, these funds are excluded from the District-wide
statements.

Proprietary funds are used to report business-type activities carried on by a school
district. No activities of the District were determined to be of this nature, so no
proprietary funds are present in the financial statements.

Basis of Accounting and Measurement Focus

The accounting and financial reporting treatment applied to a fund is determined by
its measurement focus and basis of accounting. The District-wide financial
statements are reported using the economic resources measurement focus and the
accrual basis of accounting, as are proprietary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Summary of Significant Accounting Policies - continued

E.

Basis of Accounting and Measurement Focus - continued

Property taxes are recognized as revenues in the year for which they are levied,
except for amounts advance recognized in accordance with a statutory “tax shift”
described later in these notes. Grants and similar items are recognized as revenue as
soon as all eligibility requirements imposed by the provider have been met.
Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
“Measureable” means the amount of the transaction can be determined and
“available” means collectible within the current period or soon enough thereafter to
be used to pay liabilities of the current period. Revenues are considered to be
available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. Property taxes are considered to be
available if collected within 60 days of fiscal year-end. Federal revenue is recorded
in the year in which the related expenditure is made. State revenue is recognized in
the year to which it applies according to Minnesota Statutes and U.S. generally
accepted accounting principles. Other miscellaneous revenues (except investment
earnings) are recorded as revenues when received because they are generally not
measurable until then. Investment earnings are recorded when earned because they
are measureable and available. Expenditures generally are recorded when a liability
is incurred, as under accrual accounting. However, debt service expenditures are
recorded only when payment is due.

All major revenues are susceptible to accrual. Property tax revenues for all funds,
which are payable by property owners on a calendar-year basis, are recognized as
revenues in the fiscal years for which they apply according to Minnesota Statutes.
Federal revenues are recorded in the year in which the related expenditure is made. If
the amounts of Minnesota or federal revenues cannot be reasonably estimated or
realization is not assured, they are not recorded as revenue in the current year.

The District reports unavailable revenue on its balance sheet. Unavailable revenues
arise when potential revenue does not meet both the “measurable” and “available”
criteria for recognition in the current period. Unavailable revenues also arise when
resources are received by the District before it has a legal claim to them, as when
grant monies are received prior to the incurring qualified expenditures. In subsequent
periods, when both revenue recognition criteria are met or when the District has a
legal claim to the resources, the liability for unavailable revenue is removed and
revenue is recognized.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 Summary of Significant Accounting Policies - continued

E.

Basis of Accounting and Measurement Focus - continued

Description of Funds

The existence of the various District funds has been established by the State of
Minnesota, Department of Education. Each fund is accounted for as an independent
entity. A description of the funds included in this report is as follows:

Governmental Funds

General Fund

The General Fund includes all financial transactions relating to the administration,
instruction, maintenance, transportation, and capital expenditures of the District,
which are not accounted for in other funds.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted for expenditures for specified purposes. These
funds include the Food Service and Community Service funds.

The Food Service fund is used to account for food service revenues and expenditures.

The Community Service fund is used to account for services provided to residents in
the areas of recreation, civic activities, nonpublic pupils, adult or early childhood
programs, or other similar services.

Capital Projects Fund
The Capital Projects Fund is used to record all operations of the District’s tennis court
project.

Debt Service Fund
Debt Service Funds account for the accumulation of resources for, and the payment
of, long-term debt principal, interest and related costs.

Agency Fund

The Agency Fund is used to account for donations specifically used to apply to food
service accounts and community education fees. Agency funds are custodial in
nature (assets equal liabilities) and do not involve measurements of results of
operations.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30,2018

Summary of Significant Accounting Policies — continued

F.

Budgets and Budgetary Accounting

The budgeted amounts included in the statement of revenues and expenditures were
accounted for and presented on the same basis and using the same accounting
practices as are used to account and prepare financial reports for the funds. Budgets
presented in this report for comparison to actual amounts are presented in accordance
with generally accepted accounting principles. The budgets are prepared by the
school personnel and approved by the school board. Encumbrances are not
considered in the budget process or in the regular district accounting.

Once a budget is approved, school personnel can amend it with approval by the
school board. Amendments are made before the fact, are reflected in the official
minutes of the Board, and are not made after fiscal year-end as dictated by law.
Individual amendments were not material in relation to the original appropriations.
All budget appropriations lapse at year-end.

Cash and Temporary Investments

Cash and temporary investments include balances from all funds that are combined
and invested to the extent available in various securities as authorized by state law.
Earnings from the pooled investments are allocated to the respective funds on the
basis of applicable cash balance participation by each fund.

Short-term, highly liquid debt instruments (including commercial paper, bankers’
acceptances, and U.S. Treasury and agency obligations) purchased with a remaining
maturity of one year or less are reported at amortized cost. Other investments are
reported at fair value.

The school District uses the average cash balance method of allocating investment
income to the various funds.

Accounts Receivable

Represents amounts receivable from individuals, firms, and corporations for goods
and services furnished by the District. No substantial losses are anticipated from
present receivable balances, therefore, no allowance for uncollectible accounts is
deemed necessary.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Summary of Significant Accounting Policies - continued

L

Inventories

Inventories consist of expendable supplies held for consumption and are stated at
moving, weighted average cost. Inventory of the General Fund is recorded as
expenditure when items are issued from central stores. Accordingly inventory items
on hand at the school are not included in inventory.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepayments. Prepaid items are reported using the consumption
method and recorded as expenditure at the time of consumption.

Property Tax Recognition

The levy certification is made in December of each year. The tax levy is collectible
as of January 2" of the following year and the taxes are due to the county treasurer in
May and October of each year. The taxes levied during the fall of the year are
recognized in the subsequent fiscal year for the school district.

Current taxes receivable includes the amount of Homestead Market Value Credit Aid
and Disparity Reduction Aid to be received after July 1, 2018, and will be recognized
as revenue during the fiscal year ending June 30, 2019. The delinquent taxes
receivable are reserved as 100% uncollectible except for the amount received during
the first sixty days of the subsequent fiscal year.

Capital Assets

Capital assets are capitalized at historical cost, or estimated historical cost for assets
where actual historical cost is not available. Donated assets are recorded at their
estimated fair market value at the date of donation. The District defines capital assets
as those with an initial, individual cost of $10,000 or more, which benefit more than
one fiscal year. The cost of normal maintenance and repairs that do not add to the
value of the asset or materially extend asset lives are not capitalized.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Summary of Significant Accounting Policies - continued

L.

Capital Assets - continued

Capital assets are recorded in the district-wide financial statements, but are not
reported in the fund financial statements. Capital assets are depreciated using the
straight-line method over their estimated useful lives. Since surplus assets are sold
for an immaterial amount or scrapped when declared as no longer fit or needed for
public school purposes by the District, no salvage value is taken into consideration for
depreciation purposes. Useful lives vary from 20 to 50 years for buildings and
improvements, and 5 to 20 years for equipment and vehicles. Land is not
depreciated.

The District does not possess any material amounts of infrastructure capital assets,
such as sidewalks and parking lots. Such items are considered to be part of the cost
of buildings or other improvable property.

Long-Term Obligations

In the district-wide financial statements, long-term debt and other long-term
obligations are reported as liabilities in the applicable governmental activities. Bond
premiums and discounts are deferred and amortized over the life of the bonds using
the straight-line method. Bond issuance costs, if material, are also reported as
deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources. Premiums or discounts
on debt issuances are reported as other financing sources or uses, respectively.
Issuance costs, whether or not withheld from the actual debt proceeds received, are
reported as debt service expenditures.

Deferred Qutflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a
separate section for deferred outflows of resources. This separate financial statement
element, deferred outflows of resources, represents a consumption of net position that
applies to a future period(s) and will not be recognized as an outflow of resources
(expenditure/expense) until then. The District has two types, Related to pensions and
Related to OPEB Obligations, which arise only under a modified accrual basis of
accounting that qualifies for reporting in this category.
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Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

Note 1
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Summary of Significant Accounting Policies - continued

N.

Deferred Qutflows/Inflows of Resources - continued

In addition to liabilities, the statement of financial position will sometimes report a
separate section for deferred inflows of resources. This separate financial statement
element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The District has two types, Property Taxes Levied for
Subsequent Years and Related to Pensions, which arise only under a modified accrual
basis of accounting, that qualify for reporting in this category. Accordingly, the
items, unavailable revenue, are reported only in the governmental funds balance
sheet. This amount is deferred and recognized as an inflow of resources in the period
that the amounts become available.

Fund Equity

Fund balance is divided into five classifications based primarily on the extent to
which the district is bound to observe constraints imposed upon the use of the
resources in the governmental funds. The following are the five fund balance
categories used by the district:

Non-Spendable Fund Balance
Fund balance amounts that are not in a spendable form or are legally or contractually
required to be maintained intact.

Restricted Fund Balance

Fund balance amounts that can be spent only for specific purposes imposed by laws
or regulations, external resource providers, constitutional provisions or enabling
legislation.

Committed Fund Balance
Fund balance amounts that can be used only for the specific purpose determined by a
formal action of the government’s highest level of decision making authority.

The District’s highest level of decision making authority is the district school board.
In order to establish, modify or rescind a committed fund balance amount, the school
board would need to approve the action at a school board meeting.

Assigned Fund Balance
Fund balance amounts that are intended to be used by the government for a specific
purpose, but do not meet the criteria to be classified as restricted or committed.

The District school board has delegated the authority to assign fund balance amounts
to the business manager and/or superintendent. Assigned amounts or changes to
assigned amounts are presented to the school board for review.
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Summary of Significant Accounting Policies - continued

0.

Fund Equity - continued

Unassigned Fund Balance

Fund balance amounts that are available for any purpose. These amounts represent
the remaining fund balance in the General Fund that has not been classified as non-
spendable, restricted, committed or assigned. Also for funds other than the general
fund, unassigned fund balance is used to report a deficit fund balance.

The school district will strive to maintain a fund balance of between 25% and 34% of
total operating expenditures to fund balance. The fund balance shall be defined as the
sum of the restricted, committed, assigned and unassigned fund balances in the
General Fund, Food Service Fund and the Community Service Fund. Total operating
expenditures will include the expenditures in the funds noted above.

If resources from more than one fund balance classification could be spent, the school
district established the following order for resource use: non-spendable fund balance,
restricted fund balance, committed fund balance, assigned fund balance and
unassigned fund balance. Journal entries at the end of the fiscal year may be used to
accomplish this.

Net Position

Net position represents the difference between assets and liabilities in the District-
wide and Fiduciary Fund financial statements. Net investment in capital assets
consists of capital assets, net of accumulated depreciation, reduced by the outstanding
balance of any long-term debt used to build or acquire the capital assets. Net position
is reported as restricted in the District-wide financial statement when there are
limitations imposed on their use through external restrictions imposed by creditors,
grantors, laws or regulations of other governments.

Pensions

For purposes of measuring the net pension liability, deferred outflows/inflows of
resources, and pension expense, information about the fiduciary net position of the
Public Employees Retirement Association (PERA) and Teachers Retirement
Association (TRA) and additions to/deductions from PERA’s and TRA’s fiduciary
net position have been determined on the same basis as they are reported by PERA
and TRA. For this purpose, plan contributions are recognized as of employer payroll
paid dates and benefit payments and refunds are recognized when due and payable in
accordance with the benefit terms. Investments are reported at fair value.
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Note 1 Summary of Significant Accounting Policies - continued

R.

Certain Comparative Data and Reclassifications

Certain comparative total data for the prior year have been presented in the District-
wide and fund financial statements in order to provide an understanding of the
changes in the financial position and operations. Such comparative total data does
not include sufficient detail to constitute a presentation in conformity with GAAP.
Accordingly, such information should be read in conjunction with the District’s
financial statements for the year ended June 30, 2017, from which the summarized
information was derived.

Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Actual results could differ from
those estimates.

Subsequent Events
Subsequent events have been evaluated through December 14, 2018, which is the date
the financial statements were available to be issued.

Note 2 Cash and Investments

A.

Deposits

Minnesota Stat. 118A.02 and 118A.04 authorize the District to designate a depository
for public funds and to invest in certificates of deposit. Minnesota Stat. 118A.03
requires that all District deposits be protected by insurance, surety bond, or collateral.
The market value of collateral pledged shall be at least ten percent more than the
amount on deposit plus accrued interest at the close of the financial institution’s
banking day, not covered by insurance or bonds.

Authorized collateral includes treasury bills, notes and bonds; issues of U.S.
government agencies; general obligations rated “A” or better; revenue obligations
rated “AA” or better; irrevocable standby letters of credit issued by the Federal Home
Loan Bank; and certificates of deposit. Minnesota statutes require that securities
pledged as collateral be held in safekeeping in a restricted account at the Federal
Reserve Bank or in an account at a trust department of a commercial bank or other
financial institution that is not owned or controlled by the financial institution
furnishing the collateral.
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Note 2 Cash and Investments - continued

A.

Deposits - continued
Custodial Credit Risk

Custodial credit risk is the risk that in the event of a financial institution failure, the
District’s deposits may not be returned to it. The District does not have a deposit
policy for custodial credit risk. As of June 30, 2018, none of the District’s bank
balance of $3,878,965 (includes student activity fund account) was exposed to
custodial credit risk because it was not insured and properly collateralized with
securities held by the pledging financial institution’s trust department or agent in the
district’s name.

Investments
Minnesota Stat. 118A.04 and 118A.05 generally authorize the following types of
investments as available to the District:

)

@)

€)

4)
©)

(6)

securities which are direct obligations or are guaranteed or insured issues of the
United States, its agencies, its instrumentalities, or organizations created by an
act of Congress, except mortgage-backed securities defined as “high risk” by
Minnesota Stat. 118A.04, subd. 6;

mutual funds through shares of registered investment companies provided the
mutual fund receives certain ratings depending on its investments;

general obligations of the State of Minnesota and its municipalities, and in
certain state agency and local obligations of Minnesota and other states
provided such obligations have certain specified bond ratings by a national bond
rating service;

bankers’ acceptances of United States banks;

commercial paper issued by United States corporations or their Canadian
subsidiaries that is rated in the highest quality category by two nationally
recognized rating agencies and matures in 270 days or less; and

with certain restrictions, in repurchase agreements, securities lending

agreements, joint powers investment trusts, and guaranteed investment
contracts.
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Cash and Investments - continued

B.

Investments - continued
The District’s investments are potentially subject to various risks including the
following:

Custodial Credit Risk

The risk that in the event of a failure of the counter party to an investment transaction,
a district will not be able to recover the value of the investment or collateral securities
that are in the possession of an outside party.

Credit Risk
The risk that an issuer or other counter party to an investment will not fulfill its
obligations to the holder of the investment.

Concentration of Credit Risk
The risk of loss that may be caused by the District’s investment in a single issuer.

Interest Rate Risk
The risk that changes in the market interest rates will adversely affect the fair value of
an investment,

The District has no internal policies that limit deposits on investment choices or
address these potential risks beyond the statutory limitations described above.

Concentration Interest
Credit Risk Risk Rate Risk
Credit Rating Over 5% Maturity Carrying
Rating Agency of Portfolio Date Value
Investment Pools:
Minnesota School District Liquid Asset Fund Plus
Liquid Class AAAmM S&P 2.85% N/A 53.818
MAX Class AAAm S&P 97.15% N/A 3.102.177
Total Investments 3,155,995
Checking & Money Market Accounts (not including Student Activity and Agency Funds) 3,755,067
Petty Cash 3210
Total Cash and Investments 6,914,272

The Minnesota School District Liquid Asset Fund is an external investment pool not
registered with the Securities Exchange Commission (SEC) that follows the same regulatory
rules of the SEC under rule 2a7. The fair value of the position in the pool is the same as the
value of the pool shares.

The Minnesota School District Liquid Asset Fund issues a publicly available financial report.
That report may be obtained on the Internet at www.msdlaf.org.
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Note 3 Due From Department of Education
Amounts due from the Department of Education are aids and reimbursements receivable for
the fiscal years as follows:

June 30
General Fund 2018 2017
General Education Aid 1,185,583 1,038,247
Other State Aids 11,113 14,341
Special Education (25.911) 59.633
Total General Fund 1,170,785 1,112,221
Special Revenue Funds
Community Service Fund
Other State Credits 5,982 5,903
Debt Service Fund
Other State Credits 8.045 8.491
Total All Funds 1,184,812 1,126,615

Note 4 Due From Federal Government Through the Department of Education
Amounts due from the federal government through the Department of Education are as

follows:
June 30
General Fund 2018 2017
Title I 149.697 149.847
Title 11 19,879 26.004
Other 53.678 67.728
Total General Fund 223,254 243.579
Special Revenue Funds
Food Service Fund
Lunch 7.149 7.149
Breakfast 1.650 1,650
Summer Food Program 12.495 16,130
Total Food Service Fund 12.495 24,929
Total All Funds 235.749 268.508
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Note 5 Due From Other Governmental Units
Amounts due from Other Governmental Units are as follows;

June 30
General Fund 2018 2017
SW/WC Service Coop 12,383 12,383
SW Health & Human Services 16,000 16,000
City of Pipestone 11,349 11,349
Minnesota West 693 693
Canby Public Schools 702 702
State of MN 5,768 9,089
MN Office of Mgmt & Budget 532
Total General Fund 30,906 50,748
Special Revenue Funds
Community Service Fund
Pipestone County Medical Center 228 456
City of Pipestone 54,750
Total Community Service Fund 54.978 456
Total All Funds 85.884 51,204
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Capital Assets

Capital asset activity for the year ended June 30, 2018 was as follows:

Balance Balance
7/01/17  Additions Retirements 6/30/18
Capital assets not depreciated
Land 272,240 272,240
Capital assets depreciated
Land Improvements 1,866,496 900,435 2,766,931
Buildings 19,364,652 150,840 19,515,492
Equipment 4,860,115 69,365 (28,385) 4,901,095
Pupil Transportation Vehicles_ 199.867 35.349 (36.333) 199.883
Total Capital assets depreciated 26,291,130 1,155,989 (64,718) 27,382,401
Less accumulated depreciation for
Land Improvements 1,211,287 108,996 1,211,287
Buildings 6,116,982 384,605 6,501,587
Equipment 3,768,362 252,380 4,020,742
Pupil Transportation Vehicles 171,423 9.625 (36.333) 144.715
Total accum depreciation 11.268.054 755.606 (36.333) 11,987,327
Total capital assets
depreciated-net 15.023.076 400,383 (28,385) 15,395.074
Net Capital Assets 15,295,316 400,383 (28.385) 15,667,314

Depreciation expense of $755,606 for the year ended June 30, 2018 was charged to the

following governmental functions:

Regular Instruction
Instruction Support Services
Pupil Support Services
Sites, Buildings, and Equipment
Food Service

Total
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Due to Other Governmental Units

Amounts due to Other Governmental Units are as follows:

General Fund

City of Pipestone

ISD 991 - SW/WC Service Coop

ISD 347 - Willmar

ISD 508 - St. Peter

ISD 287

ISD 049-5 Sioux Falls

Meeker & Wright Special Ed

New Dominion School

MN Employment & Economic Dev

Pipestone County Medical Center

Pipestone County Sheriff’s Office

Southwestern Youth Services

State of MN — Fire Marshall
Total General Fund

Special Revenue Funds
Food Service Fund
MN Employment & Economic Dev

Total All Funds

Unearned Revenue
Unearned revenues are as follows:

Special Revenue Funds
Food Service Fund
Lunch Sales

Community Service Fund
Community Education

Total All Funds
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Long-Term Liabilities

A.

Severance Payable

Contract employees who are at least 55 years of age and who have completed 15
years of teaching with at least ten years of service with Independent School District
2689 are eligible to receive an early retirement incentive payment. The maximum
payment amount is limited to 100 days of pay calculated at the daily rate of pay
during the last year of service, excluding pay for additional assignments. Payments
will be paid in the following manner: one-third the amount due to the employee will
be paid in July following retirement, one-third of the amount due to the employee will
be paid the following January, and the remaining one-third will be paid in January
one year later. The Board approves a maximum of five teachers in any given fiscal
year.

The District estimates its vested severance pay obligations to be $142,686 and
$226,251 at June 30, 2018 and 2017, respectively and the amount is designated in the
fund balance of the General fund at those dates.

General Obligation School Building Refunding Bonds

On May 23, 2013, Pipestone Area Schools issued general obligation bonds of
$8,830,000 with an interest rate ranging from 1 to 1.7 percent. Proceeds from the
2013 bonds were used as a crossover refunding of $8,690,000 of the Series 2004A
bonds with an interest rate of 4 to 5 percent. The Series 2004A bonds matured
annually on March 1, 2010 through 2020, and were callable on March 1, 2014. The
2013 A refunding bonds were issued at a premium, and after paying issuance costs of
$43,320, the net proceeds were $8,763,142. The net proceeds from the issuance of
the refunding bonds were used to purchase U.S. Treasury Securities and those
securities were deposited into an irrevocable trust with an escrow agent to provide
debt service payments until the Series 2004A bonds were called on March 1, 2014,

The following is a summary of the bond transactions of the District for the year
ending June 30, 2018:

Bonds Payable at July 1 4,485,000
Net Bonds Issued (Redeemed) (1.480.000)
Bonds Payable at June 30 3.005.,000
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Note9  Long-Term Liabilities - continued
B. Defeased Debt/General Obligation Bonds - continued
General Obligation Bonds
Bonded debt payable at June 30, 2018 is comprised of the following issues:

$8,830,000 General Obligation School Building

Refunding Bonds, Series 2013A, due in annual

installments of $1,430,000 to $1,510,000 from

March 1, 2015 through March 1, 2020, interest

at 1.0 to 1.7 percent $3,005,000

The annual requirements to amortize the bonds outstanding as of June 30, 2018,
including interest payments, are listed below.

Year Ended
June 30 Principal Interest Total
2019 1,495,000 44358 1,539,358
2020 1.510.000 25.670 1.535.670
Total 3.005.000 70,028 3,075,028
C. Lease-Purchase Agreement

On July 25, 2017 the District entered into a Lease-Purchase Agreement for the
construction of tennis courts on the District property as follows:

$790,000 Lease-Purchase Agreement, due in semi-annual payments of
$91,814 to $93,867 from February 2, 2018 to August 1, 2027, interest
rate of 3.15%. $790,000

The annual requirements to amortize the Lease-Purchase Agreement outstanding as of
June 30, 2018, including interest payments, are listed below.

Year Ended
June 30 Principal Interest Total
2019 68,000 23,814 91,814
2020 71,000 21,625 92,625
2021 73,000 19,357 92,357
2022 75,000 17,026 92,026
2023 77,000 14,632 91,632
2024 80,000 12,159 92,159
2025 82,000 9,608 91,608
2026 85,000 6,977 91,977
2027 88,000 4,253 92,253
2028 91,000 1.433 92.433
Total 790,000 130,884 920,884
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Note 9 Long-Term Liabilities - continued
D. Changes in Long-Term Liabilities

Balance Balance Due Within
7/01/17 Additions Retirements 6/30/18 One Year
GO Refunding Bonds
Series 2013A 4,485,000 1,480,000 3,005,000 1,495,000
Net OPEB liability 244,497 264,103 508,600
Lease-Purchase
Agreement 790,000 790,000 68,000
Pension Benefits 26,168,469 5,034,633 21,133,836
Severance 226,251 83.565 142.686 30.859
Total 31,124,217 1,054,1 6,598,198 25,580,122 1,593,859

Note 10 Fund Balances
Non-Spendable Fund Balance
The District has the following non-spendable fund balances as of June 30, 2018:

General Fund

Prepaid Items 57,280
Total Funds 57,280

Restricted Fund Balance

The District has various restricted fund balances that are based on state requirements to track
certain program funding, to provide funding for long-term debt requirements, or for other
requirements. The District has the following restricted fund balances as of June 30, 2018:

General Fund

Staff Development 245,976
Health and Safety 40,436
Learning and Development 66,468
Gifted and Talented 177,620
Basic Skills 278,293
Basic Skills Ext Time 13,118
Safe Schools Levy 59,321
Restricted 7,315
Long Term Facility Maintenance 84,751

Total General Fund 973,298

Special Revenue Funds
Food Service Fund
Restricted 253,864

44



Independent School District No. 2689
Pipestone Area Schools
Pipestone, Minnesota

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2018

Note 10 Fund Balances - continued
Restricted Fund Balance — continued
Community Service Fund

Community Education 132,419
Early Childhood and Family Education 47,816
Learning Readiness (29,285)
Restricted 27,678
Total Community Service Fund 178.628
Total Special Revenue funds 432,492
Debt Service Fund
Restricted 323,531
Total All Funds 1,729,321

Committed Fund Balance
The District has the following committed fund balances as of June 30, 2018:

General Fund
Severance 142,686

Assigned Fund Balance
The District has the following assigned fund balances as of June 30, 2018:

General Fund

Health Cost Management 529
Athletic Help Fund 9.048
Help Fund 4.020

Total General Fund 13,597

Unassigned Fund Balance
The District has the following unassigned fund balances as of June 30, 2018:

General Fund 3.816,926
Total Funds 3.816,926

Stabilization Amounts
Amounts formally set aside by the governmental unit for use in emergency situations such as
revenue shortages or budgetary imbalances.

The District has no stabilization amounts as of June 30, 2018.
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Note 11  Defined Benefit Pension Plans
A. Public Employees Retirement Association (PERA)
1. Plan Description
The District participates in the following defined benefit pension plans administered
by the Public Employees Retirement Association (PERA). PERA’s defined benefit
pension plans are established and administered in accordance with Minnesota
Statutes, Chapters 353 and 356. PERA’s defined benefit pension plans are tax
qualified plans under Section 401 (a) of the Internal Revenue Code.

General Employees Retirement Plan (GERF)

All full-time and certain part-time employees of the District other than teachers are
covered by the General Employees Plan. General Employees Plan members belong
to the Coordinated Plan. Coordinated Plan members are covered by Social Security.

2. Benefits Provided
PERA provides retirement, disability, and death benefits. Benefit provisions are
established by state statute and can only be modified by the state legislature.

Benefit increases are provided to benefit recipients each January. Increases are
related to the funding ratio of the plan. Members in plans that are at least 90% funded
for two consecutive years are given 2.5% increases. Members in plans that have not
exceeded 90% funded, or have fallen below 80%, are given 1% increases.

The benefit provisions stated in the following paragraphs of this section are current
provisions and apply to active plan participants. Vested, terminated employees who
are entitled to benefits but are not receiving them yet are bound by the provisions in
effect at the time they last terminated their public service.

General Employees Plan Benefits are based on a member’s highest average salary for
any five successive years of allowable service, age, and years of credit at termination
of service. Two methods are used to compute benefits for PERA's Coordinated and
Basic Plan members. The retiring member receives the higher of a step-rate benefit
accrual formula (Method 1) or a level accrual formula (Method 2). Under Method 1,
the annuity accrual rate for a Basic Plan member is 1.2% of average salary for each of
the first ten years of service and 1.7% for each remaining year. Under Method 2, the
annuity accrual rate is 1.7% for Coordinated Plan members for each year of service.
For members hired prior to July 1, 1989, a full annuity is available when age plus
years of service equal 90 and normal retirement age is 65. For members hired on or
after July 1, 1989, normal retirement age is the age for unreduced Social Security
benefits capped at 66. Disability benefits are available for vested members, and are
based upon years of service and average high-five salary.
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Defined Benefit Pension Plans - continued

A.

Public Employees Retirement Association (PERA)-continued

3. Contributions

Minnesota Statutes Chapter 353 sets the rates for employer and employee
contributions. Contribution rates can only be modified by the state legislature.

General Employees Fund Contributions

Coordinated Plan members were required to contribute 6.5% of their annual covered
salary in fiscal year 2018; the District was required to contribute 7.5% for
Coordinated Plan members. The District’s contributions to the GERF for the year
ended June 30, 2018, were $111,593. The District’s contributions were equal to the
required contributions for each year as set by state statute.

4. Pension Costs

At June 30, 2018, the District reported a liability of $1,551,296 for its proportionate
share of the GERE’s net pension liability. The District’s net pension liability
reflected a reduction due to the State of Minnesota’s contribution of $16 million to
the fund in 2018. The State of Minnesota is considered a non-employer contributing
entity and the state’s contribution meets the definition of a special funding situation.
The State of Minnesota’s proportionate share of the net pension liability associated
with the District totaled $19,509. The net pension liability was measured as of June
30, 2017, and the total pension liability used to calculate the net pension liability was
determined by an actuarial valuation as of that date. The District’s proportion of the
net pension liability was based on the District’s contributions received by PERA
during the measurement period for employer payroll paid dates from July 1, 2016,
through June 30, 2017 relative to the total employer contributions received from all of
PERA’s participating employers. At June 30, 2017, the District’s proportion share
was 0.0243 percent, which was a decrease of .0004 percent from its proportion share
as of June 30, 2016.

For the year ended June 30, 2018, the District recognized pension expense of
$63,63 1for its proportionate share of GERF’s pension expense. In addition, the
District recognized an additional $563 as pension expense (and grant revenue) for its
proportionate share of the State of Minnesota’s contribution of $16 million to the
General Employees Fund.

At June 30, 2018, the District reported its proportionate share of GERF’s deferred
outflows of resources and deferred inflows of resources from the following sources:
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Defined Benefit Pension Plans - continued

A. Public Emplovees Retirement Association (PERA)-continued

4, Pension Costs - continued

Deferred Outflows of

Deferred Inflows of

Resources Resources
Differences between expected and actual
economic experience $51,126 $123,805
Changes in actuarial assumptions $314,781 $155,518
Difference between projected and actual
investment earnings $23,976
Changes in proportion $431,952
Contributions paid to PERA subsequent to
the measurement date
$111,593
Total $477,500 $736,251

$111,593 reported as deferred outflows of resources related to pensions resulting
from Dis