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INDEPENDENT SCHOOL DISTRICT NO. 16

Management’s Discussion and Analysis
Fiscal Year Ended June 30, 2007

This section of Independent School District No. 16, Spring Lake Park Schools’ (the District) annual
financial report presents management’s narrative overview and analysis of the District’s financial
performance during the year ended June 30, 2007. Please read it in conjunction with the other
components of the District’s annual financial report.

OVERVIEW OF THE FINANCIAL STATEMENTS
The financial section of the annual report consists of the following parts:
e Independent Auditor’s Report;

e Management’s Discussion and Analysis;

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

e Combining and individual fund statements and schedules.
The following explains the two types of statements included in the notes to basic financial statements:
Government-Wide Statements

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

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

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

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

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



Fund Financial Statements

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

Funds are accounting devices the District uses to keep track of specific sources of funding and spending
on particular programs.

e Some funds are required by state law and by bond covenants.

e The District can establish other funds to control and manage money for particular purposes or to
show that it is properly using certain revenues.

The District maintains the following kinds of funds:

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

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



FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

The District’s total net assets at June 30, 2007 and 2006 were ($1,991,681) and ($2,195,730),
respectively, an increase of $204,049. Table 1 is a summarized view of the District’s Statement of Net
Assets:

Table 1
Summary Statement of Net Assets
as of June 30, 2007 and 2006
Increase
2007 2006 (Decrease)
Assets
Current and other assets $ 92,429,693 $ 68,149,008 $ 24,280,685
Capital assets, net of depreciation 44,046,747 25,881,805 18,164,942
Total assets $ 136,476,440 $ 94,030,813 $ 42,445,627
Liabilities
Current and other liabilities $ 34,716,755 $ 24,468,579 $ 10,248,176
Long-term liabilities, including
due within one year 103,751,366 71,757,964 31,993,402
Total liabilities $ 138,468,121 $ 96,226,543 $ 42,241,578
Net assets
Invested in capital assets,
net of related debt $ 2,956,306 $ (1,334,296) $ 4,290,602
Restricted 789,286 3,285,384 (2,496,098)
Unrestricted (5,737,273) (4,146,818) (1,590,455)
Total net assets $ (1,991,681) $ (2,195,730) $ 204,049

The District’s financial position is the product of many factors. For example, the determination of the
District’s investment in capital assets, net of related debt involves many assumptions and estimates, such
as current and accumulated depreciation amounts. A conservative versus liberal approach to depreciation
estimates, as well as capitalization policies, will produce a significant difference in the calculated
amounts. The other major factor in determining net assets as compared to fund balances is the liability
for severance and health benefits, which is basically unfunded. This impacts the unrestricted portion of
net assets.

The District’s building construction program has completed its first year of construction. Most of the
District’s assets are invested in capital assets (buildings, land, and equipment). The remaining net assets
consist of restricted and unrestricted amounts. Restricted balances are amounts set aside to fund capital
projects or future activities as required by grant provisions. The results of this year’s operations as a
whole are reported in the Statement of Activities. All expenses are reported first. Specific charges for
services, grants, and contributions that directly relate to specific expense categories are represented to
determine the final amount of the District’s activities that are supported by other general revenues. The
two largest general revenues are state aid provided by the state of Minnesota and local taxes assessed to
community taxpayers.
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Table 2 presents a summarized version of the District’s Statement of Activities:

Table 2
Summary Statement of Activities
for the Years Ended June 30, 2007 and 2006
Increase
2007 2006 (Decrease)
Revenues

Program revenues
Charges for services $ 2,778,761 $ 2,860,549 $ (81,788)
Operating grants and contributions 7,550,361 8,163,755 (613,394)

General revenues
Property taxes 10,506,954 7,109,852 3,397,102
General grants and aids 26,538,444 27,962,318 (1,423,874)
Other 4,040,647 1,459,691 2,580,956
Total revenues 51,415,167 47,556,165 3,859,002

Expenses

Administration 1,852,552 1,709,013 143,539
District support services 1,623,639 1,513,861 109,778
Elementary and secondary regular instruction 20,232,689 18,805,346 1,427,343
Vocational education instruction 881,016 788,954 92,062
Special education instruction 6,531,463 6,267,328 264,135
Instructional support services 3,363,247 2,970,102 393,145
Pupil support services 3,902,872 3,575,858 327,014
Sites and buildings 4,290,692 3,761,642 529,050
Fiscal and other fixed cost programs 211,018 212,538 (1,520)
Food service 1,785,276 1,760,187 25,089
Community service 2,255,638 2,638,419 (382,781)
Interest and fiscal charges on debt 4,281,016 1,557,325 2,723,691
Total expenses 51,211,118 45,560,573 5,650,545
Change in net assets $ 204,049 $ 1,995,592 $ (1,791,543)

This format is similar to the fund financial reports except that this is presented on an accrual basis of
accounting, and it includes all of the governmental activities of the District. This statement includes
depreciation expense, but excludes capital asset purchase costs, debt proceeds, and the repayment of debt
principal.

Increases in total revenue are primarily attributed to additional resources obtained by the District for
building construction purposes. The District also experienced an increase in interest earnings related to
general purpose activities, as well as building construction activities. The increases in program expenses
are primarily driven by inflationary increases in salaries and benefits, purchased services, utilities, and
transportation expenditures. The increase in interest and fiscal charges is related to bonds issued in the
past two years for construction activities. The District continues to improve its financial health and was
able to increase its net assets by $204,049.



Figures A and B show further analysis of these revenue sources and expense functions:

Figure A — Sources of Revenues for Fiscal Years 2007 and 2006
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The largest share of the District’s revenue is received from the state, including the general education aid
formula and most of the capital and operating grants. This significant reliance on the state for funding has

placed tremendous pressures on local school districts as a result of unpredictable and inconsistent funding
increases from the state.

The change in sources of revenues for the 2006—-2007 school year was primarily due to legislative shifts
between state aid and local levy. These shifts had a minimal impact on total revenues received by the

District. The District experienced an increase in revenue due to its ongoing building construction projects
as discussed earlier.



Figure B — Expenses for Fiscal Years 2007 and 2006
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The District’s expenses are predominately related to educating students.



FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

The financial performance of the District as a whole is also reflected in its governmental funds. Table 3
shows the change in total fund balances of each of the District’s governmental funds. At the end of the
2006-2007 fiscal year, the District’s governmental funds reported a combined fund balance of
$61,733,358. While $58,564,465 of this amount was attributed to the Capital Projects — Building
Construction Fund, the General Fund balance of $2,772,615 represents a $1,774,577 reduction. This
balance represents 6 percent of annual General Fund expenditures or approximately three weeks of
operations.

Table 3
Governmental Fund Balances
as of June 30, 2007 and 2006
Increase
2007 2006 (Decrease)
Major funds
General $ 2,772,615 $ 4,547,192 $ (1,774,577)
Capital Projects — Building Construction 58,564,465 39,980,318 18,584,147
Debt Service 258,153 1,434,758 (1,176,605)
Nonmajor funds
Food Service Special Revenue 165,952 152,190 13,762
Community Service Special Revenue (27,827) (21,902) (5,925)
Total governmental funds $ 61,733,358 $ 46,092,556 $ 15,640,802
Analysis of the General Fund
Table 4 summarizes the amendments to the General Fund budget:
Table 4
General Fund
Budget
Increase
Original Budget Final Budget (Decrease) Percent Change
Revenues and other
financing sources $ 39,740,508 $ 44,549,164 $ 4,808,656 12.1%
Expenditures $ 40,776,178 $ 45,628,904 $ 4,852,726 11.9%

The District’s budget is prepared according to Minnesota Statutes and is based on the modified accrual
basis of accounting. The School Board is required to adopt an operating budget prior to the beginning of
the fiscal year, referred to above as the original budget. During the year, the District amended that budget
for known changes in enrollment levels, grant activities, and state required health and safety capital
improvements.
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Table 5 summarizes the operating results of the General Fund:

Table 5
General Fund
Operating Results

Over (Under)
Final Budget Over (Under) Prior Year
2007 Actual Amount Percent Amount Percent
Revenue $ 40,352,343 $ (637,896) (14%) $ 292,946 0.7%
Expenditures 45,685,845 $ 56,941 0.1% $ 6,932,956 17.9%
Excess (deficiency) of
revenue over expenditures (5,333,502)
Other financing sources 3,558,925
Net change in fund balances $ (1,774,577)

In the General Fund, revenues were under budget by $637,896 or 1.6 percent of the budget (see Table 5).
Most of this variance is attributed to a slight decrease in actual versus projected student enrollment as
well as changes in special education aid revenue reimbursement formulas. Revenues and expenditures
exceeded prior year levels (for the reasons discussed earlier) along with more students being served in
fiscal 2007.

Formula based revenue projections were based upon a slight increase in student enrollment. Total
weighted students, adjusted marginal cost pupil units, as estimated at year-end actually increased from
5,247 in 2005-2006 to 5,267 in 2006—-2007. This represents an increase of 20 pupil units or 0.4 percent
over prior year enrollment. While this increase is a small percentage, it indicates that our method of
projecting moderate student enrollment growth should remain fairly accurate in the short-term. The
administration will continue to pay close attention to the changing demographics of the District’s student
population when considering future budget implications. Several factors may play an important role,
including the significant development occurring in the northern part of the District.

General Fund expenditures were over budget by $56,941 or 0.1 percent of the total General Fund
expenditure budget. In the 2006-2007 school year, several of the District’s expenditure budgets that were
frozen or reserved for emergency needs in previous years were made available for program needs. The
District reduced its General Fund balance due to the completion of the athletic complex construction and
the costs associated with the remodeling of the district service center. The funding for both projects was
secured in the previous fiscal year.

Many of the District’s financial goals were accomplished during the 2006-2007 fiscal year. Effective
resource management combined with prudent financial management practices allowed the District to
respond to enrollment changes, balance revenue to expenditures, and maintain systems that ensure
financial stability. As an accountable, credible school district, this and future budgets reflect a purposeful
alignment of resources, structures, and systems.
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Analysis of the Capital Projects — Building Construction Fund

The Capital Projects — Building Construction Fund revenues and other financing sources exceeded
expenditures by $18,584,147. The District issued $30.9 million of bonds to fund a portion of its
comprehensive long-term facilities acquisition and improvement plan during the current year. The
District will issue an additional $20 million in bonds in calendar year 2008 as part of the $95.9 million
voter-approved authority for this purpose.

Analysis of the Debt Service Fund

Expenditures exceeded revenues and other financing sources in the Debt Service Fund by $1,176,605.
The Debt Service Fund experienced a planned fund balance reduction of $1,176,605 in the current year,
leaving a year-end fund balance of $258,153 available for future debt service expenditures.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

Table 6 shows the District’s capital assets, together with changes from the previous year. The table also
shows the total depreciation expense for fiscal years ending June 30, 2007 and 2006.

Table 6
Capital Assets
Increase
2007 2006 (Decrease)
Land $ 4,695,131 $ 4,695,131 $ -
Construction in progress 17,473,706 1,052,175 16,421,531
Land improvements 2,632,094 1,479,189 1,152,905
Buildings 48,754,298 46,131,185 2,623,113
Furniture and equipment 8,279,113 8,201,891 77,222
Less accumulated depreciation (37,787,595) (35,677,766) (2,109,829)
Total $ 44,046,747 $ 25,881,805 $ 18,164,942
Depreciation expense $ 2,109,829 $ 2,000,828 $ 109,001

The increase in capital assets is largely attributed to the District’s building construction project activities.
This five-year plan will include significant new construction, as well as improvement projects on existing
facilities to accommodate enrollment increases and deferred maintenance needs.
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Long-Term Liabilities

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

Table 7
Outstanding Long-Term Liabilities

Increase
2007 2006 (Decrease)
General obligation bonds payable $ 94,105,000 $ 65,130,000 $ 28,975,000
Capital leases payable 3,578,938 263,253 3,315,685
Severance and health
benefits payable 6,067,428 6,364,711 (297,283)
Total $ 103,751,366 $ 71,757,964 $ 31,993,402

The state limits the amount of general obligation debt the District can issue to 15 percent of the market
value of all taxable property within the District’s corporate limits. (See Table 8)

Table 8
Limitations on Debt

District’s market value $ 3,280,864,700
Limit rate 15.0%
Legal debt limit $ 492,129,705

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

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

The basic general education program is the method by which school districts receive the majority of their
financial support. Beginning with the 2003 fiscal year, this source of funding became entirely state aid,
greatly increasing a district’s reliance on the state of Minnesota for educational resources. The basic
general education formula amount for all Minnesota school districts increased to $4,974 for fiscal year
2007, and is increasing to $5,074 for fiscal 2008. While Minnesota’s economy continues to improve, a
variety of factors on both a state-wide level and national level continues to create a significant challenge
in funding education for Minnesota schools.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors
with a general overview of the District’s finances and to demonstrate the District’s accountability for the
money it receives. If you have questions about this report or need additional financial information,
contact the Business Services Department, Independent School District No. 16, 1415 — 81st Avenue
Northeast, Spring Lake Park, Minnesota 55432.
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BASIC FINANCIAL STATEMENTS




INDEPENDENT SCHOOL DISTRICT NO. 16
Statement of Net Assets

as of June 30, 2007
(With Partial Comparative Information as of June 30, 2006)

Governmental Activities

2007 2006
Assets
Cash and temporary investments $ 78,025,966 $ 55,867,747
Receivables
Current taxes 8,212,802 5,889,139
Delinquent taxes 231,828 213,780
Accounts and interest 863,948 222,075
Due from other governmental units 4,197,028 4,907,074
Inventory 632,616 799,223
Prepaid items 53,481 15,861
Unamortized discounts 212,024 234,109
Capital assets, net of accumulated depreciation
Not depreciated 22,168,837 5,747,306
Depreciated, net of accumulated depreciation 21,877,910 20,134,499
Total capital assets, net of accumulated depreciation 44,046,747 25,881,805
Total assets $ 136,476,440 $ 94,030,813
Liabilities
Aid anticipation certificates $ 5,000,000 $ 8,850,000
Salaries and compensated absences payable 1,275,898 1,015,192
Accounts and contracts payable 9,706,310 918,092
Accrued interest payable 2,369,396 955,131
Due to other governmental units 397,453 932,517
Property taxes levied for subsequent year 13,588,044 9,734,009
Unearned revenue 196,662 26,363
Unamortized premiums 2,182,992 2,037,275
Long-term liabilities
Due within one year 2,582,538 2,752,403
Due in more than one year 101,168,828 69,005,561
Total long-term liabilities 103,751,366 71,757,964
Total liabilities 138,468,121 96,226,543
Net assets
Invested in capital assets, net of related debt 2,956,306 (1,334,296)
Restricted for
Capital asset acquisition 595,441 1,896,199
Debt service - 750,873
Food service 165,952 152,190
Other purposes 27,893 486,122
Unrestricted (5,737,273) (4,146,818)
Total net assets (1,991,681) (2,195,730)
Total liabilities and net assets $ 136,476,440 $ 94,030,813

See notes to basic financial statements
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INDEPENDENT SCHOOL DISTRICT NO. 16

Statement of Activities
Year Ended June 30, 2007
(With Partial Comparative Information for the Year Ended June 30, 2006)

2007 2006
Net (Expense) Net (Expense)
Revenue and  Revenue and

Changes in Changes in
Program Revenues Net Assets Net Assets
Operating Capital
Charges for ~ Grants and Grantsand  Governmental Governmental
Functions/Programs Expenses Services Contributions Contributions _Activities Activities
Governmental activities
Administration $ 1,852,552 § - 8 - 8 - $(1,852,552) $(1,709,013)
District support services 1,623,639 - - - (1,623,639) (1,513,861)
Elementary and secondary
regular instruction 20,232,689 551,433 2,851,394 - (16,829,862) (15,525,078)
Vocational education instruction 881,016 - 40,597 - (840,419) (759,659)
Special education instruction 6,531,463 - 3,522,237 - (3,009,226) (2,421,066)
Instructional support services 3,363,247 - 11,087 - (3,352,160) (2,955,752)
Pupil support services 3,902,872 - 84,484 - (3,818,388) (3,529,776)
Sites and buildings 4,290,692 - - - (4,290,692)  (3,761,642)
Fiscal and other fixed cost programs 211,018 - - - (211,018) (212,538)
Food service 1,785,276 937,356 711,119 - (136,801) (104,166)
Community service 2,255,638 1,289,972 329,443 - (636,223) (486,393)
Interest and fiscal charges on debt 4,281,016 — — — (4,281,016) (1,557,325)
Total governmental activities $51,211,118 $2,778,761 $7,550,361 _$ - (40,881,996) (34,536,269)
General revenues
Taxes
Property taxes, levied for general purposes 5,850,608 4,038,911
Property taxes, levied for capital projects 1,542,000 -
Property taxes, levied for community service 362,844 205,397
Property taxes, levied for debt service 2,751,502 2,865,544
General grants and aids 26,538,444 27,962,318
Other general revenues 671,142 585,750
Investment earnings 3,369,505 873,941
Total general revenues 41,086,045 36,531,861
Change in net assets 204,049 1,995,592
Net assets — beginning (2,195,730) (4,191,322)
Net assets — ending $(1,991,681) $(2,195,730)

See notes to basic financial statements
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Assets

Cash and temporary investments
Receivables

Current taxes

Delinquent taxes

Accounts and interest

Due from other governmental units
Inventory
Prepaid items

Total assets
Liabilities and Fund Balances

Liabilities
Aid anticipation certificates
Salaries and compensated absences payable
Accounts and contracts payable
Accrued interest payable
Due to other governmental units
Property taxes levied for subsequent year
Unearned revenue
Deferred revenue
Total liabilities

Fund balances
Reserved
Unreserved
Designated
Undesignated
Undesignated, reported in special revenue funds
Total fund balances

Total liabilities and fund balances

See notes to basic financial statements

INDEPENDENT SCHOOL DISTRICT NO. 16

Balance Sheet
Governmental Funds
as of June 30, 2007

(With Partial Comparative Information as of June 30, 2006)

Capital Projects —

Building Debt Total Governmental Funds

General Fund Construction Fund Service Fund Nonmajor Funds 2007 2006
$ 7,920,639 $ 66,885,389 $ 2,888,349 $ 331,589 78,025,966 $ 55,867,747
4,472,009 - 3,505,993 234,800 8,212,802 5,889,139
160,458 - 63,056 8,314 231,828 213,780
161,919 695,724 - 6,305 863,948 222,075
4,167,292 - 14,557 15,179 4,197,028 4,907,074
613,511 - - 19,105 632,616 799,223
49,343 — — 4,138 53,481 15,861
$ 17,545,171 $ 67,581,113 $ 6,471,955 $ 619,430 92,217,669 $ 67,914,899
$ 5,000,000 $ - $ - $ - 5,000,000 $ 8,850,000
1,247,620 - - 28,278 1,275,898 1,015,192
685,259 9,016,648 - 4,403 9,706,310 918,092
184,453 - - - 184,453 239,990
397,453 - - - 397,453 932,517
6,995,258 - 6,176,639 416,147 13,588,044 9,734,009
169,081 - - 27,581 196,662 26,363
93,432 — 37,163 4,896 135,491 106,180
14,772,556 9,016,648 6,213,802 481,305 30,484,311 21,822,343
1,677,393 58,574,465 - 6,247 60,258,105 43,486,103
99,163 - - - 99,163 176,099
996,059 (10,000) 258,153 - 1,244,212 2,319,464
— — — 131,878 131,878 110,890
2,772,615 58,564,465 258,153 138,125 61,733,358 46,092,556
$ 17,545,171 $ 67,581,113 $ 6,471,955 $ 619,430 92,217,669 $ 67,914,899
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