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To t he Board of  Educat ion 
Chelsea School Dist rict  
 
We have audit ed t he f inancial stat ement s of  t he government al act ivit ies,  each maj or fund,  and t he 
aggregat e remaining fund informat ion of  Chelsea School Dist rict  (t he “ Dist rict ” ) for t he year ended 
June 30,  2012,  and have issued our report  t hereon dat ed Oct ober 3,  2012.  Professional st andards 
require t hat  we provide you wit h t he fol lowing informat ion related t o our audit .  
 
Our Responsibility Under Auditing Standards Generally Accepted in the United States of America 

and OMB Circular A-133 

 
As st at ed in our engagement  let t er dat ed June 25,  2012,  our responsibi l it y,  as described by 
professional st andards,  is t o express opinions about  whet her t he f inancial st at ement s prepared by 
management  wit h your oversight  are fairly present ed,  in al l  mat erial respect s,  in conformit y wit h 
account ing principles general ly accepted in t he Unit ed St at es of  America.  Our audit  of  t he f inancial 
st at ement s does not  rel ieve you or management  of  your responsibil i t ies.   
 
In planning and performing our audit ,  we considered t he Dist rict ’ s int ernal cont rol over f inancial 
report ing in order t o det ermine our audit ing procedures for t he purpose of  expressing our opinions on 
t he f inancial st at ement s and not  t o provide assurance on t he int ernal cont rol over f inancial report ing.  
We also considered int ernal cont rol over compliance wit h requirement s t hat  could have a direct  and 
mat erial ef fect  on a maj or federal program in order t o det ermine our audit ing procedures for t he 
purpose of  expressing our opinion on compliance and t o t est  and report  on int ernal cont rol over 
compliance in accordance wit h OMB Circular A-133. 
 
As part  of  obt aining reasonable assurance about  whet her t he Dist rict ’ s f inancial st at ements are f ree of  
mat erial misst at ement ,  we performed t est s of  it s compliance wit h cert ain provisions of  laws,  
regulat ions,  cont ract s and grant s,  noncompliance wit h which could have a direct  and mat erial ef fect  on 
t he det erminat ion of  f inancial st at ement  amount s.  However,  providing an opinion on compliance wit h 
t hose provisions was not  an obj ect ive of  our audit .  Also,  in accordance wit h OMB Circular A-133,  we 
examined,  on a t est  basis,  evidence about  t he Dist rict ’ s compliance wit h t he t ypes of  compliance 
requirement s described in t he U.S.  Of f ice of  Management  and Budget  (OMB) Circular  A-133 Compl iance 

Supplement  appl icable t o each of  it s maj or federal programs for t he purpose of  expressing an opinion 
on t he Dist rict ’ s compliance wit h t hose requirement s.  While our audit  provides a reasonable basis for 
our opinion,  it  does not  provide a legal det erminat ion on t he Dist rict ’ s compliance wit h t hose 
requirement s.  
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Other Information in Documents Containing Audited Financial Statements 

Our responsibil it y for t he supplement ary informat ion accompanying t he f inancial statement s,  as 
described by professional st andards,  is t o evaluat e t he present at ion of  t he supplement ary informat ion 
in relat ion t o t he f inancial st at ement s as a whole and t o report  on whet her t he supplement ary 
informat ion is fairly st at ed,  in al l material respect s,  in relat ion t o t he f inancial stat ements as a whole.  
We made cert ain inquiries of  management  and evaluat ed t he form,  cont ent ,  and met hods of  preparing 
t he informat ion t o det ermine t hat  t he informat ion complies wit h account ing principles general ly 
accept ed in t he Unit ed St at es of  America,  t he method of  preparing it  has not  changed f rom t he prior 
period,  and t he informat ion is appropriat e and complet e in relat ion t o our audit  of  t he f inancial 
st at ement s.  We compared and reconciled t he supplement ary informat ion t o t he underlying account ing 
records used t o prepare t he f inancial stat ements or t o t he f inancial st at ement s t hemselves.  
 
Planned Scope and Timing of the Audit 

 
We performed t he audit  according t o t he planned scope and t iming previously communicat ed t o you in 
our engagement  let t er and our meet ing about  planning mat t ers on July 23,  2012. 
 
Significant Results of the Audit 

 
Qual i t at ive Aspect s of  Account ing Pract ices  

 

Management  is responsible for t he select ion and use of  appropriat e account ing policies.  In accordance 
wit h t he t erms of  our engagement  let t er,  we wil l  advise management  about  t he appropriat eness of  
account ing pol icies and their appl icat ion.  The signif icant  account ing policies used by t he Dist rict  are 
described in Not e 1 t o t he f inancial st at ements.  No new account ing policies were adopted and t he 
applicat ion of  exist ing policies was not  changed during t he year.   We not ed no t ransact ions ent ered 
int o by t he Dist rict  during t he year for which t here is a lack of  aut horit at ive guidance or consensus.  
There are no signif icant  t ransact ions t hat  have been recognized in t he f inancial st atement s in a 
dif ferent  period t han when t he t ransact ion occurred.  
 
Account ing est imat es are an int egral part  of  t he f inancial st at ement s prepared by management  and are 
based on management ’ s knowledge and experience about  past  and current  event s and assumpt ions 
about  fut ure event s.  Cert ain account ing est imates are part icularly sensit ive because of  t heir 
signif icance t o t he f inancial st at ement s and because of  t he possibil it y t hat  fut ure event s af fect ing 
t hem may dif fer signif icant ly f rom t hose expect ed.  The most  sensit ive est imates af fect ing t he f inancial 
st at ement s were:  

 
 Management ’ s est imat e of  t he useful l ives of  depreciable capit al asset s is based on t he 

lengt h of  t ime it  is bel ieved t hat  t hose asset s wil l  provide some economic benef it  in t he 
fut ure.  

 
 Management ’ s est imat e of  t he insurance claims incurred but  not  report ed is based on 

informat ion provided by t he ent it y’ s t hird part y administ rators and subsequent  claims 
act ivit y.  
 

 
We evaluat ed t he key fact ors and assumpt ions used t o develop t hese est imat es in det ermining t hat  
t hey are reasonable in relat ion t o t he f inancial stat ement s t aken as a whole.  
 
Dif f icul t ies Encount ered in Per f orming t he Audi t  

 
We encount ered no signif icant  dif f icult ies in deal ing wit h management  in performing and complet ing 
our audit .  
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Correct ed and Uncorrect ed Misst at ement s 

 
Professional st andards require us t o accumulat e al l  known and l ikely misst atement s ident if ied during 
t he audit ,  ot her t han t hose t hat  are t rivial,  and communicate t hem t o t he appropriat e level of  
management .  At t achment  A t o t his let t er summarizes uncorrect ed misst atement s of  t he f inancial 
st at ement s.  Management  has det ermined t hat  t heir ef fect s are immat erial,  bot h individual ly and in t he 
aggregat e,  t o each opinion unit ’ s f inancial st at ements t aken as a whole.  
 

Upcoming Changes in Accounting Standards 
 
General ly accept ed account ing principles (GAAP) are cont inually changing in order t o promot e t he 
usabil it y and enhance t he appl icabil it y of  informat ion included in ext ernal f inancial report ing.  While it  
would not  be pract ical t o include an in-dept h discussion of  every upcoming change in professional 
st andards,  At t achment  B t o t his let t er cont ains a brief  overview of  recent  pronouncement s of  t he 
Governmental Account ing St andards Board (GASB) and t heir relat ed ef fect ive dat es.  Management  is 
responsible for reviewing t hese standards,  det ermining t heir appl icabil it y,  and implement ing t hem in 
fut ure account ing periods.  
 
Disagreement s wi t h Management  

 
For purposes of  t his let t er,  professional st andards def ine a disagreement  wit h management  as a 
f inancial account ing,  report ing,  or audit ing mat t er,  whet her or not  resolved t o our sat isfact ion,  t hat  
could be signif icant  t o t he f inancial stat ement s or t he audit or’ s report .  We are pleased t o report  t hat  
no such disagreements arose during t he course of  our audit .  
 
Management  Represent at ions  

 

We have request ed certain represent at ions f rom management  t hat  are included in t he at t ached 
management  representat ion let t er dat ed October 3,  2012. 
 
Management  Consul t at ions wi t h Ot her  Independent  Account ant s 

 

In some cases,  management  may decide to consult  wit h ot her accountant s about  audit ing and 
account ing mat t ers,  similar t o obt aining a “ second opinion”  on cert ain sit uat ions.  If  a consult at ion 
involves applicat ion of  an account ing principle t o t he ent it y’ s f inancial st at ement s or a det erminat ion 
of  t he t ype of  audit or’ s opinion t hat  may be expressed on t hose stat ements,  our professional st andards 
require t he consult ing account ant  t o check wit h us t o det ermine t hat  t he consult ant  has al l  t he 
relevant  fact s.  To our knowledge,  t here were no such consult at ions wit h ot her account ants.  
 
Ot her  Audi t  Findings or  Issues  

 

We general ly discuss a variet y of  mat t ers,  including t he applicat ion of  account ing principles and 
audit ing st andards,  wit h management  each year prior t o retent ion as t he government al unit ’ s auditors.  
However,  t hese discussions occurred in t he normal course of  our professional relat ionship and our 
responses were not  a condit ion t o our ret ent ion.  
 
This informat ion is int ended solely for t he use of  t he governing body and management  of  Chelsea 

School District and is not  int ended to be and should not  be used by anyone ot her t han t hese specif ied 
part ies.  
 

Very t ruly yours,  
 



CHELSEA SCHOOL DISTRICT

At tachment  A - Schedule of  Adj ustments Passed (SOAP)

Effect of Passed Adjustment  - Over(Under)Statement

Beginning Expenses/

Assets Liabilit ies Equity Revenue Expenditures

General fund

Prior year over accrued revenue -$                  -$                  24,551$          (24,551)$         -$                  

Governmental activities

Cumulat ive ef fect  of  it ems noted 

above -$                  -$                  24,551$          (24,551)$         -$                  

In accordance with the provisions of SAS 107, Audit Risk and Mat erial i t y , we have prepared the following schedule of

proposed audit adj ustments, which we believe are immaterial both individually and in the aggregate. Also in accordance

with SAS 107, we are providing this schedule to both management and those charged with governance to receive their

assurance that they agree that the amounts listed below are not material to the f inancial statements, either individually

or in the aggregate, and do not  need to be recorded.

For the June 30, 2012 Audit

 A1 
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  Attachment B – Upcoming Changes in Accounting Standards 

  For t he June 30,  2012 Audit  

 

B1 

 

The fol lowing pronouncement s of  t he Government al Account ing St andards Board (GASB) have been 
released recent ly and may be appl icable t o t he Dist rict  in t he near fut ure.  We encourage management  t o 

review t he fol lowing informat ion and det ermine which standard(s) may be appl icable t o t he Dist rict .  For 
t he complete t ext  of  t hese and ot her GASB st andards,  visit  www.gasb.org and cl ick on t he 

“ pronouncement s”  t ab.  If  you have quest ions regarding t he appl icabil i t y,  t iming,  or implement at ion 
approach for any of  t hese st andards,  please cont act  your audit  t eam.   

 
GASB 63  Deferred Inflows,  Outflows,  and Net Position 
Ef fect ive 12/ 15/ 2012 (your FY 2013) 
 

This st andard wil l  int roduce new t erminology t o t he balance sheet  by creat ing a cat egory of  quasi-asset s 
cal led “ deferred out f lows” ,  and a category of  quasi-l iabil i t ies cal led “ deferred inf lows” .  As a result ,  t he 

t erm “ net  asset s”  wil l  no longer be used,  and is replaced by t he more generic t erm “ net  posit ion” .  
Essent ial ly,  deferred inf lows and out f lows wil l  be used t o report  t ransact ions t hat  occurred prior t o year 

end t hat  relat e t o revenues and expenses (inf lows and out f lows) of  fut ure periods.  The format  of  t he new 
“ st atement  of  net  posit ion”  wil l  be present ed as asset s + deferred out f lows – l iabil i t ies – deferred inf lows 
= net  posit ion.  Net  posit ion wil l  be furt her cat egorized int o net  investment  in capit al  asset s,  rest r ict ed,  
and unrest rict ed amount s.  Fund balance of  government al funds wil l  be unaf fect ed,  and government al 

funds wil l  cont inue t o report  a t radit ional balance sheet  (asset s = l iabil i t ies + fund balance).  
 
GASB 64  Derivative Instruments (an Amendment of GASB 53) 

Ef fect ive 06/ 15/ 2011 (your FY 2011) 
 

Under cert ain circumstances,  a government  is permit t ed t o ent er int o swap agreements t o “ hedge”  or 
prot ect  against  t he risk of  loss.  The government  is required t o recognize t he income st at ement  impact  of  a 

hedge upon it s t erminat ion.  This st andard addresses whet her amending an exist ing swap agreement  or 
ent ering into a new swap agreement  qual if ies as a t erminat ion for account ing purposes.   

 
St at ement  No.  64 is already in ef fect .  However,  since t he Dist rict  does not  hold any derivat ive 

inst rument s,  t his st andard had no impact  on it s f inancial report ing.  
 

GASB 65  Items Previously Reported as Assets and Liabilit ies 

Ef fect ive 12/ 15/ 2013 (your FY 2014) 
 

This st andard builds on t he new t erminology int roduced in GASB 63.  Cert ain it ems previously report ed as 

asset s and l iabil i t ies wil l  now be classif ied as deferred inf lows and out f lows,  while ot her it ems wil l  no 
longer be carried on t he balance sheet .  As such,  a rest at ement  of  beginning equit y may be required t o 

writ e of f  balances f rom previous years t hat  no longer meet  t he def init ion for present at ion on t he balance 
sheet .  The t erm “ deferred revenue”  wil l  no longer be used by governments for any purpose.  While GASB 

65 is not  required t o be implement ed unt i l  one year af t er GASB 63,  we recommend t hat  t hey be adopt ed 
t oget her,  as t he st andards complement  one anot her.  
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  Attachment B – Upcoming Changes in Accounting Standards 

  For t he June 30,  2012 Audit  
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The fol lowing t able provides examples of  balances af fect ed by t his st andard:  
 

 

Item 

 

Pre-GASB 65 Post-GASB 65 

Loss/ gain on refunding of  bonds 

payable 

Liabil i t y/ asset  (“ deferred loss/ gain 

on refunding” ) 

Deferred out f low/ inf low 

Propert y t axes levied prior t o t he 

year t hey are int ended t o f inance 

Liabil i t y (“ deferred revenue” )  Deferred inf low 

Grant  funds received but  al l  grant  

requirement s not  met  

Provider:  asset  (“ advance t o…” ) 

Recipient :  l iabil i t y (“ advance 
f rom…” ) 

No change 

Grant  funds received and al l  grant  

requirement s met ,  but  advance is for 

t he fol lowing program year 

Provider:  asset  (“ advance t o…” ) 

Recipient :  l iabil i t y (“ advance 

f rom…” ) 

Provider:  deferred out f low 

Recipient :  deferred inf low 

Bond issuance cost s Asset  (“ deferred bond issuance cost s”  

or “ deferred bond charges” ) 

Expense in year incurred 

Init ial  direct  cost s of  operat ing leases Asset  (“ prepaid” ) Expense in year incurred 

Unexpended proceeds of  

expendit ure-driven grant s;  charges 

for services col lect ed in advance 

Liabil i t y (“ deferred revenue” ) Liabil i t y (“ unearned revenue” ) 

Revenues not  “ available”  in 

government al funds because t hey are 

not  col lect ed soon enough af t er year-

end 

Liabil i t y (“ deferred revenue” ) Deferred inf low 

 
GASB 66  2012 Technical Corrections (an Amendment to GASB 10 and GASB 62) 

Ef fect ive 12/ 15/ 2013 (your FY 2014) 
 

This st andard was issued t o el iminat e conf l ict ing guidance t hat  result ed f rom the issuance of  GASB 54 and 
GASB 62,  which are bot h already ef fect ive.  GASB 10 was amended t o al low for risk f inancing act ivit ies t o 

be account ed for in whichever fund t ype is most  appl icable (no longer l imit ed t o t he general fund or an 
int ernal service fund).  GASB 62 was amended t o modify specif ic guidance relat ed t o (1) operat ing leases 

wit h scheduled rent  increases,  (2) purchase of  loans at  an amount  ot her t han t he principal amount ,  and 
(3) service fees relat ed t o mortgages t hat  are sold when t he service rat e varies signif icant ly f rom the 

current  (normal) service fees.   

 
We do not  expect  GASB 66 t o have any signif icant  impact  on t he Dist rict  at  t his t ime.  
 
GASB 67  Financial Reporting for Pension Plans 

Ef fect ive 06/ 15/ 2014 (your FY 2014) 
 

This st andard est abl ishes t he requirement s for pension plans administ ered by t rust s t o report  on t heir 
operat ions,  including set t ing new uniform requirement s for act uarial  valuat ions of  t he t ot al pension 

l iabil i t y,  and report ing various 10-year t rend dat a as required supplement ary informat ion.  The f inancial 
st at ement s of  pension plans wil l  not  change subst ant ial ly as a result  of  GASB 67,  t hough t he addit ional 

not e disclosures and required supplement ary informat ion wil l  be signif icant .  Addit ional ly,  act uarial 
valuat ions conduct ed in accordance wit h GASB 67 wil l  have t o match t he government ’ s f iscal year,  or be 

rol led forward t o t hat  date by t he act uary.  
 

Because t he Dist rict  does not  maintain it s own pension t rust  fund,  we do not  expect  GASB 67 t o have any 
signif icant  impact  on t he Dist rict  at  t his t ime.  
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GASB 68  Accounting and Financial Reporting for Pensions 

Ef fect ive 06/ 15/ 2015 (your FY 2015) 
 

This standard est abl ishes new requirement s for governments t o report  a “ net  pension l iabil i t y”  for t he 

unfunded port ion of  it s pension plan.  Government s t hat  maint ain t heir own pension plans (eit her single 
employer or agent  mult iple-employer) wil l  report  a l iabil i t y for t he dif ference bet ween t he t ot al pension 

l iabil i t y calculat ed in accordance wit h GASB 67 and t he amount  held in t he pension t rust  fund.  
Governments t hat  part icipat e in a cost  sharing plan wil l  report  a l iabil i t y for t heir “ proport ionat e share”  

of  t he net  pension l iabil i t y of  t he ent ire syst em. 
 

Hist orical ly,  governments have only been required t o report  a net  pension obl igat ion t o t he ext ent  t hat  
t hey have not  met  t he annual required cont ribut ion (ARC) in any given year.  Upon implement at ion of  t his 

st andard,  government s wil l  be required t o report  a net  pension l iabil i t y based on t he current  funded st at us 
of  t heir pension plans.  This l iabil i t y would be l imit ed t o t he government -wide f inancial st at ement s.  

Changes in t his l iabil i t y f rom year t o year wil l  largely be ref lect ed on t he income st at ement ,  t hough 
cert ain amount s wil l  be deferred and amort ized over varying periods.  

 
GASB 68 also requires more ext ensive not e disclosures and required supplement ary informat ion,  including 

10 years of  hist orical informat ion.  The met hods used t o det ermine t he discount  rat e (t he assumed rat e of  

ret urn on plan asset s held in t rust ) are mandat ed and must  be disclosed,  along wit h what  t he impact  
would be on t he net  pension l iabil i t y if  t hat  rat e changed by 1% in eit her direct ion.  Ot her new disclosure 

requirement s include det ails of  t he changes in t he component s of  t he net  pension l iabil i t y,  comparisons of  
act ual employer cont ribut ions t o act uarial ly det ermined cont ribut ions,  and rat ios t o put  t he net  pension 

l iabil i t y in cont ext .  For single-employer and agent  mult iple-employer plans,  t he informat ion for t hese 
st at ement s wil l  come f rom t he annual act uarial  valuat ion.  For cost  sharing plans,  t his informat ion wil l  be 

derived f rom t he f inancial report s of  t he plan it self ,  mult ipl ied by t he government ’ s proport ionat e share 
of  plan.  

 
GASB 67 and 68 are only appl icable t o pension plans.  However,  t he GASB has announced it s int ent  t o issue 

similar st andards for ot her post employment  benef it s (e.g. ,  ret iree healt hcare) on a t wo year delay f rom 
t hese st andards.  

 

     














