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To the Board of Education
Grosse Pointe Public School System

We have recently completed our audit of the basic financial statements of Grosse Pointe Public
School System (the “School District”) as of and for the year ended June 30, 2018. In addition to
our audit report, we are providing the following results of the audit, other recommendations, and
informational items that impact the School District:
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October XX, 2018

To the Board of Education
Grosse Pointe Public School System

We have audited the financial statements of Grosse Pointe Public School System (the “School
District”) as of and for the year ended June 30, 2018 and have issued our report thereon dated
October XX, 2018. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated June 21, 2018, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared
by management with your oversight are fairly presented, in all material respects, in conformity
with U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of youiesponsibilities. Our responsibility is to plan and perform the
audit to obtain reasonable, but g plute, assurance that the financial statements are free of
material misstatement.

al control of the School District. Such considerations
were solely for the purpse r audit procedures and not to provide any assurance

We are responsible for com t matters related to the audit that are, in our
professional judgment, relevant to yo bilities in overseeing the financial reporting
process. However, we are not requir [ edures specifically to identify such matters.

Our audit of the School District’s financial 7 [ also been conducted in accordance
with Government Auditing Standards, issugd by eral of the United States.
Under Government Auditing Standards, wetare obligate ate certain matters that

ernance of the School
ations, contracts, grant
government agencies,
g our audit. Toward this end,

come to our attention related to our audit to thos
District, including compliance with certain pro

and significant deficiencies in internal control that we identify
we issued a separate letter dated October XX, 2018 regar our consideration of the School
District’s internal control over financial reporting and on ou ts of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our meeting about planning matters on June 21, 2018.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the School District are described in Note 2 to the financial statements.



To the Board of Education October XX, 2018
Grosse Pointe Public School System

As described in Note 2, the School District adopted the provisions of Governmental Accounting
Standards Board Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions. Accordingly, the accounting change has been retrospectively
applied to July 1, 2017, as required by the standard.

We noted no transactions entered into by the School District during the year for which there is a
lack of authoritative guidance or consensus.

We noted no significant transactions that have been recognized in the financial statements in a
different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly, from those expected. The most sensitive estimates affecting
the financial statements were the ool District's share of the MPSERS net liabilities for the

statements related to GASE [SANo. 68 and 75, respectively. The School District’s

5,438,568 and $56,412,508 for the pension and OPEB
ad from the Office of Retirement Services. We evaluated
the key factors and asst develop the accounting estimates in determining that
they are reasonable in rel anciallstatements taken as a whole.

We encountered no significant difficultie
completing our audit.

Disagreements with Management

For the purpose of this letter, professional standards
a financial accounting, reporting, or auditing matter, whether
that could be significant to the financial statements or the
report that no such disagreements arose during the course

ot resolved to our satisfaction,
itor's report. We are pleased to
r audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. We did not detect any misstatements as a result of audit procedures.

Significant Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, business conditions affecting the School District, and business plans and
strategies that may affect the risks of material misstatement, with management each year prior to
our retention as the School District’s auditors. However, these discussions occurred in the normal
course of our professional relationship, and our responses were not a condition of our retention.

As required by 2 CFR Part 200, we have also completed an audit of the federal programs
administered by the School District. The results of that audit are provided to the Board of
Education in our report on compliance with requirements applicable to each major program and
on internal control over compliance in accordance with 2 CFR Part 200 dated October XX, 2018.
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To the Board of Education October XX, 2018
Grosse Pointe Public School System

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated October XX, 2018.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the School District’s financial statements or a
determination of the type of auditor’'s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with
other accountants.

Other Information in Documents Containing Audited Financial Statements

This information is intended solg
Pointe Public School Syste
than these specified parti

e use of Board of Education and management of Grosse
(Yntended to be, and should not be, used by anyone other

Very truly yours,
ante & Moran, PLLC

\ Lo Ci

Lisa Vargo,






Grosse Pointe Public School System

Informational Items

STATE AID FUNDING

State Aid and the Foundation Allowance

State of Michigan funding for public schools continued to focus on several recurring themes and
some new ones for the fiscal year ended June 30, 2018: limited increases in the foundation
allowance; additional funding boosts for districts at the minimum foundation; continued student
count blending formula; and additional resources dedicated to assisting with funding the School
District’s retirement/postretirement healthcare obligation (MPSERS), including implications from
changes in plan assumptions and costs incurred from changes to retirement system programs. A
new revenue source provided an additional $25 per pupil for high school enrollment. This was in
addition to the School District’s foundation allowance funding.

2017-2018 Foundation: For the 20
by $60, from $8,229 to $8,289. Th

-2018 fiscal year, the base foundation increased once again
ate continued its use of the “2X formula” providing districts
ase of $120 per pupil to $7,631. The School District’s
0,984. In 2011, the foundation allowance for school
balancing action. For comparison purposes, districts
ly now fully recovering those cuts, and districts near
the base foundation are'sti restored. In the 2017-2018 State Aid Act, a minimum
[ is section recognizes that the funding shift toward
ignificantly harm some districts. Just as in 2015-
at least a $25 per pupil increase after giving
imuies for 2018-2019.

foundation allowance was j
districts was cut $470 pe

paying the growing MPSER
2016 and 2016-2017, this categorical
account to the funding changes. Thi

2018-2019 Foundation: For the 2018-2019 fi lhe base foundation increases by $120,
from $8,289 to $8,409. Additionally, using the “2x iImum foundation allowance
chool District will receive
a $120 increase in its foundation allowance ' of 1.2 percent. In an
[ ostly than those of lower
017-2018 and continues

grades, an additional $25 per high school pupil allocati
for 2018-2019. This Section 22n funding is not roll
schools and shared-time programs received significant atte
in the end funding for these programs was not changed for

during budget development, but
-2019.



Grosse Pointe Public School System

Informational Items (Continued)

Foundation Calculations for Hold Harmless Districts: Due to an inflationary cap on Hold Harmless
District Foundation Allowances, which was put in statute along with the school funding reforms
tied to Proposal A in 1994, Hold Harmless districts (currently foundation allowances greater than
$8,409) are capped. Beginning in 2017-2018, the State Aid Act provides funding for the difference
between each Hold Harmless district's inflationary increase and the $120 increase in the base
foundation allowance to be allocated under a separate calculation. This supplemental payment
now included in the foundation allowance calculation allows Hold Harmless districts to receive the
same minimum funding increase as other districts in 2018-2019.

At Risk Funding: For 2018-2019, the funding level is unchanged, but several changes were made
to the performance requirements for At Risk Funds, including use of a new funding formula not
effective until the 2019-2020 school year. Key focus items include third grade English language
learners’ reading improvement, eighth grade math proficiency, and one year’'s growth on a
benchmark test. Implications of these changes should be carefully evaluated, as they could have

MPSERS Cost Support:
District’s labor costs. Duri

contributions are a significant part of the School
contribution rate the School District is required to pay

continued to rise, thoug 3 slowed. In addition, as a result of PA 92, the program
offerings have changed anahi im complexity. The School District has no ability to influence
the rate and no choice reg ) on in the program. To aid the School District in
meeting its obligation, the 20 3 ontinued to include two funding sources and

added three more to help pay for so creased cost. Each categorical aid section is
formula driven using the School Di payroll participation data, and each is
designed to support a specific cost t contribution. Funding is provided in
three separate sections of the State Aid Ac d 147e. The School District
received a total of $756,353 in 147al, $33
147c2, and $25,099 of 147e categorical aid t : i ct of its retirement costs. Each
esigned as a one-time
payment to offset a one-time retirement cost. In géner ans that the total cost of
the retirement system contributions in 2017-2018,
covered payroll, is recognized as an expenditure in the School
with related revenue that was previously considered state ort to the system. The net effect
is that the School District is responsible for approximate 26 percent contribution to the
retirement system. The School District budgeted for additional state revenue and additional
retirement expenditures in order to accommodate this funding mechanism, but may encounter
some budget variances due to the fact that the state revenue provided is based on prior year
school district payroll information, and some amounts were adjusted with the August 2018 state
aid payment.

ict's financial statements along

The changes referenced above are the result of many factors. A discussion of the key changes
impacting retirement contributions and retirement funding follows. The first is the fact that the
assumed rate of return within the retirement plan decreased to 7.5 percent from 8 percent. When
this assumption is reduced, it has the net effect of increasing the value of the retirement obligation
for the plan. This then increases the required contributions to fund the plan. Second, for staff hired
on or after February 1, 2018, the default employee election will be into a defined contribution (DC)
plan; however, an employee can elect the hybrid plan within a specified time frame. District
contributions and state support are also modified for employees electing the new DC plan. This
created a change in the School District’s cost of the benefit for employees new to the retirement
system beginning in February 2018. Additional funding is provided under a new State Aid Act,
Section 147e, to help support the shift to the new design.
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Grosse Pointe Public School System

Informational Items (Continued)

Other State Aid Act Changes Impacting 2018-2019

Overall, 2018-2019 State Aid Act amendments did not include significant new program initiatives.
This is a key reason why the per pupil foundation allowance funding was double what was
provided in 2017-2018. One change of note that could impact the School District includes the
following:

Transparency Reporting Requirements: These content posting requirements continue and
include, but are not limited to, deficit elimination plans, enhanced deficit elimination plans, district
credit card information, budget information, procurement and reimbursement policies, and out-of-
state travel information. Transparency reports must be updated on the district's website within 15
days of the change.

State Aid Planning Considerations for 2018-2019 and Beyond

Michigan’s economy is growi ily, but, based on Revenue Estimating Conference
predictions, there continue tQ i allenges ahead for the State. In addition, come 2019,
a new administration wil likely new educational priorities. School Aid Fund

e, but the General Fund projections are at a slower

For 2018-2019, the funding ' , those of the previous year. Only one significant
initiative, the Marshall Plan, was put i e Revenue Estimating Conference concluded
ese increases were the largest in well over

increases in 2019-2020 and beyond. As th vernor continue to modify
tax policy, determine new educational initi | Fund resource needs,
assess retirement system performance and ol Aid Fund resource
allocations, the growth and availability of Scha

Clearly, the key issue continuing to face the future of school f
of the retirement system. Public Act 92 and other modific s to the retirement system have
been projected to create significant increased costs and madify how the retirement system is
funded. While it appears the legislature has provided resources through the School Aid Fund to
cover significant elements of the cost increase, this means those resources are not available to
fund other K-12 operations. The need to fund this obligation will continue to impact the School
District’'s ability to receive additional resources to fund general education initiatives, and
monitoring legislative action in this area will be important in predicting future resource available
for the School District.

ng is the need to cover the cost

Careful planning continues to be key for the School District to create a cost structure that is
sustainable. The use of budget modeling is essential, especially as the School District looks to
determine actual state funding available to fund regular education operations, as well as funding
for specific initiatives. During the budget planning process, it is important to segregate resources
required to fund specific activities, such as federal funding, special education, or At Risk, when
assessing the resources available to fund continuing operations. We recommend the School
District fully analyze the projected revenue assumptions to estimate resources available to fund
operations when entering into multi-year expenditure agreements.



Grosse Pointe Public School System

Informational Items (Continued)

MPSERS Reform and Future Contribution Rates

There is a significant change on the horizon related to how school districts will make contributions
to the MPSERS plans. Currently, MPSERS contributions are remitted to the Office of Retirement
Services (ORS) after each pay period based on the payroll of participants in the plan multiplied
by the applicable stated contribution rates, which are published by the ORS. Effective for the state
fiscal year ending September 30, 2020, the calculation for MPSERS contributions will significantly
change due to the recent passage of Public Act 181 in June 2018. Commencing October 1, 2019,
the district's MPSERS contributions will no longer be tied to current payroll like they are today.
Rather, contributions will be remitted to the plan following a formula that will start with a “base
year” calculation of the district’'s payroll-related and purchased services expenditures. Each year
after that base year, any increase in both payroll and purchased services will have a direct
correlation to an increase in the base of the calculation for the amount of required MPSERS
contributions. In short, the new lawgwill include both payroll and purchased service expenditures
when calculating a portion of i
change is that in general acg
requirement to pay down th
payroll expenditures at m

et date. At the current pace, given the contraction of
anticipated that the UAAL was not on pace to be paid

yet to be clarified. This modifi i s contribute to the plan is one of the primary
reasons for the shifts in how contributi

district’s budget. This change creates man answered today. One of
the primary issues at hand is whether or tribltions can continue to be
jed to current payroll. The
important question as it
ticipate the department will
eep in mind that this will have
dget in the spring of 2019 for the

School District should continue to keep an eye o
becomes available; this is likely a regulatory matter
need to publish guidance for the districts. The District should
a significant impact on how the School District prepares its
2019/2020 fiscal year.

ORS 3 Percent Healthcare Contribution - It’s not over yet!

PUBLIC ACT 75 (PAT5)

Effective July 1, 2010, PA75 required school districts withhold 3 percent from each employee’s
compensation and send it to the Michigan Office of Retirement Services (ORS) for deposit into a
healthcare trust. After a lengthy court battle, in December 2017, the Michigan Supreme Court
ruled PA75 unconstitutional and ordered all contributions and interest be refunded back to the
employees. Total contributions statewide under PA75 approximated $550,000,000. In January
2018, ORS transferred the funds back to districts, which were then required to refund the dollars
to the original contributors. This process was a significant administrative undertaking placed upon
districts, and many continue efforts locating former employees who had separated from the
districts years ago or families of employees who have since passed away. In addition, the
refunded contributions are a return of wages withheld, and districts will be required to complete
2018 annual tax reporting related to the refunds in January 2019.



Grosse Pointe Public School System

Informational Items (Continued)

There may be more refunds and more work ahead for districts related to the PA75 contributions
refund matter. A court case contesting the “very minimal” interest earnings on the PA75
contributions withheld over the period from July 2010 until September 2012, and not refunded to
districts until January 2018, was concluded in July 2018. The case evaluated the total interest
earnings of approximately $4,000,000 on the $550,000,000 PA75 contributions earned over a
seven-year period. The funds were held by the State in a low-interest, or “safe,” savings account.
In its decision, the Michigan Court of Claims ruled that school employees were entitled to, and
should collect, additional interest, although the court did not specify the amount. The State can
appeal this ruling.

PUBLIC ACT 300 (PA300)

In 2012, the Michigan Legislature passed Public Act 300, which changed employee retirement
and retiree medical alternatives. Ungder the retiree medical alternatives, an employee could elect
to continue the 3 percent contrib Rublic Act 300 was also challenged in the Michigan courts.

uncertainty regarding the taxation and withholding
iBution. Law firms have provided guidance that the
or FICA taxation and, therefore, is not subject
conclusmn However, many districts withheld
. Some of these districts have filed FICA
istricts continue to withhold FICA taxes
ax treatment through a private letter

required contribution is not suls
to withholding; Plante & Moran, PLLC S
FICA taxes as a result of the tax tre
refund claims with the IRS, and so
pending IRS determination of the 3 perce
ruling request.

After many years of mixed messages fro
decisions, we are now aware from working with

ives, and flip-flops on
S on this issue that the
A. Furthermore, the IRS
clarified that FICA does not apply to retiree medical co ring the transition period from
PA75 to PA300 (September 4, 2012 to the first payroll Fe ry 2013). Districts that have not
requested refunds already should do so. For years 2012, 3, 2014 (statute closed years),
districts would be eligible for refunds only if protective claims have been filed with the IRS for
those years. For years 2015 through current (statute open years), districts should request FICA
refunds. Please note, there are specific steps required to claim these refunds, and we recommend

the School District ask for assistance, if necessary.
Micropurchase and Simplified Acquisition Threshold Increases

In June 2018, the Office of Management and Budget (OMB) issued memorandum M-18-18
providing guidance on changes to micropurchase and simplified acquisition threshold
requirements. The key changes are as follows:

¢ Increase micropurchase threshold to $10,000 (or higher in certain limited circumstances)
e Increase simplified acquisition threshold (small purchase procedures limit) to $250,000
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Grosse Pointe Public School System

Informational Items (Continued)

The changes impacting districts were created by changes to the National Defense Authorization
Act (NDAA) of 2018. NDAA 2018 impacts all recipients (prime recipients, pass-through entities,
and subrecipients). The memorandum clarifies that all entities can take advantage of the
increases to the micropurchase threshold to $10,000 and the simplified acquisition threshold to
$250,000, effective upon the issuance of the OMB memorandum (the date appearing on the
memorandum is June 20, 2018). If the School District will take advantage of the increase, it should
be documented in accordance with the general procurement standards of the Uniform Guidance
at 2 CFR 200.318. Key adoption considerations for micropurchase and simplified acquisition
threshold changes include the following:

¢ When the UG procurement standards were initially implemented, were specific amounts
included in the policy or were references to the UG sections or amounts as adjusted
referenced?

o If specific amounts were nced in the policy, the School District will need to update

e If this change is inco ' ocurement policies within the School District, a
ill be enacted. Remember, state law or other

estimates do not necessarily support a continuing rate of i
making financial projections more difficult for districts. We feel that it is important for the School
District to maintain an appropriate level of fund equity. We beljeve that the benefit of the School
District maintaining an appropriate amount of fund equity allows the School District the ability to
maintain its current level of programs, while being able to meet unforeseen circumstances, like
the implementation of State Aid funding changes or a significant change in enrollment. This
becomes especially important due to the funding caps imposed by school finance reform,
increasing retirement and healthcare costs, other cost pressures the School District is facing,
including cash flow needs due to the fact approximately 18 percent of the District's State Aid is
received after the school year has ended, and concerns over the allocation of resources within
the School Aid Fund in the future and the fact that the State is increasing its monitoring of each
school district’s financial health, including implications from the Early Warning requirements.

se consistent with 2018-2019,
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Grosse Pointe Public School System

Informational Items (Continued)

During the 2017-2018 school year, the School District's General Fund revenue exceeded
expenditures by approximately $3,688,000. This resulted in increasing the General Fund equity
to approximately $10,544,653 at June 30, 2018. Fund balance goals are often stated in terms of
a percentage of total expenditures (excluding transfers out). As a point of reference, the statewide
average for school districts at June 30, 2017 is approximately 12.79 percent of expenditures
(excluding transfers out). Fund equity of 5.5 percent of expenditures would approximately equal
the School District’s average accounts payable and payroll for a three-week period, while 11
percent would approximately equal six weeks. The School District’s fund equity percentage is
10.4 percent and equals approximately 5 weeks of operation. The fund equity increase
demonstrates the School District has met their goal of a 10 percent fund equity.

Understanding and Managing Potential Threats to your Data

In today’s age of continual reports @
potential risks lie and how they a

cyberattacks, School Districts need to be aware of where
dressed and communicated to the employees and pubilic.

information can still be at ri variety of locations data is stored
When it comes to cybe element is still the weakest link and most targeted —
as passwords like “Augt , S|Iy guessed and emails continue to trick people into

ormation security is a district-wide issue, not just
ices a combination of people, processes, and
onee and financial data. Now is the time to
and the controls surrounding that data.

an IT department responsib :
technology to effectively secure your S
take a step back and assess exactly

Key questions to ask include:

¢ Do you know where all of the various

e Outside your data center network, are emf i ation to file sharing

i flash drives, or sharing
download reports or retain

n and analyze?

information with third-parties? For example, d
spreadsheets of information on their computers to wi

Having an external party do an assessment on vulnerabilitieS¥may provide additional support to
the IT team for initiatives they are implementing, providing peace of mind for the Board that
vulnerabilities have been assessed and addressed and allow for a confident communication to
the public that their student and employee data is secure. If you are interested in discussing this
further, we would be happy to continue the conversation.

GASB Statement No. 75 - Reporting for OPEB Obligations

Effective for the School District's June 30, 2018 financial statements is GASB Statement No. 75
- Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions. This
OPEB standard requires the School District to recognize on the face of the government-wide
financial statements its proportionate share of the net OPEB liability related to its participation in
the MPSERS plan. While the School District has a very small share of the statewide OPEB liability
(less than 1 percent), the obligation the School District recorded is significant.
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Grosse Pointe Public School System

Informational Items (Continued)

The data required to record this liability has come from the retirement system using the plan’s
September 30, 2017 fiscal year end information. Changes in the net OPEB liability are reported
as an expense at the government-wide level and in proprietary funds. The School District has
recorded the deferred inflows and outflows with the plan as of the measurement date (September
30, 2017) and computed and reported the contributions expensed in the funds after the
measurement date through the School District’'s fiscal year end.

The statement has a similar impact on the financial statements as did GASB No. 68 when it was
adopted in 2015.

¢ The adoption of GASB 68 related to the MPSERS pension liability left many districts with a
negative net position in the government-wide set of financial statements. The adoption of
GASB 75 is likely to significantly increase that deficit.

e The adoption of the standard
and has not impacted Gene

pt impacted the expenditures reported in the General Fund

local governments. An activity meeting the,
basic financial statements. The statement ined by the GASB that
there was divergence in practice between gov i ing reported in a fiduciary
[ oach that governments
could apply against their situations to determine if be reported in a fiduciary
fund. The statement also establishes and defines f
funds, investment trust funds, private purpose trust funds, an
will have to apply the new principle-based rules from this st@t€ément to determine if more or less
reporting will be required related to fiduciary activities that may’exist upon implementation of this
standard, including the potential that certain activities could be reported as a new special revenue
fund. This statement is expected to be significant for districts, as most districts have some form
of fiduciary-type activities that will need to be evaluated using this new statement. The Michigan
Department of Education (MDE) has communicated that additional guidance will be forthcoming
from MDE in order to assist in assuring consistent application amongst districts.

odial funds. The School District
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Grosse Pointe Public School System

Informational Items (Continued)

GASB Statement No. 87 - Leases

This statement is effective for the first time in the School District's June 30, 2021 financial
statements. The statement requires recognition of certain lease assets and liabilities for leases
that were previously classified as operating leases and recognized as inflows or outflows of
resources based on payment provisions of the lease. The statement was issued to improve
accounting and financial reporting for leases by governments. The statement establishes a single
model for lease accounting for both lessees and lessors based on the foundational principle that
leases are financings of the right to use an underlying asset. Under this statement, a lessee is
required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is
required to recognize a lease receivable and a deferred inflow of resources. The School District
will have to identify and analyze all significant lease contracts to determine the lease asset and
lease liability or deferred inflow or outflow of resources that will be required to be recognized upon

implementation of the standard.
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