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Independent Auditors’ Report

Management and the Board of Directors
Michigan Online School
Gobles, Michigan

Report on the Audit of the Financial Statements

Opinions

We have audited the accompanying financial statements of the governmental activities and the major fund of Michigan Online School, as of and for
the year ended June 30, 2022, and the related notes to the financial statements, which collectively comprise Michigan Online School’s basic financial
statements as listed in the table of contents.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material respects, the respective financial position
of the governmental activities and the major fund of Michigan Online School, as of June 30, 2022, and the respective changes in financial position for
the year then ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinions

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. Our responsibilities under those
standards are further described in the Auditors’ Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Michigan Online School, and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating to
our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that
raise substantial doubt about Michigan Online School’s ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.
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Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether
due to fraud or error, and to issue an auditors’ report that includes our opinions. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing standards and Government
Auditing Standards will always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing Standards, we:
o Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and design and perform audit
procedures responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

¢ Obtain an understanding of internal control relevant to the audit 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 Michigan Online School's internal control. Accordingly, no such opinion
is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluate the overall presentation of the financial statements.

¢ Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about Michigan
Online School's ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit,
significant audit findings, and certain internal control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and analysis and budgetary
comparison information identified in the table of contents be presented to supplement the basic financial statements. Such information is the
responsibility of management and, 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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 14, 2022 on our consideration of Michigan Online
School'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 solely to describe the scope of our testing of internal control over financial reporting and
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compliance and the results of that testing, and not to provide an opinion on the effectiveness of Michigan Online School’s 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
Michigan Online School’s internal control over financial reporting and compliance.

bw éfjml Pc.

Kalamazoo, Michigan
October 14, 2022
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MANAGEMENT’S DISCUSSION AND ANALYSIS




Michigan Online School
Management’s Discussion and Analysis
For the Year Ended June 30, 2022

This discussion and analysis of Michigan Online School’s financial performance provides an overall review of the School’s financial
activities for the fiscal year ended June 30, 2022. The intent of this discussion and analysis is to provide, in layman’s terms, a look at
the School’s performance and current position. We encourage readers to consider the information presented here in conjunction with
the financial statements and the notes to the financial statements.

GASB 34 (Governmental Accounting Standards Board’s Statement No. 34) requires this information. GASB 34 requires the
presentation of two basic types of financial statements; namely, School-wide Financial Statements and Fund Financial Statements.

Overview of the Financial Statements

This annual report consists of four parts: (1) the independent auditor’s report, (2) management’s discussion and analysis, (3) the basic
financial statements, and (4) required supplementary information. The financial statements also include notes that explain some of the
information in the statements and provide more detail data. The statements are followed by a section of required supplementary
information that further explains and supports the financial statements with a comparison of the School’s budget for the year.

School-wide Financial Statements

The school-wide statements provide a financial perspective of the School as a whole. These statements are on the “full accrual” basis
of accounting and provide information about the School’s overall financial status. They are used to help determine whether the School
is better off or worse off as the result of the year’s activities. There are two school-wide statements: the Statement of Net Position and
the Statement of Activities.

The Statement of Net Position reports all of the School’s assets, deferred inflows and outflows, and liabilities, both short-term and long-
term, regardless if they are “currently available” or not. Capital assets and long-term obligations of the School are reported in this
statement.

The Statement of Activities accounts for the current year’s revenues and expenses regardless of when cash is received or paid. The
intent of this statement is to summarize and simplify the information relative to funding received and expenditures made for School
services.

The two school-wide statements report the School’s net position and how they have changed. Net Position — the difference between
the School’'s assets, deferred inflows and outflows, and liabilities — is one way to measure the School’s financial health or position.

» Overtime, increases or decreases in the School’s net position are an indicator of whether its financial position is improving
or deteriorating, respectively.



Michigan Online School
Management’s Discussion and Analysis
For the Year Ended June 30, 2022

» To assess the School’s overall health, one needs to consider additional non-financial factors such as the quality of the education
provided.

In the school-wide statements, the School’s activities are classified as governmental activities. This includes the School’'s basic
services, such as regular and special education, technology support, and administration. State aid and federal grants typically finance
most of these services.

Fund Financial Statements

The fund financial statements focus on individual parts of the School, reporting the School’s operations in more detail than the school-
wide statements. The fund level statements are reported on a modified accrual basis. Only those assets that are “measurable” and
“currently available” are reported. Liabilities are recognized to the extent they are normally expected to be paid with current financial
resources.

The fund statements are formatted to comply with the legal requirements of the Michigan Department of Education’s “Accounting
Manual.” In the State of Michigan, the School’s major instructional and instructional support activities are reported in the General Fund.
The primary funding sources for the General Fund are typically from state foundation grant per student and state categorical funding
for specific programs. The School has no other funds.



Michigan Online School

Management’s Discussion and Analysis

For the Year Ended June 30, 2022

Financial Analysis of the School as a Whole

The net position of the School as of June 30, 2022, was $854,567 Figure A-1 below shows a breakdown of the net position.

Figure A-1
Statement of Net Position

2022 2021
Assets
Cash $ 1,424,892 745,909
Accounts receivable - 17,079
Due from other governmental units 1,789,653 1,136,458
Prepaid items 29,402 3,539
Total Assets 3,243,947 1,902,985
Liabilities
Accounts Payable 2,271,381 1,381,433
Unearned revenue 117,999 77,416
Total liabilities $ 2,389,380 1,458,849
Total Net Position $ 854,567 444 136




Michigan Online School
Management’s Discussion and Analysis
For the Year Ended June 30, 2022

Comments on Major Changes to Net Position

The net position of the School increased by $410,431 during the 2021-22 year. Figure A- 2 on the following page shows the breakdown
of this change. The Statement of Activities presented later in the school-wide financial statements, provides greater detail on the
School’s annual activity. The cost of the School’s governmental activities for the year was $7,433,707.

Figure A-2
Condensed Statement of Revenues, Expenditures and Changes in Fund
Balances
2022 2021
Revenues 7,844,138 5,774,821
Expenses
Instruction 4,001,104 3,328,878
Supporting services 3,430,755 2,522,295
Community Services 1,848 42,080
Total Expenses 7,433,707 5,893,253
Change in net position 410,431 (118,432)
Beginning Net Position 444 136 562,568
Ending Net Position $ 854,567 444,136




Michigan Online School
Management’s Discussion and Analysis
For the Year Ended June 30, 2022

Financial Analysis of the School’s Funds

The financial performance of the School as a whole is reflected in its governmental funds as well. The governmental funds equity
increased by $410,431 during the 2021-22 year. The General Fund equity ended the year at $854,567. Since the General Fund is the

only fund of the School, the primary factors affecting the change in fund balance was the net income of the same amount attributed to
the General Fund.

General Fund Budgetary Highlights

The Uniform Budget Act of the State of Michigan requires that the Board of Directors approve the original budget for the upcoming fiscal
year prior to July 1, the start of the fiscal year. When the budget is prepared each year, several unknown factors exist. Estimates are
used for such major items as student count, service provider contracts, state aid, staffing, utilities, and repairs. As a matter of practice,
the School amends its budget periodically during the year. These revisions are made in order to deal with unexpected changes in

revenues and expenditures. The following analysis describes the reasons for changes in the budget during the year and the differences
in actual and budget figures.

Original budget to final budget
There was a 9% decrease ($791,865) in General Fund revenues from the original budget to the final budget.

»  State revenues — The majority of this is due to lower enroliment.

» Federal revenues — ESSER funds were not spent due to timing.

There was a 4% decrease ($303,053) in General Fund expenditures from the original budget to the final budget.
= This was due to unspent federal funds.

Final budget to actual

e There was a 1% difference ($-103,261) between the final revenue budget and the actual revenue. The difference relates to unspent
ESSER funds.

e There was a 1% difference ($-83,300) between the final expenditure budget and the actual expenditures. This was mainly
due to reduced federal expenditures.
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Factors Bearing on the School’s Future

e In March of 2020, the World Health Organization declared the outbreak of the coronavirus (COVID-19) as a pandemic which
continues to spread throughout the United States. COVD-19 has caused a significant negative impact of the world economy. The
duration and impact of the COVID-19 on the School’s revenue from federal and state sources finances as well as student enroliment
and the ability to deliver programming remains unclear at this time. The School’s governance and leadership teams are carefully
monitoring the situation and evaluating its options as circumstances evolve.

e The budget will be amended during the year to reflect updated foundation allowance information, actual student counts, changes
to any legislation, and final staffing assignments.

Requests for Information

This financial report is designed to provide the School’s taxpayers, parents, students, other stakeholders and creditors with a general
overview of the School’s finances, and to show how the School is accountable for the money it receives. Questions concerning any of
the information provided in this report, or requests for additional financial information should be addressed to the Michigan Online School,
209 S. State Street, PO Box 408, Gobles, MI 49055 or by calling (269) 216-6972.
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Michigan Online School
Statement of Net Position
June 30, 2022

Governmental
Activities
Assets
Cash $ 1,424,892
Due from other governmental units 1,789,653
Prepaid items 29,402
Total assets 3,243,947
Liabilities
Accounts payable 2,271,381
Unearned revenue 117,999
Total liabilities 2,389,380
Net Position
Unrestricted $ 854,567

See Accompanying Notes to the Financial Statements
4 -1



Michigan Online School
Statement of Activities
For the Year Ended June 30, 2022

Functions/Programs

Governmental activities
Instruction
Supporting services
Community services

Total governmental activities

Program Revenues

Net (Expense)
Operating Revenue and
Grants and Changes in
Expenses Contributions Net Position
$ 4,001,104 $ 411,755 § (3,589,349)
3,430,755 662,548 (2,768,207)
1,848 1,848 -
$ 7,433,707 $ 1,076,151 (6,357,556)
General revenues
State aid - unrestricted 6,766,352
Interest and investment earnings 113
Other 1,522
Total general revenues 6,767,987
Change in net position 410,431
Net position - beginning 444,136
Net position - ending $ 854,567

See Accompanying Notes to the Financial Statements
4-2



Michigan Online School
Governmental Funds
Balance Sheet
June 30, 2022

Assets

Cash

Due from other governmental units
Prepaid items

Total assets
Liabilities
Accounts payable
Unearned revenue

Total liabilities
Fund Balance
Non-spendable

Prepaid items

Unassigned

Total fund balance

Total liabilities and fund balance

See Accompanying Notes to the Financial Statements
4-3

General
Fund

$ 1,424,892
1,789,653
29,402

$ 3,243,947

$ 2,271,381
117,999

2,389,380

29,402
825,165

854,567

$ 3,243,947




Statement of Revenues, Expenditures and Changes in Fund Balance

Michigan Online School
Governmental Funds

For the Year Ended June 30, 2022

Revenues
Local sources
State sources
Federal sources

Total revenues
Expenditures
Current
Education
Instruction
Supporting services
Community services
Capital outlay
Total expenditures
Excess of revenues over expenditures

Fund balance - beginning

Fund balance - ending

See Accompanying Notes to the Financial Statements
4-4

General

Fund

$

1,635
7,356,883
485,620

7,844,138

3,972,940
3,406,605
1,848
52,314

7,433,707

410,431

444,136

$

854,567




Michigan Online School
Notes to the Financial Statements
June 30, 2022

Note 1 - Summary of Significant Accounting Policies

The accounting policies of the Michigan Online School (the School)
conform to accounting principles generally accepted in the United
States of America as applicable to governmental units. The following is
a summary of the School’s significant accounting policies:

Reporting Entity

The School is governed by an appointed five-member Board of
Directors. The accompanying financial statements have been prepared
in accordance with criteria established by the Governmental
Accounting Standards Board for determining the various governmental
organizations to be included in the reporting entity. These criteria
include significant operational financial relationships that determine
which of the governmental organizations are a part of the School’s
reporting entity, and which organizations are legally separate
component units of the School. The School has no component units.

The School was formed as a charter school academy pursuant to the
Michigan School Code of 1976, as amended by Act No. 362 of the
Public Acts of 1993 and Act No. 416 of the Public Acts of 1994.

The School has entered into a contract with Gobles Public Schools to
charter a public school academy through June 30, 2027. The contract
requires the School to act exclusively as a governmental agency and
not undertake any action inconsistent with its status as an entity
authorized to receive state school aid funds pursuant to the State
Constitution. Gobles Public Schools is the fiscal agent for the School
and is responsible for overseeing the School’s compliance with the
contract and all applicable laws. The School pays Gobles Public
Schools three percent of the state aid foundation as administrative fees.
The total administrative fees for the year to Gobles Public Schools was
$221,924.

School-wide Financial Statements

The School’s basic financial statements include both school-wide
(reporting for the school as a whole) and fund financial statements
(reporting the School's major funds). The school-wide financial

statements categorize all nonfiduciary activities as either governmental
or business type. All of the School's activities are classified as
governmental activities.

The statement of net position presents governmental activities on a
consolidated basis, using the economic resources measurement focus
and accrual basis of accounting. This method recognizes all long-term
assets and receivables as well as long-term debt and obligations. The
School’s net position is reported in three parts (1) net investment in
capital assets, (2) restricted net position, and (3) unrestricted net
position.

The statement of activities reports both the gross and net cost of each
of the School’s functions. The functions are also supported by general
government revenues (such as certain intergovernmental revenues).
The statement of activities reduces gross expenses by related program
revenues, operating and capital grants. Program revenues must be
directly associated with the function. Operating grants include
operating-specific and discretionary (either operating or capital) grants.

The net costs (by function) are normally covered by general revenue
(property taxes, state sources and federal sources, interest income,
etc.). The School does not allocate indirect costs. In creating the
school-wide financial statements the School has eliminated interfund
transactions.

The school-wide focus is on the sustainability of the School as an entity
and the change in the School’s net position resulting from current year
activities.

Fund Financial Statements

Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis
of accounting. Revenue is recognized as soon as it is both measurable
and available. Revenue is considered to be available if it is collected
within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the School considers revenues to
be available if they are collected within 60 days of the end of the current
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fiscal period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment
is due.

Unrestricted state aid, intergovernmental grants, and interest
associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenue of the
current fiscal period. All other revenue items are considered to be
available only when cash is received by the government.

The School reports the following major governmental fund:

General Fund - The General Fund is used to record the general
operations of the School pertaining to education and those
operations not required to be provided for in other funds.

Assets, Liabilities and Net Position
Cash - Cash and cash equivalents include cash on hand and demand
deposits.

Receivables and Payables - Generally, outstanding amounts owed
between funds are classified as “due from/to other funds.” These
amounts are caused by transferring revenues and expenses between
funds to get them into the proper reporting fund. These balances are
paid back as cash flow permits.

Prepaid ltems - Certain payments to vendors reflect costs applicable to
future fiscal years. For such payments in governmental funds the
School follows the consumption method, and they therefore are
capitalized as prepaid items in both school-wide and fund financial
statements.

Fund Balance - In the fund financial statements, governmental funds

report fund balance in the following categories:

Non-spendable - amounts that are not available in a spendable
form.

Restricted - amounts that are legally imposed or otherwise
required by external parties to be used for a specific purpose.

Committed - amounts that have been formally set aside by the
Board of Directors for specific purposes. A fund balance
commitment may be established, modified, or rescinded by a
resolution of the Board of Directors.

Assigned — amounts intended to be used for specific purposes,
as determined by the Board of Directors. The Board of Directors
has granted the Superintendent the authority to assign funds.
Residual amounts in governmental funds other than the
General Fund are automatically assigned by their nature.

Unassigned - all other resources; the remaining fund balances
after non-spendable, restrictions, commitments, and
assignments.

When an expenditure is incurred for purposes for which both restricted
and unrestricted fund balance is available, the School’s policy is to
consider restricted funds spent first.

When an expenditure is incurred for purposes for which committed,
assigned, or unassigned amounts could be used, the School’s policy is
to consider the funds to be spent in the following order: (1) committed,
(2) assigned, (3) unassigned.

Use of Estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent
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assets and liabilities, as well as deferred inflows and deferred outflows
of resources at the date of the financial statements and the reported
amounts of revenue and expenditures during the reporting period.
Actual results could differ from those estimates.

Adoption of New Accounting Standards

Statement No. 87, Leases increases the usefulness of the School’'s
financial statements by requiring recognition of certain lease assets and
liabilities for leases that previously were classified as operating leases
and recognized as inflows of resources or outflows of resources based
on the payment provisions of the contract. It establishes a single model
for lease accounting based on the foundational principle that leases are
financings of the right to use an underlying asset. A lessee will be
required to recognize a lease liability and an intangible right-to-use a
lease asset, and a lessor will be required to recognize a lease
receivable and a deferred inflow of resources, thereby enhancing the
relevance and consistency of information about the School’s leasing
activities.

Statement No. 89, Accounting for Interest Cost Incurred before the End
of a Construction Period enhances the relevance and comparability of
information about capital assets and the cost of borrowing for a
reporting period and to simplify accounting for interest cost incurred
before the end of a construction period. It requires that interest cost
incurred before the end of a construction period be recognized as an
expense in the period in which the cost is incurred for financial
statements prepared using the economic resources measurement
focus. As aresult, interest cost incurred before the end of a construction
period will not be included in the historical cost of a capital asset
reporting in a business-type activity or enterprise fund. Interest cost
incurred before the end of a construction period should be recognized
as an expenditure for financial statements prepared using the current
financial resources measurement.

Statement No. 93, Replacement of Interbank Offered Rates establishes
accounting and financial reporting requirements related to the
replacement of IBORs in hedging derivative instruments and leases. It
also identifies appropriate benchmark interest rates for hedging

derivative instruments. The requirements of this Statement apply to the
financial statements of all state and local governments. The
requirements of this Statement apply to the financial statements of all
state and local governments.

Statement No. 99, 2022 Omnibus enhances comparability in
accounting and financial reporting and improves the consistency of
authoritative literature by addressing (1) practice issues that have been
identified during implementation and application of certain GASB
Statements and (2) accounting and financial reporting for financial
guarantees.

Upcoming Accounting and Reporting Changes

Statement No. 96, Subscription-Based Information Technology
Arrangements, is based on the standards established in Statement No.
87 Leases. This statement (1) defines a SBITA as a contract that
conveys control of the right to use a SBITA vendor’s IT software, alone
or in combination with tangible capital assets, as specified in the
contract for a period of time in an exchange or exchange-like
transaction (2) requires governments with SBITAs to recognize a right-
to-use subscription asset, an intangible asset, and a corresponding
subscription liability, and (3) provides guidance related to outlays other
than subscription payments, including implementation costs, and
requirements for note disclosures related to a SBITA. This statement is
effective for the year ending June 30, 2023.

The School is evaluating the impact that the above pronouncement will
have on its financial reporting.
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Note 2 - Stewardship, Compliance, and Accountability

Budgetary Information

Annual budgets are adopted on a basis consistent with accounting
principles generally accepted in the United States of America and state
law for the General Fund. All annual appropriations lapse at fiscal year
end, thereby canceling all encumbrances. These appropriations are
reestablished at the beginning of the year.

The budget document presents information by fund and function. The
legal level of budgetary control adopted by the governing body is the
function level. State law requires the School to have its budget in place
by July 1. A school is not considered in violation of the law if reasonable
procedures are in use by the School to detect violations.

Any revisions that alter the total expenditures of the fund must be
approved by the Board of Directors.

Budgeted amounts are as originally adopted or as amended by the
Board of Directors throughout the year.

Excess of Expenditures over Appropriations
During the year, the School incurred expenditures in certain budgetary
funds which were in excess of the amounts appropriated, as follows:

Final Amount of Budget
Function Budget Expenditures Variances
General Fund
Added needs $ 522225 § 695529 $ 173,304
School administration 485,942 487,100 1,158

Note 3 - Deposits and Investments

The School's deposits and investments were reported in the basic
financial statements in the following categories:

Total
Primary
Government

Cash $ 1,424,892

The breakdown between deposits and investments for the School is as
follows:

Deposits (checking and savings accounts) $ 1,424,892
Interest rate risk - The School does not have a formal investment policy

to manage its exposure to fair value losses arising from changes in
interest rates.

Credit risk - State statutes and the School’s investment policy authorize
the School to make deposits in the accounts of federally insured banks,
credit unions, and savings and loan associations that have an office in
Michigan; the School is allowed to invest in U.S. Treasury or Agency
obligations, U.S. government repurchase agreements, bankers’
acceptances, commercial paper rated prime at the time of purchase
that matures not more than 270 days after the date of purchase, mutual
funds, and investment pools that are composed of authorized
investment vehicles.

Concentration of credit risk - The School does not have a concentration
of credit risk policy. Concentration of credit risk is the risk of loss
attributed to the magnitude of the School investment in a single issuer,
by diversifying the investment portfolio so that the impact of potential
losses from any one type of security or issuer will be minimized.

Custodial credit risk - deposits - In the case of deposits, this is the risk
that in the event of a bank failure, the School’s deposits may not be
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returned to it. The School does not have a deposit policy for custodial
credit risk. As of year end, $1,174,892 of the School’s bank balance of
$1,424,892 was exposed to custodial credit risk because it was
uninsured and uncollateralized.

Note 4 - Unearned Revenue

Governmental funds report unearned revenue in connection with
resources that have been received but not yet earned. At the end of the
current fiscal year, the components of unearned revenue are as follows:

Grant and categorical aid payments received prior
to meeting all eligibility requirements $ 117,999

Note 5 - Contingent Liabilities

Amounts received or receivable from grantor agencies are subjected to
audit and adjustment by grantor agencies, principally the federal
government. Any disallowed claims, including amounts already
collected, may constitute a liability of the applicable funds. The amount,
if any, of costs which may be disallowed by the grantor cannot be
determined at this time, although the School expects such amounts, if
any, to be immaterial.

Note 6 - Management Company

The School has a management agreement with Accel Online Michigan,
LLC. Under the terms of this agreement, Accel Online Michigan, LLC
provides a variety of services including management, curriculums,
education programs and teacher training. The School is obligated to
pay Accel Online Michigan, LLC a fee of 13% of total federal, state, and
local funds received. The total charged for these services amounted to
approximately $1,019,525 for the year ended June 30, 2022

Additionally, Accel Online Michigan, LLC will be reimbursed for all costs
incurred and paid on behalf of the School. Such costs include, but are
not limited to, salaries of Accel Online Michigan, LLC employees, costs

related to curriculum, instructional materials, textbooks, library books,
computers, software, and supplies. Substantially all expenditures
during the year were paid for management, program, and
administrative fee expense. Also, substantially all liabilities for the year
were payable to Accel for costs incurred on the School’s behalf.
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Budgetary Comparison Schedule - General Fund

Michigan Online School
Required Supplementary Information

For the Year Ended June 30, 2022

Revenues
Local sources
State sources
Federal sources

Total revenues

Expenditures

Instruction
Basic programs
Added needs

Supporting services
Pupil
Instructional staff
General administration
School administration
Business
Operations and maintenance
Pupil transportation services
Central

Community services

Capital outlay

Total expenditures
Excess (deficiency) of revenues over expenditures
Fund balance - beginning

Fund balance - ending

Budgeted Amounts Over
(Under)
Original Final Actual Budget

$ 500 $ 2150 $ 1635 $ (515)
7,738,389 7,338,703 7,356,883 18,180
1,000,375 606,546 485,620 (120,926)
8,739,264 7,947,399 7,844,138 (103,261)
3,429,431 3,301,124 3,277,411 (23,713)
506,621 522,225 695,529 173,304
1,023,844 913,323 818,045 (95,278)
343,002 322,924 154,603 (168,321)
1,581,134 1,462,251 1,445,965 (16,286)
483,498 485,942 487,100 1,158
150,615 153,039 150,313 (2,726)
60,631 92,631 92,560 (71)
241 609 - (609)
240,679 258,439 258,019 (420)
364 4,500 1,848 (2,652)
- - 52,314 52,314
7,820,060 7,517,007 7,433,707 (83,300)
919,204 430,392 410,431 (19,961)
444 136 444 136 444 136 -
$ 1,363,340 $ 874,528 $ 854,567 $ (19,961)
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Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance with Government Auditing Standards

Independent Auditors’ Report

Management and the Board of Directors
Michigan Online School
Gobles, Michigan

We have audited, in accordance with the 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, the financial statements of the
governmental activities and the major fund of Michigan Online School, as of and for the year ended June 30, 2022, and the related notes to the
financial statements, which collectively comprise Michigan Online School’s basic financial statements, and have issued our report thereon dated
October 14, 2022.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Michigan Online School’s internal control over financial reporting
(internal control) as a basis for designing audit procedures that are appropriate in the circumstances for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of Michigan Online School’s internal control. Accordingly,
we do not express an opinion on the effectiveness of Michigan Online School’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control that might be material weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses or significant deficiencies may exist
that were not identified.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether Michigan Online School's financial statements are free from material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have
a direct and material effect on the financial statements. However, providing an opinion on compliance with those provisions was not an objective of
our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of that testing, and not to
provide an opinion on the effectiveness of the entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Bw *ﬁml f.c.

Kalamazoo, Michigan
October 14, 2022
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October 14, 2022

Management and the Board of Directors
Michigan Online School
Gobles, Michigan

We have audited the financial statements of the governmental activities and the major fund of Michigan Online
School (the School) as of and for the year ended June 30, 2022. Professional standards require that we provide
you with information about our responsibilities under generally accepted auditing standards and Government
Auditing Standards, as well as certain information related to the planned scope and timing of our audit. We have
communicated such information in our engagement letter dated May 31, 2022. Professional standards also
require that we communicate to you the following information related to our audit.

We discussed these matters with various personnel in the School during the audit including management. We
would also be pleased to meet with you to discuss these matters at your convenience.

Significant Audit Matters
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the School are described in the footnotes of the financial statements. The School
has adopted the following Governmental Accounting Standards Board Statements effective July 1, 2021:

o Statement No. 87, Leases increases the usefulness of the financial statements by requiring recognition
of certain lease assets and liabilities for leases that previously were classified as operating leases and
recognized as inflows of resources or outflows of resources based on the payment provisions of the
contract. It establishes a single model for lease accounting based on the foundational principle that
leases are financings of the right to use an underlying asset. A lessee will be required to recognize a
lease liability and an intangible right-to-use a lease asset, and a lessor will be required to recognize a
lease receivable and a deferred inflow of resources, thereby enhancing the relevance and consistency
of information about leasing activities.

o Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period
enhances the relevance and comparability of information about capital assets and the cost of borrowing
for a reporting period and to simplify accounting for interest cost incurred before the end of a construction
period. It requires that interest cost incurred before the end of a construction period be recognized as an
expense in the period in which the cost is incurred for financial statements prepared using the economic
resources measurement focus. As a result, interest cost incurred before the end of a construction period
will not be included in the historical cost of a capital asset reporting in a business-type activity or
enterprise fund. Interest cost incurred before the end of a construction period should be recognized as
an expenditure for financial statements prepared using the current financial resources measurement.



o Statement No. 93, Replacement of Interbank Offered Rates establishes accounting and financial
reporting requirements related to the replacement of IBORs in hedging derivative instruments and
leases. It also identifies appropriate benchmark interest rates for hedging derivative instruments. The
requirements of this Statement apply to the financial statements of all state and local governments.

o Statement No. 99, 2022 Omnibus enhances comparability in accounting and financial reporting and
improves the consistency of authoritative literature by addressing (1) practice issues that have been
identified during implementation and application of certain GASB Statements and (2) accounting and
financial reporting for financial guarantees.

We noted no transactions entered into by the School during the year where there is lack of authoritative guidance
or consensus. All significant transactions have been recognized in the financial statement in the proper period.

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. There were no significant estimates in the financial statements.

We evaluated the key factors and assumptions used to develop these estimates in determining that they are
reasonable in relation to the financial statements taken as a whole.

Disclosures in the financial statements are neutral, consistent and clear.

A significant risk is an identified and assessed risk of material misstatement that, in the auditors’ professional
judgment, requires special audit consideration. Within our audit, we focused on the following areas.

e Management override of controls
e Improper revenue recognition
¢ Implementation of new accounting standard

Additional Information

Cybersecurity Posture

Cybersecurity posture, an overall measure of cybersecurity strength, is more prevalent than ever as
organizations continue to face cybersecurity risks. Billions of emails are sent every day, some of which contain
attachments with malicious files or malicious embedded links aimed at negatively impacting unsuspecting
organizations. Not only can a successful attack cost thousands of dollars and put a strain on IT resources while
remediation efforts are underway, but sensitive information may be breached. Additionally, cyber insurance
coverage may be difficult or costly to obtain without adequate safeguards in place within your organization.

Risk assessment is a first step in mitigating cybersecurity risks and improving your organization’s overall
cybersecurity posture. The National Institute of Standards and Technology published Framework for Improving
Critical Infrastructure Cybersecurity, which “enables organizations, regardless of size, degree of cybersecurity
risk, or cybersecurity sophistication, to apply the principles and best practices of risk management to improving
the security and resilience of critical infrastructure.” The framework is designed to cover five areas including
identification, protection, detection, responsiveness and recovery. The publication can be found at www.nist.gov.

Once you have performed a risk assessment, it's time to take action. A few simple solutions that are
recommended to prevent cyber-attacks include:

¢ Document your program — Identify specific roles and responsibilities as well as adopting security
policies and procedures for your organization to follow, is generally a good practice to have guidelines
to follow in the event of an attack. Annually, risks should be reassessed, and the program should be
modified to address any identified risks.

o Offsite back up location — Frequent data backups are a good safeguard; but if your entire network is
compromised, restoring a backup saved to the network, becomes problematic. Routinely backing up
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data and storing offsite, allows for your organization to get back up and running as quickly as possible,
if your network is attacked.

¢ Require routine password changes — Frequently, people have a bad habit of using the same password
for multiple applications. Inevitably, at some point that password will likely be compromised in one of
those applications. Requiring users to change their password routinely, reduces the risk of your system
being accessed with a compromised password. Requiring a complex password to be of a certain length
and contain a mixture of character types, reduces your risk even further.

o Utilizing multifactor authentication (MFA) — knowing that people may use the same password to
access multiple applications, this extra security layer makes it more difficult for attackers to gain access
to your system. Microsoft claims that MFA can block over 99.9 percent of account compromise attacks.

e Provide cybersecurity training — Security awareness training provides a human firewall to protect your
system. Training sessions and automated simulated attacks are utilized to help train people on how to
spot phishing email attacks. Yeo & Yeo is able to provide security training to your employees.

Placing significant emphasis on evaluating your organization’s cybersecurity posture, and channeling sufficient
resources towards proper risk assessment, implementation, and education will reduce the likelihood of a
cybersecurity threat and help lessen the impact of a breach.

Accounting Standards

The Governmental Accounting Standards Board has released additional Statements. Details regarding these
Statements are described in the footnotes of the financial statements.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our 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 clearly trivial, and communicate them to the appropriate level of management. There
were no known misstatements detected as a result of audit procedures that were more than trivial.
Disagreements with Management

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

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated as of the date of the audit report.

Management’s Consultations with Other 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’s financial statements or a determination of the type of auditors’ opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.
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Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the School’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Other Report

Other information that is required to be reported to you is included in the Independent Auditors’ Report on Internal
Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards. Please read all information included
in that report to ensure you are aware of relevant information.

Report on Required Supplementary Information

We applied certain limited procedures to management’s discussion and analysis and the remaining required
supplementary information (RSI) as described in the table of contents of the financial statements that
supplements the basic financial statements. Our procedures consisted of inquiries of management regarding 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 did not audit the RSI and do not express an opinion or provide any assurance
on the RSI.

Restriction on Use
This information is intended solely for the information and use of management, the Board of Directors, and others

within the School, and is not intended to be, and should not be, used by anyone other than these specified
parties.

Bw éfjml Pc.

Kalamazoo, Michigan
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