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Board of Directors
Confluence Academy, Inc. and Friends of Confluence Academy
St. Louis, Missouri

Dear Ladies and Gentlemen:

We are pleased to have the opportunity to meet with you to discuss the results of our audit engagement of Confluence
Academy, Inc. including Confluence Academy LEA, Grand Center Arts Academy LEA and Friends of Confluence
Academy for the year ended June 30, 2017. The accompanying report presents information regarding the scope of our
audits and other matters, which summarize the results of our audit engagement.

We thank you for the opportunity to be of continued service to Confluence Academy, Inc. We have received excellent
cooperation and assistance from management and staff, both with respect to access to records, supporting
documentation and responses to inquiries. No limitations were imposed on our audit procedures or the extent of our
audit.
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Auditor Communications

Board of Directors
Confluence Academy, Inc. and Friends of Confluence Academy
St. Louis, Missouri

We have audited the basic financial statements of Confluence Academy, Inc. (the Academy), which includes separate
audits for Confluence Academy LEA, Grand Center Arts Academy LEA (GCAA), and Friends of Confluence Academy, all
for the year ended June 30, 2017. Our audits were performed in accordance with auditing standards generally
accepted in the United States of America and, except for Friends of Confluence Academy, the standards applicable to
financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement and presented in accordance with accounting principles generally
accepted in the United States of America. Our audits involved performing procedures to obtain evidence supporting
the amounts and disclosures in the financial statements. We also evaluated the appropriateness of accounting policies
used by the Academy and the reasonableness of significant accounting estimates made by the Academy’s
management, as well as evaluated the overall presentation of the financial statements.

Auditing standards require the auditor to ensure that those charged with corporate governance receive additional
information regarding the scope and results of the audits that may assist the governing body in overseeing the financial
reporting and disclosure process for which management is responsible. The following section describes matters which are
required to be reported to you.

This information is intended solely for the use of the Board of Directors of Confluence Academy, Inc. and is not intended
to be and should not be used by anyone other than these specified parties.
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Auditor Communications (Continued)

AREA COMMENTS
Auditors’ Responsibility Under U.S. Generally Accepted Auditing 
Standards
Our responsibility, as described by professional standards, is to 
express opinions about whether the financial statements 
prepared by management with our assistance are fairly 
presented, in all material respects, in conformity with U.S. 
generally accepted accounting principles and that 
Confluence Academy, Inc. and all related entitles (the 
Academy) has complied in all material respects with the 
applicable compliance requirements of its major federal 
programs. Our audit of the financial statements does not 
relieve you or management of responsibility for the accuracy 
of the financial statements.

As part of our audit, we considered the internal control of the 
Academy.  Such considerations were solely for the purpose of 
determining our audit procedures and not to provide any 
assurance concerning such internal control.  

Reports issued by RubinBrown LLP:
 Grand Center Arts Academy, LEA

 An unmodified opinion on the financial statements of 
Grand Center Arts Academy, LEA.

 An emphasis of matter related to substantial doubt 
about the LEA’s ability to continue as a going concern.

 Our 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.

 An unmodified opinion on compliance with 
requirements applicable to major federal programs and 
our report on internal control over compliance in 
accordance with Uniform Guidance.

 An unmodified opinion on state compliance 
requirements relating to attendance and budgets.

 Friends of Confluence Academy
 An unmodified opinion on the financial statements of 

Friends of Confluence Academy.
 Confluence Academy, LEA

 An unmodified opinion on the financial statements of  
Confluence Academy, LEA.
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Auditor Communications (Continued)

AREA COMMENTS
Auditors’ Responsibility Under U.S. Generally Accepted Auditing 
Standards (Continued)

 Reports issued by RubinBrown LLP (Continued):

 Our 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.

 An unmodified opinion on compliance with 
requirements applicable to major federal programs and 
our report on internal control over compliance in 
accordance with Uniform Guidance.

 An unmodified opinion on state compliance 
requirements relating to transportation statutes, 
attendance, and budgets.

 Confluence Academy, Inc. (Consolidated)

 An unmodified opinion on the consolidated financial 
statement of Confluence Academy, Inc.

 An Independent Accountants’ Report attesting to 
certain debt covenants related to the Academy, as 
defined in the Loan and Trust Agreement.

 Form 990 tax return.
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Auditor Communications (Continued)

AREA COMMENTS
Other Information In Documents Containing Audited Financial 
Statements

To our knowledge, the 2017 audited financial statements are 
not included within any other document.

Planned Scope And Timing Of The Audit We performed the audit according to the planned scope and 
timing that was previously communicated to you and in the 
engagement letter, dated May 10, 2017, regarding the nature, 
timing and extent of our audit procedures. 

Qualitative Aspects Of Accounting Practices  Significant accounting policies are described in Note 1 for 
each statement audited.

 During 2017, Accounting Standard 2015-03, Interest –
Imputation of Interest (Subtopic 835-30) :Simplifying the 
Presentation of Debt Issuance Costs was implemented.

 Aside from this, no new accounting policies were adopted 
and the application of existing policies was not changed.

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

 No significant transactions have been recognized in a 
different period than when the transactions occurred.
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Auditor Communications (Continued)

AREA COMMENTS
Management Judgments And Accounting Estimates
The preparation of the financial statements requires the use of 
accounting estimates.  Certain estimates are particularly 
sensitive due to their significance to the financial statements 
and the possibility that future events may differ significantly 
from management’s expectations.

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

The most notable estimates affecting the financial statements 
are:

 Depreciation on capital assets

 Fair value of minimum lease payments on capital lease 
agreements with the Library (Confluence), Beaux Arts 
(GCAA), and the Sun Theatre (GCAA), as well as the 
related amortization expense

 Allowance for doubtful accounts related to the loan 
between Confluence and GCAA

Financial Statement Disclosures
The disclosures are neutral, consistent and clear.  Certain 
disclosures are particularly sensitive because of their 
significance to the financial statements’ users.  The most 
sensitive disclosures affecting the financial statements are:

The most sensitive disclosures affecting the financial   
statements are:

 Disclosure on LEA Notes Receivable

 Disclosure on Long-Term Debt

 Disclosure on Leases (related to capital leases with the 
Library, Beaux Arts and the Sun Theatre)

 Disclosure for Retirement Plan

 Disclosure for subsequent events
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Auditor Communications (Continued)

AREA COMMENTS
Difficulties Encountered In Performing The Audit There were no difficulties encountered in dealing with 

management related to performance of the audit.

Corrected And Uncorrected Misstatements Confluence Academy, LEA:
Management has corrected all audit adjustments considered 
to be material, either individually or in the aggregate, which 
collectively decreased net position by $1,867,231, related 
solely to current year pension entries.

An uncorrected misstatement related to interest expense on 
the capital lease was noted that management has 
determined is not material to the financial statements as a 
whole.  Correction of this misstatement would have decreased 
net position by $168,361.

GCAA:
Management has corrected all audit adjustments considered 
to be material, either individually or in the aggregate, which 
collectively decreased net position by $673,416, related 
primarily to current year pension entries.

There were no accumulated uncorrected misstatements 
recorded in the current year.

Friends:
There were no material audit adjustments in the current year.

There were no accumulated uncorrected misstatements 
recorded in the current year.
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Auditor Communications (Continued)

AREA COMMENTS
Disagreements With Management For purposes of this letter, professional standards define a 

disagreement with management as 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

Please see attached management representation letters.

We requested certain representations from management that 
are included in the attached letters.

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 
an entity’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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Auditor Communications (Continued)

AREA COMMENTS
Other Audit Findings Or Issues There were no matters of significant discussion that affected 

our retention as the Academy’s auditors.

Other Matters Accounting principles generally accepted in the United States 
of America require that the Management’s Discussion and 
Analysis be presented to supplement the basic financial 
statements.  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.
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Auditor Communications (Continued)

AREA COMMENTS
Other Matters With respect to the supplementary information (Schedule of 

Revenues, Expenditures And Changes In Fund Balances –
Budget To Actual - 2007 Bond Fund and Schedule of Revenues 
By Source - Governmental Funds) accompanying the basic 
financial statements, we made certain inquiries of 
management and evaluated the form, content and methods 
of preparing the information to determine that the information 
complies with U.S. generally accepted accounting principles, 
the method of preparing it has not changed from the prior 
period and the information is appropriate and completed in 
relation to our audit of the basic financial statements.  We 
compared and reconciled the supplementary information to 
the underlying accounting records used to prepare the basic 
financial statements or to the basic financial statements 
themselves.
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Areas That Provide Opportunity For Improvement

We recommend the Board of Directors immediately implement a cost saving strategy to eliminate the effects of
enrollment declines at certain schools of Confluence LEA.
During our audit of Confluence LEA we noted that total unassigned fund balance has continued to decline from 41% of
general fund expenditures in 2016 to 23% of total general fund expenditures in 2017. Even more pressing is that
unrestricted fund balance has decreased dramatically in 2017 from $8.8 million in 2016 to $4.7 million in 2017. This was
primarily a function of decreasing revenues, increased costs and the $2.3 million loan made to Friends for the purchase of
the CPA building. Subsequent to the 2017 fiscal year end it was noted that Confluence Academy LEA has experienced
declining enrollment at its North City school locations and will experience cash shortfalls if certain steps are not taken by
the Board. All of this raises concerns about the entity’s financial viability. Management and the Board should continue to
evaluate Confluence Academy LEA’s operations and conservatively manage the financial activities and budget to
avoid continued deficits.



Confluence Academy, Inc.

12For Board And Management Use Only

Prior Year Opportunities For Improvement

The new Uniform Guidance for federal grant administration has detailed procurement regulation that are effective
July 1, 2016. We recommend Confluence improve the maintenance of their procurement files and the retention of
documentation regarding the solicitation of vendors. Documentation should exist to show adherence with the
Academy’s policies. Analysis and explanations for vendor selection decisions should be clearly documented. If there
is only a single source solution, documentation should be retained regarding why additional solicitations were not
obtained within vendor file.

 No issues were noted during the 2017 audit.

All contracts entered into with vendors should be signed and retained within client’s files.
 No issues were noted during the 2017 audit.
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Data Analysis:  Summary Of Procedures

 RubinBrown performed the following analysis during the audit:

 Benford’s Law Analysis on disbursements during the fiscal year to see if the pattern of disbursements is as expected

 Analyze top vendors based on payments made to those vendors and number of purchases with those vendors
during the fiscal year

 Identify potential duplicate amounts to a single vendor

 Identify gaps in the check sequence

 RubinBrown noted that all variances from the above tests have been properly resolved through discussions with 
management. 
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Benford’s Law was established by Frank Benford in the 1930s. The law expects 30.1% of numbers in a list of financial 
transactions to begin with “1.” Each successive digit should represent a progressively smaller proportion. 

When digits stray from the pattern, fraud may be to blame. As volumes of data continue to grow, it has become a 
valuable tool in analyzing data sets for potential irregular activity.

Benford’s Law
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Emerging Financial Reporting Issues - FASB

Accounting Standards Update (ASU) 2016-14: Not-for-Profit Entities: Presentation of Financial Statements of Not-for-Profit
Entities. This ASU, issued on August 18, 2016, requires changes to the financial statement presentation in the following
areas:

 Investment Return:

 Investment return will be reported net of external and direct internal investment expenses and those netted expenses are
no longer required to be disclosed.

 Statement of Cash Flows:

 Not-for-profits have the flexibility to continue to use either the direct or indirect method.

 Disclosure of the indirect method is no longer required if the direct method is presented.

 Expenses:

 Expenses by both their natural classification and their functional classification will be presented on the face of the
statement of activities, as a separate statement or in the notes to the financial statements.

 The method used to allocate costs among program and supporting activities functions is required to be disclosed.

 Liquidity and Availability of Resources:

 For cash needs for general expenditures within one year of the statement of financial position date, qualitative
information will be required to be disclosed in the footnotes on how the organization manages its liquid resources
available to meet these needs.

 Quantitative information on either the statement of financial position or in the footnotes regarding the availability of
financial assets to meet these needs will also be required.
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Emerging Financial Reporting Issues - FASB 
(Continued)

ASU 2014-09 - Revenue from Contracts with Customers (Topic 606)
 Contributions are specifically excluded, but this ASU will apply to transactions with customers such as:

 Government (and other) grants and contracts
 Tuition and fees
 Membership dues
 Licenses and royalties
 Bifurcation of transactions between contributions and exchange transactions

 Revenue recognition for transactions would be reviewed to:
 Identify the contract(s) with the customer
 Identify the performance obligation
 Determine the transaction price
 Allocate the transaction price
 Recognize revenue when (or as) a performance obligation is satisfied
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Right-of-use asset
Lease liability

Amortization 
expense

Interest expense

Cash paid for 
principal and 

interest payments

Right-of-use asset
Lease liability

Single lease 
expense on a 

straight-line basis

Cash paid for 
lease payments

Financing 
(Type A)

Statement of Financial Position

Operating 
(Type B)

Statement of Cash FlowsStatement of Activities

ASU 2016-02 - Leases (Topic 842)
 All leases greater than 12 months shall be classified as:

 Type A (Financing) - if the term of the lease is for a major part of the remaining economic life of the underlying 
asset (such as leases for equipment, vehicles, etc.)

 Type B (Operating) - lease of property (such as land, all/part of a building, etc.)

 Effective for public companies (including not-for-profit organizations with publicly traded or conduit debt) for 
annual and interim periods beginning after December 15, 2018 and for all other entities for annual periods 
beginning after December 15, 2019; however, early adoption is permitted

Emerging Financial Reporting Issues (Continued)
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Emerging Financial Reporting Issues - GASB

 GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions
 Effective for 2018 District year end
 Similar effect to GASB 68 for other postemployement benefits (health and welfare plans), i.e., PERA’s Health Care

Trust Fund. The District will be required to report their proportionate share of the benefit plan’s projected liability.
 GASB Statement No. 87, Leases

 Effective for 2019 District year end
 Establishes a single model for lease accounting based on the principle that leases are financings of the right to use

an underlying asset
 Application of this standard would go beyond the previous guidance related to recording of leased assets and

record additional leased items on the books as an intangible right to use assets and related liabilities.
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Independent Auditors’ Report On Additional 
Information

Board of Directors
Confluence Academy, Inc.
St. Louis, Missouri

Our report on our audit of the basic financial statements of Confluence Academy, Inc. (the Academy) for June 30, 2017
appears in the financial statements of the Academy. That audit was conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The additional information presented on the preceding pages is
presented for purposes of additional analysis and is not a required part of the basic financial statements. Such
information has not been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on it.

December 8, 2017
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Management Representation Letter
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