






October 1, 2007

Board of Directors and Citizens of the District
School District of Kansas City, Missouri
1211 McGee Street
Kansas City, MO 64106

The Board of Directors and Citizens:

Missouri revised statute section 165.111 requires an audit to be performed at least biennially of the
financial records of all funds of the District. In compliance with this statute, the Comprehensive Annual
Financial Report (CAFR) of the School District of Kansas City, Missouri (the District) for the fiscal year
ended June 30, 2007 will be submitted to the Department of Elementary and Secondary Education before
October 31, 2007. In addition, this report provides the Missouri Department of Elementary and Secondary
Education (DESE), citizens, financial institutions, grantor agencies, and other interested parties with
reliable information concerning the financial condition of the District.

This letter of transmittal is designed to be read in conjunction with the Management Discussion and
Analysis report. Financial highlights and a discussion of the District's financial condition is provided in
the Management Discussion and Analysis report. This report is located in the financial section after the
independent auditors report and provides an overview of the District's financial condition at the district-
wide level and at the fund level. The district-wide level reports on changes in assets and liabilities or net
assets. The fund level provides a more detail focus on all the funds of the District and demonstrative
compliance with Missouri statutes.

District management is responsible for establishing and maintaining internal controls designed to ensure
that district resources are protected from loss, theft, or misuse and to ensure that adequate accounting data
is compiled to allow for the preparation of financial statements in conformity with generally accepted
accounting principles. Internal controls are designed to provide reasonable, but not absolute, assurance
that these objectives are met. The concept of reasonable assurance recognizes that: 1) the cost of a control
should not exceed the benefits likely to be derived; and, 2) the valuation of cost and benefits requires
estimates by management. This report was prepared by the Business & Finance Division who is
responsible for the accuracy of the data, completeness and fairness of the presentation including all
disclosures. There were no financial policies that had a significant impact on current fiscal year's
financial statements.

McGladrey & Pullen, LLP, certified public accountants, have issued an unqualified opinion on the
District's financial statements for the year ended June 30, 2007. The independent auditor's report is
located in the front of the financial section of this report.
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The District is also required to have performed annually an audit in compliance with the U.S. Office of
Management and Budget Circular A-133 and Government Auditing Standards. Welch & Associates, LLP,
certified public accountants, performed this audit. Information related to this audit, which includes the
schedule of expenditures of federal awards and related notes, the schedule of findings and questioned
costs, and the independent auditors' reports on compliance and internal control over financial reporting is
published under a separate cover.

DISTRICT PROFILE

Kansas City, Missouri is the central city of a growing bi-state metropolitan area with a population of
approximately 1.6 million people. The bi-state area consists of 144 municipalities and approximately
4,800 square miles in seven counties of Northwest Missouri and four counties in Northeast Kansas. The
District is located within the taxing jurisdiction of Jackson County with a population of approximately
239,451 people. The District covers about 87 square miles within the corporate limits of Kansas City,
Independence, and Sugar Creek, Missouri.

The District was originally established in 1867 and currently exists as an urban school district organized
and governed by Section 162.461 of the Missouri revised statutes. The District is a political subdivision
of the State of Missouri and is governed by an elected nine-member Board of Directors. These financial
statements include the District and a component unit described below (See note 1 (a)):

•

	

School District of Kansas City, Missouri Building Corporation - provide financing of
capital projects and management of related debt service.

The District operates 7 high schools, 9 middle schools, 1 vocational school, 7 alternative schools, 2 early
childhood centers and 46 elementary schools. At all levels, there are comprehensive community and
magnet school curriculums. Among the magnet theme curriculums are investigative & applied learning,
visual and performing arts, college preparatory, foreign languages, and Montessori. The District serves
about 24,000 students and employs over 4,600 teachers, principals, and other support staff.

The Board is required to adopt balanced budgets by the end of each fiscal year in compliance with section
67.010 of the Missouri statute. The budgets serve as a financial plan supporting all educational programs.
A preliminary budget is required to be presented to the Board on or before April 1, unless this deadline is
modified by the Superintendent with the consent of the Board. Budget holders are requested to identify
requirements and needs for their schools/departments. This information is summarized by cost center by
the Budget & Fiscal Planning Department and presented to the Superintendent for review.
Recommendations from the Superintendent are summarized and presented to the Board for review. The
Board is required to conduct at least one public hearing regarding the budget and taxation rate. The
budgets are prepared on a modified accrual basis of accounting using a statutory fund structure (i.e.,
general fund, teacher's fund). The District is required to disclose estimated revenue by fund and source
and proposed expenditures by fund, activity and object. Therefore, the legal level of budgetary control for
proposed expenditures is at the fund, activity and object level. The final proposed budgets are submitted
to the Board for approval on or before June 30 each year.

ECONOMIC FACTORS

Revenues derived from State sources represent approximately 37.9% of total revenues received by the
District. The District received approximately $134.6 million for state aid, an increase of $3.4 million or
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2.6%. Beginning with fiscal year 2007, DESE implemented a new foundation formula that is based on
current expenditures of the school districts meeting all performance standards established by the State
Board of Education. The based target funding level is $6,117 per student. This amount is adjusted by a
dollar value modifier and the school district's local effort. Under the new formula, the District will
receive state aid at least equal to the amount it received for fiscal year 2006. Economic factors that
influence the foundation formula are gaming revenue, level of State appropriation, reassessments
submitted by the County Assessor, growth (i.e., average daily attendance), and the local property tax levy.

Local property taxes represent approximately 41.6% of total revenues received by the District. During the
fiscal year, the District was entitled to receive approximately $144.3 million in property taxes for tax year
2006 based on its $4.95 levy which was less than a 1 % increase in property tax revenue when compared
to tax year 2005. Actual current taxes collected during the fiscal year totaled $134.5 million. The
difference between billed and collected is the county retention fee and delinquent taxes. Property tax
abatement and tax increment financing limit the District's ability to receive significant increases in
property taxes that would be generated as a result of economic growth.

MAJOR INITIATIVES

• At the legislative level, House Bill 2036 and Senate Bill 920 was passed and will provide
college scholarships to urban students who choose to make teaching a career and agree to
teach in their home town urban school district. This action supports the District efforts to
establish a resource of qualified teachers to recruit that will meet its future staffing needs.

•

	

The District invested in new curriculum material and equipment for reading, science and
mathematics during this fiscal year.

• As a part of the District's long-range planning, a facility study was conducted during the
fiscal year. The results of this study will provide valuable data about the condition of all
school buildings so that an improvement plan can be developed.

CASH MANAGEMENT

The District's investment policy is to minimize credit and market risk while maintaining a competitive
yield on its portfolio. Accordingly, deposits were either insured by federal depository insurance or
collateralized. All collateral for bank deposits are held by the Federal Reserve in the depositor's name on
behalf of the District. Investments in repurchase agreements, U. S. Treasury, and other federal
obligations had an average yield of 4.98% at year end. Approximately $11.2 million in interest income
was earned during the fiscal year.

An independent trustee, Bank of New York Trust Company, manages the investment portfolio of the
Building Corporation. Investments of approximately $57.6 million, of which $10.2 million are invested
in long-term contracts, were held by the trustee as of June 30, 2007. The average yield on these
investments at year end was 4.67%.
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Respectfully,

RISK MANAGEMENT

Resources are accumulated in an Internal Service Fund for workers compensation and unemployment
self-insurance programs. To maintain adequate funding, an actuarial analysis is performed on the
activity related to the unemployment program on a calendar year basis. The District had $2.5 million set
aside in a reserve for unemployment with an estimated liability of $465,000 at year end. The District's
workers compensation self-insured program ended in November 1999. At June 30, there was $111,000 in
outstanding claims. The District had approximately $274,000 set aside to cover the cost of these claims.
Commercial insurances policies were purchased to cover current and future claims relating to workers
compensation and other risk of loss.

AWARDS

The District received financial reporting awards from the Government Finance Officers Association
(GFOA) and the Association of School Business Officials (ASBO) for its CAFR for fiscal year 2006.
This is the sixteenth consecutive year these awards have been received by the District. The Certificate of
Achievement and the Certificate for Excellence are valid for a period of one year.
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