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SCHOOL DISTRICT

October 30, 2008

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, 2008 will be submitted to the Department of Elementary and Secondary Education. In
addition, this report provides the 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 are 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 fiscal year ended June 30, 2008. The independent auditor’s report is
located in the front of the financial section of this report.



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. In addition, DESE
requires an audit of certain requirements applicable to the Adult Educations and Literacy Program and
specific requirements of Missouri law. Welch & Associates, LLP, certified public accountants,
performed these audits. Information related to these audits, 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, schedule of selected
statistics and a schedule of transportation cost eligible for state aid are 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)):

e 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, 5 alternative schools, 2 early
childhood centers and 47 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 25,000 students (includes pre-kindergarten) and employs over 4,000 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 vyear.
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ECONOMIC FACTORS

Revenues derived from State sources represent approximately 29.6% of total revenues received by the
District. The District received approximately $102 million for state aid, a decrease of $7.6 million or 7%.
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 weighted average daily attendance. 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 45.9% of total revenues received by the District. During the
fiscal year, the District was entitled to receive approximately $159.3 million in property taxes for tax year
2007 based on its $4.95 levy which was a 10.4% increase in property tax revenue when compared to tax
year 2006. Actual current taxes collected during the fiscal vear totaled $144.6 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

e A free universal pre-kindergarten (pre-K) program was approved. The expansion of the
pre-K program allows the District to create a comprehensive educational program that
expands the services provided for early learners. The early childhood program creates a
new model that includes Head Start and Parents-As-Teachers. Parent Educators and
Head Start Advocates will be staffed in most elementary schools to service
neighborhoods. The three and four year old students will be introduced to Suzuki violin
and will discover a second language.

e K C Care, a new before and after school program for kids in elementary school was
implemented. The program provides tutoring and day care services.

e Continued planning for the conversion of elementary schools to grades kindergarten
through eighth grade.

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 2.98% at year end. Approximately $10.5 million in interest income
was earned during the fiscal year.
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An independent trustee, Bank of New York Mellon Trust Company, manages the investment portfolio of
the Building Corporation. Investments of approximately $47 million, of which $6.5 million is invested in
long-term contract, were held by the trustee as of June 30, 2008. The average vield on these investments

at year end was 4.2%.

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 vear basis. The District had $2 million set
aside in a reserve for unemployment with an estimated liability of $563,000 at year end. The District’s
workers compensation self-insured program ended in November 1999. At June 30, there was $110,000 in
outstanding claims. The District had approximately $291,000 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 2007.
This is the seventeenth 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.

ACKNOWLEDGEMENTS

We express our appreciation to the Accounting & Investments staff for their dedicated efforts to prepare
for the audit of our accounting records and preparation of this report. Support received from other
departments of the Business & Finance Division and other departments of the District (including Internal

Audit, Legal, and Instruction) is very much appreciated.

We acknowledge the Board of Directors of the District and the Building Corporation for their leadership
and governance on behalf of the District.

Respectfully,

: v/l MM

{jﬁn C. Toliver, CPA
(1) Superintendent of Schools (D) Chief Finance Officer
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Mission and Vision of the District

Mission

The School District of Kansas City, Missouri, working in partnership
with parents and the community, will produce students who have the
knowledge, skills and abilities to develop the necessary attitude to
become life-long learners with capacity for leadership and service.
Students enrolled in the KCMSD will be productive and responsible
citizens capable of successfully competing in a changing global
society.

Vision

Kansas City Missouri School District: The premier School District,
recognized as the most valuable asset of the community, delivering
guality education and thriving on diversity.
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

The School District
of Kansas City, Missouri

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2007

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

CO e S Come

President

oy 4~

Executive Director



sbuckle
Typewritten Text
7


J0J0B.I(] 2AINY8eXT juspisald

U ?%m A %éﬁx\,

weifold 8oue)|eox3 Jo 9JedlINa) S,04SY JO spiepuess pue sajdiould 0} SWwiouos Ajjenuelsqns
Hoday ay) 1ey) pabpn( sey yolym mMaiAsY JO |aUB S,UOHBIOOSSY SUj} JO UOIEPUSWLIOIa) uodn

LO0T “0€ dun( papuy Ies X [edsI oY} 10,
(¥d4v9D) 1oday jeioueuld jenuuy aAlsusyasdwos sy1 10

RINOSSIIN ‘ALID SVSNVY 40 LOIYLSIA TOOHOS

0} pajudsaxd st Bunoday [eroueul,] Ul 90UA[IOXH JO SJBITINY) SIYT

“ O
X, ¥
OLLVYNY
40 Ssy TYNOLLYNYA.LNI Oa?

Nisng 100u0s 39 N


sbuckle
Typewritten Text
8


McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report

To the Board of Directors
The School District of Kansas City, Missouri
Kansas City, Missouri

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of The School District of Kansas City, Missouri (the
District), as of and for the year ended June 30, 2008, which collectively comprise the District’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the District's
management. Our responsibility is to express opinions on these financial statements based on our audit.

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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of The School District of Kansas City, Missouri, as of June 30, 2008, and the respective
changes in financial position and cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As explained in Note 4 to the basic financial statements, the District changed its method of accounting for other
postemployment benefits.

In accordance with Government Auditing Standards, we have also issued our report dated October 27, 2008 on our
consideration of the District's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be considered
in assessing the results of our audit.

McGladrey & Pullen, LLP is a member firm of RSM International -
an affiliation of separate and independent legal entities.



The Management’s Discussion and Analysis on pages 11 through 24, and the Budgetary Comparison Information on
pages 63 through 72 and the Schedule of Employer Contributions and Schedule of Funding Progress of the Other
Post-Employment Benefits Plan on page 73 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the information and express
no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the District’s basic financial statements. The combining and individual nonmajor fund financial statements and other
schedules, listed in the table of contents as supplementary information, are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

The accompanying introductory and statistical sections, as listed in the table of contents, are presented for purposes
of additional analysis and are not a required part of the basic financial statements. This 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 them,
/%4-%/%7 / /IQZ&%/ P

Kansas City, Missouri
October 27, 2008
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

The Business and Finance Division of the School District of Kansas City, Missouri (the District) is pleased to
provide the readers of the District’s comprehensive annual financial report this narrative overview and analysis
of the financial activities for the fiscal year ended June 30, 2008. We encourage readers to consider the
information presented here in conjunction with additional information that we have furnished in our letter of
transmittal.

Financial Highlights

In the statement of net assets for governmental activities, the District’s assets exceeded its liabilities at the close
of the fiscal year by $528.6 million. Net asscts are reported in three components as shown in the graph below:

a B
Governmental Net Assets (expressed in thousands)
O Unrestricted Net
Assets $115,956
21.9%
*—-\\
i
@ Capital Assets Net
B Restricted Net of related debt $351,988
Assets $60,705 66.6%
11.5%

L #

The most significant change in total net assets was a decrease in investment in capital assets of $22 million
related to the sale of two and transfer of five school buildings to the Independence School District as the result of
a voter approved annexation. Proceeds from the sale of buildings of $12.8 million, was set aside to meet future
debt service requirements in compliance with bond indentures. At June 30, the restricted funds of $60.2 million
were invested with scheduled drawdowns to meet the debt service and capital improvement needs. In addition,
$.3 million in restricted funds are available to pay future workers” compensation claims and premiums.
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

The graph below shows the changes in net assets and indicates that our overall financial position declined in
fiscal year 2008 by 7.5% when compared to fiscal year 2007. This decrease was primarily due to a $68.8 million
(or 9.1%) decrease in total assets and a $26.2 million (or 13.9%) decrease in total liabilitics. The ratio of
expenses to revenues is 93%, which indicates on a District-wide basis, there was a 7% shortfall in revenue to
cover current year costs.

Changes in Governmental Net Assets
$620,000
$600,000
$580,000
$560,000
$540,000
$520,000
$500,000
$480,000

In (000}

2003 ‘ 2004 2005 2006 ‘ 2007 2008

Amount (in millions} | $601,323 ‘ $603,604  $594,174 | $588,356 ‘ $571,237 | $528,650

The District’s governmental funds (summarized in Table 1 below) reported an ending total fund balance of
$167.7 million, a decrease of $27.7 million in comparison with the prior year. Approximately 31.7% of this
amount, $53.2 million, is available for spending at the District’s discretion (unreserved/undesignated fund
balance).

Table 1—Summary of Governmental Fund Balances

Unreserved/
Percentage Percentage Increase undesignated
FY08 of total FYO07 of total (decrease) portion

General $ 44,876,850 26.8% $ 62,878,146 32.2% $ (18,001,296) $§ 35,593,416
Other special revenue 21,813.740 13.0% 22,318,016 11.4% (504,276) —
Debt service 60,171,002 35.9% 58,092,848 29.7% 2,078,154 =
Capital projects 39,921,608 23.8% 51,955,148 26.6% (12,033,540) 17,109,954
Nonmajor funds 875,574 0.5% 153,817 0.1% 721,757 493,140
$ 167,658,774 100.0% $ 195,397,975 100.0% $ (27,739,201) $ 53,196,510
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

Unreserved undesignated fund balance for the General Fund was $35.6 million and represents 13.4% of total
General Fund expenditures and transfers. Reserved fund balance in the General Fund for encumbrances and
inventory was $5.2 million, an increase of $2.7 million when compared to the prior year. Overall, governmental
fund balances declined at June 30 because of deficit spending in the General, Other Special Revenue, Capital
Projects and Child Nutritional Service funds.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic financial statements.
The District’s basic financial statements consist of three components: (1) government-wide financial statements,
(2) fund financial statements, and (3) notes to the basic financial statements. This report also contains other
supplementary information in addition to the basic financial statements in order to provide details on certain
funds that may be combined in the basic financial statements.

Government-wide financial statements—The government-wide financial statements are designed to provide
readers with a broad overview of the District’s finances in a manner similar to a private-sector business.

The statement of net assets represents information on all the District’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the District is improving or deteriorating. See Table 2—Net Assets.

The statement of activities presents information showing how the District’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event causing the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement
for some items that will only result in cash flows in future fiscal periods, such as uncollected property taxes and
carned but unused sick and vacation leave.

Government-wide financial statements distinguish functions of the District that are principally supported by
property taxes and State funding (governmental activities) from other functions that are intended to recover all or
a significant portion of their costs through user fees and reimbursements (business-type activities). See
Table 3A—Changes in Net Assets—Governmental Activities.

The business-type activities of the District include a Community Service Fund used to account for the activities
related to the community use of facilities, and student tutoring provided under the Supplementary Educational
Services program. See Table 3B—Changes in Net Assets—Business-type Activities.

Fund financial statements—A fund is a grouping of related accounts that is used to maintain internal control
over resources that have been segregated for specific activities or objectives. The District, like other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the District can be divided into three categories: governmental funds,
proprietary funds, and fiduciary funds.

13



THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

Governmental funds—Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund financial statements focus on near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating the District’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. As a result, readers of these statements may
better understand the long-term impact of the District’s near-term financing decisions. Both the governmental
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund balances
provide a reconciliation to facilitate this comparison between governmental funds and governmental activities.

The District maintains nine individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes
in fund balances for the major funds. The major funds are: General Fund, Teachers’ Fund, Other Special
Revenue Fund, Debt Service Fund, and the Capital Projects Fund. Data for the other four governmental funds are
combined into a single, aggregated presentation. Individual fund data for each of these nonmajor governmental
funds are provided in the form of combining statements elsewhere in this report.

The District adopts an annual appropriated budget for its General Fund, Teachers” Fund, a portion of its capital
project, Child Nutritional Services fund and Administrative Service Center Fund. A budgetary comparison
statement has been provided for these funds, except for the Administrative Service Fund, to demonstrate
compliance with statutory requirements.

Proprietary funds—The District maintains two types of proprictary funds. First, enterprise funds are used to
report the same functions presented as business-type activities in the government-wide financial statements. The
District uses an enterprise fund to account for the activity recorded in its Community Service Fund. Second,
internal service funds are an accounting device used to accumulate and allocate cost internally among the
District’s various functions. Internal service funds account for activity related to printing/duplicating and
distribution services and risk management programs. Because both of these services predominantly benefit
governmental rather than business-type functions, they have been included within governmental activities in the
government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only in
more detail. The proprietary fund financial statements provide separate information for the Community Service
Fund, which is a nonmajor fund of the District. Both internal service funds are combined into a single,
aggregated presentation in the proprietary fund financial statements. Individual fund data for the internal service
funds are provided in the form of combining statements elsewhere in this report.

Fiduciary funds—Fiduciary funds are used to account for resources held for the benefit of parties outside the
District. Fiduciary funds are not reflected in the government-wide financial statements because the resources of
those funds are not available to support the District’s K-12 educational programs. The accounting used for
fiduciary funds is much like that used for proprietary funds. The District’s fiduciary fund consists of the Student
Scholarship Fund.
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

Notes to the basic financial statements—The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Other information—In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information concerning the District’s budgeted major funds.

The combining statements referred to earlier in connection with nonmajor governmental and internal service
funds are presented immediately following the required supplementary information.

Government-wide Financial Analysis

As discussed earlier, net assets may serve over time as a useful indicator of the District’s financial position. Table
2—Net Assets shows a summary of the District’s assets and liabilities compared to the prior year.

Table 2—Net Assets (Expressed in Thousands)

Governmental activities Business-type activities
Increase Increase Total
2008 2007 (decrease) 2008 2007 (decrease) 2008 2007
Assets:
Current and other assets $ 269,945 294,204 (24,259) 1,426 2,379 (953) 271,371 296,583
Capital assets 420,691 465,234 (44,543) — — — 420,691 465,234
Total assets 690,636 759,438 (68,802) 1,426 2,379 (953) 692,062 761,817
Liabilities:
Long-term liabilities 90,137 87,643 2,494 — — — 90,137 87,643
Other liabilities 71,849 100,558 (28,709) — 550 (550) 71,849 101,108
Total liabilities 161,986 188,201 (26,215) — 550 (550) 161,986 188,751
Net assets:
Invested in capital assets, net of — — —
related debt 351,989 373,749 (21,760) 351,989 373,749
Restricted 60,705 61,244 (539) — — — 60,705 61,244
Unrestricted 115,956 136,244 (20,288) 1,426 1,829 (403) 117,382 138,073
Total net assets $ 528,650 571,237 (42,587) 1,426 1,829 (403) 530,076 573,066

Cash and investments decreased by $34.4 million or 13%, caused by deficit spending in the General, Other
Special Revenue and the Capital Projects fund. Overall, current assets decreased by 9.1%. Improvements to land
and buildings were $4.0 million; purchases of equipment, furniture, and vehicles (primarily computers for
classrooms) were $.8 million, less depreciation of $17.9 million and retirements of $32.2 million, resulting in a
9.6% decrease in capital assets. Retirements include a voter approved transfer of seven buildings, on June 30,
2008 to the Independence, Missouri school district. The net book value of these building sites was $32.9 million.
The overall change in long-term liabilities was a 2.8% reduction. The bonds payable balance declined by
$22.1 million for principal payment on revenue bonds. Compensated absences increased by $.9 million.
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI
Management’s Discussion and Analysis
June 30, 2008

Unrestricted net assets of $116 million include management designations and unreserved fund balances of
$97.5 million. The board of directors has authorized management to designate funds for certain obligations that
make up 8.4% of the total net assets included in unrestricted net assets. These fund balance designations are
summarized below:

Management designations for:

Long-term building maintenance $ 9,587,965
Technology plan 7,007,586
E-rate/E-rate support 1,834,846
Grant Activity 4,040,546
Compensated absences 21,813,740

$ 44,284,683

Fund balance reserved for encumbrances, inventory and capital assets declared surplus was approximately $9.8
million. The difference of $8.7 million represents certain accruals that will impact future cash flows.

The changes in net assets for the business-type activities primarily relates to the District’s tutoring program and
community use of facilities reported in the Community Service Fund. The District was eligible to serve as a
vendor under the Title I tutoring program. The cost of this service and the reimbursements was accounted for in
the Community Service Fund.

Table 3A—Changes in Net Assets—Governmental Activities highlights the District’s revenues and expenses for
the 2008 and 2007 fiscal years. The difference between revenues and expenses equals the change in net assets.
Revenue is divided into two major components, program revenue and general revenue. Program revenue is
defined as charges for services, operating and capital grants, and contributions. General revenue is defined as the
primary unrestricted funding sources, such as property taxes, sales taxes, and basic state aid.
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THE SCHOOL DISTRICT OF KANSAS CITY, MISSOURI

Table 3A—Changes in Net Assets—Governmental Activities (Expressed in Thousands)

Program revenues:
Charges for services
Operating grants and confributions
Capital grants and contributions
General revenues:
Property taxes
Prop C sales tax
Other local revenues
County governmental confributions
State aid—basic formula
Grants and entitlements
Investment earnings

Total revenues

Program expenses:
Administration

Instruction

Support services

Operation of tacilities

Pupil transportation

Facilities Improvement and Renovation
Community and adult services

Interest on long-term debt

Total expenses
Excess (deticiency) betore transters

Realized loss from sale of capital assets

Transters

Increase (decrease) in net assets

Net assets beginning of year
Net assets end of year

Governmental activities

Increase
2008 2007 (decrease)
3,940 3,819 121
55,237 62,233 (6,996)
1,518 739 779
159,256 148,273 10,983
23,052 25,097 (2,045)
2,100 2,771 (671)
4,025 3,433 592
89,733 96,285 (6,552)
1,051 763 288
10,486 13,363 (2,877)
350,398 336,776 (6,378)
23,464 25,502 (2,038)
193,545 193,304 241
79,253 77,738 1,515
44,579 40,000 4,579
18,703 22,132 (3,429)
1,413 403 1,010
11,557 6,226 5,331
3,902 4,982 (1,080)
376,416 370,287 s

(26,018) (13,511 (12,507)
(17,319) (2,327) (14,992)
750 (173) 923
(42,587) (16,011) (26,576)
571,237 587,248 (16,011)
528,650 571,237 (42,587)
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A graph of major District revenues is shown below.

$200,000,000 . . -
B Major District Revenues
$150,000,000
$100,000,000
$50,000,000
S0 —.—!— p—
Prop C Sales i i perating
Year Property Taxes State Aid-Basic Grants
Taxes
and
M Seriesl 2008 $159,256,380 $23,501,401 $89,732,447 $55,237,299
M Series? 2007 $148,229,928 $25,097,214 $96,284,571 $62,232,850
Series3 2006 $146,229,928 $28,187,248 $47,105,861 $111,824,301
M Series4 2005 $135,884,586 $27,995,396 $53,593,312 $109,455,753
B Seriesh 2004 $138,240,024 526,281,220 542,441,391 599,796,426

The most significant changes in revenues were:

e Operating grants and contributions and state aid basic formula continues to decline because of changes
in funding under Senate Bill 287. This 8.5% reduction (or $13.5 million) in revenue is impacted by
declining enrollment. Fiscal year 2008 state aid funding was based on fiscal year 2006 weighted average
daily attendance of 29,573 compared to the prior year’s weighted average daily attendance of 31,236.

e Prop C sales tax declined by 8.2% (or $2 million) and other local source by 24% (or .6 million)
because the funding distribution is based on pupil count and the District’s average daily attendance
declined in the current year.

e Interest income carned on the District’s pooled investments declined by $2.9 million because of
changes in market conditions impacting interest rates.

e Property tax revenue increased by 7.4% or approximately $11 million because of a 10.9% increase in
assessed valuation.

e County governmental contributions increased by $.6 million because of an additional distribution from
the state for County Stock Insurance.

o Certain grants received for equipment purchases and entitlements increased by $1.4 million.
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The most significant changes in expenses occurred in the following areas:

e Administration—The cost of legal fees and the amount of paid claims declined by approximately $2
million.

e Operation of Facilities — Salary and fringe benefit costs increased by $.9 million as a result of the
climination of the Aramark Management contract. The Facilities Division was re-organized adding 48
positions to the staff. Utility costs increased by $.9 million and the cost of renovations to buildings by

outside contractors increased by $2.7 million.

e Pupil Transportation - Reductions in transportation costs was caused by creating efficiencies in routes,

bell time changes and declining enrollment.

e Community and Adult Services — Salary and fringe benefit cost increased by $4.6 million to support
the K C Cares extended day program. The cost of other agreements with outside extended day providers

increased by $.7 million.

Sufficient reimbursements were collected and/or accrued to cover costs incurred in the Community Service

Fund, as shown in Table 3B—Changes in Net Assets—Business-type Activities.

Table 3B—Changes in Net Assets—Business-type Activities (Expressed in Thousands)

Increase
2008 2007 (Decrease)
Community services:
Charges for services $ 728 1,241 (513)
Expenses (389) (693) 304
Revenue over expenditures before transfers 339 548 (209)
Investement Interest 8 — 8
Transfers (750) 173 (923)
Increase (decrease) in net assets $ (403) 721 (1,124)

The District provided after school tutoring under the Supplementary Education Services program funded by
Title . As a result, revenues decreased $.5 million and expenditures increased $.3 million. Salary and fringe
costs increased by $.1 million and materials/supplies decreased by $.4 million when compared to the prior year.

Table 4—Cost of Services—Governmental Activitics shows the cost of services for governmental activities. The
total cost of services column contains all costs related to functions/programs. The net cost of services column
shows how much of the total cost is not covered by program revenues. Net costs (or 83.9% of the total cost) are
costs that must be covered by unrestricted state funding and local taxes. When compared to the prior year, net
cost of services as a percentage of total cost increased 4.1% because of the implementation of the new foundation
formula. This formula reduced the amount of funding allocated to specific categories to be applied toward
certain program expenditures. As a result, the District is required to classify more State Aid as general revenue.
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Table 4—Cost of Services—Governmental Activities (Expressed in Thousands)

Total cost Net cost
of services of services
Administration $ 23,464 23,464
Instruction 193,545 158,474
Support services 79,253 62,646
Operation of facilities 44,579 44,509
Pupil transportation 18,703 11,599
Facilities improvements and renovations 1,413 553
Community and adult services 11,557 10,574
Interest on long-term debt 3,902 3,902
Total $ 376,416 315,721

The District received program revenues specifically to offset the cost of certain functions/programs. The major
source of this type of revenue, that totaled $56.8 million, is from operating and capital grants and contributions.
Operating and capital grants and contributions are funds the District receives that are restricted to a particular
purpose as show in the graph below.

Operating Grants & Contributions
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Financial Analysis of the District’s Funds

Governmental funds—The focus of the District’s governmental funds is to provide information on near-term
inflows, outflows and balances of spendable resources. Such information is useful in assessing the District’s
financing requirements. In particular, the unreserved, undesignated fund balance serves as a useful measure of
net resources available for spending at the end of the fiscal year.

The General Fund, Teachers’ Fund, and a portion of the Capital Projects Fund make up the District’s operating
budget. Revenue is transferred to the Teachers’ Fund to cover expenditures, leaving a zero fund balance. The
fund balance in the Capital Projects—Operating Fund is used to cover debt service costs, reducing the required
amount to be transferred from the General Fund. At June 30, 2008, the unreserved fund balance of the operating
budget funds is shown below:

Total
Operating budget funds Reserved Unreserved fund balance
General $ 5,242 888 39,633,962 44,876,850
Capital projects—operating portion 248328 9,642,997 9,891,325
$ 5,491,216 49,276,959 54,768,175

As a measure of the operating budget liquidity, it may be useful to compare both the unreserved fund balance and
total fund balance to total expenditures. The total fund balance represents 18.7% of total operating expenditures
and transfers. The total operating fund balance decreased by 30.2% when compared to fiscal year 2007.

General Fund Budgetary Highlights

Table 5A—Budget Comparison shows a summary of the major changes in the current year original and final
budgets. The difference in revenues between the original and the final approved budgets increased by
approximately 2.1%, and expenditures and transfers increased by 10.4%. Additional federal grant awards of $4.7
million were received after the original budget was approved. State Aid decreased by $1.5 million due to a
decline in weighted average daily attendance and DESE’s adjustment for Charter School average daily
attendance. In the final budget, expenditures and transfers exceeded revenues by about $16.3 million. However,
there was an unfavorable revenue variance of $13.7 million and a favorable expenditure and transfer variance of
$13.9 million, resulting in an actual $15.5 million decrease in the fund balance. When compared to the prior year
(see Table 5B), budgeted revenues and transfers increased by 2.4% and budgeted expenditures and transfers
increased by 5.9%.
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Table SA—Budget Comparison, Original to Final Budget, Fiscal Year 2008

Original budget
Final budget

Increase (decrease)

Table SB—Budget Comparison, Current Year to Prior Year

Fiscal year 2008 final budget
Fiscal year 2007 final budget

Increase (decrease)

Percentage of change

Major Funds—Financial Highlights

Revenues
and Transfers

In Expenditures Transfers Out

$ (258,845,491) (155,655,748) (98,529,704)

264,351,244 170,676,093 109,985,878

$ 5,505,753 15,020,345 11,456,174
Revenues Expenditures
and transfers and transfers

$ 264,351,244 280,661,971

258,254,512 265,045,348

$ 6,096,732 15,616,623

2.36% 5.89%

e  When compared to fiscal year 2007, General Fund revenues decreased by $3.0 million or 1.2%, and
expenditures and transfers increased by $12.2 million or 4.8%. The General Fund’s ending fund balance is
used to balance the operating budget. The level of fund balance in the General Fund is declining in relation
to annual revenues, as shown in the graph below. This ratio is analyzed to determine if there is adequate
budgetary carryover to meet unfunded emergencies and other unplanned needs.

General Fund
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