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Sheila S. Magula, Ed.D.
Interim Superintendent

November 25, 2013

The Honorable Members of the School Board
and the Citizens of the
City of Virginia Beach, Virginia:

The Comprehensive Annual Financial Report of the School Board of the City of
Virginia Beach, Virginia (the School Board) for the fiscal year ended June 30, 2013, is
hereby submitted. Responsibility for the accuracy of the data and the completeness and
fairness of presentation, including all disclosures, rests with management. To the best of
our knowledge and belief, the enclosed data is accurate in all material respects and is
reported in a manner designed to present fairly the financial position and results of
operations of the Governmental Activities and various funds of the School Board. All
disclosures necessary to enable the reader to gain an understanding of the School Board's
financial activities have been included.

The Comprehensive Annual Financial Report is divided into four sections:

Introductory Section — includes this Transmittal Letter, reproductions of the
Government Finance Officers Association (GFOA) and the Association of School
Business Officials (ASBO) financial reporting certificate awards, the School Board
members (June 30, 2013), and an Organizational Chart (June 30, 2013).

Financial Section — includes the Report of Independent Auditors, Management’s
Discussion and Analysis (MD&A), Basic Financial Statements, Notes to the Basic
Financial Statements, Required Supplementary Information for Retirement and
Other Postemployment Benefits, Required Supplementary Information for Major
Funds, Notes to the Required Supplementary Information, and Combining and
Individual Fund Statements and Schedules for Nonmajor Funds.

Statistical Section — includes a number of tables and graphs that present various
financial, student/personnel, demographic, economic, and other information, for the
School Board and City of Virginia Beach, generally presented on a multi-year basis.

Compliance Section — includes the Report of Independent Auditors 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.

2512 George Mason Drive * P.O. Box 6038 * Virginia Beach, VA 23456-0038
757-263-1390



Generally Accepted Accounting Principles require that management provide a
narrative introduction, overview, and analysis to accompany the Basic Financial Statements
in the form of MD&A. This Transmittal Letter is designed to complement MD&A and
should be read in conjunction with it. The School Board’s MD&A is presented immediately
following the Independent Auditors’ Report.

The School Board of the City of Virginia Beach is required to undergo an annual
single audit in conformity with the provisions of the Single Audit Act Amendments of 1996.
Information related to this single audit, including the Schedule of Expenditures of Federal
Awards, findings and recommendations, if any, and auditors’ reports, is included in the
City of Virginia Beach’s Comprehensive Annual Financial Report.

THE REPORTING ENTITY AND ORGANIZATION

The present City of Virginia Beach (City) was formed on January 1, 1963 by the
merger of Princess Anne County and the former, smaller City of Virginia Beach. This
merger created one of the largest cities in the Commonwealth of Virginia with an area of
307 square miles and 38 miles of shoreline on the Atlantic Ocean and the Chesapeake Bay.

The School Board is responsible for elementary and secondary education within the
city. The elected eleven-member School Board, vested with the legislative powers, appoints
the Superintendent who is the executive and administrative head of the public school
division. The City Council approves the School Board’s operating budget, levies the
necessary taxes to finance their portion of the operations, and approves the borrowing of
money and issuance of bonds when necessary. The City Council is prohibited from
exercising any control over specific appropriations within the operating budget of the
School Board. However, City Council may exercise control in total by major categories
(e.g., Instruction; Administration, Attendance and Health; Pupil Transportation;
Operations and Maintenance; Technology) as prescribed by the Code of Virginia, as
amended.

In accordance with the requirements of the Governmental Accounting Standards
Board (GASB), the financial reporting entity consists of the primary government (the City
of Virginia Beach), as well as its component units, which are legally separate organizations
for which the City Council is financially accountable (e.g., a component unit that is fiscally
dependent on the primary government). The School Board is considered a component unit
of the City and the financial position and results of operations of the School Board are also
presented in the City’s Comprehensive Annual Financial Report. The School Board has no
component units for financial reporting purposes.

The School Board is fiscally dependent (i.e., it does not have taxing or levying
authority, or borrowing authority). It derives most of its funding from allocations from the
City and the Commonwealth of Virginia. With more than 68,600 students, it is the third
largest school division in the Commonwealth of Virginia.

Leadership is provided by the School Board working in concert with the
Superintendent. The School Board consists of eleven citizens directly elected to serve four-



year overlapping terms. The City’s Charter designates that the composition of the School
Board consists of one member from among the residents of each of the seven districts
elected from the city at-large, with four additional at-large members. The School Board is
responsible for setting policy, while the Superintendent and his administrative staff are
charged with managing the school division’s operations.

The administrative structure is divided into eight operational areas, as follows:
School Administration; Administrative Support Services (such as construction, facilities
management, food services, pupil transportation, supply services, custodial services,
maintenance, safety and loss control, and similar activities); Educational Leadership and
Assessment; Technology; Budget and Finance; Curriculum and Instruction; Human
Resources; and Media and Communications Development.

ECONOMIC CONDITION AND OUTLOOK

The School Board serves the largest city in the Commonwealth of Virginia with a
population of more than 447,000 people and oversees the third largest school system, with a
school enrollment of more than 68,600 students and more than 10,300 employees. Situated
on the coast of the Atlantic Ocean adjacent to the Chesapeake Bay, Virginia Beach is 146
air miles from Washington, D.C.

Since 1997, Virginia Beach City Public Schools (VBCPS) has spent $556 million to
modernize or replace 29 of the school division’s facilities. Although the School Board has
made great strides in modernizing and replacing aging schools/facilities, the effects of the
Great Recession have reduced considerably the available funding on the local and state
level. The remaining school facilities in need of modernization or replacement are provided
limited funding for maintenance/repairs and upgrades (e.g., technological) through the
operating budget until funding becomes available through the City’s Capital Improvement
Program budget process.

Virginia Beach is well known as a resort community. Its diversification, however,
has been the underlying strength of the city’s economy. Major components of the city’s
economic base include the following: construction/real estate; light industry; wholesale and
retail sales; agriculture; advanced manufacturing; the military community consisting of
three bases; and the omnipresent resort and convention trade. The largest employment
sector in Virginia Beach is the government sector, which is composed of federal, civilian,
military, state and local governments. The city has been designated as one of the “Best-Run
Cities in America,” according to a 2013 study by 24/7 Wall Street.

In the fiscal year ending June 30, 2013, Virginia Beach continued to experience
“impressive growth,” according to the director of the city’s Department of Economic
Development. In Fiscal Year 2013, the city attracted more than $260 million in private
investment. These companies created more than 2,200 new jobs and retained more than
1,300 jobs through existing industry expansions.

The Town Center of Virginia Beach is the heart of a mixed-use, "*main street™ style
development within the city's emerging Central Business District and the home of major



entertainment, cultural, business and retail activities. Town Center will eventually span 25
acres and 17 city blocks in the Pembroke area of the city, bounded by Virginia Beach
Boulevard, Constitution Drive, Columbus Street and Independence Boulevard. The
complex is projected to ultimately include 800,000 square feet of Class “A” office space,
832,500 square feet of multi-level upscale retail space. It currently includes a business class
hotel and conference center, luxury apartments and condominiums, performing arts
theater, fine dining, specialty shops and free structured parking. In Fiscal Year 2013,
construction began on the newest addition to Town Center — a 15-story Class “A” office
tower and parking garage, 290 apartments, and 23,000 square feet of retail space on the
ground floor.

Virginia Beach is a great city for business, as the city boasts a skilled, educated
workforce, strategic location, low tax rates and a dynamic, diverse economy. Because of its
strategic mid-Atlantic location, both global and U.S. markets are readily accessed through a
superior multi-modal transportation network, which includes an extensive railway system,
an international airport, vast shipping terminals and one of the East Coast’s largest ports.

Virginia Beach offers a low cost environment for doing business, as well as a mix of
commercial properties suitable for national and international business operations.
International business development is also a key component to the Virginia Beach economy,
as nearly 200 foreign-based companies are located in the area in addition to the many local
companies who operate around the globe. With 12 foreign consular offices and direct
shipping to all of the world’s major ports, the Virginia Beach Metropolitan Statistical Area
(MSA) is truly an international business gateway.

In addition to being a wonderful place to live, work and play, Virginia Beach isafun
place to visit. The city aims to become a year-round destination for business and pleasure.
Farm Bureau Live at Virginia Beach, which is the city’s Amphitheater, attracted more than
220,000 music lovers to 23 events last year and generated $1.24 million for the city. The
Virginia Beach Convention Center stands at more than 500,000 square feet, including a
31,000 square-foot ballroom with LED lighting, a 150,000 square-foot column-free exhibit
hall, 38,999 square feet of meeting space and 2,230 free parking spaces. This award-winning
facility is the first Virginia Green certified convention center and is also the largest building
in Virginia to achieve LEED (Leadership in Energy and Environmental Design) Gold
Certification for Existing Buildings. In the most recent calendar year, Virginia Beach
experienced a record year for overall lodging sales. Citywide lodging sales were over $301
million, and Virginia Beach was the only city in Hampton Roads to experience a growth in
revenue per available hotel room over recent years. Approximately 5.5 million people visit
Virginia Beach on an annual basis. These visitors spent more than $1 billion during their
stay for accommodations, meals, entertainment, and other services.

MAJOR INITIATIVES

For the 2012-13 fiscal year, VBCPS continued to stretch itself in its offerings for its
students, teachers and community. This is remarkable considering the funding climate in
Virginia. Despite this environment, the school division maintained its dedication to its
strategic plan, Compass to 2015: A Strategic Plan for Student Success, and its mission of
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providing top of the line educational services for all students. In this vein, the school
division created new initiatives and programming to further reach students.

For example, VBCPS launched Green Run Collegiate, the division’s first charter
school housed at the Green Run High School campus. Green Run Collegiate (GRC)
accepted its first freshman class for the 2013-14 school year and will expand the program
each year by 100 students until all grade levels (nine-12) are represented. GRC offers two
college preparatory programs — the International Baccalaureate (IB) Program and
Advancement Via Individual Determination (AVID) — as well as flexible scheduling and
programming options given its charter status.

The School Board also approved a new hybrid high school schedule for the 2013-14
school year. This new schedule allows students to take up to eight classes a year and still
have a lunch period. In addition, the schedule permits students to retake/make up courses in
a 4x4 setting — which would mean taking the class every day for an entire semester as
opposed to the traditional A/B block schedule for the entire year. Students who successfully
pass the course would then be on track with classmates within the same school year.

Additionally, the school division moved forward with a new assessment procedure
for elementary school report cards. VBCPS launched a standards-based report card for the
2013-14 school year. This means rather than providing parents with a single letter grade for
their children’s performance in a subject area, the new report card shares specific feedback
about students’ progress towards the skills and understanding of each standard in a subject
area. This approach is in place from kindergarten through third grade. Students in grades
four and five still receive an overall letter grade in addition to standards-based proficiency
scores. A standards-based approach enables parents to see which of the skills/conceptsin a
subject their child excels or struggles.

In the classroom, school administration continued to ensure students and teachers
were working with the equipment, software and programs used by today’s workforce. The
Department of Technology instituted its Laptop Loaner program for the second year in a
row. The program provides students in need with the opportunity to borrow a laptop from
the school division’s collection of computers that are no longer in commission.

Throughout all of its efforts, the school division continued making progress in its
work to narrow gaps in achievement. For the 2012-13 school year, VBCPS saw some success
in that area as the school division’s African-American males outperformed the region and
the state in all three sections of the Scholastic Aptitude Test (SAT) test.

In addition, the school division, as awhole, saw an increase in its on-time graduation
rate while also decreasing its dropout rate. These successes, and others, helped VBCPS
maintain its representation on the Washington Post’s annual list of top public high schools
in the country with all 11 of VBCPS’ high schools making the list.

The Department of Curriculum and Instruction (Teaching and Learning, effective
July 1) maintains its commitment to program development and increasing academic
opportunities for all students. Data indicated continued success in increasing student access
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to Advanced Placement (AP) courses. In fact, VBCPS was one of only 12 Virginia school
divisions recognized by the College Board with placement on the third Annual AP District
Honor Roll. The school division earned the honor for increasing the availability of AP
courses while also increasing the percentage of students scoring 3 or higher on AP exams.

Students also continued to succeed in Technical and Career Education (TCE)
workplace readiness skills and industry certifications. For the 2012-13 school year, 108
separate industry credentialing assessments were given to VBCPS students, who earned
5,802 industry credentials from the Career and Technical Education Consortium of States
assessments.

The school division’s gifted and academy/advanced academic programs remain
extremely popular with students and parents. These unique schools-within-schools provide
expanded academic opportunities for students across the school division. Five high schools,
one middle school and two elementary schools are designated themed academies while two
programs, the International Baccalaureate Program at Princess Anne High School and the
Mathematics and Science Academy at Ocean Lakes High School, are advanced academic
programs featuring extended learning opportunities. Two schools dedicated to gifted
students — Old Donation Center and Kemps Landing Magnet Center, for elementary and
middle school students respectively —serve students designated “gifted.” Additionally, each
school has a gifted program in-house through which gifted students are served via gifted
resource teachers. VBCPS continues to enjoy a local, regional, state, and national
reputation for excellence in gifted education.

In light of the many changes and successes in the school division, School Board
members still prioritize meeting with the Virginia Beach community as much as possible.
School Board members continued to regularly visit schools and speak before community
and school-based organizations and groups.

From the school division-level, VBCPS has maintained its commitment to ensuring
parents have ready access to information about their children’s performance in school.
Parent Portal, an online gradebook, allows parents to access their child’s school record
including grades and attendance as well as standardized achievement data (SOL, AP,
PSAT, SAT, SAT Subject, SELP, etc.), student achievement profiles, discipline records and
historical student information. Using this technology, teachers and administrators also have
access to curriculum guides and instructional resources as well as a state—of-the-art
assessment (for local assessments) and reporting system. This year, the school division saw
an increase in parents signing up for Parent Portal access.

To help get the word out about Parent Portal and other important school division
news, the school division maintains its print publication, Apple-A-Day, which is sent to more
than 50,000 homes four to six times throughout the year. Additionally, VBCPS has an active
Twitter page and YouTube account as well as a staff blog, Kaleidoscope. The school division
also launched a Facebook page last year and a new blog for students and parents, The Core.

The AlertNow rapid communications system and My School Mail continue to be vital
electronic communication vehicles for schools to communicate with their own school
communities and with parents.
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Knowing the impact and increased benefit of a supportive and engaged community,
the school division has continued its efforts in reaching out to the Virginia Beach
community with its Partners-in-Education program. Last year, more than 2,000 partners
provided services and assistance to Virginia Beach schools. In addition, more than 26,000
volunteers donated more than 660,495 hours of service to VBCPS, at an estimated value of
more than $14 million.

Recognizing that superior school facilities contribute to improved student learning,
the school division recorded progress on several important projects. These are:

J Kellam High School Replacement: The new Kellam High School is in the final stages
of construction on a 108-acre site acquired by the School Board in the summer of 2010.
Itis located on West Neck Road just south of North Landing Road. Site preparation for
this $102 million project started in the spring of 2011, and substantial completion of the
project is scheduled for late 2013. Staff and students will move into the building in
January of 2014. The Kellam High School Replacement project is designed around a
LEED Gold certification.

o Old Donation Center/Kemps Landing Magnet School Building: Last year, the School
Board approved an administrative recommendation to combine both gifted programs
into one building. The new building will be constructed on the current Old Donation
Center site and is currently in the planning stages.

All modernization/replacement projects programmed by VBCPS are developed in
accordance with the school division’s Comprehensive Long Range Facility Master Plan, a
guiding document that was developed in 2007 in concert with the entire community. All
construction projects are designed/constructed to achieve at minimum a LEED Silver
Certification. In Virginia Beach, current LEED projects total more than 1.5 million square
feet of LEED building space. VBCPS currently also has 23 Energy Star schools totaling 2.4
million square feet of building space.

Keeping these buildings running as efficiently as possible has been a priority for
VBCPS. While overall school division-wide square footage has increased to more than 10
million square feet, VBCPS utility costs have decreased. Additionally, since September
2008, the school division has diverted more than 5,000 tons of recyclable material from the
waste stream. For its efforts, the U.S. Green Building Council’s Center for Green Schools
named VBCPS as the Best School District in its annual Best of Green Schools list. This list
highlights schools and districts from across the country that excel in creating healthy and
high-performing learning places.

As another year has come to a close, VBCPS looks forward to the future to keep its
schools “Ahead of the Curve.”
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FINANCIAL INFORMATION

Management is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the School Board 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. The internal control structure is 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 costs and benefits requires estimates and judgments by
management.

The School Board maintains extensive budgetary controls. The objective of these
controls is to ensure compliance with legal provisions embodied in the annual appropriated
budget. Activities of the General Fund and Special Revenue funds are included in the
annual appropriated budget. The level of budgetary control (i.e., the level at which
expenditures cannot legally exceed the appropriated amount) is the category level (i.e.,
Instruction; Administration, Attendance and Health; Pupil Transportation; Operations and
Maintenance; Technology) for the General Fund and the fund level for the Special Revenue
funds. In addition, certain controls are exercised administratively on the General Fund (e.g.,
budget units, personnel positions, capital outlay, and certain line-items; and the
appropriations related thereto). A budget unit is an activity (e.g., Elementary Classroom,
Gifted Education and Academy Programs) of a category (e.g., Instruction). In addition,
certain controls are exercised on the Special Revenue funds (e.g., federal and state grants,
and the appropriations related thereto). The School Board also maintains an encumbrance
accounting system as one method of maintaining budgetary control. Outstanding
encumbrances of certain governmental funds at the end of the fiscal year are
reappropriated as part of the following fiscal year’s operating budget.

The School Board has adopted budgets for the following funds: General, Grants,
Cafeterias, Textbooks, Communication Towers/Technology, Vending Operations, and
Equipment Replacement Funds. As demonstrated by the statements and schedules included
in the financial section of this report, the School Board continues to meet its responsibility
for sound financial management.

The local government provides an appropriation for education in excess of the
Commonwealth of Virginia Standards of Quality (SOQ) payments, and determines the level
of total education support by means of a Revenue Sharing Formula. The amount derived
from the application of this formula is allocated to Debt Service, “Pay As You Go” Capital
Improvements, and the Operating Budget. Debt Service, which is managed and controlled
by the City, receives the first allocation of funds; “Pay As You Go” Capital Improvements,
which are projects which can reasonably be expected to be completed within one year
receives the next allocation; and the balance of the funds are allocated as operating budget
support.
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During the Fiscal Year 2013 budget process, the School Board requested and City
Council approved a Real Estate Tax increase to balance the City and School Board’s
operating budgets for Fiscal Year 2013.

Long-term financial planning includes a five-year forecast submission to the City,
evaluating the budget impact of post-employment benefits, evaluating the risk management
program, and assessing the fiscal impact of the capital improvement program on the school
division’s operations.

INDEPENDENT AUDIT

An independent audit of the School Board’s finances is required each fiscal year by
either the Virginia Auditor of Public Accounts or a firm of independent Certified Public
Accountants. Accordingly, the records have been audited by Cherry Bekaert LLP and its
report on the financial statements is included herein.

FINANCIAL REPORTING CERTIFICATE AWARDS

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the School Board for its
Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2012.
The Certificate of Achievement is a prestigious national award recognizing conformance
with the highest standards for preparation of a governmental entity financial report. In
order to be awarded a Certificate of Achievement, a governmental entity must publish an
easily readable and efficiently organized Comprehensive Annual Financial Report, whose
contents conform to program standards. The CAFR must satisfy both Generally Accepted
Accounting Principles and applicable legal requirements. A GFOA Certificate is the
highest form of recognition awarded in the field of governmental financial reporting and is
valid for a period of one year only. We believe that our current CAFR continues to
conform to the Certificate of Achievement program requirements, and we are submitting it
to the GFOA to determine the School Board’s eligibility for another certificate award.

In addition, the Association of School Business Officials International (ASBO)
awarded a Certificate of Excellence in Financial Reporting to the School Board for its
CAFR for the fiscal year ended June 30, 2012. ASBO sponsors this Certificate of Excellence
in Financial Reporting program to foster excellence in the preparation and issuance of
school system annual financial reports. This prestigious international certificate award is
the highest form of recognition in school financial reporting and is valid for a period of one
year only. We believe that our current CAFR conforms also to the ASBO Certificate of
Excellence program requirements, and we are submitting it to the ASBO to determine the
School Board’s eligibility for another certificate award.
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Report of Independent Auditor

The Members of the School Board
City of Virginia Beach, Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the School Board of the City of Virginia Beach, Virginia
(the “School Board”), a component unit of the City of Virginia Beach, Virginia, as of and for the year ended
June 30, 2013, and the related notes to the financial statements, which collectively comprise the School Board’s
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes 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.

Auditor’s Responsibility

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, the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States, and the Specifications for Audits of Counties, Cities and Towns issued by the Auditor of
Public Accounts of the Commonwealth of Virginia. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the financial statements 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 the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information
of the School Board of the City of Virginia Beach, Virginia, as of June 30, 2013, and the respective changes in
financial position, and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.



Emphasis of Matter

As described in Note 11 to the financial statements, in 2013, the School Board adopted new accounting guidance,
GASB Statements No. 63, Financial Reporting of Deferred Outflows, Deferred Inflows and Net Position and No.
65, Items Previously Reported as Assets and Liabilities. Our opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s discussion
and analysis, the budgetary comparison schedules of the general fund and major annually budgeted special
revenue funds, and the schedule of funding progress and contributions for employer defined benefit pension
plan and other post-employment benefits be presented to supplement the basic financial statements. Such
information, 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 Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the School Board of the City of Virginia Beach, Virginia’'s basic financial statements. The introductory
section, combining fund financial statements, and statistical section, are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The combining fund financial statements and statement of changes in assets and liabilities-agency fund are the
responsibility of management and were derived from and relate directly to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the combining fund financial statements and the statement of changes in assets and liabilities-agency
fund are fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 25, 2013,
on our consideration of the School Board of the City of Virginia Beach, Virginia'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 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
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 the School Board's internal control over
financial reporting and compliance.

%W‘@p

Virginia Beach, Virginia
November 25, 2013
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Management’s discussion and analysis (MD&A) provides a narrative overview and analysis of
the financial activities of the School Board of the City of Virginia Beach, Virginia (the School
Board) for the fiscal year ended June 30, 2013. The MD&A should be read in conjunction with
the information contained in the transmittal letter, which begins on page I, and the financial
statements and notes, which immediately follow the MD&A.

FINANCIAL HIGHLIGHTS

On a government-wide basis for governmental activities, the assets of the School Board exceeded
its liabilities by $529,350,054 (net position) at June 30, 2013. Of this amount, $503,613,147 is
invested in capital assets, $20,931,172 is restricted for grants, cafeterias, and textbooks, and
$4,805,735 is unrestricted for future use in certain governmental activities.

On a government-wide basis for governmental activities, the School Board’s revenues of
$774,969,565 were less than expenses of $784,529,618 by $9,560,053.

The School Board’s Governmental funds reported total fund balances of $36,498,246 at June 30,
2013. Of this amount, $1,795,670 is nonspendable (i.e., inventories and prepaid items),
$20,777,535 is restricted (e.g., federal and state grantor agencies, textbook adoptions),
$6,839,100 is committed (e.g., capital projects contracts), $10,489,606 is assigned (e.g.,
instructional technology, equipment replacement, operations and maintenance), and a negative
($3,403,665) is unassigned (i.e., capital projects contracts (committed) exceeded available
unassigned fund balance).

In the General Fund, the School Board returned unexpended appropriations for the Fiscal Year
2012-13 to the City of Virginia Beach (City) in the amount of $18,831,522, as required by the
Code of Virginia, as amended.

OVERVIEW OF THE FINANCIAL STATEMENTS

The MD&A serves as an introduction to the School Board’s basic financial statements. The
School Board’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 required supplementary information and other supplementary
information in addition to the basic financial statements.

This Comprehensive Annual Financial Report (CAFR) consists of four sections, as follows:

Introductory, Financial, Statistical, and Compliance. The following presents the components of
the Financial Section of the CAFR.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

MANAGEMENT’S DISCUSSION AND ANALYSIS

BASIC FINANCIAL STATEMENTS

GOVERNMENT-WIDE FUND
Governmental Activities (Full Accrual) Governmental (Modified Accrual)
Proprietary (Full Accrual)

Fiduciary (Full Accrual)

NOTES TO THE BASIC FINANCIAL STATEMENTS

REQUIRED SUPPLEMENTARY INFORMATION
(Other than MD&A)

NOTES TO THE REQUIRED
SUPPLEMENTARY INFORMATION

OTHER SUPPLEMENTARY INFORMATION
(Combining and Individual Fund
Statements and Schedules)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to present a broad overview of the
School Board’s finances, in a manner similar to a private-sector business.

The Statement of Net Position presents information on all of the School Board’s assets and
liabilities, with the difference between the two reported as net position. Increases and decreases
in net position over time may serve as a useful indicator of whether the financial position of the
School Board is improving or deteriorating.

The Statement of Activities presents information showing how the School Board’s net position
changed during the fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to 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 (e.g., earned but unused vacation leave, claims and
judgments).

The government-wide financial statements distinguish functions related to governmental
activities (principally supported by taxes and intergovernmental revenues) and business-type
activities (intended to recover all or a significant portion of costs through user fees and charges).
The School Board reports only governmental activities, since it has no business-type activities.

Both of the government-wide financial statements (Statement of Net Position and Statement of
Activities) present governmental activities of the School Board. These governmental activities
are principally supported by the City, State sales tax, and intergovernmental revenues. The
reported governmental activities of the School Board are Instruction; Administration,
Attendance and Health; Pupil Transportation; Operations and Maintenance; Cafeterias; and
Technology.

The government-wide financial statements are presented in Exhibits A-1 and A-2 of this report.

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The School Board, like other state and
local governments and public school divisions, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the School Board can be
divided into three categories: Governmental funds, Proprietary funds, and Fiduciary funds.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Governmental Funds

Governmental funds are used to account for essentially the same activities 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 a
government’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. By conducting this comparison, a better understanding may be achieved in the long-
term impact of the School Board’s near-term financing decisions. Both the Governmental Funds
Balance Sheet (Exhibit A-3) and the Governmental Funds Statement of Revenues, Expenditures,
and Changes in Fund Balances (Exhibit A-4) provide a reconciliation for each statement to
facilitate this comparison between governmental funds and governmental activities.

The School Board maintains eight individual governmental funds. Information is presented
separately in the Governmental Funds Balance Sheet (Exhibit A-3) and in the Governmental
Funds Statement of Revenues, Expenditures, and Changes in Fund Balances (Exhibit A-4) for
the General, School Grants, School Textbooks, and Capital Projects Funds, which are
considered to be major funds. Data from the other four governmental funds, which are
considered nonmajor funds, are combined into a single, aggregated presentation. Individual
fund data for each of these nonmajor governmental funds is presented in the form of combining
statements in Statements C-1 and C-2 of this report.

The School Board adopts an annual appropriated budget for all of its major and nonmajor
governmental funds, except the Capital Projects Fund (appropriations for capital projects do
not parallel the School Board’s fiscal year). Budgetary comparison schedules have been
provided for the General, School Grants, and School Textbooks Funds in the Required
Supplementary Information section of this report (Schedules B-1 through B-3) to demonstrate
compliance with this budget. Individual fund budgetary comparison schedules for each
nonmajor fund are presented in Schedules C-3 through C-6 of this report to also demonstrate
compliance with this budget.

As noted above, the basic governmental fund financial statements are presented in Exhibits A-3
and A-4 of this report.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Proprietary Funds

The School Board maintains one type of Proprietary fund, which is the Internal Service Fund
type. Internal Service funds are an accounting device used to accumulate and allocate costs
internally among the School Board’s various activities and the City. The School Board uses
Internal Service funds to account for its Risk Management and Health Insurance programs.
Because both of these services predominantly benefit governmental 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. Both Internal Service funds are combined into a single,
aggregated presentation in the proprietary fund financial statements (Exhibits A-5 through A-
7). Individual fund data for the Internal Service funds is presented in the form of combining
statements in Statements D-1 through D-3 of this report.

As noted above, the basic proprietary fund financial statements are presented in Exhibits A-5
through A-7 of this report.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statements,
because the resources of those funds are not available to support the School Board’s programs.

The School Board’s Fiduciary funds are Agency funds. Agency funds are used to account for
assets held by the School Board as an agent for individuals, private organizations, other
governmental units, and/or other funds. Agency funds do not involve the measurement of
results of operations, as they are custodial in nature (assets equal liabilities). The Agency funds
of the School Board are the Payroll Deductions, Fringe Benefits, and School Activity Accounts
Funds and are presented in Schedule E-1 of this report.

The basic fiduciary fund financial statement is presented in Exhibit A-8 of this report.

Notes to the Basic Financial Statements
and the Required Supplementary Information

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

The Notes to the Basic Financial Statements begin after Exhibit A-8 and the Notes to the
Required Supplementary Information begin after Schedule B-3 of this report.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents
certain required supplementary information concerning the School Board’s progress in funding
the retirement benefits for its nonprofessional employees through the Virginia Retirement
System (VRS), and retirement health benefits for its professional and nonprofessional employees
through the Virginia Pooled Other Postemployment Benefits (OPEB) Trust Fund.

Required supplementary information on these retirement benefits begin after the Notes to the
Basic Financial Statements.

As noted above, the combining statements for the Nonmajor Governmental funds are presented
in Statements C-1 and C-2; the combining statements for the Internal Service funds are
presented in Statements D-1 through D-3; and the combining statement for the Agency funds is
presented in Schedule E-1 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

NET POSITION

The assets of the School Board exceeded its liabilities by $529,350,054 (net position) at June 30,
2013, as illustrated in the Summary of Net Position (with comparative amounts at June 30,
2012), as follows:

Summary of Net Position
2013 2012
Current Assets $ 141,535,637 | $174,412,996
Capital Assets 503,613,147 484,947 961
Total Assets $ 645,148,784 | $659,360,957
Current Liabilities $ 100,005,338 | $106,279,583
Noncurrent Liabilities 15,793,392 14,171,267
Total Liabilities $115,798,730 | $120,450,850
Net Assets:

Invested in Capital Assets $503,613,147 | $484,947,961

Restricted for:
Capital Projects - 5,465,425
Grants 1,060,524 1,205,050
Cafeterias 3,825,795 3,402,900
Textbooks 16,044,853 17,964,543
Unrestricted 4,805,735 25,924,228
Total Net Position $529,350,054 | $538,910,107

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

The largest portion of the School Board’s net position (95%0) reflects its investment in capital
assets (e.g., land, buildings, machinery and equipment, vehicles). The School Board uses these
assets (e.g., schools, buses) for elementary and secondary educational purposes; consequently,
these assets are not available for future spending.

An additional portion of the School Board’s net position (4%) represents resources that are
subject to external restrictions on their use. The remaining balance of net position (1%) is
unrestricted for future use in certain governmental activities.

CHANGES IN NET POSITION

The School Board’s revenues of $774,969,565 were less than expenses of $784,529,618 by
$9,560,053 during Fiscal Year 2013, as illustrated in the Changes in Net Position (with
comparative amounts for the year ended June 30, 2012), as follows:

Changes in Net Position
2013 2012
Revenues
Program Revenues:
Charges for Services $ 15,980,680 [ $ 16,764,908
Operating Grants 134,612,328 149,600,791
Capital Grants - 1,812,470
General Revenues:
Local Government 368,549,605 343,802,519
State Basic Aid 166,739,680 165,011,640
State Sales Tax 68,889,270 72,266,667
Federal Impact Aid 19,404,512 11,630,646
Interest Earnings 137,633 208,950
Miscellaneous 655,857 841,995
Total Revenues $ 774,969,565 | $761,940,586
EXxpenses
Instruction $577,046,558 | $573,843,860
Admin, Attendance, & Health 20,504,499 19,526,549
Pupil Transportation 34,224,798 34,922,875
Operations and Maintenance 89,634,735 93,706,524
Cafeterias 26,525,914 27,294,432
Technology 36,593,114 47,835,843
Total Expenses $ 784,529,618 | $797,130,083
Change in Net Position | $ ( 9,560,053) | $ (35,189,497)
Net Position — July 1 538,910,107 574,099,604
Net Position — June 30 | $529,350,054 | $ 538,910,107

(continued)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

The Operating Grants revenue source decreased by $14,988,463 (10.0%) mainly due to the
decrease in the Federal ARRA Education Jobs grant. Capital Grants revenue source decreased
by $1,812,470 (100.0%) due to the redistribution of State Lottery proceeds by the Virginia
Department of Education for non-construction purposes. The Local Government revenue
source increased by $24,747,086 (7.2%) mainly due to additional funding provided by City
Council through a real estate tax increase and an allocation of prior year reversion funds.
Federal Impact Aid increased by $7,773,866 (66.8%) due to additional funding from the U.S.
Department of Education and Department of Defense.

The Technology expenses decreased by $11,242,729 (23.5%) due to the FY 2012 use of the
remaining local balance allocated by City Council in prior years in support of the School
Board’s initiative to integrate technology in the K-12 curriculum.

Governmental Activities

The following illustration presents the cost of the governmental activities: Instruction;
Administration, Attendance and Health; Pupil Transportation; Operations and Maintenance;
Cafeterias; and Technology during Fiscal Years 2013 and 2012. The illustration also shows each
activity’s net cost (total cost less charges for services, operating grants, and capital grants). The
net cost shows the financial impact that is placed on the School Board’s general revenue sources
(local government, federal and state aid, interest earnings, and other nonspecific revenue
sources).
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Total and Net Cost of Governmental Activities
Total Cost of Net Cost of Total Cost of Net Cost of
Services Services Services Services
2013 2013 2012 2012

EXxpenses
Instruction $577,046,558 | $ 459,286,389 | $573,843,860 | $ 438,558,620
Admin, Attendance, & Health 20,504,499 20,496,129 19,526,549 19,526,549
Pupil Transportation 34,224,798 34,224,798 34,922,875 34,922,875
Operations and Maintenance 89,634,735 89,208,098 93,706,524 93,374,267
Cafeterias 26,525,914 (551,320) 27,294,432 144,579
Technology 36,593,114 31,272,516 47,835,843 42,425,024

Total Expenses $ 784,529,618 | $633,936,610 | $ 797,130,083 | $628,951,914



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

FINANCIAL ANALYSIS OF THE SCHOOL BOARD’S FUNDS

As noted earlier, the School Board uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements.

GOVERNMENTAL FUNDS

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

As of June 30, 2013, the School Board’s governmental funds reported combined fund balances
of $36,498,246, a decrease of $18,152,427 in comparison with the prior fiscal year. Of the total
amount of the combined fund balances, 4.9% or $1,795,670 is nonspendable (i.e., inventories
and prepaid items), 56.9% or $20,777,535 is restricted (e.g., federal and state grantor agencies,
textbook adoptions), 18.7% or $6,839,100 is committed (e.g., capital projects contracts), 28.7%
or $10,489,606 is assigned (e.g., instructional technology, equipment replacement, operations
and maintenance), and (9.2%) or ($3,403,665) is unassigned (i.e., capital projects contracts
(committed) exceeded available unassigned fund balance).

General Fund

The General Fund is the general operating fund of the School Board that is used to account for
all of the financial resources, except those required to be accounted for in another fund. At June
30, 2013, the fund balance of the General Fund was $6,163,106. $511,177 is nonspendable (i.e.,
prepaid items) and $5,651,929 is assigned (e.g., instructional technology, school athletics,
operations and maintenance).

General Fund Budget Amendment

Amount Purpose

$ 1,954,726 There were supplemental budget amendments,
other than for encumbrances, during fiscal
year 2013. The General Fund budget
amendments (e.g., elementary instructional
and improvement initiatives support, athletic
equipment) were funded through an increase
in revenue from the local government.

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

General Fund Original Budget to Final Budget Difference Reconciliation

General Fund:

$ 11,309,286 — FY 2012 Outstanding Encumbrances Appropriated
1,954,726 — Budget Amendment (See above)
$ 13,264,012 — Original Budget to Final Budget Difference (including the Other
Financing Uses budget)

General Fund Final Budget to Actual Expenditures Variance Reconciliation

12

Instruction Category:

$ 634,425 - Outstanding Encumbrances as of June 30, 2013
13,447,369 — Remaining Available Balance (2.6% of the category budget less transfers)
$ 14,081,794 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Elementary Classroom (personnel services, materials and supplies); Senior
High Classroom (personnel services, fringe benefits, materials and supplies, capital
outlay); Gifted Education and Academy Programs (personnel services, purchased
services); Special Education (personnel services, purchased services, materials and
supplies); Alternative Education-Renaissance (personnel services, materials and
supplies); Middle School Classroom (personnel services, fringe benefits, materials and
supplies, capital outlay) budget units.

Administration, Attendance and Health Category:

$ 340 — Outstanding Encumbrances as of June 30, 2013
1,061,935 - Remaining Available Balance (5.0% of the category budget less transfers)
$ 1,062,275 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Board, Legal, and Governmental Services (purchased services, other
charges); Budget and Finance (personnel services, purchased services); Human
Resources (personnel services, purchased services); Center for Teacher Leadership
(personnel services, purchased services); and Health Services (fringe benefits, purchased
services) budget units.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Pupil Transportation Cateqgory:

$ - —Outstanding Encumbrances as of June 30, 2013
___ 191,071 - Remaining Available Balance (.6% of the category budget less transfers)
$ 191,071 - Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Vehicle Operations-Special Education (personnel services, fringe benefits)
and Monitoring Services (fringe benefits) budget units.

Operations and Maintenance Cateqgory:

$ 3,986,639 — Outstanding Encumbrances as of June 30, 2013
__ 1,845,069 — Remaining Available Balance 2.0% of the category budget less transfers)
$ 5,831,708 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Custodial Services (personnel services, fringe benefits, materials and
supplies) and Telecommunications (purchased services, other charges, materials and
supplies) budget units.

Technology Category:

$ 870,825 - Outstanding Encumbrances as of June 30, 2013
___ 742,042 - Remaining Available Balance (2.4% of the category budget less transfers)
$ 1,612,867 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Gifted Education and Academy Programs, Instructional Technology, and
Technology Maintenance budget units.

Transfers:

$ 229,417 - Final Budget to Actual Expenditures Variance

Transfers are budgeted in the Instructional and Technology Categories and presented
separately as required for reporting purposes. The variance (7.0% of the category

budget) is mainly due to adjustments to the local match requirements of federal and state
grants budgeted in the Grants Special Revenue Fund.

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Special Revenue Funds

The Special Revenue funds are used to account for the proceeds of specific revenue sources
(other than capital projects), which are legally restricted or committed to be expended for
specified purposes. These funds are used to finance designated programs and are generally not
available for other purposes. The School Board’s Special Revenue funds are as follows:

Major Funds:

School Grants — accounts for certain private, Commonwealth of Virginia, and Federal
grants (with matching local funds, if required).

School Textbooks — accounts for the financing (e.g., Commonwealth of Virginia) and
acquisitions of textbooks and related materials used in the school division.

Nonmajor Funds:

School Cafeterias —accounts for the revenues (e.g., Commonwealth of Virginia, Federal
Government) and expenditures associated with the food services operations of the school
division.

School Communication Towers/Technology — accounts for the rent receipts (long-term
contracts with telecommunication companies) relating to the communication towers
constructed on School Board property and technology related expenditures.

School Vending Operations — accounts for receipts (long-term exclusive contract with a
vending company) relating to the bottled drinks vending operations of the school division
and expenditures (including school-level allocations).

School Equipment Replacement — accounts for the financing (e.g., local government) and
acquisition of various replacement equipment.

School Grants Fund: During Fiscal Year 2013, revenues and other financing sources totaled
$46,256,337 and expenditures totaled $46,400,863. This resulted in a decrease in the fund
balance of $144,526, due to a net decrease in local match requirements. The remaining fund
balance will be used for the required local match of Commonwealth of Virginia approved FY
2013 grant proceeds to be disbursed in FY 2014.

School Textbooks Fund: During Fiscal Year 2013, revenues totaled $3,707,375 and
expenditures totaled $5,627,065. This resulted in a decrease in the fund balance of $1,919,690.
However, with an increase in Commonwealth of Virginia funding and about the same level of
textbook and related expenditures as in Fiscal Year 2012, the decrease in fund balance in Fiscal

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Year 2013 was lower than the decrease in fund balance of $4,078,407 in Fiscal Year 2012. The
remaining fund balance will be used for future textbook adoptions.

Nonmajor Special Revenue Funds: During Fiscal Year 2013, revenues totaled $27,753,556
and expenditures totaled $26,934,897. This resulted in a combined increase in the fund balances
of all nonmajor Special Revenue funds of $818,659. The main portion of the increase in the
combined fund balance was in the School Cafeterias and School Communication
Towers/Technology Special Revenue Funds. The remaining fund balances of these nonmajor
Special Revenue funds will be used in the future for technology purposes, equipment
replacements, cafeteria equipment, and other appropriate needs.

Proprietary Funds — Internal Service Funds

The Internal Service funds are used to account for the financing of goods and/or services
provided by one department or agency to other departments or agencies of the governmental
unit (and to other governmental units), on a cost-reimbursement basis. The School Board
operates Internal Service funds for the school division’s Risk Management and Self-Insured
Health Care Benefits programs.

During Fiscal Year 2013, total revenues including nonoperating revenues amounted to
$124,865,919. Expenses totaled $134,718,811. This resulted in a decrease in net position of
$9,852,892, due to the intentional use of the School Health Insurance Fund Net Position Balance
to absorb most of the projected increase in medical, pharmaceutical, and similar health costs
during the latter half of plan year 2012 and first half of plan year 2013.

During the Fiscal Year 2013 budget process, the School Board requested and City Council
approved a Real Estate Tax increase to balance the City and School Board’s operating budgets
for Fiscal Year 2013.

Capital Projects Fund (Major Fund)

During Fiscal Year 2013, revenues including other financing sources totaled $30,870,164 and
expenditures totaled $41,955,969. This resulted in a decrease in the fund balance of $11,085,805,
which consists of prior years’ cumulative balance of the below Capital Projects Fund revenue
proceeds. The remaining fund balance will be used to complete capital projects as appropriated
in the Capital Improvement Program, accordingly.

Proceeds from public improvement charter bond issues, State Literary Fund Loans, Virginia
Public School Authority financing, local funding sources, and construction grants (including
lottery proceeds) from the Commonwealth of Virginia are accounted for in the Capital Projects
Fund until improvement projects are completed. The City provides the aforementioned sources

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

of revenues (classified as From Local Government in the financial statements, except interest
earnings and Commonwealth of Virginia revenues).

When capital projects are completed, the costs of the improvements (meeting the capitalization
threshold) are transferred from construction in progress to the appropriate capital asset
account. The various significant active capital projects for the current fiscal year are presented
below.

Great Neck Middle School Replacement
Kellam High School Replacement
Renovations/Replacements-HVAC Systems

Renovations/Replacements-Various
Energy Performance Contracts
Kemps Landing Magnet School and

Renovations/Replacements-Reroofing
Renovations/Replacements-Grounds

Old Donation Center Consolidated Replacement

CAPITAL ASSETS

Section 15.2-1800.1 of the Code of Virginia, as amended, affects the reporting of local School
Board capital assets and related debt for financial reporting purposes. Under this legislation,
the City has a “tenancy in common” with the School Board whenever the City incurs “on-behalf
of” debt for any school property which is payable over more than one year. For financial
reporting purposes, the City will report the Net Book Value of School Board property equal to
the total outstanding principal balance of the applicable “on-behalf of” debt at June 30, 2013.
The below illustration reflects capital assets remaining with the School Board (net of those that
have been transferred between the School Board and the City as the outstanding principal
balance changes).

The School Board’s investment in capital assets for its governmental activities as of June 30,
2013 amounts to $503,613,147 (net of accumulated depreciation). This investment in capital
assets includes land, construction in progress, buildings, improvements other than buildings,
machinery and equipment, and vehicles. The total increase in the School Board’s investment in
capital assets for the current fiscal year was 3.8%o, as follows:

Capital Assets
(net of accumulated depreciation)
As of June 30, 2013 and 2012

Percentage

2013 2012 Change

Land $ 39,670,603 | $ 39,672,374 (0.00%
Construction in Progress 71,559,129 45,644,455 56.8%
Buildings and Improvements 351,652,416 | 355,752,378 (1.2)%
Equipment and Vehicles 40,730,999 43,878,754 (7.2)%

Total Capital Assets (net) | $503,613,147 | $ 484,947,961 3.8%

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2013

Additional information on the School Board’s capital assets is presented in Note 4 of this report.

ECONOMIC FACTORS

The unemployment rate for Virginia Beach continues to be below the region, state, and U.S.
rates. The unemployment rate, for August 2013, is 5.2% for Virginia Beach, 5.9% for the
region, 5.6% for the state, and 7.3% for the U.S.

Virginia Beach had a per capita personal income of $46,799 in 2011 (most recent information
available), which was 1.5% greater than the per capita income for the state at $46,107, and
12.6% greater than the nation’s at $41,560 (U.S. Bureau of Economic Analysis). Virginia Beach
median household income in 2012 decreased 4.6% to $61,626 from 2011; however, it is greater
than the national median household income by 20.0%.

Factors Influencing Future Budgets

Employer contributions for employee health insurance
Employer contributions for employee postemployment benefits
Inadequate state and federal aid

Unfunded state and federal mandates

Providing competitive salaries and pay raises

Continuing to fund various magnet schools and academies
National and international economic conditions

Federal sequestration

REQUESTS FOR INFORMATION

This Comprehensive Annual Financial Report is designed to provide a general overview of the
School Board’s finances and to demonstrate the School Board’s commitment to financial
accountability, stewardship, and transparency. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to
the Director of Business Services, Virginia Beach City Public Schools, 2512 George Mason
Drive, P.O. Box 6038, Virginia Beach, Virginia 23456-0038.
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EXHIBIT A-1
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF NET POSITION
JUNE 30, 2013

Governmental
Activities
ASSETS
Current Assets:
Cash and Investments (Notes 1J1 and 6) $ 114,367,676
Accounts Receivable 818,376
Due from Commonwealth (Note 2A) 10,248,696
Due from Federal Government (Note 2B) 14,194,980
Inventories (Note 1F) 1,127,250
Prepaid Items (Note 1J5) 778,659
Total Current Assets $ 141,535,637
Noncurrent Assets:
Capital Assets (Note 4):
Land $ 39,670,603
Buildings, Improvements, Equipment, and Vehicles
(net of accumulated depreciation) 392,383,415
Construction in Progress 71,559,129
Total Noncurrent Assets $ 503,613,147
TOTAL ASSETS $ 645,148,784
LIABILITIES
Current Liabilities:
Salaries Payable (Note 7C) $ 55,033,883
Vouchers and
Accounts Payable 16,627,303
Deposits Payable 55,000
Due to Commonwealth 19,020
Due to Federal Government 87,914
Unearned Revenue (Note 3) 7,836,953
Long-term Liabilities (due within one year) (Note 5A) 20,345,265
Total Current Liabilities $ 100,005,338
Noncurrent Liabilities:
Long-term Liabilities (due in more than one year)
(Notes 1G, 5, and 9) 15,793,392
TOTAL LIABILITIES $ 115,798,730
NET POSITION (Note 1)
Net Investment in Capital Assets $ 503,613,147
Restricted for: (Note 10D)
Grants 1,060,524
Cafeterias 3,825,795
Textbooks 16,044,853
Unrestricted 4,805,735
TOTAL NET POSITION $ 529,350,054

The accompanying notes are an integral part of the basic financial statements.
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2013

EXHIBIT A-2

Program Revenues

Net (Expenses)

Operating Capital Revenues and
Charges for Grants and Grants and Change In
Expenses Services Contributions Contributions Net Position

GOVERNMENTAL ACTIVITIES
Instruction $ 577,046,558 $ 2,530,353 $ 115,229,816 $ - $ (459,286,389)
Administration, Attendance, & Health 20,504,499 - 8,370 - (20,496,129)
Pupil Transportation 34,224,798 - - - (34,224,798)
Operations and Maintenance 89,634,735 424,637 2,000 - (89,208,098)
Cafeterias 26,525,914 12,195,744 14,881,490 - 551,320
Technology 36,593,114 829,946 4,490,652 - (31,272,516)
Total Governmental Activities $ 784,529,618 $ 15,980,680 $ 134,612,328 $ - $ (633,936,610)

General Revenues:

Local Sources:

Local Government
Miscellaneous

Federal and State Aid not Restricted
to Specific Purposes:

State Basic Aid
State Sales Tax
Federal Impact Aid
Interest Earnings
Total General Revenues
Change in Net Position

Total Net Position - July 1

Total Net Position - June 30

The accompanying notes are an integral part of the basic financial statements.

$ 368,549,605
655,857

166,739,680
68,889,270
19,404,512

137,633

$ 624,376,557

$ (9,560,053)

538,910,107

$ 529,350,054
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
BALANCE SHEET

GOVERNMENTAL FUNDS

JUNE 30, 2013

Other Total
School School Capital Governmental Governmental
General Grants Textbooks Projects Funds Funds
ASSETS
Cash and Investments
(Notes 1J1 and 6) $ 45427561 $ - $ 16,212,307 $ 11,046,883 $ 9,568,619 $ 82,255,370
Accounts Receivable 341,280 78,579 5,560 - 20,333 445,752
Due from Other Funds
(Note 10B) 8,964,011 - - - - 8,964,011
Due from Commonwealth
(Note 2A) 9,437,538 691,142 - - - 10,128,680
Due from Federal
Government (Note 2B) - 13,580,047 - - 614,933 14,194,980
Inventories (Note 1F) - - - - 1,127,250 1,127,250
Prepaid Items (Note 1J5) 511,177 - 153,637 - 3,606 668,420
TOTAL ASSETS $ 64,681,567 $ 14,349,768 $ 16,371,504 $ 11,046,883 $ 11,334,741 $ 117,784,463
LIABILITIES AND
FUND BALANCES
Liabilities:
Salaries Payable (Note 7C) $ 51,087,302 $ 3,000,577 $ 9296 $ 5986 $ 937,603 $ 55,032,464
Vouchers and Accounts
Payable 6,979,642 1,017,801 325,655 7,517,548 223,102 16,063,748
Deposits Payable - - - - 55,000 55,000
Due to Other Funds
(Note 10B) - 8,964,011 - - - 8,964,011
Due to Commonwealth 2,287 16,733 - - - 19,020
Due to Federal Government - - - 87,914 - 87,914
Unearned Revenue (Note 3) 449,230 290,122 - - 324,708 1,064,060
TOTAL LIABILITIES $ 58,518,461 $ 13,289,244 $ 326,651 $ 7,611,448 $ 1,540,413 $ 81,286,217
Fund Balances: (Notes 1H
and 10D)
Nonspendable $ 511,177 $ - $ 153,637 $ - $ 1,130,856 $ 1,795,670
Restricted - 1,060,524 15,891,216 - 3,825,795 20,777,535
Committed - - - 6,839,100 - 6,839,100
Assigned 5,651,929 - - - 4,837,677 10,489,606
Unassigned - - - (3,403,665) - (3,403,665)
TOTAL FUND BALANCES $ 6,163,106 $ 1,060,524 $ 16,044,853 $ 3,435,435 $ 9,794,328 $ 36,498,246
TOTAL LIABILITIES
AND FUND BALANCES $ 64,681,567 $ 14,349,768 $ 16,371,504 $ 11,046,883 $ 11,334,741 $ 117,784,463

The accompanying notes are an integral part of the basic financial statements.
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET POSITION
JUNE 30, 2013

EXHIBIT A-3

Amounts reported for governmental activities in the Statement of Net Position in Exhibit A-1

are different from amounts reported for governmental funds in this exhibit because:
Total Fund Balances - Governmental Funds (this exhibit)

Capital assets used in governmental activities are not financial resources and, therefore,
are not reported in the governmental funds.

Cost of Capital Assets
less: Accumulated Depreciation

Long-term liabilities are not due and payable in the current period and, therefore, are not
reported as liabilities in the governmental funds. Long-term liabilities at year end consist
of the following:

Compensated Absences

Internal Service Funds are used to account for the risk management and health insurance
programs; and related charges to the various governmental funds. The assets and
liabilities of the internal service funds are included in governmental activities in the
Statement of Net Position.

Total Assets

less: Total Liabilities
Total Net Position

Total Net Position of Governmental Activities in the Statement of Net Position (Exhibit A-1)

$ 833,607,433

329,994,286

$ 32,715,185

23,187,867

The accompanying notes are an integral part of the basic financial statements.

$ 36,498,246

503,613,147

(20,288,657)

9,527,318

$ 520350054
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

Other Total
School School Capital Governmental Governmental
General Grants Textbooks Projects Funds Funds
REVENUES
From Use of Money and
Property 350,637 $ - 36,495 $ 27,163 $ 483,771 % 898,066
Charges for Services 1,571,466 - - - 12,189,421 13,760,887
Miscellaneous 1,633,058 274,391 44,556 - 198,874 2,150,879
From Local Government 337,975,782 - - 30,573,823 - 368,549,605
From Commonwealth 307,402,791 6,982,084 3,626,324 - 507,862 318,519,061
From Federal Government 20,486,105 35,940,391 - - 14,373,628 70,800,124
Total Revenues 669,419,839 $ 43,196,866 3,707,375 $ 30,600,986 $ 27,753,556 $ 774,678,622
EXPENDITURES
Current:
Instruction 506,336,353 $ 41,910,211 4,176,989 $ 57,682 $ 336,137 $ 552,817,372
Administration, Attendance,
& Health 20,158,024 - - - - 20,158,024
Pupil Transportation 30,850,164 - - - - 30,850,164
Operations and Maintenance 85,225,055 - - 3,351,298 - 88,576,353
Cafeterias - - - - 26,139,487 26,139,487
Technology 29,633,602 4,490,652 1,450,076 141,220 459,273 36,174,823
Capital Outlay - - - 38,405,769 - 38,405,769
Total Expenditures 672,203,198 $ 46,400,863 5,627,065 $ 41,955,969 $ 26,934,897 $ 793,121,992
EXCESS (DEFICIENCY) OF
REVENUES OVER (UNDER)
EXPENDITURES (2,783,359) $ (3,203,997) (1,919,690) $ (11,354,983) $ 818,659 $ (18,443,370)
OTHER FINANCING SOURCES
(USES)
Transfers In (Note 10A) - $ 3,059,471 - $ - $ - $ 3,059,471
Transfers Out (Note 10A) (3,059,471) - - - - (3,059,471)
Sale of Capital Assets 21,765 - - 269,178 - 290,943
Total Other Financing
Sources (Uses) (3,037,706) $ 3,059,471 - $ 269,178 $ - $ 290,943
NET CHANGES IN
EUND BALANCES (5,821,065) $ (144,526) (1,919,690) $ (11,085,805) $ 818,659 $ (18,152,427)
EUND BALANCES - JULY 1 11,984,171 1,205,050 17,964,543 14,521,240 8,975,669 54,650,673
EFUND BALANCES - JUNE 30 6,163,106 $ 1,060,524 16,044,853 $ 3,435435 $ 9,794,328 $ 36,498,246

The accompanying notes are an integral part of the basic financial statements.
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2013

EXHIBIT A-4

Amounts reported for governmental activities in the Statement of Activities in Exhibit A-2 are
different from amounts reported for governmental funds in this exhibit because:

Net Changes in Fund Balances - Governmental Funds (this exhibit)

Capital outlays to purchase or build capital assets are reported in governmental funds as
expenditures. However, for governmental activities those costs are shown in the
Statement of Net Position and allocated over their estimated useful lives as annual
depreciation expenses in the Statement of Activities. This is the amount by which capital
outlay exceeded depreciation expense (including other transactions (e.g., loss on
disposals)) for the fiscal year (Note 10C).

Compensated absences (annual, sick, and personal leave) are reported in governmental
funds as expenditures, which are measured by the amount of financial resources used
(essentially, the amounts actually paid). However, for governmental activities those costs
are shown and measured by the net of the amounts of leave used and earned for the fiscal
year in the Statement of Activities.

Leave Used
Leave Earned

Internal Service Funds are used to account for the risk management and health insurance
programs, and related charges to the various governmental funds. The change in net
position for the internal service funds for the fiscal year is reported with governmental
activities in the Statement of Activities.

Risk Management
Health Insurance

Section 15.2-1800.1 of the Code of Virginia, as amended, affects the reporting of local
School Board capital assets and related debt for financial reporting purposes. Under this
legislation, the City has a "tenancy in common" with the School Board whenever the City
incurs "on-behalf of" debt for any school property owned by the School Board which is
payable over more than one year. For financial reporting purposes, the City will report the
Net Book Value of School Board property (the School Board incurs the depreciation
expense) equal to the total outstanding principal balance of the applicable "on-behalf of"
debt at June 30, 2013. This amount is the applicable Net Book Value change and
depreciation expense for the fiscal year.

Change in Net Position of governmental activities in the Statement of Activities (Exhibit A-2)

$ 8,211,422
(8,431,342)

$ 541,938
(10,394,830)

The accompanying notes are an integral part of the basic financial statements.

$ (18,152,427)

21,656,168

(219,920)

(9,852,892)

(2,990,982)

$ (9,560,053
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EXHIBIT A-5
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
JUNE 30, 2013

Governmental
Activities:
Internal
Service Funds

ASSETS
Current Assets:
Cash and Investments (Notes 1J1 and 6) $ 32,112,306
Accounts Receivable 372,624
Due from Commonwealth (Note 2A) 120,016
Prepaid Items (Note 1J5) 110,239
TOTAL ASSETS $ 32,715,185
LIABILITIES
Current Liabilities:
Salaries Payable $ 1,419
Vouchers and
Accounts Payable 563,555
Unearned Revenue (Note 3) 6,772,893

Estimated Claims and
Judgments (due within one year)
(Notes 5A and 9) 11,887,500
Total Current Liabilities $ 19,225,367
Noncurrent Liabilities:
Estimated Claims and
Judgments (due in more than one year)

(Notes 5A and 9) 3,962,500
TOTAL LIABILITIES $ 23,187,867

NET POSITION
Unrestricted $ 9,527,318
TOTAL NET POSITION $ 9,527,318

The accompanying notes are an integral part of the basic financial statements.
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EXHIBIT A-6

SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

PROPRIETARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2013

Governmental
Activities:
Internal
Service Funds

OPERATING REVENUES
Charges for Services
Miscellaneous Revenue

Total Operating Revenue

OPERATING EXPENSES
Personnel Services
Fringe Benefits
Other Charges (Note 1J2)
Total Operating Expenses

OPERATING INCOME (LOSS)
NONOPERATING REVENUES (EXPENSES)
Interest Income
Total Nonoperating

Revenues (Expenses)

CHANGES IN NET POSITION

TOTAL NET POSITION - JULY 1

TOTAL NET POSITION - JUNE 30

$ 124,785,542
18,288
$_124,803.830_

$ 579,228
226,822
133,912,761

$ 134718811

$ 9,914,981
$ 62089
$ 62089

$  (9,852,892)
19,380,210

3 os27318

The accompanying notes are an integral part of the basic financial statements.
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

EXHIBIT A-7

Governmental
Activities:
Internal
Service Funds

CASH FLOWS FROM OPERATING
ACTIVITIES:
Receipts from Customers and Users
Payments to Vendors for Goods/Services
Payments to Employees for Services
Net Cash Provided (Used) By Operating Activities

CASH FLOWS FROM INVESTING
ACTIVITIES:
Interest Received on Investments

NET INCREASE (DECREASE) IN
CASH AND INVESTMENTS

CASH AND INVESTMENTS.
BEGINNING OF YEAR

CASH AND INVESTMENTS
END OF YEAR

RECONCILIATION OF OPERATING
INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING
ACTIVITIES:

Operating Income (Loss)
Adjustments to Reconcile Operating
Income to Net Cash Provided
(Used) by Operating Activities
(Increase) Decrease in Assets
Accounts Receivable
Due from Commonwealth
Prepaid Items
Increase (Decrease) in Liabilities
Salaries Payable
Vouchers and Accounts Payable
Unearned Revenue
Estimated Claims and Judgments

Total Adjustments

Net Cash Provided (Used) By Operating Activities

The accompanying notes are an integral part of the basic financial statements.
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$ 125,815,746
(133,040,539)

(2,531,579)
$ 9,756,372

$ 62089
$ (9,694,283)
41,806,589

$ 32112306

$ 9,914,981

$ 7,795
(120,016)
(27,987)

(228)
(116,092)
1,124,137

(709,000)
$ 158609

$ 9,756,372



EXHIBIT A-8
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
JUNE 30, 2013

Agency
Funds
ASSETS
Cash and Investments (Notes 1J1 and 6) $ 16,922,565
Due from Federal Government (Note 2B) 584
TOTAL ASSETS $ 16,923,149
LIABILITIES
Vouchers and Accounts Payable $ 16,923,149
TOTAL LIABILITIES $ 16,923,149

The accompanying notes are an integral part of the basic financial statements.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The present City of Virginia Beach, Virginia (City) was formed on January 1, 1963 by the merger of
Princess Anne County and the former smaller City of Virginia Beach. The elected eleven-member
School Board of the City of Virginia Beach, Virginia (the School Board), vested with the legislative
powers, appoints the Superintendent who is the executive and administrative head of the public
school division.

The accounting policies of the School Board conform to accounting principles generally accepted in
the United States of America as applicable to governmental units. The following is a summary of
the significant accounting policies of the School Board:

A. Government-Wide and Fund Financial Statements

The accounts of the School Board are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with a
separate set of self-balancing accounts, which comprise its assets, liabilities, fund equity,
revenues, and expenditures/expenses, as appropriate.

The basic financial statements and required supplementary information include both the
government-wide (based upon the School Board as a whole) financial statements (i.e.,
Statement of Net Position and Statement of Activities) and fund financial statements. While the
previous reporting model emphasized fund types (i.e., the total of all funds of a particular fund
type), the new reporting model emphasizes either the School Board as a whole or a major
individual fund (within the basic financial statements and required supplementary information).

In the government-wide Statement of Net Position, the governmental activities column is
presented on a full accrual and economic resources basis. This basis incorporates long-term
assets and receivables, and long-term debt and obligations.

The government-wide Statement of Activities demonstrates the degree to which the direct
expenses of an activity are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific activity. Program revenues are those that are directly
associated with the specific activity (e.g., Instruction, Pupil Transportation, Cafeterias).
Program revenues include: 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given activity and 2) grants
and contributions that are restricted to meeting the operational or capital requirements of a
particular activity. Taxes and other items not properly included among program revenues are
reported as general revenues. The School Board does not allocate indirect expenses. The
operating grants include operating-specific and discretional (either operating or capital) grants
while the capital grants column reflects capital-specific grants.

Fund financial statements are provided for governmental funds, proprietary funds (i.e., internal
service funds), and fiduciary funds (i.e., agency funds). By definition, the assets of the fiduciary
funds are being held for the benefit of athird party and cannot be used to address activities or
obligations of the government; therefore, these funds are excluded from the government-wide
financial statements. Furthermore, the internal service funds have been incorporated into the
governmental activities column in the governmental-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Government-Wide and Fund Financial Statements (continued)

The School Board reports the following major governmental funds:

General Fund - is the general operating fund of the School Board which is used to account for
all financial resources, except those required to be accounted for in another fund. Revenues
are derived primarily from the Federal Government (including impact aid and grants),
Commonwealth of Virginia (including basic aid, grants, and sales tax), and the City of Virginia
Beach.

School Grants Special Revenue Fund — accounts for certain private, Commonwealth of
Virginia, and Federal grants (with matching local funds, if applicable).

School Textbooks Special Revenue Fund —accounts for the financing (e.g., Commonwealth of
Virginia) and acquisitions of textbooks and related materials used in the school division.

Capital Projects Fund —is used to account for the financial resources for the acquisition or
construction of major capital facilities.

Additionally, the School Board reports the following fund types:

Special Revenue Funds —(including the above special revenue funds) are used to account for
the proceeds of specific revenue sources, which are restricted or committed to be expended
for specified purposes. The Special Revenue funds (other than the above Special Revenue
funds reported as major governmental funds) of the School Board are the Cafeterias,
Communication Towers/Technology, Vending Operations, and Equipment Replacement
Funds.

Proprietary Funds-Internal Service Funds — are used to account for the financing of goods
and/or services provided by one department or agency to other departments or agencies of
the governmental unit (and to other governmental units), on a cost-reimbursement basis. The
School Board has established Internal Service Funds for the Risk Management and Health
Insurance programs.

Fiduciary Funds-Agency Funds —are used to account for assets held by the School Board as
an agent for individuals, private organizations, other governmental units, and/or other funds.
Agency Funds do notinvolve the measurement of results of operations, as they are custodial
in nature (assets equal liabilities). The Agency Funds of the School Board are the Payroll
Deductions, Fringe Benefits, and School Activity Accounts Funds.

(continued)
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B. Financial Reporting Entity

The School Board is responsible for elementary and secondary education within the city.
Members of the School Board are elected by the voters and serve staggered terms on the
School Board. The City Council approves the School Board’s operating budget, levies the
necessary taxes to finance the operations, and approves the borrowing of money and issuance
of bonds when necessary. The City Council is prohibited from exercising any control over
specific appropriations within the operating budget of the School Board. However, City Council
may exercise control in total by major categories (e.g., Instruction; Administration, Attendance
and Health; Pupil Transportation; Operations and Maintenance; Technology) as prescribed by
the Code of Virginia, as amended.

The School Board is considered a component unit of the City of Virginia Beach and,
accordingly, the financial position and results of operations of the School Board are also
presented in the City’s Comprehensive Annual Financial Report.

The School Board uses the following criteria in determining reportable component units
(legally, separate organizations): 1) significance of their operational or financial relationship
with the School Board, 2)for which the School Board is financially accountable, and 3) whose
relationship with the School Board is such that exclusion would cause the School Board’s
financial statements to be misleading or incomplete. The School Board has no component
units.

. Capital Assets

Capital assets, which include land, buildings (e.g., schools, portables), improvements other
than buildings (e.g., parking lots, curbs and gutters, sidewalks, drainage systems, fences),
machinery and equipment, and vehicles (including school buses) are reported in the
governmental activities column in the government-wide financial statements. Capital assets are
defined by the School Board as assets with an initial, individual cost of $5,000 or more. Capital
assets are recorded as expenditures in the governmental funds and as assets in the
government-wide financial statements. Depreciation is recorded on the capital assets on a
government-wide basis using the straight-line method with the following estimated useful lives:

Buildings 50 years
Portables 25 years
Improvements other than Buildings 20 years
Machinery and Equipment 5-20years
Vehicles 8 -12 years

All capital assets are reported at cost or estimated historical cost. Donated capital assets are
recorded at their estimated fair value in the year donated.

Basis of Accounting and Measurement Focus

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financial

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. Basis of Accounting and Measurement Focus (continued)

statements. Revenues are recorded when earned and expenses are recorded when aliability is
incurred, regardless of the timing of related cash flows. Grants and similar items are
recognized as revenues as soon as all eligibility requirements imposed by the provider have
been met. The effects of interfund activity have been eliminated from the government-wide
financial statements; however, interfund services (e.g., risk management, health insurance)
provided and used are not eliminated (elimination of these charges would distort the reported
function expenses and program revenues).

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. All governmental funds are accounted for using a current financial
resources measurement focus. With this measurement focus, only current assets and current
liabilities generally are included on the balance sheet. Operating statements of these funds
presentincreases (i.e., revenues and other financing sources) and decreases (i.e., expenditures
and other financing uses) in net current assets.

All Proprietary funds are accounted for on a flow of economic resources measurement focus.
With this measurement focus, all assets and all liabilities associated with the operation of these
funds are included on the balance sheet. Proprietary fund-type operating statements present
increases (e.g., revenues) and decreases (e.g., expenses) in net position.

The Agency funds are used to account for the assets held by the School Board as an agent for
individuals, private organizations, other governmental units, and/or other funds. Agency funds
do not involve the measurement of results of operations, as they are custodial in nature (assets
equal liabilities).

The modified accrual basis of accounting is used by all governmental fund types and the full
accrual basis of accounting is used by the agency funds. Under the modified accrual basis of
accounting, revenues are recognized when susceptible to accrual (i.e., when they become both
measurable and available). "Measurable"” means the amount of the transaction can be
determined and "available" means collectible within the current period or soon enough
thereafter to be used to pay liabilities of the current period (for the most part, revenues are
considered available, if they are collected within 90 days of the end of the fiscal year).
Expenditures are recorded when the related fund liability is incurred, if measurable.

The following is a list of the major revenue sources, which meet the "susceptible to accrual”
criteria:

Commonwealth of Virginia
State Sales Taxes
Federal Government

All Proprietary Funds are reported under the accrual basis of accounting. Revenues are
recognized when earned and expenses are recognized when incurred. Proprietary Funds
distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services in connection with a Proprietary Fund’s

(continued)
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D. Basis of Accounting and Measurement Focus (continued)

principal ongoing operations. The principal operating revenues of the Internal Service Funds
are charges for services. Operating expenses for the Internal Service Funds include
administrative expenses, insurance premiums, and claims payments. All revenues and
expenses not meeting this definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for the same purpose, restricted
resources are used first, where practicable and permitted.

The School Board reports unearned revenue on its government-wide financial statements, when
revenues are received prior to the period in which all eligibility requirements have been met.
Unearned revenue at the fund level arises when potential revenue does not meet both the
"measurable” and "available" criteriafor recognition in the current period. Unearned revenues
also arise when resources are received by the government before it has a legal claim to them,
as when grant monies are received prior to incurring qualifying expenditures. In subsequent
periods, when both revenue recognition criteria are met, or when the government has a legal
claim to the resources, the liability for unearned revenue is removed from the balance sheet and
revenue is recognized.

Encumbrances

Encumbrance accounting, in which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded (reduces the applicable available appropriation), is followed
in the General, Special Revenue, and Capital Projects Funds. Encumbrances outstanding do
not constitute expenditures until expended or accrued as liabilities.

Inventories

All inventories are reported using the weighted average cost inventory method. Reported
inventories are accounted for under the consumption method (i.e., recorded as expenditures
when used) in the governmental funds.

The School Cafeterias Fund's inventory includes United States Department of Agriculture
(USDA) commodities under the Donated Commodity Program (operated as an adjunct to the
National School Lunch Program). This program provides free agricultural products for usein
the preparation of school lunches. The contributions are recorded in the financial statements
as revenue upon receipt (title of products pass upon delivery) and expenditures at the time of
consumption of the products based on the estimated wholesale market value (provided by the
USDA). Other inventories are reported using the weighted average cost inventory method.

. Accrued Compensated Leave

Annual leave, according to agraduated scale based on years of employment, is credited to each
employee as it accrues. In general, administrative personnel may accrue a maximum of 50
days. Instructional personnel may accrue a maximum of 8 personal leave days. Upon

(continued)
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

G. Accrued Compensated Leave (continued)

employment termination, payment is made by the School Board to the respective employee on
the unused portion.

School Board employees are granted one sick leave day per month and may accumulate an
unlimited number of sick leave days. However, no payment is made by the School Board on the
unused portion upon employment termination, except on the condition of retirement. School
retirees are paid for their unused sick leave.

An accrual has been made in the financial statements for certain accumulated annual, personal,
and sick leave days. This estimate includes salary, and the related Social Security and Medicare
taxes.

The estimated amount of accrued compensated leave for the School Board’s governmental
activities is reported in the government-wide financial statements. See Note 5B for the
estimated amounts related thereto.

Accrued compensated leave is typically liquidated by the General Fund, or the applicable
special revenue (e.g., School Cafeterias) or internal service (e.g., Risk Management) fund.

H. Fund Balance

Fund balance is divided into five classifications based primarily on the extent to which the
School Board is bound to observe constraints imposed upon the use of the resources in the
governmental funds. The classifications are as follows:

Nonspendable — The nonspendable fund balance classification includes amounts that cannot
be spent because they are not in spendable form, or are legally or contractually required to be
maintained intact. The “not in spendable form” criterion includes items that are not expected to
be converted to cash, for example, inventories and prepaid items.

Restricted — The restricted fund balance classification is used when constraints placed on the
use of resources are either externally imposed by creditors, grantors, contributors, or laws or
regulations of other governments or is imposed by law through constitutional provisions or
enabling legislation. Enabling legislation authorizes the School Board to assess, levy, charge,
or otherwise mandate payment of resources (from external resource providers) and includes a
legally enforceable requirement that those resources be used only for the specific purposes
stipulated in the legislation. Legal enforceability means that the School Board can be
compelled by an external party, such as citizens, public interest groups, or the judiciary, to use
resources created by enabling legislation only for the purposes specified by the legislation.

Committed — The committed fund balance classification includes amounts that can be used
only for the specific purposes imposed by a resolution adopted by the School Board and an
ordinance adopted by the City Council. Those committed amounts cannot be used for any other
purpose unless the School Board and City Council removes or changes the specified use by
taking the same type of action it employed to previously commit those amounts (i.e., adopt a
resolution and an ordinance, respectively).

(continued)
37



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

38

H. Fund Balance (continued)

Committed fund balance also incorporates contractual obligations to the extent that existing
resources in the fund have been specifically committed for use in satisfying those contractual
requirements.

Assigned — The assigned fund balance classification is intended to be used by the School
Board for specific purposes but do not meet the criteria to be classified as restricted or
committed. In governmental funds other than the General Fund, assigned fund balance
represents the remaining amount that is not restricted or committed. In the General Fund,
assigned amounts represent intended uses established by the School Board.

Unassigned — The unassigned fund balance is the residual classification for the General Fund
and includes all spendable amounts not contained in the other classifications. In other
governmental funds, the unassigned classification is used only to report a deficit balance
resulting from overspending for specific purposes for which amounts had been restricted,
committed, or assighed.

The School Board applies restricted resources first when expenditures are incurred for
purposes for which either restricted or unrestricted (committed, assigned, and unassigned)
amounts are available. Similarly, within unrestricted fund balance, committed amounts are
reduced first followed by assigned, and then unassigned amounts when expenditures are
incurred for purposes for which amounts in any of the unrestricted fund balance classifications
could be used.

Net Position

The difference between assets and liabilities in the government-wide statement of net position
must be labeled as net position. In addition, net position must be subdivided into three
components: net investment in capital assets; restricted net position; and unrestricted net
position, as follows:

Net Investment in Capital Assets — The invested in capital assets component presents the net
position that comprise the capital assets (net of accumulated depreciation) less related debt.

Restricted Net Position — The restricted net position component presents the net position that is
restricted when constraints placed on the net position use are either externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments, or imposed by
law through constitutional provisions or enabling legislation.

Unrestricted Net Position — The unrestricted net position component consists of net position
that does not meet the “invested in capital assets” or “restricted net position” definition.

(continued)
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

J.

Miscellaneous

1.

Cash and Investments

The School Board’s cash and investments are pooled and invested with the City’s
centralized cash and investment pool (see Note 6). Cash invested at June 30is included in
the various cash accounts reflected in the financial statements. Investments are stated at
fair value. Interest earnings on investments are allocated to certain funds based upon the
average monthly cash balance of each fund.

Proprietary Funds’ Other Charges

The Proprietary Funds’ Other Charges category mainly consists of premiums and claims
payments (including current estimated claims and judgments) in the Risk Management and
Health Insurance Internal Service Funds.

Statement of Cash Flows

For purposes of the Statement of Cash Flows, all highly liquid debt instruments and
certificates of deposit, regardless of maturity date, are grouped into cash and temporary
investments. The proprietary funds participate in the City’s centralized cash and
investment pool (see Note 6); therefore, separate information on cash equivalents (i.e.,
investments with original maturities of three months or less upon acquisition) for the fund
is not available.

Long-Term Obligations

All long-term liabilities (see Note 5) are reported in the government-wide financial
statements.

Prepaid Items

Prepaid items are certain required/negotiated payments made during Fiscal Year 2013 for
goods/services to be delivered/rendered (and recorded as an expenditure/expense on a
consumption basis, accordingly) during the following fiscal year(s).

Debt Service

The School Board has debt service payments on debt incurred by the City “on behalf of”
the School Board (see Note 4B for related information). However, information on the
School Board and City debt service payments and debt as a whole are presented in the
City’s Comprehensive Annual Financial Report.

(continued)
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

K. 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 assets and liabilities as of the date of the financial statements, and the reported
amounts of revenues and expenditures/expenses during the reporting period. Actual results

could differ from those estimates.
2. RECEIVABLES

A. Due from Commonwealth

The following revenues were due from the Commonwealth of Virginia at June 30, 2013:

State Share Sales Tax $ 5,457,945
Special Education — Regional Program 3,979,593
Technology Initiative 427,413
Juvenile Detention Center 202,626
Other Grants, Entitlements, and Shared Revenues 61,103
Total Due from Commonwealth—-Governmental Funds (Exhibit A-3) $ 10,128,680
School Health Insurance Internal Service Fund—Health Insurance-City
Line of Duty (Exhibit A-5) 120,016

Total Due from Commonwealth—-Governmental Activities (Exhibit A-1) $10,248,696

B. Due from Federal Government

The following revenues were due from various federal agencies at June 30, 2013:

Adult Basic Education $ 50,597
Carl Perkins 298,753
DoDEA MCASP 578,793
DoDEA S-FLEP 92,967
National School Meal Program 614,933
Preschool Incentive 139,830
Title | 2,739,219
Title Il 501,381
Title NI 29,086
Title IV 89,217
Title VI-B 9,035,068
Other Grants, Entitlements, and Shared Revenues 25,136

Total Due from Federal Government (Exhibits A-3 and A-1) $14,194,980
Agency Funds—Payroll Deductions and Fringe Benefits (Exhibit A-8) $ 584

(continued)
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UNEARNED REVENUE

Unearned revenue represents amounts for which asset recognition criteria have been met, but for
which revenue recognition criteria have not been met. Unearned revenue consists of the following

as of June 30, 2013:

General Fund — Summer School Tuition and School Rentals $ 449,230
School Grants Fund — Early Reading Intervention, Algebra Readiness and other 290,122
grants
Other Governmental Funds — School Cafeterias — Charges for Services 324,708
Total Unearned Revenue — Governmental Funds (Exhibit A-3) $ 1,064,060
School Health Insurance Internal Service Fund — Prepayment of July health
insurance premiums (Exhibit A-5) 6,772,893
Total Unearned Re