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COMPLIANCE AND ADA STATEMENTS

The Virginia Beach City Public Schools prohibits discrimination on the basis of race, color, religion, sex,
ethnicity, national origin, age, disability, pregnancy and childbirth, or marital status. School Board policies
and supporting regulation (Policies 2-33, 4-4, 5-7, and 6-7, and Regulation 5-44.1) provide equal access to
courses, programs, counseling services, physical education and athletics, vocational education, instructional
materials, and extracurricular activities. Violations of these policies should be reported to the Director of
Student Leadership at 757-263-2020 or the Assistant Superintendent of Human Resources at 757-263-1133.

Alternative formats of this report, which may include taped, Braille, or large print materials, are available
upon request for individuals with disabilities. Call or write the Director of Business Services, Virginia Beach
City Public Schools, 2512 George Mason Drive, P.O. Box 6038, Virginia Beach, Virginia 23456-0038,
Telephone 757-263-1033 or fax 757-263-1739.
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

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, 2012. 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 $538,910,107 (net assets) at June 30, 2012. Of this amount, $484,947,961 is
invested in capital assets, $28,037,918 is restricted for capital projects, grants, cafeterias, and
textbooks, and $25,924,228 is unrestricted for future use in certain governmental activities.

On a government-wide basis for governmental activities, the School Board’s revenues of
$806,278,296 were less than expenses of $841,467,793 by $35,189,497.

The School Board’s Governmental funds reported total fund balances of $54,650,673 at June 30,
2012. Of this amount, $1,330,564 is nonspendable (i.e., inventories and prepaid items),
$28,037,918 is restricted (e.g., federal and state grantor agencies, capital projects bond proceeds
from local government), $9,055,815 is committed (e.g., capital projects contracts), and
$16,226,376 is assigned (e.g., instructional technology, equipment replacement, operations and
maintenance).

In the General Fund, the School Board returned unexpended appropriations for the Fiscal Year
2011-12 to the City of Virginia Beach (City) in the amount of $15,954,726, 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)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

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 Assets presents information on all of the School Board’s assets and
liabilities, with the difference between the two reported as net assets. Increases and decreases in
net assets 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 assets
changed during the fiscal year. All changes in net assets 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 Assets 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;
Technology; and Debt Service.

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.

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

(continued)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

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.

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.

(continued)
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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.

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

(continued)
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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 ASSETS

The assets of the School Board exceeded its liabilities by $538,910,107 (net assets) at June 30,
2012, as illustrated in the Summary of Net Assets (with comparative amounts at June 30, 2011),
as follows:

Summary of Net Assets
2012 2011
Current Assets $174,412,996 | $ 245,945,755
Capital Assets 484,947,961 449,745,865
Total Assets $ 659,360,957 | $695,691,620
Current Liabilities $ 106,279,583 | $107,311,612
Noncurrent Liabilities 14,171,267 14,280,404
Total Liabilities $ 120,450,850 | $121,592,016
Net Assets:

Invested in Capital Assets $ 484,947,961 | $ 449,745,865

Restricted for:
Capital Projects 5,465,425 20,622,399
Grants 1,205,050 903,582
Cafeterias 3,402,900 2,702,932
Textbooks 17,964,543 22,042,950
Unrestricted 25,924,228 78,081,876
Total Net Assets $ 538,910,107 74 4

The largest portion of the School Board’s net assets (90%) 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.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
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An additional portion of the School Board’s net assets (5%) represents resources that are
subject to external restrictions on their use. The remaining balance of net assets (5%) is
unrestricted for future use in certain governmental activities.

CHANGES IN NET ASSETS

The School Board’s revenues of $806,278,296 were less than expenses of $841,467,793 by
$35,189,497 during Fiscal Year 2012, as illustrated in the Changes in Net Assets (with
comparative amounts for the year ended June 30, 2011), as follows:

Changes in Net Assets
2012 2011
Revenues
Program Revenues:
Charges for Services $ 16,764,908 | $ 17,267,397
Operating Grants 150,105,153 138,545,930
Capital Grants 1,812,470 9,710,467
General Revenues:
Local Government 387,531,252 371,517,109
State Basic Aid (including
Federal ARRA/SFSF) 165,011,640 166,871,031
State Sales Tax 72,266,667 70,058,126
Federal Impact Aid 11,630,646 13,987,750
Interest Earnings 208,950 488,078
Miscellaneous 946,610 964,435
Total Revenues $ 806,278,296 | $789,410,323
EXxpenses
Instruction $573,843,860 | $567,568,792
Admin, Attendance, & Health 19,526,549 18,401,916
Pupil Transportation 34,922,875 36,105,660
Operations and Maintenance 93,706,524 93,664,818
Cafeterias 27,294,432 26,113,779
Technology 47,835,843 44,830,758
Debt Service 44,337,710 -
Total Expenses $ 841,467,793 | $ 786,685,723
Change in Net Assets $(35,189,497) | $ 2,724,600
Net Assets — July 1 574,099,604 571,375,004
Net Assets — June 30 $538,910,107 | $574.099.604

The Operating Grants revenue source increased by $11,559,223 (8.3%) mainly due to the
Federal ARRA Education Jobs grant. Capital Grants revenue source decreased by $7,897,997
(81.3%) mainly due to a decrease in State Lottery and Construction Grant proceeds. The Local
Government revenue source increased by $16,014,143 (4.3%0) mainly due to additional funding

(continued)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
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for debt service, as the School Board is required to account for all of the debt service payments
on debt incurred by the City “on behalf of” the School Board. The State Sales Tax revenue
source increased by $2,208,541 (3.2%) due to an increase in consumer spending in the
Commonwealth of Virginia.

The Technology expenses increased by $3,005,085 (6.7%) due to the School Board’s concerted
efforts in promoting the integration of technology in the K-12 curriculum as required by the
Virginia Standards of Learning.

Governmental Activities

The following illustration presents the cost of the governmental activities: Instruction;
Administration, Attendance and Health; Pupil Transportation; Operations and Maintenance;
Cafeterias; Technology; and Debt Service during Fiscal Years 2012 and 2011. 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).

Total and Net Cost of Governmental Activities
Total Cost of Net Cost of Total Cost of Net Cost of
Services Services Services Services
2012 2012 2011 2011

EXxpenses
Instruction $573,843,860 | $ 438,558,620 | $567,568,792 | $ 425,370,929
Admin, Attendance, & Health 19,526,549 19,526,549 18,401,916 18,401,916
Pupil Transportation 34,922,875 34,922,875 36,105,660 36,105,660
Operations and Maintenance 93,706,524 93,374,267 93,664,818 93,296,910
Cafeterias 27,294,432 144,579 26,113,779 (844,119)
Technology 47,835,843 42,425,024 44,830,758 41,302,363
Debt Service 44,337,710 43,833,348 - -

Total Expenses $ 841,467,793 72,785,262 7 723 | $613,633,659

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

(continued)
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the School Board’s financing requirements. In particular, the unreserved 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, 2012, the School Board’s governmental funds reported combined fund balances
of $54,650,673, a decrease of $53,191,044 in comparison with the prior fiscal year. Of the total
amount of the combined fund balances, 2.4% or $1,330,564 is nonspendable (i.e., inventories
and prepaid items), 51.3% or $28,037,918 is restricted (e.g., federal and state grantor agencies,
capital projects bond proceeds from local government), 16.6% or $9,055,815 is committed (e.g.,
capital projects contracts), and 29.7% or $16,226,376 is assigned (e.g., instructional technology,
equipment replacement, operations and maintenance).

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, 2012, the fund balance of the General Fund was $11,984,171. $357,968 is nonspendable (i.e.,
prepaid items) and $11,626,203 is assigned (e.g., instructional technology, school athletics,
operations and maintenance).

General Fund Budget Amendment

Amount Purpose

$ (427,610) There were no supplemental budget
amendments, other than for encumbrances,
during fiscal year 2012; however, there was a
budget amendment between the General Fund
and Grants Fund to provide a local match for
the Community Oriented Policing Services —
Secure Our Schools federal grant. This
amendment did not affect the overall revenue
from the local government.

General Fund Original Budget to Final Budget Difference Reconciliation

General Fund:
$ 21,336,007 — FY 2011 Outstanding Encumbrances Appropriated
(427,610) — Budget Amendment (See above)
$ 20,908,397 — Original Budget to Final Budget Difference (including the Other
Financing Uses budget)

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

General Fund Final Budget to Actual Expenditures Variance Reconciliation

12

Instruction Category:

$ 959,047 — Outstanding Encumbrances as of June 30, 2012
16,065,667 — Remaining Available Balance (3.2% of the category budget less transfers)
$ 17,024,714 — 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, fringe benefits, materials and
supplies, capital outlay); Technical and Career Education (e.g., personnel services, fringe
benefits, capital outlay); Gifted Education and Academy Programs (e.g., personnel
services, fringe benefits, purchased services, materials and supplies, capital outlay);
Special Education (personnel services, fringe benefits, purchased services, materials and
supplies); Alternative Education-Renaissance (e.g., personnel services, fringe benefits,
materials and supplies); Office of the Principal-Elementary (personnel services, fringe
benefits, purchased services, other charges); Guidance Services (personnel services,
fringe benefits); Middle School Classroom (personnel services, fringe benefits, materials
and supplies, capital outlay) budget units.

Administration, Attendance and Health Category:

$ 29,118 — Outstanding Encumbrances as of June 30, 2012
1,726,397 — Remaining Available Balance (8.3% of the category budget less transfers)
$ 1,755,515 - 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); Budget
and Finance (e.g., personnel services, purchased services); Human Resources (personnel
services, fringe benefits, purchased services); and Center for Teacher Leadership
(personnel services, fringe benefits, purchased services, materials and supplies) budget
units.

Pupil Transportation Cateqgory:

$ 1,241,004 — Outstanding Encumbrances as of June 30, 2012
146,717 — Remaining Available Balance (.5%o of the category budget less transfers)
$ 1,387,721 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the Vehicle Operation (capital outlay) budget unit.

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

Operations and Maintenance Cateqgory:

$ 4,768,945 — Outstanding Encumbrances as of June 30, 2012
4,129 — Remaining Available Balance (.004% of the category budget less transfers)
$ 4,773,074 - Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly in the School Plant (personnel services) budget unit.

Technology Category:

$ 4,311,172 — Outstanding Encumbrances as of June 30, 2012
3,072,663 — Remaining Available Balance (6.6% of the category budget less transfers)
$ 7,383,835 — Final Budget to Actual Expenditures Variance

The remaining available balance, which is not expected to affect future services, was
mainly under Instruction (Instructional Technology (Materials and Supplies) budget
unit).

Debt Service:

$ 474,373 - Final Budget to Actual Expenditures Variance

The remaining available balance (1.1% of the category budget) is mainly due to the
amount, true interest cost (TIC), and timing of City issued debt “on behalf of”” the School
Board.

Transfers:

$ 24,470 — 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 (.8% 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.

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:

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

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 2012, revenues and other financing sources totaled
$67,627,645 and expenditures totaled $67,326,177. This resulted in an increase in the fund
balance of $301,468. The remaining fund balance will be used for the required local match of
Commonwealth of Virginia approved FY 2012 grant proceeds to be disbursed in FY 2013.

School Textbooks Fund: During Fiscal Year 2012, revenues and other financing sources
totaled $1,798,399 and expenditures totaled $5,876,806. This resulted in a decrease in the fund
balance of $4,078,407. The remaining fund balance will be used for future textbook adoptions.

Nonmajor Special Revenue Funds: During Fiscal Year 2012, revenues and other financing
sources totaled $27,785,661 and expenditures totaled $27,076,898. This resulted in a combined
increase in the fund balances of all nonmajor Special Revenue funds of $708,763. The main
portion of the increase in the combined fund balance was in the School Cafeterias Special
Revenue Fund. The remaining fund balances of these nonmajor Special Revenue funds will be
used in the future for operating budget funding source, equipment replacements, cafeteria
equipment, and other appropriate needs.

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

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 2012, total revenues including nonoperating revenues amounted to
$113,515,083. Expenses including Nonoperating expenses totaled $130,980,543. This resulted in
a decrease in net assets of $17,465,460 (which is net of a City Council mandated transfer of
$5,500,000 to the School Board’s General Fund explained below).

During the Fiscal Year 2012 budget process, the City Council adopted an ordinance that
required the School Board to transfer by June 30, 2011 $14,500,000 from the School Board’s
Risk Management Internal Service Fund to the City’s General Fund. Furthermore, this
ordinance adopted by City Council required the School Board to transfer on July 1, 2011 an
additional $5,500,000 from the School Board’s Risk Management Internal Service Fund to the
School Board’s General Fund. The aforementioned City Council mandated transfers were
appropriated to balance the City’s and School Board’s respective Fiscal Year 2012 operating
budget.

Capital Projects Fund (Major Fund)

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. 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 City provides the aforementioned sources of revenues (classified as From Local
Government in the financial statements, except interest earnings and Commonwealth of
Virginia revenues). Expenditures for the Capital Projects Fund (a partial list of various capital
projects is presented below) during the fiscal year totaled $66,463,276.

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

JUNE 30, 2012

Great Neck Middle School Replacement

College Park Elementary School Replacement

Renovations/Replacements-HVAC Systems
Renovations/Replacements-Reroofing

Renovations/Replacements-Various
Kellam High School Replacement
Energy Performance Contracts
Instructional Technology

Renovations/Replacements-Grounds

During Fiscal Year 2012, revenues including other financing sources totaled $36,874,641 and
expenditures totaled $66,463,276. This resulted in a decrease in the fund balance of $29,588,635.
The remaining fund balance will be used to complete capital projects as appropriated in the
Capital Improvement Program.

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, 2012.
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,
2012 amounts to $484,947,961 (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 7.8%o, as follows:

Capital Assets
(net of accumulated depreciation)
As of June 30, 2012 and 2011

Percentage

2012 2011 Change

Land $ 39,672,374 | $ 31,115,889 27.5%
Construction in Progress 45,644,455 68,407,664 (33.3)%

Buildings and Improvements 355,752,378 | 302,007,864 17.8%

Equipment and Vehicles 43,878,754 48,214,448 9.0%

Total Capital Assets (net) | $484,947,961 | $ 449,745,865 7.8%

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

(continued)
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

ECONOMIC FACTORS

The unemployment rate for Virginia Beach and the region has been below the U.S. rate for the
past twenty years. Virginia Beach is 2.2% under the national rate, with an average of 5.4% as
of September 2012.

In 2010, Virginia Beach had a per capita personal income of $44,857, which was 1% greater
than the per capita income for the state at $44,267, and 12% greater than the nation’s at $39,937
(U.S. Bureau of Economic Analysis). The most recent data (2011) indicates that Virginia Beach
median household income increased .6% to $64,618 from 2010, and is greater than the national
median household income by 24.5%.

Factors Influencing Future Budgets

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

Providing competitive salaries and pay raises

Continuing to fund various magnet schools and academies

National and international economic conditions

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 and stewardship. 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 ASSETS
JUNE 30, 2012

Governmental
Activities
ASSETS
Current Assets:
Cash and Investments (Notes 1J1 and 6) $ 147,763,783
Accounts Receivable 635,995
Due from Commonwealth (Note 2A) 10,287,746
Due from Federal Government (Note 2B) 13,959,074
Inventories (Note 1F) 968,251
Prepaid Items (Note 1J5) 798,147
Total Current Assets $ 174,412,996
Noncurrent Assets:
Capital Assets (Note 4):
Land $ 39,672,374
Buildings, Improvements, Equipment, and Vehicles
(net of accumulated depreciation) 399,631,132
Construction in Progress 45,644,455
Total Noncurrent Assets $ 484,947,961
TOTAL ASSETS $ 659,360,957
LIABILITIES
Current Liabilities:
Salaries Payable (Note 7C) $ 56,109,941
Vouchers and
Accounts Payable 20,943,224
Deposits Payable 55,000
Due to Federal Government 87,914
Unearned Revenue (Note 3) 6,627,034
Long-term Liabilities (due within one year) (Note 5A) 22,456,470
Total Current Liabilities $ 106,279,583
Noncurrent Liabilities:
Long-term Liabilities (due in more than one year)
(Notes 1G, 5, and 9) 14,171,267
TOTAL LIABILITIES $ 120,450,850
NET ASSETS (Note 1I)
Invested in Capital Assets $ 484,947,961
Restricted for: (Note 10D)
Capital Projects 5,465,425
Grants 1,205,050
Cafeterias 3,402,900
Textbooks 17,964,543
Unrestricted 25,924,228
TOTAL NET ASSETS $ 538,910,107

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, 2012

EXHIBIT A-2

Program Revenues

Net (Expenses)

Operating Capital Revenues and

Charges for Grants and Grants and Change In

Expenses Services Contributions Contributions Net Assets

GOVERNMENTAL ACTIVITIES

Instruction $ 573,843,860 $ 3,212,855 $ 130,259,915 $ 1,812,470 $ (438,558,620)
Administration, Attendance, & Health 19,526,549 - - - (19,526,549)
Pupil Transportation 34,922,875 - - - (34,922,875)
Operations and Maintenance 93,706,524 332,257 - - (93,374,267)
Cafeterias 27,294,432 12,772,266 14,377,587 - (144,579)
Technology 47,835,843 447 530 4,963,289 - (42,425,024)
Debt Service 44,337,710 - 504,362 - (43,833,348)
Total Governmental Activities $ 841,467,793 $ 16,764,908 $ 150,105,153 $ 1,812,470 $ (672,785,262)

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 Assets

Total Net Assets - July 1

Total Net Assets - June 30

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

$ 387,531,252
946,610

165,011,640
72,266,667
11,630,646

208,950

$ 637,505765

$ (35,189,497)

574,099,604

$ 538,910,107
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2012

Other Total
School School Capital Governmental Governmental
General Grants Textbooks Projects Funds Funds
ASSETS
Cash and Investments
(Notes 1J1 and 6) $ 57,487,588 % - $ 17,626,194 $ 23,553,559 $ 7,289,853 $ 105,957,194
Accounts Receivable 171,552 66,849 3,283 - 13,892 255,576
Due from Other Funds
(Note 10B) 6,207,740 - - - - 6,207,740
Due from Commonwealth
(Note 2A) 9,229,402 1,058,344 - - - 10,287,746
Due from Federal
Government (Note 2B) 91,079 11,670,963 - - 2,197,032 13,959,074
Inventories (Note 1F) - - - - 968,251 968,251
Prepaid Items (Note 1J5) 357,968 - 353,582 - 4,345 715,895
TOTAL ASSETS $ 73,545,329 $ 12,796,156 $ 17,983,059 $ 23,553,559 $ 10,473,373 $ 138,351,476
LIABILITIES AND
FUND BALANCES
Liabilities:
Salaries Payable (Note 7C) $ 50,903,162 $ 4,265026 $ 270 % 22,701 $ 917,135 $ 56,108,294
Vouchers and Accounts
Payable 10,220,644 1,052,159 18,246 8,921,704 50,824 20,263,577
Deposits Payable - - - - 55,000 55,000
Due to Other Funds
(Note 10B) - 6,207,740 - - - 6,207,740
Due to Federal Government - - - 87,914 - 87,914
Deferred Revenue (Note 3) 437,352 66,181 - - 474,745 978,278
TOTAL LIABILITIES $ 61,561,158 $ 11,591,106 $ 18,516 $ 9,032,319 $ 1,497,704 $ 83,700,803
Fund Balances: (Notes 1H
and 10D)
Nonspendable $ 357,968 $ - $ - $ - $ 972,596 $ 1,330,564
Restricted - 1,205,050 17,964,543 5,465,425 3,402,900 28,037,918
Committed - - - 9,055,815 - 9,055,815
Assigned 11,626,203 - - - 4,600,173 16,226,376

TOTAL FUND BALANCES $ 11,984,171 $ 1,205,050 $ 17,964,543 $ 14,521,240 $ 8,975,669 $ 54,650,673
TOTAL LIABILITIES
AND FUND BALANCES $ 73,545,329 $ 12,796,156  $ 17,983,059 $ 23,553,559 $ 10,473,373 $ 138,351,476

The accompanying notes are an integral part of the basic financial statements.
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EXHIBIT A-3
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2012

Amounts reported for governmental activities in the Statement of Net Assets in Exhibit A-1
are different from amounts reported for governmental funds in this exhibit because:

Total Fund Balances - Governmental Funds (this exhibit) $ 54,650,673

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

Cost of Capital Assets $ 796,890,879
less: Accumulated Depreciation 311,942,918 484,947,961

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 (20,068,737)

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 Assets.

Total Assets $ 42,269,260
less: Total Liabilities 22,889,050
Total Net Assets 19,380,210
Total Net Assets of governmental activities in the Statement of Net Assets (Exhibit A-1) $ 538,910,107

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 REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2012

Other Total
School School Capital Governmental Governmental
General Grants Textbooks Projects Funds Funds
REVENUES
From Use of Money and
Property $ 332,257 % - $ 50,953 $ 54,677 $ 463,839 $ 901,726
Charges for Services 1,783,222 - - - 12,757,443 14,540,665
Miscellaneous 1,977,148 151,829 85,618 - 207,373 2,421,968
From Local Government 351,669,028 855,220 - 35,007,004 - 387,531,252
From Commonwealth 305,542,870 7,487,879 1,661,828 - 489,788 315,182,365
From Federal Government 13,660,046 56,138,518 - 1,812,470 13,867,218 85,478,252
Total Revenues $ 674,964,571 $ 64,633,446 $ 1,798,399 $ 36,874,151 $ 27,785,661 $ 806,056,228
EXPENDITURES
Current:
Instruction $ 477,573,144 $ 62,362,888 $ 5,876,806 $ 2,806,120 $ 334,413 $ 548,953,371
Administration, Attendance,
& Health 19,064,917 - - - - 19,064,917
Pupil Transportation 29,578,124 - - 4,121 - 29,582,245
Operations and Maintenance 88,326,990 - - 5,199,375 - 93,526,365
Cafeterias - - - - 26,474,564 26,474,564
Technology 39,345,298 4,963,289 - 1,301,107 267,921 45,877,615
Debt Service 44,337,710 - - - - 44,337,710
Capital Outlay - - - 57,152,553 - 57,152,553
Total Expenditures $ 698,226,183 $ 67,326,177 $ 5,876,806 $ 66,463,276 $ 27,076,898 $ 864,969,340
EXCESS (DEFICIENCY) OF
REVENUES OVER (UNDER)
EXPENDITURES $ (23,261,612) $ (2,692,731) $ (4,078,407) $ (29,589,125) $ 708,763 $ (58,913,112)
OTHER FINANCING SOURCES
(USES)
Transfers In (Note 10A) $ 5,500,000 $ 2,994,199 $ - $ - $ - $ 8,494,199
Transfers Out (Note 10A) (2,994,199) - - - - (2,994,199)
Sale of Capital Assets 221,578 - - 490 - 222,068
Total Other Financing
Sources (Uses) $ 2,727,379 $ 2,994,199 $ - $ 490 $ - $ 5,722,068
NET CHANGES IN
EUND BALANCES $ (20,534,233) $ 301,468 $ (4,078,407) $ (29,588,635) $ 708,763 $ (53,191,044)
EUND BALANCES - JULY 1 32,518,404 903,582 22,042,950 44,109,875 8,266,906 107,841,717
EUND BALANCES - JUNE 30 $ 11,984,171 $ 1,205,050 $ 17,964,543 $ 14,521,240 $ 8,975669 $ 54,650,673

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, 2012

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 Assets 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
assets 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, 2012. This amount is the applicable Net Book Value change and
depreciation expense for the fiscal year.

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

$ 9,744,874
(9,479,963)

$ (5,450,586)
(12,014,874)

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

$ (53,191,044)

37,965,418

264,911

(17,465,460)

(2,763,322)

$ (35,189,497
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EXHIBIT A-5
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
JUNE 30, 2012

Governmental
Activities:
Internal
Service Funds

ASSETS
Current Assets:
Cash and Investments (Notes 1J1 and 6) $ 41,806,589
Accounts Receivable 380,419
Prepaid Items (Note 1J5) 82,252
TOTAL ASSETS $ 42,269,260
LIABILITIES
Current Liabilities:
Salaries Payable $ 1,647
Vouchers and
Accounts Payable 679,647
Unearned Revenue (Note 3) 5,648,756

Estimated Claims and
Judgments (due within one year)
(Notes 5A and 9) 12,419,250
Total Current Liabilities $ 18,749,300
Noncurrent Liabilities:
Estimated Claims and
Judgments (due in more than one year)

(Notes 5A and 9) 4,139,750
TOTAL LIABILITIES $ 22,889,050

NET ASSETS
Unrestricted $ 19,380,210
TOTAL NET ASSETS $ 19,380,210

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 FUND NET ASSETS
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2012

Governmental
Activities:
Internal
Service Funds

OPERATING REVENUES

Charges for Services $ 113,271,855
Miscellaneous Revenue 64,215
Total Operating Revenue $ 113,336,070

OPERATING EXPENSES

Personnel Services $ 544,050
Fringe Benefits 153,261
Other Charges (Note 1J2) 124,783,232
Total Operating Expenses $ 125,480,543
OPERATING INCOME (LOSS) $ (12,144,473)
NONOPERATING REVENUES (EXPENSES)
From Federal Government $ 52,425
From Commonwealth 12,334
Transfers Out-General Fund (5,500,000)
Interest Income 114,254
Total Nonoperating
Revenues (Expenses) $ (5,320,987)
CHANGE IN NET ASSETS $ (17,465,460)
TOTAL NET ASSETS -JULY 1 36,845,670
TOTAL NET ASSETS - JUNE 30 $ 19,380,210

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, 2012

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 NONCAPITAL
EINANCING ACTIVITIES:
Receipt from Federal Government
Receipt from Commonwealth
Payment to Local Government
Net Cash From Noncapital Financing 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
Due from Federal Government
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.

28

$ 113,410,777
(122,421,826)

(695,813)
$ 9,706,862
52,425
12,334
(5,500,000)
$ 5,435,241
$ 114,254

$ (15,027,849)
56,834,438

$ 41806589

$ (12,144,473)

$ (25,461)
87,538

3,441

2,054,050

1,498

(1,892,302)
9,189
2,199,658

$ 2,437,611

$ 9,706,862



EXHIBIT A-8
SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
JUNE 30, 2012

Agency
Funds
ASSETS
Cash and Investments (Notes 1J1 and 6) $ 9,852,387
TOTAL ASSETS $ 9,852,387
LIABILITIES
Vouchers and Accounts Payable $ 9,852,387
TOTAL LIABILITIES $ 9,852,387

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 Assets 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 Assets, 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, 2012

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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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (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) economic resources received or held by the separate
organization are entirely or almost entirely held for the benefit of the School Board, 2) the
School Board is entitled to or has the ability to access a majority of the economic resources of
the separate organization, and 3) the economic resources of the separate organization are
significant to the School Board. Based on these criteria, the School Board has no component
units for financial reporting purposes.

. 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
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

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 total assets.

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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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (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 (presented as Deferred Revenue) arises when potential
revenue does not meet both the "measurable” and "available" criteria for 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
qgualifying 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 (or Deferred Revenue, where applicable) 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 a graduated 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)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
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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 formal action (ordinance or resolution) by the School
Board and/or the City Council. Those committed amounts cannot be used for any other purpose
unless the School Board and/or City Council removes or changes the specified use by taking
the same type of action (ordinance or resolution) it employed to previously commit those
amounts. In contrast to fund balance that is restricted by enabling legislation, committed fund

(continued)
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
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H. Fund Balance (continued)

balance classification may be redeployed for other purposes with appropriate due process.
Constraints imposed on the use of committed amounts are imposed by the School Board and/or
City Council, separate from the authorization to raise the underlying revenue; therefore,
compliance with these constraints are not considered to be legally enforceable. 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 or a School Board
official delegated that authority by School Board resolution, or by State Statute.

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 Assets

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

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

Restricted Net Assets — The restricted net assets component presents the net assets that are
restricted when constraints placed on the net asset 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 Assets — The unrestricted net assets component consists of net assets that do
not meet the “invested in capital assets” or “restricted net assets” 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 2012 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

Effective July 1, 2011, the School Board is required to account for all of the debt service
payments in the School Board’s General Fund on debt incurred by the City “on behalf of”
the School Board (see Note 4B for related information). A corresponding increasein Local
Government revenues was recognized, accordingly, in the School Board’s General Fund.
Information on the School Board and City debt as a whole is 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

40

A.

Due from Commonwealth

The following revenues were due from the Commonwealth of Virginia at June 30, 2012:

State Share Sales Tax $ 5,412,302
Special Education — Regional Program 3,817,100
Technology Initiative 790,043
Other Grants, Entitlements, and Shared Revenues 268,301

Total Due from Commonwealth — Governmental Funds (Exhibit A-3) $10,287,746

Due from Federal Government

The following revenues were due from various federal agencies at June 30, 2012:

ARRA Education Jobs $ 381,009
Adult Basic Education 61,446
Carl Perkins 393,147
Equipment Assistance Grant 20,581
National Institute of Aerospace 11,459
National School Meal Program 2,197,032
NJROTC 79,620
Preschool Incentive 41,646
Teaching American History — SAIL 73,840
Title | 6,023,180
Title Il 788,819
Title Il 55,897
Title IV 51,774
Title VI-B 3,751,449
Other Grants, Entitlements, and Shared Revenues 28,175

Total Due from Federal Government (Exhibit A-3) $13,959,074

(continued)
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3. DEFERRED/UNEARNED REVENUE

Deferred/Unearned revenue represents amounts for which asset recognition criteria have been met,
but for which revenue recognition criteria have not been met. Under the modified accrual basis of
accounting, such amounts are measurable, but not available (presented as Deferred Revenue).
Under the full accrual basis of accounting, such amounts are measurable, but are unearned
(presented as Unearned Revenue). Deferred/Unearned revenue consists of the following as of June
30, 2012:

General Fund — Summer School Tuition and School Rentals $ 437,352
School Grants Fund — Early Reading Intervention and other grants 66,181
Other Governmental Funds — School Cafeterias and Communication Towers —
Charges for Services 474,745
Total Deferred Revenue — Governmental Funds (Exhibit A-3) $ 978,278
School Health Insurance Internal Service Fund — Prepayment of July health
insurance premiums (Exhibit A-5) 5,648,756
Total Unearned Revenue — Governmental Activities (Exhibit A-1) 27,034

4. CAPITAL ASSETS

A. Summary of Changes in Capital Assets

Balance Balance
Governmental Activities: July 1,2011 Increases Decreases June 30, 2012
Capital Assets Not Being Depreciated:
Land $ 31,115,889 $ 8,556,490 $ 5 $ 39,672,374

Construction in Progress 68,407,664 49,090,187 71,853,396 45,644,455
Total Capital Assets Not Being Depreciated $ 99523553 $ 57,646,677 $ 71853401 $ 85316,829
Capital Assets Being Depreciated:

Buildings $479,114,611 $ 81,801,705 $ 4,836,874  $556,079,442
Improvements Other Than Buildings 50,275,645 1,980,522 186,124 52,070,043
Machinery and Equipment 104,173,357 5,306,440 6,055,232 103,424,565
Total Capital Assets Being Depreciated $633,563,613 $ 89,088,667 $ 11078230 $711,574,050
Less Accumulated Depreciation for:
Buildings $197,247,991  $ 27,214,948 $ 3,912,064 $ 220,550,875
Improvements Other Than Buildings 30,134,401 1,897,955 186,124 31,846,232
Machinery and Equipment 55,958,909 8,097,161 4,510,259 59,545,811
Total Accumulated Depreciation $283,341,301 $ 37,210,064 $ 8608447 $311,942918
Total Capital Assets Being Depreciated, Net $350,222.312 $ 51878603 $ 2469783  $399,631,132
Governmental Activities Capital Assets, Net $449,745865  $109,525.280 $ 74323184  $484,947,961

(continued)
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CAPITAL ASSETS (continued)

B. Tenancy in Common by the City on Certain School Buildings

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, 2012, as follows:

School Buildings reported by the City $ 343,453,614
Less: Accumulated Depreciation 25,026,544

Net Book Value reported by the City $ 318,427,070

C. Depreciation Expense on Capital Assets

Depreciation expense was charged to
governmental activities, as follows:

Instruction $ 29,477,826
Admin, Attendance, & Health 32,712
Pupil Transportation 4,355,277
Operations and Maintenance 1,285,244
Cafeterias 304,956
Technology 1,754,049
Total Depreciation Expense 7,21 4

Note: Approximately $15 million of the
depreciation expense is on buildings
owned by the School Board and
reported by the City, and the net
accumulated depreciation change/
transfer, if applicable, on buildings
owned by the School Board and
previously reported by the City as a
result of the Tenancy in Common
provisions disclosed in Note 4B.

(continued)
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5. LONG-TERM LIABILITIES

A. Summary of Changes In Long-term Liabilities

Amounts
Governmental Activities: Balance Balance Due Within
July 1, 2011 Additions Reductions June 30, 2012 One Year

Accrued Compensated Leave

(Note 5B) $ 20,333,648 $ 9,479,963 $ 9,744,874 $ 20,068,737 $ 10,037,220
Estimated Claims and Judgments

(Notes 9A and 9C) 14,359,342 124,783,232 122,583,574 16,559,000 12,419,250

Long-Term Liabilities $ 34692990 $134.263,195  $132.328,448 $ 36,627,737 $ 22,456,470

Note: Long-term liabilities are typically liquidated by the General Fund, or the applicable special
revenue (e.g., School Cafeterias) or internal service (e.g., Risk Management) fund.

B. Accrued Compensated Leave

The accrued compensated leave is as follows at June 30, 2012:

Compensated
Leave
Annual $ 8,794,854
Sick 9,442,414
Personal 1,831,469
Total $20,068,737

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.

6. DEPOSITS AND INVESTMENTS

The Constitution of Virginia and the Code of Virginia, as amended, require the election of a City
Treasurer. The City's Charter provides that the City Treasurer is the custodian of City cash and has
powers and duties prescribed by general law. Cash and temporary investments pertaining to the
School Board’s funds (except school activity account funds) are pooled and invested with the cash
and temporary investments of the City. The bank balance of the City’s deposits, which includes the
School Board’s cash pooled with the City, was covered by Federal Depository Insurance or
collateralized in accordance with the Virginia Security for Public Deposits Act. Information to
categorize investments for the School Board only, by the level of risk assumed, is unavailable for
disclosure. However, information on the pooled deposits and investments (including the
investments stated at amortized cost and the investments stated at fair value) for the School Board
and City as awhole is presented in the City’s Comprehensive Annual Financial Report and below,
as follows:

(continued)
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DEPOSITS AND INVESTMENTS (continued)

Deposits:

Custodial credit risk for deposits policy — All cash of the City including the School Board
Component Unit (excluding the School Board’s School Activity Accounts) is maintained in
accounts collateralized in accordance with the Virginia Security for Public Deposits Act, Section
2.2-4400 et. seq. of the Code of Virginia or covered by Federal Depository Insurance.

The City has compensating balance arrangements with two financial institutions. Bank of America
provides services to the City while a $3.5 million balance is maintained in a demand deposit
account. A fluctuating checking account balance based on monthly investment services is a
requirement of Branch Banking & Trust (BB&T).

As of June 30, 2012, the City had the following investments. Except for the investments in the State
Non-Arbitrage Program (SNAP), all investments are in an internal investment pool.

Weighted Average

Fair Maturities
Investment Type Value (in months)
Certificates of Deposit $ 119,160,824 241
State Treasurer's Local Government Investment Pool (LGIP) 185,000,000 0.47
Commercial Paper Disc. — Amortizing 26,947,138 0.34
U. S. Government Securities 40,000,000 1.31
State Non Arbitrage Program — SNAP 25,241,644 0.06
Total Fair Value $ 396,349,606
Portfolio Weighted Average Maturity 1.10

Reconciliation of total deposits and investments:

School Board

Primary Component
Government Unit Total
Cash and Investments $ 284,912,391 $ 147,763,783 $ 432,676,174
Restricted Cash and Cash Equivalents 411,725,283 - 411,725,283
Fiduciary Funds 486,503 9,852,387 10,338,890
Total $ 697,124,177 $ 157,616,170 $ 854,740,347
Less: Cash on Deposit (458,390,741)
Total Market Value of Investments at June 30, 2012 $ 396,349,606

Interest Rate Risk:

As a means of limiting its exposure to fair value loses arising from rising interest rates, the City’s
investment policy limits maximum final stated maturities of investments to five years. In addition,
the City will structure the investment portfolio so that securities mature to meet cash requirements
and by investing operating funds primarily in shorter-term securities.

Investments of debt proceeds held by bond trustees are governed by provisions of the debt
agreements. Reverse and escrow funds may be invested in securities exceeding five years to
maturity if the maturities of such investments are made to coincide as nearly as practicable with the
expected use of the funds.

(continued)
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6. DEPOSITS AND INVESTMENTS (continued)

The City assumes all investments will be held until maturity or until called at their par value.
However, an investment may be sold at an earlier date to meet certain obligations or if the
investment’s credit quality drops. This makes the City’s investments sensitive to market rate
fluctuations. To mitigate the impact of market rate fluctuations, the City maintains enough liquidity
to meet its short-term needs with a smaller portion invested in long-term government-sponsored
organizations and high-quality corporate notes.

Credit Risk:

Credit risk is therisk an investor is subject to as aresult of the credit quality of investments in debt
securities. Statutes, as well as the City’s investment policy, authorize the City to invest in
obligations of the United States or agencies thereof; the Commonwealth of Virginia or political
subdivisions thereof; obligations of the International Bank for Reconstruction and Development
(World Bank); the Asian Development Bank; the African Development Bank; commercial paper
rated A-1 by Standard & Poor's Corporation or P-1 by Moody's Commercial Paper Record; bankers’
acceptance instruments; repurchase agreements which are collateralized with securities approved
for direct investment, State Treasurer's Local Government Investment Pool (LGIP); and corporate
notes with at least a rating of Aa by Moody's or AA by Standard and Poor's.

The LGIP is an externally managed investment pool that is not registered with the Securities
Exchange Commission but is managed as a “2a-7 like pool”. Pursuant to the Code of Virginia, the
Treasury Board of the Commonwealth sponsors the LGIP and has delegated certain functions to
the State Treasurer. The LGIP reports to the Treasury Board at their regularly scheduled monthly
meetings. The LGIP values portfolio securities by the amortized cost method and on a monthly
basis this valuation is compared to current market to monitor any variance. The fair value of the
City’s position in the pool is the same as the value of the pool shares.

Custodial credit risk for investments policy — For an investment, this is the risk that, in the event of
a failure of the counterparty, the City will not be able to recover the value of its investment or
collateral securities that are in the possession of an outside party. The City requires that all
investments be clearly marked as to ownership and to the extent possible, be registered in the
name of the City. In addition, the City pre-qualify’ s the financial institutions, brokers/dealers,
intermediaries and advisors with which the City will do business.

The City’s rated debt investments as of June 30, 2012 were rated by Standard & Poor’s and
Moody’s and/or an equivalent national rating organization and the ratings are presented below
using the respective rating scale from both agencies.

Rated Debt Investments Fair Quality Ratings
AAA Al/P1/F1+
State Treasurer's Local Government Investment Pool (LGIP) $ 185,000,000 $
U. S. Government Securities 40,000,000
State Non Arbitrage Program (SNAP) 25,241,644

Concentration of Credit Risk: Concentration of credit risk represents the risk of investments in any
one issue that represents 5% or more of investments. The City’s investment policy limits the
amount it can invest in commercial paper and bankers acceptance instruments. By policy,
investments in commercial paper are limited to 35% of the total available for investment, and not

(continued)
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6. DEPOSITS AND INVESTMENTS (continued)
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more than 5% of the total available for investment can be invested in any one issuing corporation.
Bankers’ acceptance instruments shall not exceed 50% of the total investment portfolio’s book
value on the date of acquisition.

At June 30, 2012, investments in bankers’ acceptance instruments and U.S. Government Securities
are recorded at fair value. All other investments are reported utilizing amortized cost due to
maturity dates less than one year. The fair valuing of bankers’ acceptance instruments and U.S.
Government Securities at June 30, 2012 resulted in a net increase of $322,728.

All City and School Board Funds participate in a centralized cash and investment pool. Interest
earnings on investments are allocated to the appropriate funds based upon the average monthly
cash balance of each fund.

COMMITMENTS AND CONTINGENCIES

A.

Litigation

The School Board, as of June 30, 2012, is a named defendant in various lawsuits. The School
Board is vigorously defending all cases, and expects no losses will be incurred which would
have a material effect on the School Board’s financial position.

Intergovernmental Grants, Entitlements, and Shared Revenues

The School Board participates in anumber of federal and state grants, entitlements, and shared
revenues programs. These programs are subject to program compliance audits by the
applicable federal or state agency or their representatives. Furthermore, the U.S. Congress
passed legislation entitled the "Single Audit Act Amendments of 1996" which requires most
governmental recipients of federal assistance to have an annual independent organization-wide
financial and compliance audit. The results thereof are incorporated in the City’s
Comprehensive Annual Financial Report. The amounts, if any, of expenditures that may be
disallowed by these audits cannot be determined at this time, although the School Board
expects such amounts, if any, to be immaterial.

Salaries Payable

The outstanding Salaries Payable amount represents salaries due (in July and August 2012) to
school employees (e.g., teachers) who have opted to be paid over atwelve-month period; and
salaries that are due (e.g., for services rendered in June 2012 and not paid until July 2012) to
substitutes, part-time employees, and other school personnel.

Encumbrances

The School Board has encumbrances such as purchase orders, contracts, and other
commitments for the expenditure of monies for goods and/or services not received as of June
30, 2012. These outstanding encumbrances (listed below) do not constitute expenditures until
expended or accrued as liabilities and, therefore, are not reflected in the accompanying
financial statements.

(continued)
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7. COMMITMENTS AND CONTINGENCIES (continued)

D. Encumbrances (continued)

Amount of
Fund Encumbrances
General $11,309,286
School Textbooks 87,917
Capital Projects 10,699,974
Other Governmental 88,210
Total 22,1 7

8. RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS

A. Virginia Retirement System

1. Plan Description

The School Board contributes to the Virginia Retirement System (VRS), an agent and cost-
sharing multiple-employer defined benefit pension plan, which is administered by the VRS.
VRS is a public employee retirement system that acts as a common investment and
administrative agent for political subdivisions in the Commonwealth of Virginia.
Professional employees participate in a VRS statewide teacher cost sharing pool, and
nonprofessional employees participate as a separate group and cost sharing pool in the
retirement system.

Benefits vest after five years of service credit. Members earn one month of service credit
for each month they are employed and their employer is paying into the VRS. Members are
eligible to purchase prior public service, active duty military service, certain periods of
leave, and previously refunded VRS service as credit in their plan.

VRS administers two defined benefit plans for political subdivision employees, as follows:

Plan 1 — Members hired before July 1, 2010 and who have service credits before July 1,
2010 are covered under Plan 1. Non-hazardous duty members are eligible for an
unreduced retirement benefit beginning at age 65 with at least five years of service
credit or age 50 with at least 30 years of service credit. They may retire with areduced
benefit as early as age 55 with at least 5 years of service credit or age 50 with at least
ten years of service credit.

Plan 2 — Members hired or rehired on or after July 1, 2010 and who have no service
credits before July 1, 2010 are covered under Plan 2. Non-hazardous duty members are
eligible for an unreduced benefit beginning at their normal Social Security retirement
age with at least five years of service credit or when the sum of their age and service
equals 90. They may retire with a reduced benefit as early as age 60 with at least five
years of service credit.

(continued)
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A. Virginia Retirement System (continued)

1. Plan Description (continued)

The VRS Basic Benefit is a lifetime monthly benefit based on a retirement multiplier as a
percentage of the member’s average final compensation multiplied by the member’s total
service credit. Under Plan 1, average final compensation is the average of the member’s 36
consecutive months of highest compensation. Under Plan 2, average final compensation is
the average of the member’'s 60 consecutive months of highest compensation. The
retirement multiplier for non-hazardous duty members is 1.70%. At retirement, members
can elect the Basic Benefit, the Survivor Option, a Partial Lump-Sum Option Payment
(PLOP) or the Advance Pension Option. A retirement reduction factor is applied to the
Basic Benefit amount for members electing the Survivor Option, PLOP, or Advance Pension
Option or those retiring with a reduced benefit.

Retirees are eligible for an annual cost-of-living adjustment (COLA) effective July 1 of the
second calendar year of retirement. Under Plan 1, the COLA cannot exceed 5.00%; under
Plan 2, the COLA cannot exceed 6.00%. During years of no inflation or deflation, the COLA
is 0.00%. The VRS also provides death and disability benefits.

Title 51.1 of the Code of Virginia (1950), as amended, assigns the authority to establish and
amend benefit provisions to the General Assembly of Virginia. The VRS issues a publicly
available Comprehensive Annual Financial Report that includes financial statements and
required supplementary information for the VRS. A copy of the report may be obtained from
the VRS Web site at http://www.varetire.org/Pdf/Publications/2011-annual-report.pdf or by
writing to the System’s Chief Financial Officer at P.O. Box 2500, Richmond, VA, 23218-2500.

Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to
contribute 5% of their annual salary to the VRS. All or part of the 5% member contribution
may be assumed by the employer. This 5% member contribution has been assumed by the
School Board. The employer is required by State statute to contribute the remaining
amounts necessary to fund the VRS using the actuarial basis specified by the Code of
Virginia, as amended, and approved by the VRS Board of Trustees.

The School Board’s nonprofessional employee contribution rate for the fiscal year ended
June 30, 2012 was 11.26% of annual covered payroll (includes the 5% member contribution).
The School Board’s contribution (including the 5% member contribution) for the fiscal year
ended June 30, 2012 to the VRS statewide teacher pool was $42,884,174. This amount
represented 11.33% of annual covered payroll for 2012. The contribution for 2011 was
$34,487,826 and 8.93% of annual covered payroll. The contribution for 2010 was $44,050,383
and 13.81% (0% last quarter) of annual covered payroll. The actual contribution for each of
these years was equal to the required contribution.

(continued)
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8. RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS (continued)

A. Virginia Retirement System (continued)

3.

Annual Pension Cost

For the fiscal year ended June 30, 2012, the School Board’s annual pension cost for the
nonprofessional employees of $4,488,305 was equal to the School Board’s actual
contribution. The required contribution was determined as part of the June 30, 2009
actuarial valuation using the entry age actuarial cost method. The actuarial assumptions
include: (a) 7.50% investment rate of return (net of administrative expenses), (b) projected
salary increases that ranged between 3.75% and 5.60% per year, and (c) 2.50% per year cost-
of-living adjustments. Both (a) and (b) include an inflation component of 2.50%. The
actuarial value of the School Board's assets is equal to the modified market value of assets.
This method was determined using techniques that smooth the effects of short-term
volatility in the market value of assets over a five-year period. The School Board’s
unfunded actuarial accrued liability is being amortized as a level percentage of projected
payroll on an open basis. The remaining amortization period at June 30, 2009 for the
Unfunded Actuarial Accrued Liability (UAAL) was 20 years.

Trend Information

Annual Percentage Net Pension
Fiscal Year Pension of APC Obligation
Ended Cost (APC) Contributed (Assets)
June 30, 2010 $4,784,521 100.0% $ -
June 30, 2011 $4,363,858 100.0% $ -
June 30, 2012 $4,488,305 100.0% $ -

Funding Status and Progress

As of June 30, 2011, the most recent actuarial valuation date, the plan was 83.20% funded.
The actuarial accrued liability for benefits was $187,196,469, and the actuarial value of
assets was $155,756,190, resulting in an unfunded actuarial accrued liability (UAAL) of
$31,440,279. The covered payroll (annual payroll of active employees covered by the plan)
was $40,672,520, and the ratio of the UAAL to the covered payroll was 77.30%. The schedule
of funding progress, presented as RSI following the notes to the financial statements,
presents multiyear trend information that shows whether the actuarial value of plan assets
is increasing or decreasing over time relative to the actuarial accrued liability.

B. Other Postemployment Benefits

1.

Plan Description

The City and School Board Other Postemployment Benefit (OPEB) Plans are a single-
employer defined benefit plan, administered in accordance with State and City statutes.
Section 15.2-1500 of the Virginia State Code provides that every locality shall provide for
the governmental functions of the locality, including employment of the officers and other
employees. In connection with this employment, the City and School Board have
established certain plans to provide postemployment benefits other than pensions as
defined in Section 15.2-1545 of the Virginia Code to retirees and their spouses and eligible

(continued)
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8. RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS (continued)

B. Other Postemployment Benefits (continued)

1.

2.

Plan Description (continued)

dependents. Employees who retire with at least 25 years of service with the City and
School Board as well as those who retire on awork-related disability compensable under
the Workers’ Compensation Act before age 65 are eligible for access to health insurance
coverage. This benefit is payable until the retiree becomes eligible for Medicare.

In accordance with Article 8, Chapter 15, Subtitled Il of Title 15.2 of the Virginia Code, the
City and School Board have elected to establish a trust for the purpose of accumulating
and investing assets to fund Other Postemployment Benefits. The City and School Board
in accordance with this election have joined the Virginia Pooled OPEB Trust Fund.
Deposits to this trust are irrevocable and are held solely for the payment of OPEB benefits
for the City and School Board.

Separate financial statements can be obtained from VML/VACO Finance, 1108 East Main
Street, Suite 801, Richmond, VA 23219.

Funding Policy

Contribution requirements of the City, School Board, and plan members are established
and may be amended by the respective legislative bodies. Therequired contributions were
actuarially determined and are based upon projected pay-as-you-go financing requirements
with an additional amount to prefund benefits. For the period ending June 30, 2012 the
City and School Board contributed $8,714,600 and $7,721,500, respectively. Plan members
from each organization contributed $39.50 per month for retiree-only point of service
coverage. Retirees who elect HMO coverage will contribute less. City and School Board
retirees with coverage for their spouses will contribute $320 and $372 per month,
respectively, to age 65. The City and School Board have determined that all current
employees and retirees shall contribute to the cost of their health care coverage and no
level of benefit shall be provided free of charge. The retiree contribution rate shall be based
on the experience of the plan, the City and School Board’s annual contribution amount, and
the remaining premium cost. The below presents the funding status for the School Board.

@) (b) (b-a) (asb) (©) ((b-a)/c)
Unfunded
(Overfunded) UAAL as a

Actuarial Actuarial Actuarial Actuarial Percentage of
Valuation Value of Accrued Accrued Funded Covered Covered

Date

Assets Liability (AAL) Liability (UAAL) Ratio Payroll Payroll

January 1, 2012 $ 17,306,300 $ 77,083,800 $ 59,777,500 22.5% $ 409,662,700 14.6%

50

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts
and assumptions about the probability of occurrence of events far into the future.
Examples include assumptions about future employment, mortality, and the healthcare cost
trend. Amounts determined regarding the funded status of the plan and the annual required
contributions of the employer are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the future. The

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

8. RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS (continued)

B. Other Postemployment Benefits (continued)

2.

3.

4,

Funding Policy (continued)

schedule of funding progress, presented as RSI following the notes to the financial
statements, presents multiyear trend information that shows whether the actuarial value of
plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities
for benefits.

Annual OPEB Cost and Contribution

For 2012, the City and School Board’s annual OPEB cost of $8.7 million and $7.7 million,
respectively, was equal to the required contribution. The School Board’s annual OPEB
cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB
obligation for 2012 is presented below (and presented with multi-year information as RSI
following the notes to the financial statements).

Percentage
Fiscal Year Annual of ARC Net OPEB
Ended OPEB Cost Contributed Obligation
June 30, 2012 $7,721,500 100.0% $ -

The financial statements relating to the City and School Board’s OPEB trust are presented
in the City’s Comprehensive Annual Financial Report.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan
(the plan as understood by the employer and plan members) and include the types of
benefits provided at the time of each valuation and the historical pattern of sharing of
benefit costs between the employer and plan members to that point. The actuarial methods
and assumptions used include techniques that are designed to reduce short-term volatility
in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-
term perspective of the calculations.

In the January 1, 2012 actuarial valuation for the years ending June 30, 2012 and 2013, the
projected unit credit method was used. The actuarial assumptions included a 7.5%
investment rate of return (net of administrative expenses) and an annual healthcare cost
trend rate of 7.2% initially, graded to 4.8% over 83 years. Unfunded actuarial accrued
liabilities for each organization are being amortized as alevel dollar amount over an open
period of 30 years. The remaining amortization period is 30 years.

(continued)
51



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

9. RISK MANAGEMENT AND HEALTH CARE BENEFITS

52

A. School Self-Insurance Program

The School Board is self-insured for a portion of its risks. The self-insurance coverage for Fire
and Property Insurance is $100,000 per occurrence and 1% of the total insured value of the
damaged covered property when such loss or damage results from a named storm (minimum
deductible — $250,000 per occurrence); Boiler and Machinery is $10,000 per occurrence; School
Leaders Liability (errors and omissions) is $350,000 per occurrence; Employee Dishonesty is
$1,000 per occurrence; General Liability is $350,000 per occurrence; Vehicle Liability is
$350,000 per occurrence; Vehicle Catastrophic Fleet Damage is $60,000 per occurrence; and
Workers’ Compensation is $500,000 per occurrence.

Commercial insurance is purchased to cover the amount in excess of the above self-insured
levels for specific losses. When economically feasible, commercial insurance is purchased to
cover certain exposures completely. The amount of settlements did not exceed insurance
coverage for each of the past three fiscal years.

The insurance coverage is substantially the same as in prior fiscal years, except for Fire and
Property Insurance. During 2006, the coastal property insurance marketplace faced severe
capacity restrictions as reinsurers recovered from the catastrophic losses from Hurricanes
Katrina and Rita. The property insurance program for the School Board was greatly
affected due to the heavy coastal exposures. The insurance marketplace offered very little
capacity for coverage limits and the premiums associated with this coverage were costly. A
hurricane modeling study combined with a thorough analysis of insured buildings and their
proximity to the water resulted in a considerable reduction in insurance coverage limits.

Claims processing and payments for all insurance claims are made through commercial
carriers and third-party administrators.

The School Board uses the information provided by the third-party administrators to aid in the
determination of self-insurance liabilities. The computed liability as of June 30, 2012 is
$7,886,000 (undiscounted), as follows:

Current-Year

Beginning-of- Claims and Balance at
Fiscal Fiscal-Year Changes in Claims Fiscal
Year Liability Estimates Payments Year-End
2009-10 $6,024,794 $4,821,550 $4,736,114 $6,110,230
2010-11 $6,110,230 $5,518,013 $4,839,901 $6,788,342
2011-12 $6,788,342 $6,038,595 $4,940,937 $7,886,000

. Surety Bonds

All School Board employees are covered by a faithful performance bond in the amount of
$100,000 to protect the School Board in the event of fraudulent acts.

. Self-Insured Health Care Benefits Program

Effective January 1, 2000, the School Board established a self-insured health care benefits
program for all School Board and City employees. Certain claims expenses paid on behalf of

(continued)



SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

9. RISK MANAGEMENT AND HEALTH CARE BENEFITS (continued)

C. Self-Insured Health Care Benefits Program (continued)

each employee during a single policy year are covered by excess loss insurance with a specific
stop-loss limit of $500,000. Claims processing and payments for all health care claims are made
through third-party administrators. The School Board uses the information provided by the
third-party administrators and a health care benefits consultant to aid in the determination of
self-insurance liabilities. The computed liability as of June 30, 2012 is $8,673,000
(undiscounted), as follows:

Current-Year

Beginning-of- Claims and Balance at
Fiscal Fiscal-Year Changes in Claims Fiscal
Year Liability Estimates Payments Year-End
2009-10 $ 7,425,159 $108,090,373  $107,791,532 $ 7,724,000
2010-11 $ 7,724,000 $109,794,106  $109,947,106 $ 7,571,000
2011-12 $ 7,571,000 $118,744,637  $117,642,637 $ 8,673,000

10. CERTAIN INTERFUND TRANSACTIONS, EXHIBITS A-4 TO A-2 RECONCILIATION FOR CAPITAL
OUTLAY, AND FUND BALANCE CLASSIFICATIONS

A. Interfund Transfers

The following are the School Board’s interfund transfers in and transfers out that occurred
during fiscal year 2012:

Interfund Interfund
Fund Transfers In  Transfers Out
General Fund $ 5,500,000 $ 2,994,199
School Grants
Special Revenue 2,994,199 -

Total per Exhibit A-4 $ 8494199 $ 2,994,199

Purpose: Operational support during Fiscal Year 2011-12 (including a $5,500,000
transfer from the School Board’s Risk Management Internal Service Fund
to the School Board’s General Fund required by an ordinance adopted by
City Council during the Fiscal Year 2012 budget process)

B. Interfund Receivables and Payables

The following are the School Board’s interfund receivables and payables as of June 30, 2012:

Interfund Interfund
Receivables Payables
(Due from (Due to
Fund Other Funds) Other Funds)
General Fund $ 6,207,740 $ -
School Grants
Special Revenue - 6,207,740

Total per Exhibit A-3 $ 6,207,740 $ 6,207,740

(continued)
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10. CERTAIN INTERFUND TRANSACTIONS, EXHIBITS A-4 TO A-2 RECONCILIATION FOR CAPITAL
OUTLAY, AND FUND BALANCE CLASSIFICATIONS (continued)

B. Interfund Receivables and Payables (continued)

Purpose: Eliminate School Grants Fund negative cash balance at June 30, 2012
(expected to be repaid within one year)

C. Exhibits A-4 to A-2 Reconciliation for Capital Qutlay

Capital outlays to purchase or build capital assets are reported in governmental funds as
expenditures (Exhibit A-4). However, for governmental activities those costs are shown in the
Statement of Net Assets and allocated over their estimated useful lives as annual depreciation
expenses in the Statement of Activities (Exhibit A-2). The below is the amount by which capital
outlay exceeded depreciation expense (including other transactions (e.g., loss on disposals))
for the fiscal year.

Capital Outlay:

Capital Projects Fund $ 57,152,553
General Fund 3,343,296
Grants Special Revenue Fund 1,206,969
School Cafeterias Special Revenue Fund 40,786
School Communication Towers/Technology

Special Revenue Fund 12,080
School Vending Operations 32,244
Risk Management Internal Service Fund and

other Capital Assets 494,144

Total Capital Outlay

Less:
Depreciation Expense
Depreciation Expense and Accumulated
Depreciation change/transfer related to
the Tenancy in Common by the City on

$62,282.072

$(37,210,064)

certain School Buildings (Notes 4B&C) 15,363,194
Loss on Disposals (2,469,784)
Total Depreciation Expense and Other $(24,316,654)
Total Amount by which Capital
Outlay Exceeded Depreciation
Expense and Other (Exhibit A-4) 7 41

(continued)
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10. CERTAIN INTERFUND TRANSACTIONS, EXHIBITS A-4 TO A-2 RECONCILIATION FOR CAPITAL
OUTLAY, AND FUND BALANCE CLASSIFICATIONS (continued)

D. Fund Balance Classifications

Fund balance is classified as nonspendable, restricted, committed, assigned and/or
unassigned (Note 1H) 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
constraints placed on the fund balance for the major governmental funds and all of the other
governmental funds are presented below.

Total
School School Capital Nonmajor Governmental
General Grants Textbooks Projects Governmental Funds
Nonspendable
Inventories and
Prepaid Items $ 357,968 $ - $ - $ - $ 972,596 $ 1,330,564
Restricted
Federal and State

Grantor Agencies $ - $ 1,205,050 $ - $ - $ - $ 1,205,050
State DOE/Textbooks - - 17,964,543 - - 17,964,543
Capital Projects

Bond Proceeds Balance - - - 5,465,425 - 5,465,425
USDA/Cafeterias Charges - - - - 3,402,900 3,402,900

Total Restricted $ - $ 1,205,050 $17,964543 $ 5465425 $ 3,402,900 $ 28,037,918
Committed
Capital Projects Contracts $ - $ - $ - $ 9,055,815 $ - $ 9,055,815
Assigned
Instructional Technology $ 1,086,203 $ - $ - $ - $ - $ 1,086,203
School Athletics 220,665 - - - - 220,665
Communication Towers/

Technology - - - - 2,482,499 2,482,499
Vending Operations/

School Allocations - - - - 307,508 307,508
Equipment Replacement - - - - 1,810,166 1,810,166
Instruction Category 948,382 - - - - 948,382
Administration, Attendance

and Health Category 29,118 - - - - 29,118
Pupil Transportation

Category 1,241,004 - - - - 1,241,004
Operations and

Maintenance Category 4,768,945 - - - - 4,768,945
Technology Category 3,331,886 - - - - 3,331,886

Total Assigned $ 11,626,203 - - - $ 4,600,173 $ 16,226,376
Total Fund Balances $ 11,984,171  $ 1,205,050 $17,964,543  $ 14,521,240 $ 8,975,669 $ 54,650,673
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REQUIRED SUPPLEMENTARY INFORMATION

RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS
Retirement Analysis of Funding Progress — Nonprofessional Employees

Other Postemployment Benefits — Annual OPEB Cost and Contribution
Other Postemployment Benefits — Funding Status and Progress

MAJOR GOVERNMENTAL FUNDS
GENERAL FUND

The General Fund is the general operating fund of the School Board which is used to account
for all of the financial resources, except those required to be accounted for in another fund.

SCHOOL GRANTS SPECIAL REVENUE FUND

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

SCHOOL TEXTBOOKS SPECIAL REVENUE FUND

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

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
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SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS (Unaudited)
JUNE 30, 2012

Retirement
Analysis of Funding Progress

Nonprofessional Employees

(a) (b) (b-a) (a/b) (c) ((b-a)lc)
Unfunded
(Overfunded) UAAL as a

Actuarial Actuarial Actuarial Actuarial Percentage of
Valuation Value of Accrued Accrued Funded Covered Covered
Date Assets Liability (AAL) Liability (UAAL) Ratio Payroll Payroll
June 30, 2009 $ 153,730,529 $ 167,501,425 $ 13,770,896 91.78% $ 42,555,387 32.36%
June 30, 2010 $ 153,783,371 $ 182,222,930 $ 28,439,559 84.39% $ 41,493,390 68.54%
June 30, 2011 $ 155,756,190 $ 187,196,469 $ 31,440,279 83.20% $ 40,672,520 77.30%

Source: Virginia Retirement System Actuarial Valuation Report for June 30, 2011. Revised economic and noneconomic
assumptions due to experience review.

Other Postemployment Benefits
Annual OPEB Cost and Contribution

For 2012, the School Board’s annual OPEB cost of $7.7 million was equal to the required contribution. The School
Board’s annual OPEB cost and the percentage of annual OPEB cost contributed to the plan is presented below.

Percentage
Fiscal Year Annual of ARC
Ended OPEB Cost Contributed
June 30, 2010 $8,881,926 100.0%
June 30, 2011 $8,881,926 100.0%
June 30, 2012 $7,721,500 100.0%

Source: Postretirement Benefit Valuation Report dated January 1,
2012 for the periods ending June 30, 2012 and 2013.

The financial statements relating to the City and School Board’s OPEB trust are presented in the City’s
Comprehensive Annual Financial Report.

Other Postemployment Benefits
Funding Status and Progress

The funded status of the plan as of January 1, 2012 was, as follows:

(@) (b) (b-a) (a/b) (c) ((b-a)/c)
Unfunded
(Overfunded) UAAL as a

Actuarial Actuarial Actuarial Actuarial Percentage of
Valuation Value of Accrued Accrued Funded Covered Covered
Date Assets Liability (AAL) Liability (UAAL) Ratio Payroll Payroll
January 1, 2009 $ 3,897,182 $ 72,692,511 $ 68,795,329 5.40% $ 440,959,594 15.60%
January 1, 2010 $ 8,648,413 $ 75,347,493 $ 66,699,080 11.50% $ 432,476,829 15.40%
January 1, 2012 $ 17,306,300 $ 77,083,800 $ 59,777,500 22.45% $ 409,662,700 14.59%

Source: Postretirement Benefit Valuation Report dated January 1, 2012 for the periods ending June 30, 2012 and 2013.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions
about the probability of occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the healthcare cost trend. Amounts determined regarding the funded status of the
plan and the annual required contributions of the employer are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the future. The schedule of funding progress
above presents multiyear trend information that shows whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits.
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B-1

Erom Local Government
City - General Fund
City - School Reserve Fund
City for Consolidated Benefits Office
Total From Local Government

From Commonwealth
Basic Aid
Reimbursement-Social Security
Reimbursement-Retirement
Reimbursement-Life Insurance
Remedial Education
Remedial Education-Summer School
Special Education
Special Education-Regional Program
Special Education-Homebound
Special Education-Foster Children
Foster Home Children
Vocational
Vocational-Occupational/Tech
Vocational-Adult Education
Vocational-Equipment-State
Sales Tax
Class Size Initiative
Enroliment Loss
At-Risk Initiative
English as a Second Language
Visually Impaired
Composite Index Hold Harmless
Dual Enroliment
Gifted and Talented Aid
Supplemental Support for Operating

Total From Commonwealth

Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
REVENUES
Erom Use of Money and Property
Rents $ 450,000 $ 450,000 $ 332,257 $ (117,743) $ 367,908
Charges for Services
Tuition and Educational Fees $ 1,481,100 $ 1,481,100 $ 1,783,222 $ 302,122 $ 1,796,596
Miscellaneous Revenue
Sale of Salvage $ 12,000 $ 12,000 $ 502,523 $ 490,523 $ 346,446
Insurance Proceeds - - 30,721 30,721 26,951
Premium on Bonds - - 104,615 104,615 -
Donations - - 1,165 1,165 1,860
Miscellaneous 95,000 95,000 54,009 (40,991) 70,477
Indirect Costs 550,000 550,000 704,200 154,200 563,562
Natl Institute of Aerospace-Other - - 14,130 14,130 49,156
Take One Program - - 1,400 1,400 -
Athletics 544,000 544,000 489,776 (54,224) 537,511
Instructional Technology - - 74,609 74,609 232,448
Total Miscellaneous Revenue $ 1,201,000 $ 1,201,000 $ 1,977,148 $ 776,148 $ 1,828,411

$ 354,089,081
13,300,000
678,838

$ 353,661,471
13,300,000
678,838

$ 337,706,745
13,300,000
662,283

$ (15,954,726)

(16,555)

$ 315,337,053
13,000,000
662,283

$ 368,067,919

$ 367,640,309

$ 351,669,028

$ (15,971,281)

$ 328,999,336

$ 166,430,660

$ 166,430,660

$ 165,011,640

$ (1,419,020

$ 159,342,761

10,098,225 10,098,225 10,038,165 (60,060) 10,073,393
9,150,228 9,150,228 9,095,806 (54,422) 5,961,804
370,955 370,955 368,749 (2,206) 370,043
2,802,773 2,802,773 2,786,103 (16,670) 2,795,881
1,160,030 1,160,030 1,130,920 (29,110) 1,160,030
19,495,757 19,495,757 19,379,803 (115,954) 19,447,816
8,490,677 8,490,677 8,027,638 (463,039) 7,871,956
89,620 89,620 54,338 (35,282) 84,546
- - 324,797 324,797 318,481
564,832 564,832 207,920 (356,912) 199,291
3,050,076 3,050,076 3,031,935 (18,141) 3,042,576
299,093 299,093 224,603 (74,490) 207,694
- - 35,479 35,479 32,684
- - 88,140 88,140 88,608
72,311,348 72,311,348 72,266,667 (44,681) 70,058,126
2,261,346 2,261,346 2,337,996 76,650 2,218,993
1,615,494 1,615,494 1,605,895 (9,599) 1,607,755
571,684 571,684 558,275 (13,409) 547,324
- - 31,865 31,865 28,665
1,720,723 1,720,723 1,720,723 - 13,776,652
- - 60,864 60,864 52,208
1,854,776 1,854,776 1,843,745 (11,031) 1,850,215
5,326,418 5,326,418 5,310,804 (15,614) -

$ 307,664,715

$ 307,664,715

$ 305,542,870

$  (2,121,845)

$ 301,137,502

(continued)
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Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
REVENUES (continued)
Erom Federal Government
Public Law 874 $ 14,461,723 $ 14,461,723 $ 8,428,118 $ (6,033,605) $ 10,389,713
Public Law 874-Special Education - - 937,323 937,323 1,077,799
Dept of the Navy-NJROTC 100,000 100,000 320,318 220,318 310,175
Department of Defense 1,500,000 1,500,000 1,948,297 448,297 2,017,599
Dept of Defense-Special Education - - 316,908 316,908 502,639
Medicaid Reimbursement 575,000 575,000 1,145,194 570,194 1,196,050
Basic School Aid-ARRA/SFSF - - - - 7,528,270
Natl Institute of Aerospace - - 59,231 59,231 104,762
Interest Subsidy-QSCB - - 504,362 504,362 -
Other Federal Funds - - 295 295 23,294
Total From Federal Government $ 16,636,723 $ 16,636,723 $ 13,660,046 $ (2,976,677) $ 23,150,301

Total Revenues

EXPENDITURES
Instruction

60

Elementary Classroom
Senior High Classroom
Technical and Career Education

Gifted Education and Academy Programs

Special Education

Summer School

General Adult Education
Alternative Education - Renaissance
Student Activities

Student Athletics
Office/Principal - Elementary
Office/Principal - Senior High
Office/Principal - Tech & Career
Guidance Services

Social Work Services

Media and Communications
Instructional Support

Instructional Center for Teacher Leadership

Diversity
Special Education Support

Gifted Educ & Academy Programs Support

Media Services Support

Educational Leadership and Assessment

Middle School Classroom
Remedial Education
Office/Principal - Middle Schools
Homebound Services
Technical and Career Ed Support
Student Leadership
Psychological Services
Audiological Services
School Administration
Alternative Education

Total Instruction

$ 695,501,457

$ 695,073,847

$ 674,964,571

$ (20,109,276) $ 657,280,054

$ 129,447,888 $ 128,294,702 $ 124,514,265 $ 3,780,437 $ 128,643,954
69,301,664 69,282,563 69,123,036 159,527 73,170,200
18,743,887 17,267,250 16,502,697 764,553 17,298,213
12,807,859 12,814,715 12,043,455 771,260 11,506,793
80,425,553 80,747,882 79,212,398 1,535,484 78,648,796
3,216,632 3,210,419 2,735,388 475,031 2,674,716
1,785,651 1,627,605 1,593,409 34,196 1,490,893
6,897,291 6,845,527 5,914,787 930,740 5,401,454
2,890,121 3,299,253 2,884,837 414,416 2,708,341
4,941,085 4,942,022 4,829,599 112,423 4,642,587
22,783,453 22,683,328 21,813,480 869,848 21,718,387
9,218,465 9,316,857 9,039,890 276,967 9,078,153

511,607 517,976 484,471 33,505 473,451
15,710,477 15,795,475 14,665,271 1,130,204 14,876,900
2,465,971 2,874,971 2,871,818 3,153 2,637,112
1,763,301 1,631,923 1,455,882 176,041 1,537,040
12,185,039 11,830,479 11,520,087 310,392 9,832,856
1,911,980 1,838,430 1,211,560 626,870 630,640

- 4,652 3,980 672 22,917
2,747,099 2,805,982 2,462,503 343,479 2,448,196
2,131,068 2,137,168 1,935,350 201,818 1,922,704
12,490,151 12,249,980 11,711,695 538,285 12,000,352
2,921,988 2,645,367 2,371,729 273,638 1,820,939
53,548,419 53,349,598 51,934,415 1,415,183 53,715,186
9,285,380 9,335,491 8,873,746 461,745 8,414,691
8,326,331 8,224,872 7,741,365 483,507 7,705,001

656,962 613,681 515,949 97,732 557,354

894,236 894,236 885,297 8,939 831,566
1,304,167 1,299,979 1,175,793 124,186 1,147,886
3,161,213 3,206,663 3,179,488 27,175 3,018,217

382,697 386,517 348,507 38,010 343,808
1,397,644 1,317,743 860,546 457,197 788,732
1,361,556 1,304,552 1,156,451 148,101 1,424,512

$ 497,616,835 $ 494,597,858 $ 477,573,144 $ 17,024,714 $ 483,132,547

(continued)
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Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
EXPENDITURES (continued)
Admin, Attendance, & Health
Board, Legal, & Governmental $ 1,108,457 $ 1,106,457 $ 828,002 $ 278,455 $ 863,185
Office of the Superintendent 1,224,530 1,217,530 1,008,116 209,414 951,643
Department of Budget & Finance 3,655,873 3,498,562 3,162,397 336,165 3,092,656
Department of Human Resources 4,984,203 4,759,022 4,374,870 384,152 3,830,744
Internal Audit 357,012 357,012 339,618 17,394 291,391
Purchasing 1,030,734 980,574 873,091 107,483 980,363
Center for Teacher Leadership 1,162,254 730,950 406,468 324,482 680,439
Consolidated Benefits Office 1,637,154 1,737,154 1,734,754 2,400 1,463,511
Health Services 6,418,166 6,433,171 6,337,601 95,570 6,125,151
Total Admin, Attendance, & Health $ 21,578,383 $ 20,820,432 $ 19,064,917 $ 1,755,515 $ 18,279,083
Pupil Transportation
Management $ 1,911,122 % 1,833,122 $ 1,815,986 $ 17,136  $ 1,811,705
Vehicle Operation 17,041,484 18,449,978 17,351,409 1,098,569 20,739,333
Vehicle Operation - Special Education 4,956,998 5,297,822 5,033,918 263,904 5,919,922
Vehicle Maintenance 2,979,487 2,738,487 2,730,529 7,958 2,851,681
Monitoring Services 2,707,436 2,646,436 2,646,282 154 2,536,744
Total Pupil Transportation $ 29,596,527 $ 30,965,845 $ 29,578,124 $ 1,387,721 $ 33,859,385
Operations and Maintenance
Facility Planning & Construction $ 739,648 $ 677,198 $ 677,043 $ 155  $ 666,870
School Plant 43,818,937 50,839,141 47,518,516 3,320,625 44,104,406
Supply Services 1,598,367 1,507,911 1,474,395 33,516 1,457,436
Grounds Services 3,751,950 3,751,950 3,751,950 - 3,867,990
Custodial Services 26,734,184 26,502,338 26,066,185 436,153 27,318,847
Safety and Loss Control 6,392,422 6,291,190 6,227,603 63,587 6,174,046
Vehicle Services 995,981 1,539,570 1,539,551 19 861,413
Telecommunications 1,514,229 1,990,766 1,071,747 919,019 1,777,336
Total Operations & Maintenance $ 85,545,718 $ 93,100,064 $ 88,326,990 $ 4,773,074 $ 86,228,344
Technology
Instruction $ 20,704,667 $ 34,677,517 $ 28,682,543 $ 5994974 $ 28,332,576
Admin, Attendance & Health 1,128,589 1,694,895 1,393,314 301,581 1,214,697
Pupil Transportation 110,255 81,249 68,723 12,526 113,409
Operations and Maintenance 9,071,933 10,275,472 9,200,718 1,074,754 9,164,592
Total Technology $ 31,015,444 $ 46,729,133 $ 39,345,298 $ 7,383,835 $ 38,825,274
Debt Service $ 44,812,083 $ 44,812,083 $ 44,337,710 $ 474,373  $ -
Total Expenditures $ 710,164,990 $ 731,025,415 $ 698,226,183 $ 32,799,232 $ 660,324,633
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES $ (14,663,533) $ (35,951,568) $ (23,261,612) $ 12,689,956 $ (3,044,579)
OTHER FINANCING SOURCES (USES)
Transfers Out $ (2,539,497) $ (2,587,469) $ (2,557,799) $ 29,670 $ (2,509,831)
Transfers Out-Technology Category (431,200) (431,200) (436,400) (5,200) (420,800)
Total Transfers Out $ (2,970,697) $ (3,018,669) $ (2,994,199) $ 24,470 $ (2,930,631)
Transfers In-Risk Management Fund 5,500,000 5,500,000 5,500,000 - -
Sale of Capital Assets 15,000 15,000 221,578 206,578 334,443
Total Other Financing
Sources (Uses) $ 2,544,303 $ 2,496,331 $ 2,727,379 $ 231,048 $  (2,596,188)
NET CHANGE IN FUND BALANCE $ (12,119,230) $ (33,455,237) $ (20,534,233) $ 12,921,004 $ (5,640,767)
FUND BALANCE - JULY 1 32,518,404 32,518,404 32,518,404 - 38,159,171
EUND BALANCE - JUNE 30 $ 20,399,174 $ (936,833) $ 11,984,171 $ 12,921,004 $ 32,518,404
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Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
REVENUES
Miscellaneous $ - 272,957 151,829 $ (121,128) $ 25,187
From Local Government - 855,220 855,220 - -
From Commonwealth 13,002,511 11,131,023 7,487,879 (3,643,144) 6,057,993
From Federal Government 75,186,838 73,276,312 56,138,518 (17,137,794) 43,200,985
Contingency 5,727,472 7,881,829 - (7,881,829) -
Total Revenues $ 93,916,821 93,417,341 64,633,446 $ (28,783,895) $ 49,284,165
EXPENDITURES
Instruction
Adult Basic Education-ABE FY10 $ - - - $ - $ 1,805
Adult Basic Education-ABE FY11 - - - - 397,103
Adult Basic Education-ABE FY12 397,103 395,014 395,014 - -
Adult Basic Education-ABE Incentive FY10 - - - - 1,242
Advanced Placement Program FY10 - - - - 2,400
Advanced Placement Program FY11 - - - - 26,049
AFCEA Science Teaching Tools FY11 - 49 - 49 951
Algebra Readiness FY11 - 1,887 1,887 - 663,170
Algebra Readiness FY12 669,736 660,457 649,757 10,700 -
Allstate Foundation Safe Teen Driving FY07 - 4,991 1,183 3,808 2,770
ARRA Education Jobs Fund FY12 14,479,801 14,690,364 14,690,364 - -
ARRA/SFSF Program FY10 350,000 498,436 498,436 - 2,872,703
Asia Society Confucius Classroom Network FY11 - 24,195 12,635 11,560 18,402
Career Switcher FY11 - - - - 11,000
C. Perkins Vocational & Tech Act FY10 - - - - 510
C. Perkins Vocational & Tech Act FY11 - 76,833 76,833 - 632,055
C. Perkins Vocational & Tech Act FY12 919,584 678,480 678,480 - -
Chesapeake Restoration Grant FY10 - 7,696 7,696 - 7,304
Chesapeake Restoration Grant FY12 - 16,340 13,140 3,200 -
COPS Secure Our Schools FY12 - 135,450 85,710 49,740 -
DoDEA MCASP FY12 - 784,831 - 784,831 -
Early Reading Initiative FY10 - - - - 54,899
Early Reading Initiative FY11 37,690 5,086 5,086 - 1,027,970
Early Reading Initiative FY12 1,030,056 1,095,938 1,049,929 46,009 -
English Literacy/Civics Education FY11 - - - - 59,458
English Literacy/Civics Education FY12 54,293 67,961 67,961 - -
Equipment Assistance Grant-Birdneck FY12 - 23,873 20,581 3,292 -
GED Expansion Grant FY11 - - - - 10,000
GED Expansion Grant FY12 10,000 10,000 10,000 - -
General Adult Education FY11 - - - - 36,712
General Adult Education FY12 45,861 37,099 37,099 - -
HSTW-Cox FY10 - - - - 1,397
Governors Stem Academy Start Up FY12 - 395 365 30 -
GTC Grant FY12 - 428 428 - -
Industry Credentials for Students FY11 - - - - 67,737
Industry Credentials for Students FY12 - 61,910 61,910 - -
ISAEP FY11 - - - - 62,869
ISAEP FY12 62,869 62,842 62,842 - -
Jail Education Program FY11 - - - - 187,773
Jail Education Program FY12 202,710 210,805 190,998 19,807 -
Juvenile Detention Center FY11 - - - - 818,087
Juvenile Detention Center FY12 849,224 887,644 853,982 33,662 -
LENS FY12 - 68,995 - 68,995 -
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EXPENDITURES (continued)
Instruction (continued)

McKinney Homeless FY09 $ - $ - $ - $ - $ 11,749
McKinney Homeless FY10 - - - - 68,000
McKinney Homeless FY11 3,375 12,137 12,137 - 55,863
McKinney Homeless FY12 68,000 70,000 63,195 6,805 -
MyCAA - ALC Courses FY11 - - - - 3,543
MyCAA - ALC Courses FY12 5,000 5,692 5,692 - -
MyCAA-LPN Program FY11 - - - - 10,203
MyCAA-LPN Program FY12 15,000 - - - -
Natl. Board Certified Teachers Stipend FY11 - - - - 265,000
Natl. Board Certified Teachers Stipend FY12 - 252,500 252,500 - -
Natl. Space Fdn. Grant FY12 - 2,500 2,500 - -
NBC Learn Archives on Demand FY11 - - - - 4,200
New Teacher Mentor FY11 - - - - 51,246
New Teacher Mentor FY12 59,325 45,032 45,032 - -
NIST Grant FY12 - 3,500 3,500 - -
NJROTC FY11 - - - - 23,960
NJROTC FY12 - 32,060 32,060 - -
Opportunity Inc. - STEM Grant FY12 - 232,200 135,694 96,506 -
Preschool Incentive Grant FY09 - - - - 10,583
Preschool Incentive Grant FY10 - 2,274 2,274 - 59,483
Preschool Incentive Grant FY11 113,204 137,132 121,502 15,630 362,385
Preschool Incentive Grant FY12 499,957 498,954 321,352 177,602 -
Preschool Incentive Grant - ARRA FY10 - 24,654 24,654 - 99,158
Race to GED FY11 - - - - 47,396
Race to GED FY12 58,581 63,762 63,762 - -
Safe and Drug Free Schools FY10 - - - - 50,481
School Improvement-Title |, College Park FY11 - 6,850 6,850 - 6,500
Startalk Elementary Chinese Academy FY10 - - - - 58,472
Startalk Elementary Chinese Academy FY11 66,565 62,009 61,874 135 4,206
Startalk Elementary Chinese Academy FY12 - 60,175 5,277 54,898 -
State Academic Grant FY10 - - - - 6,695
Teaching American History-SAIL FY10 458,510 395,963 332,363 63,600 442,832
Title | Part A 128-10 FY10 - - - - 3,741,897
Title | Part A 128-11 FY11 8,262,106 6,279,696 6,279,696 - 5,678,724
Title | Part A 128-12 FY12 12,180,458 10,386,559 5,974,461 4,412,098 -
Title | Part A 128-10 - ARRA FY10 650,000 1,107,689 1,107,689 - 3,720,688
Title | Part A School Improvement FY11 - 148,004 83,220 64,784 -
Title | Distinguished Schools FY11 - - - - 13,658
Title | Part D FY09 - - - - 1,602
Title | Part D Subpart 1 FY10 - - - - 12,813
Title | Part D Subpart 1 FY11 8,731 15,349 15,349 - 25,651
Title | Part D Subpart 1 FY12 71,019 43,965 22,911 21,054 -
Title | Part D Subpart 2 FY10 - 5,673 5,673 - 140,922
Title | Part D Subpart 2 FY11 243,462 221,262 182,862 38,400 49,617
Title | Part D Subpart 2 FY12 299,685 246,454 41,358 205,096 -
Title | Part D Subpart 2 - ARRA FY10 - 2,776 2,776 - 39,405
Title Il NCLB128-08 FY09 - - - - 2,143
Title I NCLB128-09 FY10 - 43,220 43,220 - 751,771
Title Il NCLB128-10 FY11 781,263 1,044,277 1,033,370 10,907 1,680,887
Title I NCLB128-10 FY12 2,725,163 2,269,060 1,563,948 705,112 -

(continued)
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EXPENDITURES (continued)
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Title lll Part A Immigrant & Youth FY09 $ - $ - $ - $ - $ 2,075
Title Ill Part A Immigrant & Youth FY10 - 4,862 4,862 - 23,601
Title Ill Part A Immigrant & Youth FY11 38,804 39,291 30,347 8,944 38,511
Title Ill Part A Immigrant & Youth FY12 54,632 - - - -
Title lll Part A Language Acquisition FY09 - - - - 26,482
Title Il Part A Language Acquisition FY10 - 19,538 19,538 - 96,197
Title lll Part A Language Acquisition FY11 103,182 125,934 98,752 27,182 3,943
Title Il Part A Language Acquisition FY12 121,820 112,366 363 112,003 -
Title IV Pell Grant FY11 - - - - 39,660
Title IV Pell Grant FY12 - 24,614 24,614 - -
Title IV Part B 21st CCLC FY12 - 166,611 104,625 61,986 -
Title VI B PL 105-17 FY10 - 591 591 - 7,281,823
Title VI B PL 105-17 FY11 15,337,423 14,919,572 14,919,572 - 2,503
Title VI B PL 105-17 FY12 15,277,423 15,075,500 5,132,945 9,942,555 -
Title VI B PL 105-17 - ARRA FY10 1,500,000 371,884 371,884 - 12,839,549
VA Career Cluster Best Prac Bayside HSA FY12 - 2,000 2,000 - -
VA Commission for the Arts-Bayside ES FY11 - - - - 350
VA Commission for the Arts-Salem HS FY12 - 3,042 3,042 - -
VA Incentive Program for Speech Lang FY11 - 19,500 19,500 - -
VA Incentive Program for Speech Lang FY12 - 6,000 6,000 - -
VA Initiative-At Risk Four-Year Olds FY10 - - - - 397
VA Initiative-At Risk Four-Year Olds FY11 - 10,000 10,000 - 4,214,000
VA Initiative-At Risk Four-Year Olds FY12 4,224,000 4,224,000 4,214,000 10,000 -
VA Geographic Alliance FY11 - 4,100 771 3,329 949
VA Middle School Teacher Corps FY11 - - - - 71,875
VA Middle School Teacher Corps FY12 65,000 75,000 75,000 - -
Virginia Bch Police Benevolent Asso FY10 - 2,594 719 1,875 441
Virtual Enterprise MOU FY10 - - - - 3,433
Virtual VA Advanced Placement FY12 - 2,370 2,370 - 395
Youngsters Yearning for More-Thalia ES FY11 - 326 326 - 1,674
Contingency 5,727,472 7,881,829 - 7,881,829 -

Total Instruction $ 88,128,087 $ 87,320,901 $ 62,362,888 $ 24,958,013 $ 49,113,957

Technology

Adult Basic Education-ABE FY12 $ - $ 8,695 $ 8,695 $ - $ -
Algebra Readiness FY11 - - - - 4,679
Algebra Readiness FY12 - 2,750 2,750 - -
C. Perkins Vocational & Tech Act FY10 - - - - 490
C. Perkins Vocational & Tech Act FY11 - - - - 194,906
C. Perkins Vocational & Tech Act FY12 - 136,005 136,005 - -
COPS Secure Our Schools FY12 - 719,770 429,274 290,496 -
Early Reading Initiative FY10 - - - - 2,187
Early Reading Initiative FY12 3,000 58,655 55,655 3,000 -
English Literacy/Civics Education FY12 5,148 - - - -
Governors Stem Academy Start Up FY12 - 4,605 4,483 122 -
GTC Grant FY12 - 72 72 - -
ISAEP FY12 - 27 27 - -
Jail Education Program FY11 - - - - 3,269
Jail Education Program FY12 1,000 340 340 - -
Juvenile Detention Center FY11 - - - - 6,618
Juvenile Detention Center FY12 9,000 7,782 7,622 160 -

(continued)
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Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
EXPENDITURES (continued)
Technology (continued)

Preschool Incentive Grant FY11 $ - 440 $ 440 $ - $ 42,772

Preschool Incentive Grant - ARRA FY10 - 31,284 31,284 - 76,797

Startalk Elementary Chinese Academy FY10 - - - - 601

Startalk Elementary Chinese Academy FY12 - 500 - 500 -

Teaching American History-SAIL FY10 - 6,740 6,740 - 8,366

Technology Initiative FY09 - - - - 393,145

Technology Initiative FY10 2,868,000 1,932,449 1,932,449 - 873,151

Technology Initiative FY11 2,868,000 2,587,200 819,634 1,767,566 -

Technology Initiative FY12 2,805,600 2,618,400 1,497 2,616,903 -

Title | Part A 128-10 FY10 - - - - -

Title | Part A 128-10 - ARRA FY10 - 3,841 3,841 - 44,169

Title | Part A 128-11 FY11 - 119,039 119,039 - 40,685

Title | Part A 128-12 FY12 58,000 251,765 85,153 166,612 -

Title | Part A School Improvement FY11 - 520 520 - -

Title | Part D Subpart 1 FY11 - 3,183 3,183 - -

Title | Part D Subpart 2 FY11 - 28,888 25,563 3,325 -

Title Il Part D FY09 - - - - 556

Title Il Part D FY10 15,942 20,520 20,520 - 67,133

Title Il Part D FY11 41,563 58,161 19,363 38,798 13,402

Title Il Part D - ARRA FY10 24,172 103,699 103,699 - 80,495

Title Il Part A Immigrant & Youth FY11 - 2,319 2,319 - -

Title Ill Part A Language Acquisition FY10 - - - - 16,924

Title IV Part B 21st CCLC FY12 - 21,209 759 20,450 -

Title VI B PL 105-17 FY10 - 32,801 32,801 - 15,438

Title VI B PL 105-17 FY11 - 415,347 415,347 - -

Title VI B PL 105-17 FY12 60,000 119,000 - 119,000 -

Title VI B PL 105-17 - ARRA FY10 - 694,215 694,215 - 1,204,566

VA Star FY12 - 4,000 - 4,000 -

Total Technology $ 8,759,425 9,994,221 $ 4,963,289 $ 5,030,932 $ 3,090,349
Total Expenditures $ 96,887,512 97,315,122 $ 67,326,177 $ 29,988,945 $ 52,204,306
EXCESS (DEFICIENCY) OF
REVENUES OVER (UNDER)
EXPENDITURES $ (2,970,691) $ (3,897,781) $ (2,692,731) $ 1,205,050 $ (2,920,141)
OTHER FINANCING
SOURCES (USES)

Transfers In 2,970,691 3,897,781 2,994,199 (903,582) 2,930,631
NET CHANGE IN FUND BALANCE $ - $ - $ 301,468 $ 301,468 $ 10,490
EUND BALANCE - JULY 1 903,582 903,582 903,582 - 893,092
EUND BALANCE - JUNE 30 $ 903,582 $ 903,582 $ 1,205,050 $ 301,468 $ 903,582
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Variance -
Original Final Positive 2011
Budget Budget Actual (Negative) Actual
REVENUES
From Use of Money
and Property $ 100,000 100,000 50,953 (49,047) $ 83,042

Charges for Services - - - - 93

Miscellaneous 10,000 10,000 85,618 75,618 95,212

From Commonwealth 1,671,771 1,671,771 1,661,828 (9,943) 2,160,229

Total Revenues $ 1,781,771 1,781,771 1,798,399 16,628 $ 2,338,576
EXPENDITURES
Instruction
Personnel Services $ 64,359 64,359 74,946 (10,587) $ 42,030
Fringe Benefits 20,881 20,881 20,268 613 11,869
Purchased Services 1,500 1,500 - 1,500 -
Materials and Supplies 10,185,031 11,792,426 5,781,592 6,010,834 2,431,468
Total Expenditures $ 10,271,771 11,879,166 5,876,806 6,002,360 $ 2,485,367
EXCESS (DEFICIENCY) OF

REVENUES OVER (UNDER)

EXPENDITURES $ (8,490,000) (10,097,395) (4,078,407) 6,018,988 $ (146,791)
OTHER FINANCING

SOURCES (USES)

Transfers In - - - - -
NET CHANGE IN FUND BALANCE $ (8,490,000) (10,097,395) (4,078,407) 6,018,988 $ (146,791)
EUND BALANCE -JULY 1 22,042,950 22,042,950 22,042,950 - 22,189,741
FUND BALANCE - JUNE 30 $ 13,552,950 11,945,555 17,964,543 6,018,988 $ 22,042,950




SCHOOL BOARD OF THE CITY OF VIRGINIA BEACH, VIRGINIA
NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
JUNE 30, 2012

A. Budget Information

The following presents the procedures followed by the School Board in establishing the budgetary
data reflected in the financial statements and other budget information:

1.

The Superintendent is required by Section 22.1-92 of the Code of Virginia, as amended, to
prepare and submit to the City Council, with the approval of the School Board, the estimate of
the amount of money deemed to be needed during the next fiscal year for the support of the
public schools of the school division. Before the School Board gives final approval to its
operating and capital improvement program budgets, the School Board is required to hold at
least one public hearing.

. The City Manager is required by the City Charter to present a proposed operating budget to the

City Council, which includes the School Board’s operating budget, at least 90 days before the
beginning of each fiscal year, which begins July 1. The proposed operating budget must be
balanced with projected expenditures equal to estimated revenues and/or the required financing
from the proper undesignated fund balances. The necessary budget ordinances are also
submitted at this time.

. The City Council is required by the City Charter to hold a public hearing on the budget at which

time all interested persons are given an opportunity to comment.

If the proposed operating budget is not legally adopted by the City Council upon onereading of
the budget ordinances by June 1, the operating budget is automatically adopted as proposed.

. Annual budgets are legally adopted for the General and Special Revenue funds. The budgets for

these funds are adopted on a basis consistent with Generally Accepted Accounting Principles
(GAAP). The legal level of budgetary control for the General Fund is at the category level (i.e.,
Instruction; Administration, Attendance and Health; Pupil Transportation; Operations and
Maintenance; Technology); and for the Special Revenue Funds, they are at the fund level. These
categories or funds cannot legally be exceeded.

. Additional appropriations require one reading of the ordinance for approval by the School Board

and the City Council, and must be offset by additional estimated revenues and/or atransfer from
the proper undesignated fund balances. Additional appropriations, which exceed 1% of the total
estimated revenues shown in the adopted City budget, require one reading by City Council for
approval after a public hearing.

The Superintendent is authorized to transfer appropriations up to a maximum of $250,000.
Transfers in excess of $250,000 require one reading by the School Board for approval.

(continued)
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A. Budget Information (continued)

8. The accounting system is employed as a budgetary management control device to monitor the

10.

individual schools and departments. 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).

Unexpended appropriations lapse (except for the School Capital Projects Fund) and are closed
to the proper fund balances at the end of each fiscal year (June 30). However, the General
Fund’s net assets balance (i.e., total assets (e.g., cash) less liabilities (e.g., salaries payable),
outstanding encumbrances, prepaid items, and prior fiscal year net assets relating to the
Instructional Technology and Athletics programs) is paid back (i.e., reverts) to the City
($15,954,726 Fiscal Year 2012) before the aforementioned closing process. Appropriations for
the subsequent fiscal year are increased in the amount necessary to satisfy the outstanding
encumbrances at June 30.

Capital Projects for the School Board and City are budgeted separately from the Operating
Budget. Since the School Board and City have hundreds of projects in its Capital Improvement
Program and the City has an annual limitation (without a referendum) on the amount of bonds
that may be issued, allocations for capital projects represent funding by phases of a number of
projects based upon their anticipated execution of contractual obligations. The appropriations
for Capital Projects do not parallel the School Board’s fiscal year. Upon approval by the School
Board, the School Board’s Capital Improvement Program appropriation requests are submitted
to the City Council. The appropriations require one reading of the ordinance for approval after
public hearings on the Capital Improvement Program. The accounting, encumbering, and
controlling of the funds are based upon the project length of each individual project which may
be over several years. Therefore, budgetary comparisons are not presented for Capital Projects
in this report. Appropriations reallocated to new or existing capital projects require one reading
of the ordinance by City Council for approval.

B. Budget Amendments

68

1.

There were no supplemental budget amendments, other than for encumbrances, during Fiscal
Year 2012; however, there was a budget amendment between the General Fund and Grants Fund
for $427,610to provide alocal match for the Community Oriented Policing Services — Secure Our
Schools federal grant. This budget amendment did not affect the overall revenue from the local
government.



NONMAJOR GOVERNMENTAL FUNDS

SPECIAL REVENUE FUNDS

The Special Revenue Funds are used to account for the proceeds of specific revenue sources
(other than capital projects) that are legally restricted or dedicated to be expended for
specified purposes. The School Board has the following Special Revenue 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 the 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 repl