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INTRODUCTION 
 
This section of the Fairbanks North Star Borough School District’s (School District) comprehensive annual 
financial report presents our discussion and analysis of the School District’s financial performance during 
the fiscal year that ended on June 30, 2016.  We encourage readers to consider the information presented 
here in conjunction with additional information that we have furnished in our letter of transmittal in the 
Introductory Section of this report and the School District’s financial statements, which immediately follow 
this section. 
 
 
FINANCIAL HIGHLIGHTS 
 
Key financial highlights for fiscal year 2016 include the following: 
 
 In fiscal year 2015 the School District adopted the provisions of GASB Statement No. 68 Accounting 

and Financial Reporting for Pensions, which among other accounting and reporting criteria, requires 
the School District to recognize its proportional share of the Public Employees’ Retirement System 
(PERS) and Teachers’ Retirement System (TRS) net pension liability (NPL), related deferred 
inflows/outflows related to pensions, and pension expense.  In fiscal year 2016 the State of Alaska 
Division of Retirement and Benefits changed its methodology for allocating these pension related 
amounts to each employer within the PERS and TRS plans.  The prior allocation methodology used 
actual contributions for the fiscal year.  The new methodology utilizes the actuarial method which 
looks at contributions from fiscal year 2017 to the projected fully funded year of fiscal year 2039 and 
then present values them (assigns a value in the current fiscal year to the total future contributions).  
This change had a significant impact on the School District’s proportionate share of the NPL which 
increased $63.5 million or 73.4 percent. 

 
 The net deficit increased $18.9 million or 31.4 percent from fiscal year 2015.  The increase is due to a 

substantial increase in the pension expense related to our share of the NPL ($32 million). Pension 
expense of $47.3 million for fiscal year 2016 was mitigated by the revenue related to the nonemployer 
on-behalf pension contributions ($18 million), a fund balance increase in the general fund ($9.6 
million) and net operating income in the risk management internal service fund ($0.7 million). 

 
 Revenues saw a net decrease of $28.7 million.  Operating grants and contributions decreased $28.9 

million due to a net decrease in other postemployment benefit (OPEB) nonemployer on-behalf 
payments to the PERS and TRS of $28.5 million.  On-behalf payments are comprised of two 
components:  pension and OPEB.  The decrease in OPEB nonemployer on-behalf payments is a 
result of legislation enacted by the State of Alaska (State) appropriating $2 billion for the State’s on-
behalf payments for all employers in the TRS in fiscal year 2015.  A similar payment of $1 billion was 
made to the PERS in fiscal year 2015 but the entire payment went toward the PERS pension liability.  
The local contribution to education from the Fairbanks North Star Borough (Borough) increased $5.5 
million.  State Foundation funding increased $0.5 million and Other State aid decreased $4.5 million.  

 
 Expenses saw a net decrease of $3.3 million due to several factors.  Although OPEB nonemployer 

on-behalf expense decreased $28.5 million, total pension expense increased $32 million due to the 
change in allocation methodology discussed above. If you remove the effect of OPEB nonemployer 
on-behalf expense and pension expense, expenses decreased $6.9 million.  A discussion of this 
decrease can be found in the Government-wide Financial Analysis later in the Management’s 
Discussion and Analysis (MD&A). 

 
 Among major funds, the general fund saw an increase in fund balance of $9.6 million or 38.6 percent.  

General fund revenues were $208.6 million and expenditures and other financing uses were $198.9 
million.   
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OVERVIEW OF FINANCIAL STATEMENTS 
 
This discussion and analysis are intended to serve as an introduction to the School District’s basic 
financial statements.  The basic financial statements are comprised of three components:  1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the basic financial statements.  
This report also contains other supplementary information in addition to the basic financial statements 
themselves. 
 
Government-wide Financial Statements 
 
The government-wide financial statements provide both short-term and long-term information about the 
School District’s overall financial status, in a manner similar to a private-sector business. 
 

 The statement of net position presents information on all of the School District’s assets, liabilities 
and deferred inflows/outflows of resources, with the difference reported as net position.  Over 
time, increases or decreases in net position may serve as a useful indicator of whether the 
financial position of the School District is improving or deteriorating. 

 
 The statement of activities presents information showing how the School District’s net position 

changed during the most recent fiscal year.  All changes in net position are reported as soon as 
the underlying event giving rise to the change occurs, regardless of the timing of the related 
cashflows.  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 annual/personal leave). 

 
Both of the government-wide financial statements present functions of the School District as governmental 
activities, that is, functions principally supported by taxes and intergovernmental revenues.  The 
governmental activities of the School District include instruction, support services, school administration, 
district administration, operations and maintenance, student activities, student transportation – to and from 
school, and food services.  The government-wide financial statements can be found on pages 24 and 25 
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 District uses fund accounting to ensure and 
demonstrate compliance with finance-related legal requirements.  The fund financial statements focus on 
the School District’s most significant or “major” funds.  All of the funds of the School District 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 functions reported as governmental 
activities in the government-wide financial statements.  However, unlike the government-wide financial 
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable 
resources, as well as on balances of spendable resources available at the end of the fiscal year.  
Governmental fund information helps the reader determine whether there are more or fewer financial 
resources that can be spent in the near future to finance the School District’s programs.  The relationship 
(or differences) between governmental activities (reported in the Statement of Net Position and the 
Statement of Activities) and governmental funds is described in the reconciliations accompanying the 
Governmental Funds Balance Sheet and Statement of Revenue, Expenditures and Changes in Fund 
Balances.  The governmental funds financial statements can be found on pages 28 through 35 of this 
report. 
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Proprietary Fund 
 
The School District maintains a proprietary type internal service fund which is an accounting device used 
to accumulate and allocate costs internally among the School District’s various functions.  The internal 
service fund is used to account for the School District’s risk management activities and provides the same 
type of information as the government-wide financial statements, only in more detail.  The proprietary fund 
financial statements can be found on pages 36 through 38 of this report. 
 
Fiduciary Fund 
 
Fiduciary funds are used to account for resources held for the benefit of parties outside the School 
District.  Fiduciary funds are not reflected in the government-wide financial statements because the 
resources of those funds are not available to support the School District’s own programs.  The School 
District’s only fiduciary fund is an agency fund used to account for various School District-related 
organizations.  The basic fiduciary fund financial statement can be found on page 39 of this report. 
 
Notes to the Basic Financial Statements 
 
The notes provide additional information that is essential to a full understanding of the data provided in the 
government-wide and fund financial statements.  The notes to the basic financial statements can be found 
on pages 41 through 71 of this report. 
 
Other Information 
 
In addition to the basic financial statements and accompanying notes, this report also presents as required 
supplementary information the budgetary schedules for the major funds, the schedules of the School 
District’s proportionate share of the net pension liability and pension contributions for both PERS and TRS 
and the notes to the required supplementary information.  Required supplementary information can be 
found on pages 74 through 84 of this report. 
 
Combining schedules for major and nonmajor funds are presented immediately following the required 
supplementary information.  Combining fund schedules can be found on pages 86 through 173 of this 
report. 
 
Results of the state and federally mandated Single Audit which include auditor’s opinions, schedule of 
expenditures of federal awards, schedule of state financial assistance and schedules of findings and 
questioned costs can be found on pages 220 through 239 of this report. 
 
 
GOVERNMENT-WIDE FINANCIAL ANALYSIS 
 
Net position may serve over time as a useful indicator of a government’s financial position.  The School 
District’s change in net position for fiscal year 2016 was ($18.9) million, a decrease of $25.4 million over 
last year.  The School District’s total liabilities and deferred inflows exceeded assets and deferred outflows 
by $79.1 million.  Of this amount ($85.5) million was unrestricted, $1.8 million was restricted for 
correspondence study student allotments and grant-funded programs and $4.6 million was invested in the 
School District’s capital assets.   The net investment in capital assets reflects the School District’s 
investment in machinery, equipment and software.  The School District uses these capital assets to 
provide services to its parents and students; consequently, these assets are not available for future 
spending.  
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The analysis that follows focuses on net position (table 1) and changes in net position (table 2) for the 
School District’s governmental activities. 
 

Increase Percentage
2016 2015 (Decrease) Change

Assets
Current and other assets 45,785,964$   36,735,091$   9,050,873$     24.6%
Capital assets 4,580,174       4,112,494       467,680          11.4%

Total assets 50,366,138     40,847,585     9,518,553       23.3%

Deferred outflows of resources 34,332,671     7,679,304       26,653,367     347.1%

Liabilities
Long-term liabilities 158,516,780   95,299,362     63,217,418     66.3%
Other liabilities 2,397,540       3,096,850       (699,310)         -22.6%

Total liabilities 160,914,320   98,396,212     62,518,108     63.5%

Deferred inflows of resources 2,927,869       10,368,062     (7,440,193)      -71.8%

Net position
Investment in capital assets 4,580,174       4,112,494       467,680          11.4%
Restricted 1,759,630       1,451,634       307,996          
Unrestricted (85,483,184)    (65,801,513)    (19,681,671)    29.9%

Total net position (79,143,380)$  (60,237,385)$  (18,905,995)$  31.4%

Table 1
Net Position - Governmental Activities

 
In addition to those already mentioned the following significant current year transactions had an impact on 
the Statement of Net Position: 
 

 A $9.7 million increase in equity in central treasury cash due to a net increase in governmental 
funds fund balance of $9.4 million and a $0.7 million increase in net position of the risk 
management internal service fund  

 
The results of this year’s operations for the School District as a whole are reported in the Statement of 
Activities on page 25 of this report.  Table 2 provides condensed information from the Statement of 
Activities. 
 

Increase Percentage
2016 2015 (Decrease) Change

Revenues:
Program revenues:

Charges for services 1,618,358$     1,655,445$     (37,087)$       -2.2%
Operating grants and contributions 52,262,056     81,118,672     (28,856,616)  -35.6%
Capital grants and contributions 220,410          911,562          (691,152)       -75.8%

Changes in Net Position
Table 2

Governmental Activities
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Increase Percentage
2016 2015 (Decrease) Change

Revenues (cont.):
General revenues:

Borough direct appropriation 55,369,000$   49,906,000$   5,463,000$     10.9%
Foundation program 118,214,578   117,696,672   517,906          0.4%
Other state revenue 1,982,685       6,498,660       (4,515,975)      -69.5%
Federal impact aid 17,012,673     17,420,489     (407,816)         -2.3%
Other 1,329,789       1,507,611       (177,822)         -11.8%

Total revenues 248,009,549   276,715,111   (28,705,562)    -10.4%

Expenses:
Instruction 107,399,957$ 122,257,659$ (14,857,702)$  -12.2%
Special education instruction 33,322,750     31,589,337     1,733,413       5.5%
Special education instruction-support services 11,205,400     11,614,210     (408,810)         -3.5%
Support services-students 16,503,860     16,113,199     390,661          2.4%
Support services-instruction 14,110,870     12,093,473     2,017,397       16.7%
School administration 8,555,778       9,734,249       (1,178,471)      -12.1%
School administration support services 7,154,047       5,627,274       1,526,773       27.1%
District administration 2,170,832       2,368,596       (197,764)         -8.3%
District administration support services 14,310,514     10,876,471     3,434,043       31.6%
Operations and maintenance of plant 28,728,249     27,052,784     1,675,465       6.2%
Student activities 4,969,652       3,052,086       1,917,566       62.8%
Student transportation - to and from school 11,891,808     11,974,378     (82,570)           -0.7%
Food service 6,591,827       5,910,012       681,815          11.5%

Total expenses 266,915,544$ 270,263,728$ (3,348,184)$    -1.2%

Increase (decrease) in net position (18,905,995)$  6,451,383$     (25,357,378)$  -393.1%

Ending net position (79,143,380)$  (60,237,385)$  (18,905,995)$  31.4%

Changes in Net Position (continued)
Table 2

Governmental Activities
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Figure A-1 presents a comparative chart of governmental activities revenues for fiscal year 2016 and 
2015. 
 
Figure A-1, Governmental Activities Revenues for Fiscal Year 2016 and 2015 

 
 

Governmental activities revenues were $248 million, a decrease of $28.7 million or 10.37 percent over the 
prior fiscal year.  The following significant increases and decreases are again worth noting: 
 
 Decrease in operating grants and contributions of $28.9 million due to a net decrease in other 

postemployment benefit (OPEB) nonemployer on-behalf payments to the PERS and TRS of $28.5 
million.  On-behalf payments are comprised of two components:  pension and OPEB. The decrease is 
a result of legislation enacted by the State appropriating $2 billion for the State’s on-behalf payments 
for all employers in the TRS in fiscal year 2015.  A similar payment of $1 billion was made to the 
PERS in fiscal year 2015 but the entire payment went toward the PERS pension liability. 

 
 Net increase in general revenues of $1 million across all categories.  Changes in general revenues 

are discussed in more detail in the Financial Analysis of the School District’s Funds section later in the 
MD&A. 
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Figure A-2 presents a chart of governmental activities revenues by source as a percentage of total 
governmental activities revenues.   

 
Figure A-2, Revenues by Source – Governmental Activities 

 

 
 

Figure A-3 presents a comparative chart of governmental activities expenses for fiscal year 2016 and 
2015. 
 

Figure A-3, Governmental Activities Expenses for Fiscal Year 2016 and 2015 
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The cost of all governmental activities in the current year was $266.9 million, a decrease of $3.3 million 
and 1.2 percent over the prior year.  The following significant increases and decreases are worth noting: 
 
 OPEB nonemployer on-behalf expense decreased $28.5 million.  On-behalf payments are comprised 

of two components:  pension and other postemployment benefits (OPEB).  The decrease is a result of 
legislation enacted by the State of Alaska (State) appropriating $2 billion for the State’s on-behalf 
OPEB and pension payments for all employers in the TRS in fiscal year 2015.  A similar on-behalf 
payment of $1 billion was made by the State to the PERS in fiscal year 2015 but the entire payment 
went toward the PERS pension component. 

 
 Total pension expense increased $32 million due to the change in methodology used by the State 

Division of Retirement and Benefits in fiscal year 2016 for allocating the proportional share of the 
PERS and TRS net pension liability, related deferred inflows/outflows related to pensions and pension 
expense.  The prior allocation methodology used actual contributions for the fiscal year.  The new 
methodology utilizes the actuarial method which looks at contributions from fiscal year 2017 to the 
projected fully funded year of fiscal year 2039 and then present values them. 

 
 If you remove the effect of OPEB on-behalf expense and pension expense, expenses decreased $6.9 

million.  In addition to the decrease in general fund expenditures of $3.6 million described later in the 
MD&A, the School District also saw a $2 million decrease in expenditures of the special revenue and 
capital project funds.  Much of that decrease is related to decreases in two of our largest federal 
grants passed through the State of Alaska (Title I and Title VI-B), a continued spend down in a one-
time State of Alaska student safety and security capital grant received in fiscal year 2014, and the 
completion in fiscal year 2015 of numerous State legislative small grants.  Lastly, the operating 
income of $0.7 million in the risk management internal service fund served to decrease governmental 
activities expenses. 

 
Figure A-4 presents a chart of governmental activities expenses by function as a percentage of total 
governmental activities expenses.  
 

Figure A-4, Expenses by Function – Governmental Activities 
 

 
 

Table 3 condenses the total expenses of the School District’s main functional categories – instruction, 
support services - schools, school administration, district administration, operations and maintenance of 
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plant, student activities, student transportation - to and from school, and food services, as well as each 
program’s net cost.  To arrive at net cost, the total cost of providing services is reduced by charges for 
those services as well as operating and capital grants and contributions designated for specific programs.  
Net cost shows the amount to be supported for each of these functions by the local taxpayers contribution 
to education, state foundation funding, other state revenue, and federal impact aid.  Providing this 
information allows the users of this report to consider the cost of each function in comparison to the 
benefits they believe are provided by that function. 
 

Total Cost Net Cost Total Cost Net Cost
of Services of Services of Services of Services

Instruction 140,722,707$    116,325,857$    153,846,996$    104,413,364$    
Support services - schools 41,820,130        35,238,689        39,820,882        30,054,354        
School administration 15,709,825        14,295,707        15,361,523        12,254,715        
District administration 16,481,346        15,514,427        13,245,067        12,609,615        
Operations and maintenance of plant 28,728,249        27,836,881        24,500,198        23,610,197        
Student activities 4,969,652          2,372,496          5,604,672          2,657,796          
Student transportation - to and from school 11,891,808        (381,323)           11,974,378        (53,668)             
Food services 6,591,827          1,611,986          5,910,012          1,031,676          

Total 266,915,544$    212,814,720$    270,263,728$    186,578,049$    

Table 3
Net Cost of Governmental Activities

2016 2015

 
 
FINANCIAL ANALYSIS OF THE SCHOOL DISTRICT’S FUNDS 
 
As noted earlier, the School District uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 
 
Governmental Funds 
 
The focus of the School District’s governmental funds is to provide information on near-term inflows, 
outflows, and balances of spendable resources.  Such information is useful in assessing the School 
District’s net resources available for spending at the end of the fiscal year.  As of the current fiscal year, 
the School District’s governmental funds reported combined ending fund balance of $38.3 million, an 
increase of $9.4 million or 32.3 percent from the prior year combined fund balance.  The School District’s 
fund balance is categorized as nonspendable, restricted, committed, assigned or unassigned.  Definitions 
for these categories can be found in Note 1.P. on pages 46 and 47 of this report.   
 
Approximately $4.3 million of this combined fund balance is considered to be 1) nonspendable because it 
is invested in inventory and prepaid items at year-end, 2) restricted for specific programs or 3) committed 
to specific programs (school activities).  The remaining $34 million is either assigned to specific purposes 
($20 million) or unassigned ($14 million).  Fund balance in the general fund is assigned 1) for the purpose 
of liquidating fiscal year 2016 contracts and purchase orders in fiscal year 2017 ($1.9 million), 2) for the 
fiscal year 2017 annual federal impact aid payment received in advance in fiscal year 2016 ($14.9 million) 
and 3) for that portion of fund balance included as a budgetary resource in the subsequent year’s budget 
to eliminate the projected excess of expected expenditures over expected revenues ($1.8 million).  Fund 
balance in the student transportation special revenue fund is assigned for student transportation funding 
shortfalls expected in subsequent years ($1.2 million).  Fund balance in the state programs special 
revenue fund is restricted for a student safety and security capital grant received from the State of Alaska 
($0.4 million).  
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Table 4 reconciles total ending fund balances for the governmental funds with total net position on the 
government-wide statement of net position.  
 

2016
Total fund balances - governmental funds - at June 30, 2016 38,307,529$   

Cost of capital assets (net of accumulated depreciation/amortization) 4,580,174       
Internal service fund net position 722,948          
Long-term liabilities (compensated absences) (4,101,143)      
Net pension liability (150,057,690)  
Deferred outflows/inflows related to pensions 31,404,802     

Total net position at June 30, 2016 (79,143,380)$  

Table 4
Reconciliation of Total Fund Balances for Governmental Funds to

Net Position of Govenmental Activities

 
 

Key elements of changes in fund balance for the major funds follows: 
 
 At the end of the current fiscal year, total fund balance of the general fund was $34.6 million, up $9.6 

million or 38.6 percent from last fiscal year.  Revenues in the general fund decreased $195 million or 
48.4 percent and expenditures decreased $201 million or 50.2 percent.  An analysis of the changes 
follows later in the MD&A.  

 
 The student transportation special revenue fund accounts for revenues and expenditures of providing 

transportation to and from schools.  The State of Alaska provides the funding for these state approved 
student transportation services through a grant based on a per student formula.  Annual general fund 
transfers, when needed, subsidize transportation services not covered by state funding.  Fund balance 
in this fund increased $0.5 million or 23.4 percent from the prior year due to a 1.5 percent increase per 
ADM in pupil transportation funding provided by the State of Alaska ($0.2 million) and a decrease in 
contracted bussing costs ($0.2 million) due to a severe shortage of bus drivers.  The shortage 
resulted in student transportation routes being combined to provide needed coverage. 

 
 Fund balance in the state programs special revenue fund decreased $0.2 million in fiscal year 2016 

due to the planned spend-down of a $2.2 million one-time capital grant from the State of Alaska for 
student safety and security enhancements.   

 
Table 5 presents a summary of general fund revenues. 
 

Percent
Increase Increase

2016 2015 (Decrease) (Decrease)
Local sources 56,432,022$    51,087,441$    5,344,581$       10.5%
State sources 134,804,170    335,722,334    (200,918,164)    -59.8%
Federal sources 17,326,772      17,738,637      (411,865)           -2.3%
Other financing sources                         5,738               (5,738)               -100.0%

Total 208,562,964$  404,554,150$  (195,991,186)$  -48.4%

Table 5
General Fund Revenues
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Figure A-5 presents a chart of general fund revenues by source as a percentage of total general fund 
revenues. 

 
Figure A-5, General Fund Revenues 

 

 
 
Revenue from local sources is comprised mainly of the appropriation from the Fairbanks North Star 
Borough (Borough) for general school operations.  The School District requested and received $55.4 
million in fiscal year 2016, a $5.5 million increase from last year.  The net decrease in revenues from state 
sources was due to an increase in foundation funding ($0.5 million), a decrease in supplemental aid ($4.5 
million), and a decrease in nonemployer on-behalf payments made to our PERS and TRS defined benefit 
plans ($197 million).  The increase in foundation funding was due to a $50 increase to the base student 
allocation.  The decrease in supplemental aid, earmarked to offset increased energy costs, was expected 
as the Alaska Legislature did not renew this appropriation for fiscal year 2016.  The decrease in State on-
behalf payments was due to a one-time appropriation in fiscal year 2015 by the Alaska Legislature 
(Senate Bill 119) to the PERS and TRS defined benefit plans of $1 billion and $2 billion, respectively.  The 
decrease in revenues from federal sources was due to a decrease of $0.4 million in impact aid resulting 
primarily from a 1) a decrease to the annual application payment ($1.9 million) offset by an increase in 
payments related to prior year applications ($1.5 million). 
 
Table 6 presents a summary of general fund expenditures.  
 

Percent
Increase Increase

2016 2015 (Decrease) (Decrease)
Instruction 114,893,115$    264,456,183$    (149,563,068)$   -56.6%
Support services - schools 32,084,653        60,728,877        (28,644,224)       -47.2%
School administration 13,075,997        25,590,426        (12,514,429)       -48.9%
District administration 12,702,498        16,116,337        (3,413,839)         -21.2%
Operations and maintenance of plant 23,616,160        27,766,846        (4,150,686)         -14.9%
Student activities 2,202,643          4,578,101          (2,375,458)         -51.9%
Transfers to other funds 351,196             196,808             154,388             78.4%

Total 198,926,262$    399,433,578$    (200,507,316)$   -50.2%

Table 6
General Fund Expenditures
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Figure A-6 presents a chart of general fund expenditures by function as a percentage of total general fund 
expenditures.  

 
Figure A-6, General Fund Expenditures 

 

 
 

As Table 6 shows, all functional areas incurred large decreases in expenditures due to decreases in 
nonemployer on-behalf payments to the PERS and TRS defined benefit plans in fiscal year 2016 of $14.1 
million and $182.8 million, respectively.  Instruction, support services – schools and school administration 
saw the largest decreases because these functional areas have the highest number of TRS members.  If 
you remove the effect of the on-behalf payments, expenditures decreased in fiscal year 2016 by $3.6 
million or 1.9 percent.  The largest decreases occurred in instruction ($2.1 million), operations and 
maintenance of plant ($0.8 million) and student activities ($0.5 million).  The decrease in the instruction 
function was due to an overall budget reduction of 14 certified positions and a 10.0 percent across the 
board reduction in supplies, materials and media.  The decrease in operations and maintenance of plant 
was due to an approximate 40 percent decrease in the price of fuel oil from fiscal year 2015 to 2016 
based on the February per gallon price and significantly warmer than normal winter temperatures.  Finally, 
the decrease in the student activities function was due to a 15.0 percent budget reduction across all 
categorical expenditure items coupled with a $75,000 decrease in interstate student travel. 
 
The largest categorical decrease in the general fund was in non-certified salaries ($1.4 million) due to the 
expiration, at June 30, 2015, of the classified employee negotiated agreement.  Although negotiations 
continued into fiscal year 2016 and classified employees received step increases in accordance with past 
practice, there was no increase on the salary schedule because contract settlement did not occur until 
after the end of the fiscal year.  Other significant decreases in supplies, materials, and media ($0.9 million) 
and energy ($0.8 million) correlate with decreases noted in the functional areas above.     
 
Proprietary Fund 
 
The risk management internal service fund is used by the School District to account for its self-insurance 
and risk management program.  An internal service fund is simply a means of accumulating costs related 
to a given activity on an accrual basis so that the costs can subsequently be allocated to the benefiting 
funds in the form of fees and charges.  Any surplus or deficit in this fund is taken into account when 
setting future benefit rates with the idea that the fund should “break even”.  The internal service fund had a 
positive net position at June 30, 2016 of $722,948, an increase of $668,019 from fiscal year 2015.  
Operating revenues decreased $0.4 million or 1.0 percent from the prior year due to 1) a $0.4 million drop 
in the salary base subject to the health benefit rate and 2) a $0.2 million decrease in errors and omissions 
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claims.  Errors and Omissions claims are charged to the general fund in the year they are incurred.  
Operating expenses decreased $1.1 million or 3.1 percent from the prior year.  Although health care costs 
decreased $1.7 million, that decrease was offset by a $0.7 million increase in worker’s compensation 
claim reserve costs. 
 
 
GENERAL FUND BUDGETARY HIGHLIGHTS 
 
The School District Board of Education holds public hearings and approves the School District budget by 
functional area.  The Fairbanks North Star Borough (Borough) Assembly then approves the bottom line 
total for the School District budget.  Once approved, state law requires it to be submitted to the State of 
Alaska, Department of Education and Early Development.  Board policy requires that budget transfers or 
adjustments between programs in excess of $20,000 or any budget transfer or adjustment in excess of 
$25,000 be authorized by the Board of Education.   
 
Differences between the general fund original budget and final budget are due mainly to the following: 
 

 The original budget includes the cost for all substitutes for teachers, counselors, and library 
personnel in one appropriated line item in the instruction function.  However, actual substitute 
costs for counselors and library personnel are charged to either support services-students or 
support services-instruction as incurred.  As those costs are known, the budget is adjusted 
accordingly. 

 
 In the original budget an average salary amount is used to budget for certificated positions.  

However for some functions, such as special education instruction and support services-students, 
actual salaries for certain teaching, guidance counselor and librarian positions can be 
considerably higher than the average.  The final budget is adjusted for these differences. 

 
Actual revenues on the budgetary basis (excluding other financing sources) for fiscal year 2016 were $4.7 
million more than the final budget.  Actual expenditures on the budgetary basis (excluding other financing 
uses) for fiscal year 2016 were $5.4 million less than the final budget. 
 
Significant budget to actual variances of note were: 
 

 Revenues - state sources – were $0.7 million over budget.  State foundation funding exceeded 
budget by $0.5 million due to a difference of 191 students between the projected student count for 
the fiscal year 2016 budget and the actual official student count.  PERS and TRS on-behalf 
payments made by the State to our defined-benefit plan were over budget by $0.3 million.  
Because the final allocation of on-behalf payments is received after the end of the fiscal year no 
budget true-up is possible. 

 
 Revenues - federal sources – were $4.0 million over budget due to higher than anticipated impact 

aid payments for fiscal year 2016 ($0.2 million) and an increase in payments related to prior year 
applications ($3.5 million). 
 

 Total expenditures – were under budget by $5.4 million.  All but two of the functional areas had 
positive budget variances.  A review of overall categorical variances show the largest were in non-
certificated salaries ($1.4 million), employee benefits ($1.7 million) and energy ($1 million).  The 
non-certificated salaries variance was due to the expiration, at June 30, 2015, of the classified 
employee negotiated agreement.  Non-certificated salary budgets were increased for fiscal year 
2016 in anticipation of a contract settlement.   Although negotiations continued into fiscal year 
2016 and classified employees received step increases in accordance with past practice, there 
was no increase on the salary schedule because contract settlement did not occur until after the 
end of the fiscal year.  The employee benefits variance occurred because the benefit rate was set 
too high relative to final health costs for the year and the energy variance was due to an 
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approximate 40 percent decrease in the price of fuel oil from fiscal year 2015 to 2016 based on 
the February per gallon price and significantly warmer than normal winter temperatures.       

 
 
CAPITAL ASSETS AND DEBT ADMINISTRATION 
 
Capital Assets 
 
The School District’s investment in capital assets for its governmental activities was $4.6 million as of 
June 30, 2016 (net of accumulated depreciation and amortization).  This investment in capital assets 
includes machinery, equipment and software.  The Borough owns the land and buildings.  Table 7 details 
capital assets by asset type. 
 

Percent
Increase Increase

2016 2015 (Decrease) (Decrease)
Machinery and equipment 3,927,906$     3,393,423$     534,483$      15.8%
Intangibles (software) 652,268          719,071          (66,803)        -9.3%

Total 4,580,174$     4,112,494$     467,680$      11.4%

Table 7
Capital Assets (Net of Depreciation/Amortization)

Governmental Activities

 
 
Additional information on the School District’s capital assets can be found in Note 6 on pages 51 and 52 of 
this report. 
 
Debt Administration 
 
The School District’s long-term obligations include $4.1 million for compensated absences, a decrease of 
$21,677 or 0.5 percent from the prior year due to the payout and use of leave outpacing the value of leave 
earned.  Long-term obligations also include $4.4 million for insurance claims and reserves, a decrease of 
$0.3 million or 5.8 percent from prior year.  Claims and reserves include such items as claims payable and 
accrued self-insurance reserves.  The decrease in claims and reserves, reported in the risk management 
internal service fund, is due mostly to a decrease in estimated incurred but not reported claims ($0.6 
million) offset by a decrease in expected stop loss reimbursements ($0.3 million).  Finally, the PERS and 
TRS net pension liability increased $63.5 million or 73.4 percent.  The increase was due to a change in the 
methodology used for allocating the NPL to each employer within the two plans.  In fiscal year 2015 actual 
contributions were used.  In fiscal year 2016 the actuarial method was used.  This method looks at 
contributions from fiscal year 2017 to the projected fully funded year of fiscal year 2039, and then present 
values them (assigns a value in the current fiscal year to the total future contributions).  Additional 
information about long-term obligations can be found in Note 9 on page 53, Note 12 on pages 55 through 
56 and Note 14 on pages 57 through 71 of this report, respectively, and in the risk management internal 
service fund financial statements on pages 36 through 38.   
 
Debt related to general obligation bonds for school construction is the responsibility of the Borough.  The 
School District has no liability for repayment of general obligation bonds.  For informational purposes, debt 
related to general obligation bonds for school construction can be found in Note 10 on page 54 of this report. 
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ECONOMIC FACTORS AND SUBSEQUENT YEARS’ BUDGETS 
 
At the completion of the audit, the School District was aware of certain factors which could significantly 
impact financial condition or budgetary decisions in the near future: 
 

 The School District's budget is comprised of over 87 percent in salaries and employee benefits, 
and includes three bargaining units and one exempt management group. The School District 
completed negotiations with all three bargaining units during the 2016-17 fiscal year. All employee 
groups received step increases.  The salary increases for fiscal year 2017 range from 1 percent 
for principal and exempt management groups to 1.5 percent for the support staff (classified) 
group. Certified staff received no salary scale increase for fiscal year 2017 but an additional step 
was added to specified columns on the salary schedule.  
  

 In anticipation of potential significant financial exposure to the School District due to the excise tax 
associated with the Affordable Care Act, the Joint Health Insurance Committee made plan design 
adjustments to mitigate the financial impact of such a tax.  The committee’s efforts were designed 
to also provide cost containment within the health plan.  Plan design changes were in place in 
time to provide for open enrollment with plan changes going into effect January 1, 2017.  The 
School District will continue to analyze the plan performance to quantify the financial impact of the 
design changes. 
 

 The State of Alaska continues to face a significant fiscal challenge directly related to low oil prices 
as well as comparatively reduced oil production. The State is again facing multi-billion dollar 
deficits in the current and ensuing years.  Education is the single largest expense in the State’s 
unrestricted general fund, at over 32 percent.  The potential for significant decreases in the 
funding level through the State’s education foundation funding system is a continued possibility.  
In the 2016-17 general fund budget State revenues comprise right at 66 percent of the total 
anticipated revenue.  Any decrease in funding level from the State will have significant impact on 
the School District’s operating fund. 

 
 The Fairbanks North Star Borough School District Board of Education and the State Board of 

Education have both approved a new charter school application.  Boreal Sun Charter School is 
slated to open in the fall of 2017.  This additional alternative school will require a shift in the 
expenditures allocation of School District resources to provide funding for a new site. 
 

 
REQUESTS FOR INFORMATION 
 
This financial report is designed to provide citizens, taxpayers, parents, students, investors and creditors 
with a general overview of the School District finances and shows the School District’s accountability for 
the money it receives.  Questions concerning information provided in this report or requests for additional 
information should be addressed to: 
 
  Lisa Pearce 
  Chief Financial Officer 
  Fairbanks North Star Borough School District 
  Department of Administrative Services 
  520 5th Avenue 
  Fairbanks, Alaska  99701 
  Phone (907) 452-2000 
  lisa.pearce@k12northstar.org 
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