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Alexandria City Public Schools

November 18, 2013

The Honorable Chairman Graf and
Members of the Alexandria City School Board and
Citizens of the City of Alexandria, Virginia:

We are pleased to submit the Comprehensive Annual Financial Report (CAFR)
of the Alexandria City Public Schools (ACPS) for the fiscal year ended June
30, 2013. It has been prepared in accordance with U.S. generally accepted
accounting principles (GAAP) as applicable to local government entities.
Responsibility for the accuracy of the data and the completeness and fairness
of presentation, including all disclosures, rests with management. To the best
of our knowledge and belief, the enclosed data are accurate in all material
respects and is reported in a manner designed to fairly present the financial
position as well as the financial condition of ACPS for the fiscal year ended
June 30, 2013. ACPS is considered a component unit of the City of Alexandria,
Virginia (City) and, accordingly, the financial position and results of operations
of ACPS are also reflected in the financial statements included in the City’s
CAFR.

An independent audit of the Board’s finances is required each fiscal year by
either the Virginia Auditor of Public Accounts or a firm of independent Certified
Public Accountants. The Code of Virginia (Section 15.2-2510) requires ACPS
to submit its audit report to the Auditor of Public Accounts by November 30 of
each year. This document will be submitted in fulfilment of this requirement.
An audit was also conducted to meet the requirements of the Federal Single
Audit Act Amendment of 1996 and related Office of Management and Budget
Circular A-133 Audits of State and Local Governments.

ACPS'’ financial statements were audited by CliftonLarsenAllen LLP. The goal
of the independent audit was to provide reasonable assurance that the
financial statements of ACPS for the fiscal year ended June 30, 2013, are free
of material misstatement. The independent audit involved examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements; assessing the accounting principles used and significant estimates
made by management; and evaluating the overall financial statement
presentation. The independent auditor concluded, based upon the audit, that

T'he Alexandria City School Board does not discriminate on the basis of race, color, national origin, sex, disability, age,
eligion, sexual orientation, marital status, status as a parent, or pregnancy in its programs and activities. Please direct all
nquiries regarding ACPS non-discrimination policies to the Chief Human Resources Officer, 2000 N. Beauregard St.,
Alexandria, VA 22311, 703-824-6657.
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there was a reasonable basis for rendering an unqualified opinion that the ACPS financial
statements for the fiscal year ended June 30, 2013, are fairly presented in conformity with
U.S. generally accepted accounting principles (GAAP).

The independent audit of the financial statements of the school division was part of the
broader, federally mandated “Single Audit” designed to meet the special needs of federal
grantor agencies. The standards governing Single Audit engagements require the
independent auditors to report not only on the fair presentation of the financial statements,
but also on the audited government's internal controls and compliance with legal
requirements, with special emphasis on internal control and legal requirements involving the
administration of federal awards. The independent auditors’ report is available in the Other
Supplementary Information section of the CAFR.

The report is intended to present a comprehensive summary of significant financial data to
meet the needs of citizens, taxpayers, financial institutions and the Board. GAAP requires
that management provides a narrative introduction, overview, and analysis to accompany the
basic financial statements in the form of Management's Discussion and Analysis (MD&A).
This letter of transmittal is designed to complement the MD&A and should be read in
conjunction with it. ACPS’ MD&A can be found immediately following the independent
auditors’ report.

The Comprehensive Annual Financial Report is presented in three sections: introductory,
financial, and statistical. The introductory section includes this letter of transmittal, a list of
principal officials, and an organizational chart. The financial section includes the basic
financial statements as well as the unqualified opinion of independent public accountants on
the basic financial statements. The financial section also includes the management’'s
discussion and analysis (MD&A), which should be read in conjunction with this transmittal
letter. The MD&A provides a narrative introduction, overview, and analysis of the basic
financial statements. The statistical section contains selected financial and demographic
information, generally presented over multi-year basis.

The annual report complies with the Governmental Accounting Standards Board (GASB)
Statement No. 34. By providing a broader, government-wide perspective while maintaining
the traditional features, the annual reports are easier to understand and more useful to
stakeholders, such as investors, creditors, and citizens. As a result of GASB 34, ACPS
provides information about the cost of delivering services on a full accrual basis including the
cost of depreciating fixed assets.

The annual report also complies with the new Governmental Accounting Standards Board
(GASB) Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position and Statement No. 65, Items Previously Reported as
Assets and Liabilities for the reporting period ending June 30, 2013. Statement No. 63
provides financial reporting guidance for deferred outflows of resources and deferred inflows
of resources and defined the residual of assets and deferred outflows less liabilities and
deferred inflows as net position. The effect of this Statement was a change in the format of
the ACPS government-wide statements to include the concept of net position. Statement No.
65 establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources, certain items that were previously reported as assets and recognizes,
as deferred inflows of resources, certain items that were previously reported as liabilities.

Profile of the Alexandria City Public Schools

The Alexandria City Public Schools is a school division within the City of Alexandria. The
School Board of the City of Alexandria (Board) is the elected body established under Virginia
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law to provide public education from kindergarten through twelfth grade to children residing
within the City of Alexandria, Virginia. The Board determines educational policy and employs
a superintendent of schools to administer the school division. ACPS has no component units
for financial reporting purposes. The Board consists of nine members who each serve a
three-year term. The Board members elect one member to serve as Chairman of the Board
and a second member to serve as Vice-Chairman of the Board.

The City is autonomous from any county, town or other political subdivision of the
Commonwealth of Virginia. The City is located on the west bank of the Potomac River across
from Washington, D.C. It was established in 1870. ACPS serves the citizens of the City of
Alexandria which has a total area of 15.4 square miles and a population of approximately
140,906. The City is a primary government that is financially accountable for a legally
separate entity, the Board. The Board has no power to levy or collect taxes or increase the
City appropriation. Because of its relationship with the City, ACPS is considered a
component unit of the City, as defined by GAAP.

ACPS is a small school system, but large enough to command the resources for state-of-
the-art teaching and learning. ACPS is the 23" largest of 132 school divisions in the
Commonwealth of Virginia and is surrounded by three of the five largest Virginia school
divisions (Fairfax, Prince William, and Loudoun County Public Schools). It has a vibrant
multicultural community, and our students reflect an even broader diversity than that of our
City. ACPS served a student population of approximately 13,114 students in the 2012-2013
school year, who came from more than 128 different countries, speak more than 80
languages, and represent a rainbow of cultural and socioeconomic groups. The chart below
illustrates this rich diversity compared to our neighboring school divisions.

Percentage Distribution of Enrollment by Ethnicity
Northern Virginia School Divisions, Fall 2012

100%
90%
80%

70%

Alexandria City Arlington County Fairfax County Falls Church City Loudoun County  Manassas City  Manassas Park  Prince William
City County

W 2ormoraraces M White @ Hispanic ™ Black ® Asian, Am Ind, Hawaiian

Source: Virginia Department of Education, Fall 2012

ACPS has experienced significant enrollment increases over the past six years and
estimates that this growth trend will continue in the upcoming years. This year alone, ACPS
received an additional 719 students, or a 5.8% increase in enrollment over the prior year.
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The City of Alexandria and the Alexandria City Public Schools are dedicated to ensuring the
academic success for each and every student.

Currently, the school division operates one high school with two campuses (9" grade
campus and a separate campus for 10-12 grades), five middle schools (6-8 grades), one
elementary (K-8) school and twelve (K-5) elementary schools. ACPS also operates a
program at the Detention Center and an alternative education program, which includes a
flexible learning satellite campus.

Most ACPS school buildings were built between the 1940’s and the 1960's. Over the next
five years, six of the 20 ACPS facilities will be older than the recommended 75 year life span.
Additionally, the HVAC and/or roofing systems at 10 schools will reach or exceed 20 years of
age within the next four years. This underlines our concern for maintenance and replacement
of our aged systems and infrastructure.

Local Economic Outlook and Long-term Financial Planning

Since 2009, the Greater Metropolitan Washington DC area economic performance has
shown improvement in several key areas, increased volume in the number of job changes
among our local labor force and increased real estate listings and sales prices. The City of
Alexandria and Northern Virginia usually outperform the rest of the Commonwealth. The
September 2013 unemployment rate for the City and the Commonwealth are 4.6% and
5.8%, respectively, and remained relatively steady compared to 4.4% and 5.9% in 2012.
These rates continue to be significantly lower than the average national unemployment rate
of 7.2% and 7.8% for 2013 and 2012, respectively.
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12.0

10.0 e
8.0 L —— 7.29

____________
L

6.0 G T e ~emmmo 5.8%

'O 7 T -
LT T TP TR ’ -
.......................... ’
4.0 —— .—"
-
M\;:::—\—‘-‘—;:—-:q’-/ S

Rate

0.0 T ‘ ‘ ‘ ‘ T T T
w wn (e} [(e} ~ P~ [0} e} D (o2} o o — = o o~ o (3]
= = = = {ur] = c = = = = = [ = c = o =
3 = 3 =] = 3 =] = | =2
@ 14 @ 4] @ 3] 3] @ @
= o | - - - — - o) - - - — - - - — - ==

Alexandria  ==m=m-e Virginia ~ w=esssssss us

After four years of declines through 2010, real estate assessments, which generate over half
of the City’s General Fund revenues, are continuing to grow. Residential assessments
increased by 2.96% of value compared to 2012, while commercial assessments increased by
8.51%. This marks the third year in a row that assessed values have increased. The demand
for residential housing in the City has increased by 17.9%, compared to 2012 and the July

average three-month residential foreclosures have decreased 50%, compared to the same
three month period in 2012.

Each year, ACPS staff develop and present a five-year fiscal forecast with varying revenue
and expenditure assumptions to facilitate informed decision-making as a part of the budget
process. With nearly 85% of our operating revenue derived from the City appropriation,
assumptions regarding the City’'s revenue growth and the resulting increase or decrease in



the City appropriation can drive forecast results. Similarly for expenditures, salaries and
benefits comprise approximately 87% of the total operating expenditures and assumptions
related to salary increases as well as the growth of healthcare and retirement costs can also
drive forecast results. Under the Code of Virginia, School Boards are required to adopt a
balanced budget which means the projected revenues plus beginning fund balance must fully
cover the total estimated expenditures.

Major Initiatives

The ACPS Strategic Plan is one of only 15 programs to receive a first-place honor in the
Magna Awards 2012, co-sponsored by "American School Board Journal,” the National
School Boards Association (NSBA) and Sodexo School Services to recognize "school board
best practices and innovative programs that advance student learning."

Created by the ACPS School Board, the five-year strategic plan features high-quality
preschools, a focus on special education, individual achievement plans for students, a richer
array of course offerings, increased accountability of school employees and the adoption of a
rigorous new curriculum that emphasizes critical thinking and project-based learning. The
School Board plan includes five major goals:

1. Ensure all students demonstrate significant academic growth, and dramatically
improve achievement outcomes for students below grade level.

2. Provide a rigorous, relevant, and internationally benchmarked education to enable all
students to succeed as citizens in the global community.

3. Create an exceptional learning environment.

4. Implement a focused, transparent governance model which incorporates effective
communication and evidence-based decision making.

5. Provide clean, safe and conducive leaning environments that utilize best practices for
energy efficiency and environmental sustainability.

In working towards each of these goals, ACPS focused resources and staff efforts in FY
2013 on student achievement and professional development.

Student learning continues to be a priority for the school division. Virginia, under the No Child
Left Behind Act flexibility waivers granted by the U.S. Department of Education, established
annual measurable objectives (AMOSs) for reducing proficiency gaps between students in the
commonwealth’s lowest-performing and highest-performing schools. These objectives in
reading and mathematics have replaced the Adequate Yearly Progress (AYP) targets
schools were previously required to meet under the federal education law. Preliminary results
indicate that ACPS, as a division, met all 18 Federal English AMOs and 17 out of 18 Federal
Mathematics AMOs.

Thirteen (13) of our schools were fully accredited, five (5) were accredited with warning and
one school was denied accreditation during the 2012-2013 school year. ACPS also
continues the implementation of individual achievement plans (IAPs) for math and English
which are created collaboratively between the student, teacher, parent, and counselor to
chart student progress and provide a structured set of actions for students to achieve at their
best. In addition, ACPS maintains support of elementary and secondary exemplary
programs, K-5 tutoring, Book Buddies and the Writing Project in an effort to support
academic growth.

The Curriculum and Instruction Department continues to develop programs using innovative
instructional techniques and strategies with the single goal of increasing student
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achievement. A major goal is to close the learning and achievement gaps among student
sub-groups, with a specific focus on each and every student.

Teacher training and professional development opportunities continue to be of primary
importance as a means for enhancing student achievement. The Teacher Mentoring program
will continue with additional funding to support new ACPS teachers by pairing them with an
ACPS veteran teacher for guidance and support. Through the Alliance for Learning and
Leading Center, ACPS provides opportunities to educators to learn research-based
instructional model and promising practices that can be incorporated into their daily teaching
and leadership roles. Strategies learned through professional development sessions will be
modeled and supported by school-based instructional teams.

We continue to encourage our teachers to undertake the National Board for Professional
Teaching Standards (NBPTS) assessment process as a means of elevating student learning
and the quality of instruction. In FY 2013, nine teachers received the NBPTS certificate,
bringing the total number of ACPS National Board Certified teachers to 49.

Financial Information

ACPS ended the fiscal year in sound financial condition. General Fund expenditures
exceeded revenues by approximately $3.0 million, using the modified accrual basis of
accounting. This deficit was only 47% of the 2012 fund balance designated for use in 2013.
The year began with uncertain economic conditions, resulting from the effects of the federal
sequestration, and ACPS budgeted prudently and instituted fiscal controls. The FY 2013
comprehensive annual financial report reflects continued strong and fiscally prudent
management practices. Using the full accrual basis of accounting, ACPS has total assets of
$84.9 million, an increase of $8.0 million from fiscal year 2012.

Fund Accounting: ACPS reports its financial activities through the use of fund accounting.
This is a system wherein transactions are reported in self-balancing sets of accounts to
reflect the results of activities. (See Note 1 of the Notes to the Basic Financial Statements for
a summary of significant accounting policies and descriptions of fund types.)

Internal Control: ACPS management is responsible for establishing and maintaining an
internal control structure designed to ensure that the assets of the school division are
protected from loss, theft or misuse and to ensure that adequate accounting data are
compiled to allow for the preparation of financial statements in conformity with GAAP. The
internal control structure is designed to provide reasonable, but not absolute, assurance that
ACPS’ management objectives are met. The concept of reasonable assurance is based on
the assumption that the cost of internal financial controls should not exceed the benefits
expected to be derived from their implementation. For operating fund, school nutrition
program and grants and special revenues, ACPS utilizes a fully automated accounting
system as well as an automated system of controls for fixed assets and payroll. These
systems, coupled with the manual review of each voucher before payment, ensure that the
financial information generated is both accurate and reliable.

The audit for the year ended June 30, 2013, disclosed no material internal control
weaknesses or material instances of noncompliance or other violations of laws, regulations,
contracts and grant agreements.
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Budgetary Control: Under Virginia law, the City must adopt a School Board budget no later
than the end of May of the current fiscal year. ACPS maintains budgetary controls to ensure
compliance with legal provisions embodied in the annual appropriated budget. The fiscal
year begins on July 1 and ends on June 30 with all annual unencumbered appropriations
lapsing at year end. Outstanding encumbrances of certain governmental funds at the end of
the fiscal year are reappropriated, as part of the following fiscal year's operating budget.

Budgets are also prepared annually for the Grants and Special Projects Fund and the School
Nutrition Fund (special revenue funds). The school lunch program is dependent on federal
and state reimbursements and cafeteria sales to support its overall lunch and breakfast
feeding activities.

The Capital Projects Fund is budgeted on a project-by-project basis and represents the
entire project budget for projects expected to begin that fiscal year. Debt service funds are
established by the City in accordance with the requirements of bondholders. All budget and
expenditures related to the capital projects fund are currently recorded in the City’s financial
system.

Management control is exercised over the budget at the budgetary department level within
each fund. ACPS also maintains an encumbrance accounting system as one technique of
accomplishing budgetary control. Encumbrances outstanding at the end of the fiscal year in
the general fund and the school food services fund are reappropriated, as part of the
following fiscal year’s budget.

Each department administrator and school principal is furnished with monthly financial
reports showing the status of the budget accounts for which they are responsible and
detailed transaction reports. They are also provided a report listing outstanding
encumbrances for the current and prior years and a report on overtime usage.

Cash Control: The City is the custodian of all primary cash and investments used to support
ACPS operations. The primary concerns of the City’s cash management and investments
program are the safety and preservation of principal, liquidity, and yield.

The City takes full advantage of temporarily idle cash and scheduling of vendor payments.
To ensure the most competitive rates of investment, the City’s cash resources generally are
combined to form a pool of cash and investments. The investment pool’s portfolio is primarily
composed of State Treasurer's Local Government Investment Pool (LGIP), Certificate of
Deposit Account Registry Service (CDARS) and insured cash sweeps. All investments are
stated at fair value.

Cash held at the school level for student activities fund (SAF) is deposited with local banks
and is maintained by the individual schools.

Risk Management: ACPS maintains a risk management program that includes several
comprehensive insurance and self-insurance policies specifically designed to meet its needs,
monitor various control activities, and manage a program on claims against ACPS. ACPS’
insurance coverage includes a comprehensive property and casualty policy, a
comprehensive vehicle liability policy, special equipment coverage, group disability
insurance, excess worker's compensation coverage and others. The Board’'s health
insurance coverage includes a self-insured point of service program and health maintenance
organization.
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Other Information

Awards

Certificate of Excellence (ASBO): The Association of School Business Officials
International (ASBO) awarded the Alexandria City Public Schools a Certificate of Excellence
in Financial Reporting for the Comprehensive Annual Financial Report (CAFR) for the fiscal
year ended June 30, 2012. This prestigious international certificate award is the highest form
of recognition in school financial reporting and is valid for a period of one year only. This is
the 11™ consecutive year that ACPS has achieved this prestigious award.

This Financial Reporting award was designed by ASBO to enable school officials to achieve
a high standard of financial reporting. The award is only conferred to school systems that
have met or exceeded the standards of the program. We believe that the current CAFR also
conforms to the ASBO Certificate of Excellence program requirements and we are submitting
it to ASBO to determine its eligibility for another certificate.

Certificate of Achievement (GFOA): The Government Finance Officers Association of the
United States and Canada (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to ACPS for its Comprehensive Annual Financial Report for the fiscal
year ended June 30, 2012. This was the 3" year ACPS has achieved this prestigious award.
In order to be awarded a Certificate of Achievement by the GFOA, a government must
publish an easily readable and efficiently organized comprehensive annual financial report.
This report must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current comprehensive annual financial report continues to meet GFOA’s Certificate of
Achievement Program’s requirements and we are submitting it to the GFOA to determine its
eligibility for another certificate.

In addition to the two awards for excellence in financial reporting described above, ACPS has
also earned the Meritorious Budget Award from the ASBO and the Distinguished Budget
Presentation Award from the GFOA for the fiscal year ended June 30, 2013. These awards
are valid for one period only and we believe that our budget report continues to conform to
the program requirements of both organizations. We will be submitting our fiscal year 2014
budget to ASBO and GFOA to determine the School Board's eligibility for another certificate
award.
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Alexandria City Public Schools, Virginia

Financial Section-Independent Auditor’'s Report

&iiA' CliftonLarsonAllen LLP

» www.cliftonlarsonallen.com

CliftonLarsonAllen

INDEPENDENT AUDITORS' REPORT

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

Report on the Financial Statements

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

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.
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Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of ACPS as of June 30, 2013, and the respective changes in financial position, thereof, for
the year then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management
discussion and analysis and the budgetary comparison schedules and schedules of funding progress as
referenced in the table of contents be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the ACPS’s basic financial statements. The supplementary information as listed in the table of
contents is presented for purposes of additional analysis and is not a required part of the basic financial
statements.

The supplementary data is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the supplementary data is
fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory section and statistical tables listed in the table of contents have not been subjected to the

auditing procedures applied in the audit of the basic financial statements, and accordingly, we do not
express an opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 8,
2013, on our consideration of ACPS's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the result of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering ACPS’s internal control over financial reporting and
compliance.

J%KZM-@% L7

Arlington, Virginia
November 8, 2013

Page 21



Learning to Live ® Loving to Learn

Alexandria City Public Schools

Page intentionally left blank



FINANCIAL SECTION

Management’s Discussion & Analysis

ACPS’ goal #2 is to provide a rigorous, relevant, and
internationally benchmarked education to enable all students to
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Alexandria City Public Schools, Virginia

Financial-Management’s Discussion & Analysis

Introduction

Our discussion and analysis of Alexandria City Public Schools’ (ACPS) financial performance provides an
overview of ACPS’financial activities for the fiscal year ended June 30, 2013. The intent of this management
discussion and analysis is to consider ACPS’ financial performance as a whole. Readers should also
review the letter of transmittal, basic financial statements, notes to the basic financial statements, and
supplementary information to enhance their understanding of ACPS’ financial performance.

Management's Discussion and Analysis (MD&A) is an element of the reporting model adopted by the
Government Accounting Standards Board (GASB) in Statement No. 34, Basic Financial Statements
and Management's Discussion and Analysis-for State and Local Governments. Certain comparative
information between the current year and the prior year is required to be presented in the MD&A. The
reporting model is a combination of both government-wide financial statements and fund financial
statements.

Financial Highlights
GOVERNMENT-WIDE FINANCIAL STATEMENTS

The assets of ACPS exceeded its liabilities by $30.4 million at June 30, 2013. Of this amount, $10.1
million is invested in capital assets, $3.1 million is restricted for grants and special projects, and $17.2
million (unrestricted net position) may be used to meet ACPS’ ongoing needs.

On a government-wide basis for governmental activities, ACPS’ revenues of $240.3 million exceeded
expenses of $239.5 million by $.8 million.

FUND FINANCIAL STATEMENTS

As of the close of the current fiscal year, ACPS’ governmental funds reported combined ending fund
balances of $22.4 million, an increase of $0.8 million in comparison with the prior year. Of this $22.4 million
combined fund balance, $4.6 million is available as unassigned fund balance and may be designated for
use at the discretion of the School Board or management.

At June 30, 2013, the General Fund reported an ending fund balance of $13.1 million, a decrease of $3.1
million from June 30, 2012. The fiscal year 2013 budget included a planned use of fund balance in the
amount of $6.8 million.

Overview of the Financial Statements

This section of the Comprehensive Annual Financial Report consists of four parts: 1) Management’s
Discussion and Analysis (MD&A), 2) basic financial statements (government-wide and fund statements)
including notes to the financial statements, 3) required supplementary information, and 4) other
supplementary information.

The basic financial statements consist of two kinds of statements that present different views of ACPS’
financial activities. The government-wide financial statements provide both long-term and short-term
information about ACPS’ overall financial status. The fund financial statements report ACPS’ operations
in more detail than the government-wide statements.
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ACPS implemented the requirements of Governmental Accounting Standards Board Statement No.
63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net
Position and Statement No. 65, Items Previously Reported as Assets and Liabilities for the reporting
period ending June 30, 2013.

e Statement No. 63 provides financial reporting guidance for deferred outflows of resources and
deferred inflows of resources and defined the residual of assets and deferred outflows less liabilities
and deferred inflows as net position. The effect of this Statement on ACPS was a change in the
format of the government-wide statements to include the concept of net position.

e Statement No. 65 establishes accounting and financial reporting standards that reclassify, as
deferred outflows of resources or deferred inflows of resources, certain items that were previously
reported as assets and liabilities and recognizes, as outflows of resources or inflows of resources,
certain items that were previously reported as assets and liabilities.

The statement of net position and statement of activities provide information on a government-wide
basis. These statements present an aggregate view of ACPS’ financial position. Government-wide
statements contain useful long-term information as well as information for the just completed fiscal year.

The remaining statements are fund financial statements that focus on the individual funds of ACPS,
providing primarily short-term information. Fund statements report operations in more detail than
government-wide statements.

The notes to the financial statements explain some of the information in the statements and provide
additional disclosures so that statement users have a complete picture of ACPS'’ financial activities and
position.

The required supplementary information further enhances the financial statements with a budgetary
comparison and pension trend data. The budgetary comparison provides three separate types of
information: the original budget, the final amended budget and the actual expenditures. Two schedules
of actuarial information are required to be presented in connection with defined benefit pension plans:
a schedule of funding progress and a schedule of employer contributions.

The other supplementary information refers to information about our fiduciary funds and is presented
immediately following the required supplementary information on pensions.

The following diagram shows how the various parts of the financial section are arranged and relate to
one another.

ACPS
Comprehensive Annual Financial Report
Financial Section

4. Other
Supplementary

1. Management's 2. Basic 3. Required
Discussion & Financial Supplementary
Analysis Statements Information

Information

Governmental- _ . Notes to the
wide Financial Fund Financial Basic Financial
Statements Statements Statements
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Government-wide Financial Statements

The government-wide statements report information about ACPS as a whole, using accounting methods
similar to those used in private-sector companies. The Statement of Net Position and the Statement
of Activities provide information about the activities of the school division as a whole, presenting both
an aggregate and a long-term view of the financial position. These statements include all assets,
liabilities and deferred inflows and outflows of resources using the accrual basis of accounting. This
basis of accounting includes all of the current year’s revenues and expenses regardless of when cash
is received or paid.

The Statement of Net Position presents information on all of ACPS’ (1) assets and deferred outflows
of resources, (2) liabilities and deferred inflows of resources, and (3) the difference between them
reported as net position. Increases or decreases in net position over time may serve as a useful
indicator of whether the financial position of the school division is improving or deteriorating.

The Statement of Activities presents information on ACPS’ costs of providing services and the resources
obtained to finance those services. This statement also highlights to what extent ACPS programs
are able to cover their costs with user fees, operating grants and contributions, as opposed to being
financed with general revenues. In addition, the statement provides overall information as to whether
the financial position has improved or deteriorated during the fiscal year.

Financial Analysis of ACPS as a Whole

In government-wide financial statements, the activities can be divided into two categories: governmental
activitiesandbusiness-type activities. ACPS reports only governmental activities, since ithas no business-
type activities. The governmental activities of ACPS include most of the schools’ basic services, such
as instruction, administration, attendance and health, pupil transportation, operation and maintenance
of school buildings, summer school, adult education, and food services. These governmental activities
are principally supported by the City of Alexandria, State aid and intergovernmental revenues.

In response to GASB Statement No. 34, the Virginia General Assembly passed a law that established
the local option of creating, for financial reporting purposes, a tenancy in common between the city
and the local school board when the city issues bonds for financing school construction. The sole
purpose of the law is to allow cities and counties the ability to match the recording of school assets and
related liabilities. As a result, certain school assets financed with the City’s general obligation bonds are
recorded as part of the primary government rather than as part of ACPS.

According to the law, the tenancy in common ends when the associated obligation is repaid; therefore,

the assets will revert to the School Board when the bonds are repaid. Capital debt financing activities
are not reported in the ACPS’ financial statements, but rather in the City’s financial statements.
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Net position. Table 1, below, provides a summary of ACPS’ net position as of June 30, 2013 compared
to June 30, 2012.

Summary of Net Position
As of June 30

Governmental Activities Percentage
Activities Change
2013 2012 Variance 2013-2012

ASSETS
Current and other assets $ 74,826,781 $ 66,089,531 $ 8,737,250 13.22%
Capital assets, net 10,101,429 10,861,743 (760,314) -7.00%
Total assets 84,928,210 76,951,274 7,976,936 10.37%
LIABILITIES
Current liabilities 46,135,989 36,182,038 9,953,951 27.51%
Long-term liabilities 8,285,529 10,404,514 (2,118,985) -20.37%
Total liabilities 54,421,518 46,586,552 7,834,966 16.82%
DEFERRED INFLOWS OF RESOURCES
Unavailable grant revenues 140,510 813,490 (672,980) -82.73%
Total deferred inflows of resources 140,510 813,490 (672,980) -82.73%
NET POSITION
Invested in capital assets, 10,101,429 9,848,454 252,975 2.57%
Restricted 3,091,635 2,562,085 529,550 20.67%
Unrestricted 17,173,118 17,140,693 32,425 0.19%
Total net position $ 30,366,182 $ 29,551,232 $ 814,950 2.76%

e Capital assets, net of depreciation decreased by $.8 million or 7% from the prior year. This
decrease is due to increased current year depreciation, in excess of the capital asset additions.
Although ACPS’ investment in its capital assets is reported net of related debt, it should be noted
that the resources needed to repay this debt must be provided from other sources since the capital
assets themselves cannot be used to liquidate these liabilities. The Code of Virginia precludes
school divisions from issuing general obligation debt. As a result, the City issues general obligation
debt for ACPS and reports, in its financial statements, the general obligation debt related to ACPS’
capital assets. See Note 5 for additional information on capital assets.

e Current and other assets and current liabilities increased respectively by $8.7 million and $10.0
million from fiscal year 2012. The increase in the current and other assets category was attributed
to increased balances due from the City of Alexandria, which was partially offset by reductions in
the Supplemental Retirement net pension asset and in amounts reimbursable from Commonwealth
and federal grants. The increase in the current liabilities category was primarily due to increased
year-end payroll accruals, self-insured liabilities and Virginia Retirement System (VRS) related
payables.
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e Long-term liabilities including the current portion decreased to $8.3 million in fiscal year 2013
from $10.4 million in fiscal year 2012, a decrease of $2.1 million or 20.5%. The year-end balance
reflects capital lease liability reductions and continued decreases in workers’ compensation
liabilities and the net OPEB obligation.

e Deferred Inflows of Resources represent advanced grant funds received from sponsors. These
amounts decreased to $140,510 in 2013 from $813,490 in 2012, a decrease of $672,980 or 83%.

Changes in net position. The following table presents the changes in net position from fiscal year
2012 to 2013:

Changes in Net Position
For the fiscal years ending, June 30
Governmental Activities
2013 2012 Variance % Change
Revenues
Program revenues:
Charges for services $ 2,430,353 2528593 $ (98,240) -3.9%
Operating grants and contributions 19,240,425 22,343,336 (3,102,911) -13.9%
General revenues:
City appropriation 185,841,404 178,449,148 7,392,256 4.1%
State aid 31,627,807 27,984,171 3,643,636 13.0%
Grants not restricted to specific programs - - - #DIV/0!
Other local funds 1,139,350 2,222,167 (1,082,817) -48.7%
Total revenues 240,279,339 233,527,415 6,751,924 2.9%
Expenses
Instructional:
General instruction 180,228,637 172,528,593 7,700,044 4.5%
Adult education 889,144 1,263,518 (374,374) -29.6%
Summer school 594,626 1,086,494 (491,868) -45.3%
Support Services:
Administration 16,617,218 17,331,705 (714,487) -4.1%
Attendance and health services 4,928,558 4,587,196 341,362 7.4%
Pupil transportation 9,144,732 8,225,165 919,567 11.2%
Plant operations and maintenance 16,936,841 16,667,322 269,519 1.6%
Operation of Noninstructional Services:
Food services 6,919,510 6,407,033 512,477 8.0%
Capital improvement services 3,205,123 3,219,204 (14,081) -0.4%
Total expenses 239,464,389 231,316,230 8,148,159 3.5%
Change in net position 814,950 2,211,185 (1,396,235) -63.1%
Net Position-beginning balance 29,551,232 27,340,047 2,211,185 8.1%
Net Position-ending balance $ 30,366,182 29,551,232 $ 814,950 2.8%
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o Net Position increased to $30.4 million in fiscal year 2013 from $29.6 million in fiscal year 2012, an
increase of $.8 million or 2.8%. Total revenues increased by $6.8 million, or 2.9% from fiscal year
2012, while expenses increased by $8.1 million or 3.5%.

e The City appropriation and general state aid accounted for most of ACPS’ revenue, representing
91 cents of every dollar of revenue received. The remaining 9 cents of every dollar of revenue is
funded with federal and state aid for specific programs, charges for services, and miscellaneous
revenues.

e Most of ACPS’s expenses, or 85 cents of every dollar spent, are directly related to the provision
of services to students, including classroom instruction, attendance and health, transportation
and school nutrition. The balance of every dollar spent goes for administrative costs (7 cents),
operations and maintenance (7 cents), and construction and renovations (1 cent).

Key elements of these changes during fiscal year 2013 were as follows:

e Operating grants and contributions decreased $3.1 million or 13.9%. This is primarily due to
reductions in ARRA funding.

e City appropriation increased 4.1% to $185.8 million. This includes $6.2 million for capital projects
and $.1 million to fund expansion of ACPS’ pre-kindergarten program.

e State Aid increased 13.0% to $31.6 million primarily due to increased sales tax and basic aid
revenues.

e Other local funds decreased $1.1 million or 48.7% due to lower indirect cost recoveries realized
from reductions in our federal grant revenue.

¢ Instructional expenses increased overall by $6.8 million, primarily due to increased payroll costs
as a result of the Commonwealth mandated 5% salary increase for all employees required to
contribute 5% to the VRS. Also, instructional expenses increased due to the continued intentional
realignment of our operating budget to dedicate more resources towards classroom instruction in
response to enrollment increases and the changing needs of our students.

e Administrative expenses decreased $.7 million primarily due to reductions in our supplemental
retirement pension costs and OPEB costs.

o Transportation expenses increased due to increased costs to transport special education and
homeless students. During 2013, 17 new buses and vehicles were purchased for approx. $1.0
million through the Capital Projects Fund. These vehicles were capitalized and included in Capital
Assets on Statement of Net Position- Exhibit 1.
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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. ACPS, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related requirements. All ACPS funds
are reported in the governmental 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 for spending in future years. 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 for governmental funds with similar information
presented for governmental activities in the governmental-wide financial statements. By doing so, readers
may better understand the long-term impact of the government’s near-term financing decisions. Both
the governmental fund balance sheet and the governmental fund statement of revenues, expenditures,
and changes in fund balance provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

ACPS'’ fund financial statements provide detail information about the most significant funds, and not
ACPS as a whole. Governmental fund reporting focus on showing how money flows in and out of funds
and the balances left at year-end that are available for spending. They are reported using modified
accrual accounting, which measures cash and all other financial assets that can be readily converted
to cash. The governmental fund statements provide a detailed short-term view of ACPS’ operations and
the services it provides.

The Board adopts an annual appropriated budget for all governmental funds. For fiscal year 2013,
the School Nutrition Fund (a special revenue fund) has been designated as a major governmental
fund, along with the General, Capital Projects and Grants and Special Projects Funds. The budgetary
comparison schedules for the General, Grants and Special Projects and School Nutrition funds have
been provided in the Required Supplementary Information section of this report (Exhibits VII, VIII and
IX respectively).

In 2011, ACPS implemented Governmental Accounting Standards Board Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions, which replaced the traditional fund balance
components. The new components of fund balance include nonspendable, restricted, committed,
assigned, and unassigned.

As of the end of 2013, ACPS’ governmental funds reported combined fund balances of $22.4 million,
an increase of $0.8 million in comparison with fiscal year 2012. Of this combined total, $1.1 million or
4.9% constitutes nonspendable fund balance which reflects inventories and prepaid items that are in a
non-liquid form and cannot be spent, $3.1 million or 13.8% constitutes restricted fund balance which is
externally restricted for grant programs, $6.7 million or 30% constitutes committed fund balance which
has been designated by the School Board for use in fiscal year 2014, $7.0 million or 31.3% constitutes
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assigned fund balance which is designated for capital projects and outstanding encumbrances at year-
end, and $4.5 million or 20.1% constitutes unassigned fund balance which is not constrained at all and
can be used for any purpose by the Board. See Note 12 for additional information on our fund balance
designations.

The following schedules present a summary of the General Fund by type of revenue and expenditures
by function for the period ended June 30, 2013 as compared to June 30, 2012. They also depict the
amount and percentage increases and decreases in relation to prior year amounts reported.

General Fund Revenues

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

Revenues for the General Fund totaled $212.3 million for 2013, which was $7.2 million or approximately
3.5% higher than revenues received in 2012. ACPS is fiscally dependent upon the City, which provides
the largest source of funding to ACPS of $179.5 million. The second largest source of revenue is
from the Commonwealth of Virginia. Income from the Commonwealth increased $3.6 million or 13.0%,
primarily due to additional state sales taxes and basic aid.

Other local revenue sources decreased by 71.3%, primarily due to reductions of indirect cost recoveries
from federal grants.

General Fund Revenues by Source
FY 2013 FY 2012 Increase (Decrease)
from FY 2012
Amount Percent Amount Percent Amount Percentage
Source (thousands) of Total (thousands) of Total (thousands) Change
City of Alexandria | $ 179,486 845 % || $ 174,956 85.3 % $ 4,530 26 %
State Aid 31,628 14.9 27,984 13.6 3,644 13.0
Federal Aid 113 0.1 107 0.1 6 5.6
Tuition and Fees 598 0.3 615 0.3 a7) (2.8)
Other Local Funds 461 0.2 1,464 0.7 (1,003) (68.5)
Total Revenue $ 212,286 100.0 % || $ 205,126 1000 % [|$ 7,160 35 %

Amounts may not add due to rounding
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General Fund Expenditures

General Fund expenditures totaled $215.3 million for fiscal year 2013, which was an increase of $10.4
million, or 5.1% from fiscal year 2012. Approximately, $3.1 million of these program costs were funded
by the General Fund fund balance. The following illustration presents the amounts of General Fund
expenditures uses by function and the increase or decrease from the previous year for each function.

General Fund Expenditures by Function
EY 2013 EY 2012 Increase (Decrease)
From FY 2012
Amount Percent Amount Percent Amount Percent
Function (thousands) of Total |(thousands) of Total [(thousands) Change
General instruction $ 165,604 76.9 %| $ 156,268 76.3 %|$ 9,336 6.0 %
Adult education 684 0.3 939 0.5 (255) (27.2)
Summer school 595 0.3 1,086 0.5 (491) (45.2)
Administration 16,061 7.4 15,745 7.7 316 2.0
Attendance and
health 4,846 2.3 4,520 2.2 326 7.2
Pupil transportation 9,442 4.4 9,063 4.4 379 4.2
Plant operations and
maintenance 16,594 7.7 15,822 7.7 772 4.9
Food services 460 0.2 429 0.2 31 7.2
Debt Services
Principal 1,013 0.5 1,046 0.5 (33) 3.2)
Interest 32 0.0 13 0.0 19 146.2
Total Expenditures $ 215,331 100.0 %] $ 204,930 99.9 %|$ 10,400 51 %

Amounts may not add due to roundina

For fiscal year 2013, the ACPS School Board elected to increase employees’ salaries by 7.2 %, since
all eligible employees were required to contribute 5% of their pay to VRS, effective July 1, 2012. The
7.2 % salary increase reflected a 2.2% market rate adjustment to further offset the additional employee
paid cost associated with other increased benefits. Also, increased VRS employer retirement rates,
from 11.33% in fiscal year 2012 to 11.66% in 2013, has contributed to the growth in expenditures by
approximately $2.0 million.

The increased costs in general instruction were primarily due to costs associated with additional
instruction-based positions driven by the studentenrollmentgrowth and the student needs. Transportation
expenses increased by 4.2% as a result of increased fuel costs and costs to transport special education
students. Plant operations and maintenance expenditures reflect rising costs for utilities, equipment
and facilities maintenance.

ACPS continues to fund the Other Post-Employment Benefits (OPEB) Trust. See Note 8 for additional

information onthe OPEB Trust. During 2013, only employee contributions were made to the Supplemental
Retirement Plan. See Note 7 for additional information on the Supplemental Retirement Plan.
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Fund Balances

The School Board adopted, FY13 General Fund Budget reflected the usage of $6.8 million of fund
balance to offset the amount of 2013 budgeted expenditures that exceeded the 2013 budgeted revenues.
This budgeted usage of fund balance is consistent in the General Fund budget adoption process for
prior years. During 2013, only $3.0 million of fund balance was needed to offset the amount of actual
expenditures that exceeded actual revenues.

The Grant and Special Projects Fund is used to account for federal, state, and local grants restricted
for specified school purposes by the grantor. During 2013, federal grant funding decreased by $4.2
million reflecting reductions in the phase-out of federal stimulus funds under the American Recovery
and Reinvestment Act. Increases in State funding for Medicaid costs reimbursements of $0.6 million
were realized and also partially offset the reductions in federal grant revenue. At June 30, 2013, the
Grants and Special Projects Fund balance consisted of $3.1 million restricted for the purposes specified
in the grant awards.

The Capital Projects Fund is used to account for the acquisition, renovation or construction of ACPS
facilities. Payments for all capital projects initiated by ACPS, in accordance with the School Board
and City Council approved ACPS capital plan, are processed and disbursed by the City. The amounts
reflected in the Capital Projects Fund represent those capital projects that were funded by the City
without using debt proceeds.

As previously stated, certain school assets and projects may be financed with the City’'s general
obligation bonds and as a result, disbursements for those activities are recorded as part of the primary
government. Any capital debt financing activities are reported in the City’s financial statements, and
are not reflected in ACPS financial statements. According to law, the tenancy in common ends when the
associated debt obligation is repaid, at which time; the related assets revert to the School Board. No
capital assets reverted to ACPS in 2013, due to the end of the tenancy in common.

The School Nutrition Fund is used to account for the preparation and serving of student meals. At the
end of 2013, the School Nutrition fund balance reflected $0.2 million in nonspendable fund balance for
inventory and prepaid items and $2.7 million in assigned fund balance for school nutrition operations.
This fund is self-funded by the revenues earned and does not rely upon the General Fund to support its
operations. Currently, the total fund balance represents approximately 5 months of operating costs and
reflects the financial stability of this self-funded operation.

Capital assets

At June 30, 2013, ACPS had $10.1 million invested in land, buildings and building improvements, and
furniture and equipment for governmental activities, net of accumulated depreciation (see Note 5 for
additional information on capital assets). This amount represents a decrease of $.8 million from last
year, due to depreciation exceeding capital additions for the current year. ACPS student enrollment
has steadily increased since 2007 to reach the 2013 enrollment of 13,114, an increase of 719 students
from 2012 and 2,782 from 2007. More than 85% of this increase comes from student growth at the
elementary level, where we have grown 1,573 students in the past five years. Over the next five years
through FY2018, enrollment growth is projected to increase by over 2,450 students, or a total growth of
18.7% compared to our current level.
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Major capital asset activities during fiscal year 2013 included the following:

e Additional classrooms constructed on existing school sites

* New school bus replacements

» Activities to begin construction of a new K-8 school on the Jefferson-Houston School site

» Costs associated with ongoing projects remained in construction in progress at fiscal year-end.

Under legislation passed by the General Assembly of Virginia, projects under construction and any
school assets funded by the City’s long-term debt are carried in the City’s financial records until the
associated debt has been paid in full. When the bonded debt is retired, the assets and any remaining
asset value are transferred to ACPS. The table below reflects only assets that have been transferred
to ACPS.

Capital Assets
(net of accumulated depreciation)
As of June 30

Governmental Activities

Increase Percentage
2013 2012 (Decrease) Change
Land and land improvements $ 999381 $ 999,381 % - - %
Buildings and building improvements 2,592,570 2,896,506 (303,936) (10.5)
Furniture and equipment 6,509,478 6,965,856 (456,378) (6.6)
Totals $10,101,429 $10,861,743 $ (760,314) (7.0) %

General Fund Budgetary Highlights

The annual budget is prepared on a basis consistent with accounting principles generally accepted in
the United States for the General Fund. All annual unencumbered appropriations lapse at fiscal year-
end.

The budget is prepared by fund, organizational unit and account. Certain funding allocations (primarily
Federal and General State Aid) are made to schools but are not budgeted by account. During the
fiscal year, upon receiving the final allocation from the State, transfers and adjustments are made to
the budget allocation.
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The following schedule presents a summary of the general operating fund revenues by type and
expenditures for the period ended June 30, 2013 compared to the original and final budgets as of June
30, 2013.

Revenues and Expenditures
General Fund
Budget to Actual Comparison

FY 2013
Original Final
Budget Budget Actual Variance
Revenues
Intergovernmental:
City of Alexandria $ 179,486,405 $ 179,486,405 $ 179,486,405 $ -
State aid 30,956,387 30,956,387 31,627,806 671,419
Federal aid 75,752 75,752 112,694 36,942
Tuition and fees 531,901 531,901 598,395 66,494
Other local funds 433,267 433,267 461,185 27,918
Total Revenues 211,483,712 211,483,712 212,286,485 802,773
Expenditures
Salaries 140,033,626 140,885,747 138,857,082 (2,028,665)
Benefits 49,456,101 47,686,351 47,639,880 (46,471)
Purchased Services 10,767,439 11,957,874 10,948,053 (1,009,821)
Other Charges 7,557,558 8,396,953 8,250,186 (146,767)
Materials and Supplies 7,949,690 8,163,280 7,307,759 (855,521)
Capital Outlay 2,190,020 2,528,411 2,327,968 (200,443)
Total Expenditures 217,954,434 219,618,616 215,330,928 (4,287,688)
Excess (deficiency) of revenue over (under)
expenditures (6,470,722) (8,134,904) (3,044,443) 5,090,461
Other Financing Sources (Uses)
Transfers In 582,000 582,000 582,000 -
Transfers Out (890,114) (890,114) (613,221) (276,893)
Total Other Financing Sources and
Uses (308,114) (308,114) (31,221) (276,893)
Change in Fund Balance $ (6,778,836) $ (8,443,018) $ (3,075,664) $5,367,354

e Actual General Fund revenues exceeded budget by $.8 million, while expenditures came in under
budget by $4.3 million or 2.0% of the final budget.

e Actual combined salaries and benefits expenditures were less than budget by $2.3 million, due to
cost savings from position vacancies and the corresponding benefits, and lower expenditures for
disability insurance, workers compensation and long-term sick leave.

e Actual purchased services were less than budget by $1.0 million, due to lower than planned
expenditures for professional and contractual services, particularly for student testing and
evaluation and general services.

e Actual materials and supplies were less than budget by $.9 million, primarily due to lower than

planned expenditures for software/online charges, instructional supplies, replacement textbooks
and equipment.
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e The budget variances above do not include the value of any outstanding encumbrances that
remained open at year end. There were outstanding encumbrances for the general fund totaling
$1.0 million, that were carried over into 2014.

Fiduciary Funds

ACPS is the trustee for its employees’ pension plan and other post-employment benefit trust. It is also
responsible for an agency fund which covers the student activity fund (SAF) program. All of the fiduciary
activities are reported in a separate statement of fiduciary net position and a statement of changes
in fiduciary net position. These activities are excluded from ACPS’ government-wide statements
because ACPS cannot use these assets to finance its operations. The financial statements for the
plan are prepared on the accrual basis of accounting. The student activity monies are also accounted
for in this fund type as an agency fund. The School Activity Account Fund is presented in Exhibits V
and XIV of this report.

The basic Fiduciary Fund financial statements are presented in Exhibits V and VI, and the combining
statements for the Fiduciary Fund are presented in Exhibits XII and XllII of this report.

Economic Factors and 2014 Fiscal Year Budget

The School division considers many factors when developing the next year’s budget. Primary factors
include student enroliment compared to the student teacher ratios in each classroom and the number
of new staff needed to meet those program goals, employee benefit increases, utility cost and other
factors. ACPS continues to experience huge increases in student enrollment.

Alexandria City Public Schools enrollments have grown from 10,332 in FY2007 to 13,114 in FY2013.
This reflects an increase of 2,782 students, for an overall increase of 26.9% and an average increase
of 4.1 % per year. During this period, budgets have increased an average of only about 2 percent per
year.

Projected enroliment for the 2013-14 school year includes a 4.4 percent growth (about 578 students).
ACPS has proudly maintained smaller class sizes for an enhanced learning environment for students.
Class size caps remain the smallest in Northern Virginia — 22 for kindergarten, 24 for grades 1 and 2,
and 26 for grades 3to 5 in elementary schools. With no modification in program, class-size or enroliment
policies and assuming our FY2014-2016 capacity construction program is approved, ACPS will not be
able to accommodate the projected elementary student population beyond FY2016. Similarly, ACPS
will also need to address capacity issues at middle and high schools within an estimated five years.

The significant capacity needs that face ACPS require additional resources of space and staff to serve
the needs of students. The major capacity projects currently underway include the new Jefferson-
Houston School construction project and Patrick Henry Elementary School new school planning.
Achieving the capacity to serve our growing population of students is a challenge that provides
significant spending pressure on our capital projects budget.

ACPS’ growing student population continues to reflect very diverse demographics and special needs.
Our students represent 128 different countries and speak 80 native languages. The enroliment in the
English Language Learners (ELL) program represents 24.8% of total student population for FY2013
and is the highest percentage of students receiving ELL services of the Northern Virginia school
divisions. The proportion of our students participating in the free-and-reduced price meal program
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in FY2008 was 48% and this has increased in FY2013 to 56.1%. This is the highest percentage of
the Northern Virginia school divisions, and is significantly different than the general Alexandria City
population, which has only 8.5% of the population living under the poverty line.

All of these factors contribute towards increased costs to educate our students and provide significant
challenges towards balancing our budget.

In order to meet the changing needs of a rapidly growing student population with fewer and fewer
resources available and in order to be respectful of the economic situation, ACPS has looked deeply
and analytically on how and where existing resources are being spent and their impact on student
learning. Using the School Board approved strategic plan, students’ needs and data-driven, evidence-
based research as the framework for resources allocation; ACPS has realigned or re-purposed
budgeted funds to ensure that each and every student meets the expectations of the 21st century
education of excellence. ACPS has developed a budget that supports excellence for Alexandria
students, families, teachers, leaders, employees and taxpayers while, at the same time, being
responsive to and respectful of the difficult economic environment.

Despite these very difficult economic times and the financial challenges associated with continued
increased student enrollment and more diverse student needs to address, ACPS will continue to put
its limited resources where it matters the most: To improve student learning for each and every child
in the school division. Through resource realignment, ACPS will maintain small class sizes, dedicate
more money to instruction, add more teachers for core classes, physical education, ELL and special
education programs, fund school exemplary programs and teacher professional development.

Also considered in the development of the budget is the local economy and inflation of the surrounding
area.

In May 2013, the School Board adopted a balanced budget for fiscal year 2014 that reflected total
resources, including $6.7 million of available fund balance and appropriations of $226.6 million for the
General Fund.

The FY 2014 budget reflects a thorough review of all programs and services to focus on student
achievement. The FY 2014 final operating budget totals $226.6 million, an increase of 4.0% compared
to the FY2013 final budget. The appropriation to ACPS from the City of Alexandria is $185.6 million,
an increase of 3.4% compared to the FY 2013 final budget. Total positions funded through combined
funds show a net increase of 55.08 FTE or 2.5%.

Contacting the Alexandria City Public Schools Financial Management

This financial report is designed to provide our citizens, taxpayers, and creditors with a general
overview of ACPS'’ finances and to show ACPS’ accountability for the money it receives. If you have
any questions about this report or need additional financial information, please contact the Financial
Services Department at Alexandria City Public Schools, 2000 N. Beauregard Street, Alexandria,
Virginia 22311, telephone 703-824-6646 or visit the school’'s web site at http://www.acps.k12.va.us/
financial-services/finance/.
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Alexandria City Public Schools, Virginia

Statement of Net Position
June 30, 2013

Exhibit |

Assets

Due from the City of Alexandria
Due from other governments
Other receivables
Prepaid items and other assets
Inventories
Capital assets:

Land

Other capital assets, net

Total assets
Liabilities
Accrued personnel services
Accounts payable
Long-term liabilities:

Due within one year
Due in more than one year

Total liabilities

Deferred Inflows of Resources

Unavailable grant revenues
Total deferred inflows of resources

Net Position

Invested in capital assets
Restricted, grant programs
Unrestricted

Total net position

See accompanying notes to the basic financial statements.
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Activities

$ 63,162,570
4,972,848
523,715
5,988,157
179,491

999,381
9,102,048

84,928,210

41,325,931
4,810,058

1,503,551
6,781,978

54,421,518

140,510

140,510

10,101,429
3,091,635
17,173,118

$ 30,366,182
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Alexandria City Public Schools, Virginia

Statement of Activities

For the Year Ended June 30, 2013

Exhibit Il

Functions

Instructional:
General instruction
Adult education
Summer school
Support Services:
Administration
Attendance and health services
Pupil transportation
Plant operations and maintenance
Operation of Noninstructional Services:
Food services
Capital Improvement Services

Total governmental activities

Program Revenues

Net (Expense)
Revenue and
Changes in Net Position

Operating
Charges for Grants and Governmental
Expenses Services Contributions Activities
$ 180,228,637 $ 172,912 $ 14,124,945 $ (165,930,780)
889,144 112,717 - (776,427)
594,626 49,670 - (544,956)
16,617,218 - - (16,617,218)
4,928,558 - - (4,928,558)
9,144,732 - - (9,144,732)
16,936,841 328,755 - (16,608,086)
6,919,510 1,766,299 5,115,480 (37,731)
3,205,123 - - (3,205,123)
$ 239,464,389 $ 2,430,353 $ 19,240,425 (217,793,611)
General revenues:
Intergovernmental:
City of Alexandria 185,841,404
Commonwealth of Virginia 31,627,807
Other 1,139,350
Total general revenues 218,608,561
Change in net position 814,950
Net position-July 1, 2012 29,551,232
Net position-June 30, 2013 $ 30,366,182

See accompanying notes to the basic financial statements.
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Exhibit 1l
Alexandria City Public Schools, Virginia
Balance Sheet
Governmental Funds
June 30, 2013
Total
Capital Grants & School Governmental
General Projects Special Projects Nutrition Funds
Assets
Due from the City of Alexandria $ 57,775,400 $5,387,170 $ - $ - $ 63,162,570
Due from other governments 879,101 - 3,750,451 343,296 4,972,848
Due from other funds - - 397,089 2,812,481 3,209,570
Other receivables - - 523,541 174 523,715
Prepaid items and other assets 923,282 - 21,401 21,538 966,221
Inventories - - - 179,491 179,491
Total assets $ 59,577,783 $ 5,387,170 $ 4,692,482 $ 3,356,980 $ 73,014,415
Liabilities
Accrued personnel services $ 40,750,226 $ - $ 1,359,903 $ 314,193 $ 42,424,322
Accounts payable 2,519,387 2,050,044 213,707 26,920 4,810,058
Due to other funds 3,209,570 - - - 3,209,570
Total liabilities 46,479,183 2,050,044 1,573,610 341,113 50,443,950
Deferred Inflows of Resources
Unavailable grant revenue 818 - 27,237 112,455 140,510
Total deferred inflows 818 - 27,237 112,455 140,510
Fund Balances
Nonspendable 910,236 - - 199,189 1,109,425
Restricted - - 3,091,635 - 3,091,635
Committed 6,669,465 - - - 6,669,465
Assigned 952,140 3,337,126 - 2,704,223 6,993,489
Unassigned 4,565,941 - - - 4,565,941
Total fund balances 13,097,782 3,337,126 3,091,635 2,903,412 22,429,955
Total liabilities, deferred
inflows and fund balances $ 59,577,783 $5,387,170 $ 4,692,482 $ 3,356,980 $ 73,014,415

See accompanying notes to the basic financial statements.
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Exhibit I1I-1

Alexandria City Public Schools, Virginia
Reconciliation of the Governmental Fund Balance Sheet to
the Statement of Net Position
June 30, 2013

Total fund balances-governmental funds $22,429,955

Amounts reported for governmental activities in the statement of net position
are different from amounts reported for governmental funds because:

Capital assets used in governmental activities are not current financial resources
and therefore are not reported in the governmental funds. (Note 5)
Non-depreciable assets $ 999,381
Depreciable assets 54,019,824
Less: Accumulated depreciation (44,917,776) 10,101,429

Amount of pension contribution to the School Supplement Retirement
Plan is greater than the pension cost and is recorded as a prepaid
item in the Statement of Net Position (Note 7) 5,021,936

Liabilities applicable to the ACPS' governmental activities are not
due and payable in the current period and accordingly are not
reported as fund liabilities.Long-term obligations are not recorded in
the governmental funds but they are reported in the Statement of
Net Position. All liabilities, both current and long-term, are reported
in the Statement of Net Position (Notes 6, 8 & 9)

Compensated absences, long term $ (5,823,254)
Compensated absences, current increase (405,160)
Workers' compensation claims (118,668)
Other postemployment benefits (840,056) (7,187,138)

Total net position of governmental activities in the Statement
of Net Position $ 30,366,182

See accompanying notes to the basic financial statements.
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Exhibit IV
Alexandria City Public Schools, Virginia
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2013
Total
Capital Grants & School Governmental
General Projects Special Projects Nutrition Funds
Revenues
Intergovernmental:
City of Alexandria $179,486,405 $6,229,932 $ 125,067 - $ 185,841,404
State aid 31,627,806 - 4,017,359 119,895 35,765,060
Federal aid 112,694 - 9,994,893 4,995,585 15,103,172
Tuition and fees 598,395 - 65,659 - 664,054
Food sales - - - 1,756,982 1,756,982
Other 461,185 - 678,165 9,317 1,148,667
Total revenues 212,286,485 6,229,932 14,881,143 6,881,779 240,279,339
Expenditures
Current:
General instruction 165,603,879 - 13,555,344 - 179,159,223
Adult education 683,551 - 205,593 - 889,144
Summer school and kindergarten prep 594,626 - - - 594,626
Administration 16,061,493 - 539,527 - 16,601,020
Attendance and health services 4,846,208 - 82,350 - 4,928,558
Pupil transportation 9,441,875 - - - 9,441,875
Plant operations and maintenance 16,593,733 - - - 16,593,733
Food services 460,053 - - 6,547,967 7,008,020
Capital improvement services - 3,205,123 - - 3,205,123
Debt Service
Principal 1,013,289 - - - 1,013,289
Interest 32,221 - - - 32,221
Total expenditures 215,330,928 3,205,123 14,382,814 6,547,967 239,466,832
Excess (deficiency) of revenues over
(under) expenditures (3,044,443) 3,024,809 498,329 333,812 812,507
Other Financing Sources (Uses)
Transfers In 582,000 - 613,221 - 1,195,221
Transfers Out (613,221) - (582,000) - (1,195,221)
Total other financing sources (uses) (31,221) - 31,221 - -
Net change in fund balances (3,075,664) 3,024,809 529,550 333,812 812,507
Fund Balances-July 1, 2012 16,173,446 312,317 2,562,085 2,569,600 21,617,448
Fund Balances-June 30, 2013 $ 13,097,782 $ 3,337,126 $ 3,091,635 2,903,412 $ 22,429,955

See accompanying notes to the basic financial statements.
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Exhibit V-1
Alexandria City Public Schools, Virginia
Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2013
Net change in fund balances-total governmental funds $ 812,507
Amounts reported for governmental activities in the Statement of Activities are
different because:
Amount of pension contribution is greater than the pension cost. This is the (1,193,915)
net increase in the pension asset in the current period.(Note 7)
Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. This is the amount by which
depreciation exceeded new capital outlays in the current period. (Note 5) (760,314)
In the Statement of Activities, sick pay, vacation pay, workers' compensation,
capital leases and other postemployment benefits are measured by the amount
accrued during the year. In governmental funds, expenditures for these items are
measured by the amount actually paid. (Notes 5,6, 8 & 9)
Compensated absences, long term increase $ (331,881)
Compensated absences, current increase 85,150
Workers' compensation 110,260
Capital leases 1,013,289
Other postemployment benefits 1,079,854 1,956,672
Change in net position of governmental activities in the
Statement of Activities $ 814,950

See accompanying notes to the basic financial statements.
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Exhibit V
Alexandria City Public Schools, Virginia
Statement of Fiduciary Net Position
Fiduciary Funds
June 30, 2013
Pension and
Other Employee Agency Fund-
Benefit Student
Trust Funds Activity
Assets
Cash held on behalf of student activity fund $ - $ 668,229
Investments, at fair value:
Bonds 66,671,842 -
Stocks 5,162,393 -
Mutual funds 31,362,566 -
Real estate 2,660,859 -
Global asset allocation 10,189,589 -
Cash 204,609 -
Total assets 116,251,858 $ 668,229
Deferred Outflows of Resources -
Liabilities
Due to student groups - 668,229
Total liabilities - $ 668,229
Deferred Inflows of Resources -
Net Position
Investments held in trust for pension
and other employee benefits 116,251,858
Total net position $ 116,251,858

See accompanying notes to the basic financial statements.
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Exhibit VI

Alexandria City Public Schools, Virginia
Statement of Changes in Fiduciary Net Position
Pension and Other Employee Benefit Trust Funds
For the Year Ended June 30, 2013

Pension and
Other Employee
Benefit
Trust Funds

Additions

Employer contributions $ 4,268,887
Net appreciation in investments 9,049,430
Total additions 13,318,317

Deductions
Benefit payments 5,208,482
Administrative expenses 154,341
Total deductions 5,362,823
Change in net position 7,955,494
Net position-July 1, 2012 108,296,364
Net position-June 30, 2013 $ 116,251,858

See accompanying notes to the basic financial statements.
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NOTE 1. Summary of Significant Accounting Policies
a) Reporting Entity

The School Board of the City of Alexandria is a separately-elected governing body operating under the
Constitution of Virginia and the Code of Virginia. Since FY 1995, the members of the School Board
(Board) have been elected by the citizens of the City of Alexandria (City) to serve three-year terms.
The Board determines educational policies and appoints a superintendent of schools to implement the
Board'’s policies. The superintendent is also responsible to the Board for administering the operations
of the school system, supervising personnel and advising the Board on all educational matters for the
welfare of the students. The mission of Alexandria City Public Schools (ACPS) is to deliver high-quality
instruction to a highly-diverse student population so that all students achieve at their highest potential.

The City Council (Council) annually approves the Board's total annual General Fund budget appropriation,
levies taxes, and issues debt for school projects. The legal liability for the general obligation debt
issued for school capital assets remains with the City. Funds also are received from state and federal
sources for general school aid and specific grant purposes, respectively. The Council is prohibited from
exercising any control over spe