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INDEPENDENT AUDITORS’ REPORT
ON FINANCIAL STATEMENTS AND SUPPLEMENTARY INFORMATION

The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas

Little Rock, Arkansas

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

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund and the aggregate remaining fund
information of The Little Rock School District of Pulaski County, Arkansas, as of June 30, 2008, and the
respective changes in financial position for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated April 23, 2009, on
our consideration of the District’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.
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The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas

Page Two

The management’s discussion and analysis on pages 4 through 12 and budgetary comparison information on
page 38, are not a required part of the basic financial statements, but are supplementary information required
by accounting principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation, of the required supplementary information. However, we did not audit the
information and express no opinion on it.

The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic financial statements
of the District. The information in this schedule has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

719.3-,;@ 47’{%0&/ LLp
Certified Public Accountants

April 23,2009
Little Rock, Arkansas
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The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

As management of The Little Rock School District of Pulaski County, Arkansas (the District), we offer
readers of the District’s financial statements this narrative overview and analysis of the financial balances
and activities of the District as of and for the fiscal year ended June 30, 2008. This management’s discussion
and analysis (MD&A) gives an objective and comprehensive financial analysis of the District based on
currently known facts, decisions, or conditions. The intent of the MD&A is to look at the District’s financial
position and performance as a whole. Readers should review the financial statements found in the Financial
Section starting on page 14 and the related notes thereto to enhance their understanding of the District’s
financial performance.

Financial Highlights
Key financial highlights for the fiscal year ended June 30, 2008, are as follows:

On the District-wide Financial Statements

e Total net assets decreased from $56.8 million at June 30, 2007, to $51.2 million at June 30, 2008, a
decrease of approximately $5.6 million, or 9.9%.

e In total, revenues increased from $289.1 million in 2007 to $300.4 million in 2008, an increase of
approximately $11.3 million, or 3.9%. Much of this change is attributable to increases in property
taxes and additional state funding for specific programs. Increases in the assessed valuation of
property located within the District’s boundaries continue to have a positive impact on the District’s
revenues. In total, property tax revenues increased from $119.1 million in 2007 to $126.7 million in
2008, an increase of 6.4%.

e General revenues totaling $200.4 million for the year ended June 30, 2008, and $194.0 million for
the year ended June 30, 2007, represented approximately 66.7% and 67.1% of total revenues for the
years ended June 30, 2008 and 2007, respectively. Program specific revenues, which include grants
from federal and state agencies, comprise the remaining 33.3% and 32.9% of total revenues for the
years ended June 30, 2008 and 2007, respectively.

e Total expenses increased from $292.3 million in 2007 to $305.9 million in 2008, an increase of
approximately $13.6 million, or 4.7%. Much of this increase is attributable to employee raises, step
increases in salaries for eligible employees, and related costs of employee benefits, such as
retirement and health insurance. In addition, the District’s continued focus on improving the quality
of education necessitated increases in the purchase of instructional materials and supplies.

On the Fund Financial Statements

e The ending fund balance in the General Fund decreased from $17.6 million at June 30, 2007, to
$11.1 million at June 30, 2008. This represents a decrease of approximately $6.5 million or 36.9%.
This decrease is largely attributable to budgeted increases in expenditures related to employee
compensation costs exceeding available revenues. Total governmental fund balances decreased from
$51.1 million at June 30, 2007, to $28.6 million at June 30, 2008, a decrease of approximately $22.5
million, or 44.0%. This decrease is primarily attributable to fund balance decreases in the Capital
Projects Fund of $18.2 million and in the General Fund of $6.5 million.



The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Financial Highlights (Continued)
On the Fund Financial Statements (Continued)

e General Fund revenues totaled $210.1 million for the year ended June 30, 2008, an increase of
approximately $3.7 million over total 2007 revenues totaling of $206.4 million. Total resources
available to all governmental funds of the District during the year ended June 30, 2008, were $298.5
million as compared to $293.1 million for the year ended June 30, 2007.

e General Fund expenditures have increased from $211.1 million for the year ended June 30, 2007, to
$224.0 million for the year ended June 30, 2008, while total expenditures of the District increased
from $295.3 million to $320.9 million. This increase of approximately $25.6 million is primarily
attributable to increases in employee compensation costs and expenditures for capital outlay.

Using the Basic Financial Statements

The District’s basic financial statements consist of a series of financial statements and the related notes to
those statements. The statements are organized so that the reader can understand the operations of the
District as a whole. The basic financial statements include District-wide Financial Statements, Fund
Financial Statements, and Notes to the Financial Statements, and are presented in accordance with the
financial reporting model required by the Governmental Accounting Standards Board in Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments.

District-wide Financial Statements

The District-wide Financial Statements, which include the Statement of Net Assets and the Statement of
Activities (see pages 14 and 15), provide highly condensed financial information and render a District-wide
perspective of the District’s financial condition in a manner similar to a private sector business. These
statements include all of the District’s assets and liabilities measured under the accrual basis of accounting.
This basis of accounting also takes into account all of the District’s revenues and expenses regardless of
when cash is received or paid.

These two statements report the District’s net assets at June 30, 2008, and changes in those net assets for the
year then ended. The changes in net assets are important as they identify for the reader how the financial
position of the District has changed over the year. Events or transactions which may result in changes in the
District’s financial position may be financial or non-financial in nature. Non-financial factors that may have
an impact on the District’s financial condition include increases in, or the erosion of, the property tax base
within the District’s boundaries; the condition of school facilities and equipment; changes in state or federal
law regarding the calculation or availability of funding for certain programs, or other external factors.

Fund Financial Statements

The Fund Financial Statements presented on pages 16, 18 and 19 provide detailed information about each of
the District’s major funds. All of the District’s activities are reported in governmental fund types, the
accounting focus of which is on near-term inflows and outflows of expendable resources. Resulting fund
balances represent expendable resources at the end of each fiscal year which are available for expenditure in
future years. Balances and transactions are presented using the modified accrual basis of accounting, which
measures cash and all other governmental activities on a current, rather than long-term, basis, indicating
sources and uses of funding. Financial information presented in this manner may be useful in evaluating the
District’s near term financing requirements.



The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Using the Basic Financial Statements (Continued)

Fund Financial Statements (Continued)

The District’s major funds include the General, Debt Service, Capital Projects, Magnet Schools, Special
Programs and Food Service funds. The major differences between the June 30, 2008 balances and
transactions reported in the District-wide Financial Statements and those reported in the Fund Financial
Statements are summarized on pages 17 and 19.

District-wide Financial Analysis

All of the District’s major activities are reported in the District-wide Financial Statements, including
instruction, instructional support, pupil transportation, operation and maintenance of plant, school and
general administration, food, and community services. Property taxes, replacement taxes, and state aid
finance most of these activities. Additionally, all capital and debt financing activities and related balances
are reported in the District-wide Financial Statements.

Statement of Net Assets

Net assets reflect the excess of the District’s assets over its liabilities and are comprised of the following at
June 30, 2008 and 2007:

2008 2007
Cash, certificates of deposit and investments $ 58,339,770 $ 83,523,675
Receivables 115,785,512 107,270,746
Capital assets, net 187,547,724 175,603,465
Restricted assets 3,513,197 2,830,922
Inventories and other assets 940,934 945,624
Total assets 366,127,137 370,174,432
Current liabilities 138,543,707 133,246,768
Long-term liabilities 176,339,208 180,168,664
Total liabilities 314,882,915 313,415,432
Net assets:
Invested in capital assets, net of related debt 13,987,054 18,357,962
Restricted 14,177,847 13,093,147
Unrestricted 23,079,321 25,307,891
Total net assets $ 51,244,222 $ 56,759,000

Cash and investments decreased $25.2 million from 2007 balances, primarily as a result of capital
expenditures. Receivables increased $8.5 million, most of which is attributable to increases in uncollected
property tax assessments.

Capital assets, net of accumulated depreciation, increased $11.9 million over 2007 balances. This increase
represents the net effect of capital asset additions of $26.9 million, current year depreciation expense of
$14.3 million, and disposals of assets with a net book value of approximately $664 thousand. In addition,
during the year ended June 30, 2008, the District completed and placed into service projects that were
included in construction in progress in the June 30, 2007 financial statements totaling approximately $1.4
million.



The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

District-wide Financial Analysis (Continued)

Statement of Net Assets (Continued)

The $3.8 million decrease in the District’s long-term liabilities is attributable primarily to the effect of
principal payments made on the District’s outstanding bonds payable during 2008.

At June 30, 2008 and 2007, respectively, restricted net assets are comprised primarily of $13.9 million and
$12.8 million to be spent for capital projects.

Statement of Activities

Net assets at June 30, 2008, reflect a decrease of $5.5 million from the June 30, 2007 balance. Key elements
of this decrease consist of the following:

2008 2007
Revenues
Program revenues:
Charges for services $ 3,746,305 $ 3,444,145
Grants and contributions 96,167,556 91,575,894
General revenues:
Property taxes 126,658,773 119,135,307
Unrestricted state aid 69,843,089 68,943,909
Interest and other 3,937,786 5,970,213
Total revenues 300,353,509 289,069,468
Expenses
Instructional services 172,220,247 167,164,611
Instructional support services 37,403,695 32,684,693
Pupil transportation services 16,383,930 14,629,868
Operation and maintenance of plant 29,005,079 29,354,955
School administration 15,910,615 15,511,580
General administration 15,067,979 14,437,406
Food services 10,990,305 10,024,093
Community services 70,665 188,311
Interest on long-term debt 8,815,772 8,263,167
Total expenses 305,868,287 292,258,684
Change in net assets (5,514,778) (3,189,216)
Net assets, beginning of year 56,759,000 59,948,216
Net assets, end of year $ 51,244,222 $ 56,759,000




The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

District-wide Financial Analysis (Continued)

Statement of Activities (Continued)

As reflected above, the costs associated with the District’s activities are not all borne by the taxpayers.
During the year ended June 30, 2008, approximately $3.7 million of the total cost of operations was paid by
those who used or benefited from the services rendered (e.g. charges for school lunches and summer school
tuition), and approximately 32%, or $96.2 million, was covered by various federal and state resources.
General revenues totaling $200.4 million were available to offset the net cost of the District’s programs of
$206.0 million for the year ended June 30, 2008. However, total revenues from all sources were not
sufficient to cover total expenses, resulting in an overall decrease in net assets of $5.5 million. In
comparison, during the year ended June 30, 2007, approximately $3.4 million of the cost of the District’s
activities was covered by charges for services, while approximately 31.7%, or $91.6 million, of the District’s
total expenses were paid through federal and state funding. The net cost of the District’s programs for the
year ended June 30, 2007, which were partially covered by general revenues, totaled approximately $197.2
million. During 2007, the District’s total expenses exceeded total revenues by almost $3.2 million.

The table below shows the total program cost and the net cost of such programs (after deductions for services
and grant revenue) of the various categories of expenses for the years ended June 30, 2008 and 2007. The
“net cost” presentation reflects the portion of total program cost which is ultimately borne by the District’s
taxpayers or by other revenue sources.

2008 2007
Total Cost Net Cost of Total Cost Net Cost of
of Programs Programs of Programs Programs
Instructional services $ 172,220,247 $ 107,387,738 $ 167,164,611 $ 104,973,619
Instructional support services 37,403,695 26,945,483 32,684,693 23,560,050
Pupil transportation services 16,383,930 11,728,326 14,629,868 9,942,926
Operation and maintenance 29,005,079 25,699,042 28,970,036 25,878,701
School administration 15,910,615 13,693,971 15,511,580 13,096,160
General administration 15,067,979 11,171,778 14,437,406 11,258,918
Food services 10,990,305 493,754 10,024,093 225,973
Community services 70,665 18,562 188,311 39,131
Interest on long-term debt 8,815,772 8,815,772 8,263,167 8,263,167

$ 305,868,287 $ 205,954,426 $ 291,873,765 $ 197,238,645

Funds Financial Analysis

The District uses fund accounting to control and manage money for particular purposes (e.g., dedicated
property taxes and bond proceeds). The Fund Financial Statements allow the District to demonstrate its
stewardship over and accountability for resources provided by taxpayers and other entities. These statements
also allow the reader to obtain additional insight into the financial workings of the District and further assess
the District’s financial condition.

The District completed the fiscal year ended June 30, 2008, with a combined fund balance for the District’s
governmental funds of $28.6 million, compared to a combined fund balance of $51.1 million as of June 30,
2007.



The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Funds Financial Analysis (Continued)

The fund balance of the General Fund at June 30, 2008, includes a reserve for prepaid expenses and
inventories totaling approximately $467 thousand and approximately $987 thousand designated for the
Desegregation Scholarship Program. The entire fund balances of the Capital Projects Fund and the Debt
Service Fund remain reserved for capital projects and the payment of principal and interest due on the
District’s long-term debt, respectively.

A major source of revenue for operations and debt service is local property taxes, which, for fund financial
statement reporting purposes, totaled $126.9 million for the fiscal year ending June 30, 2008, and $119.5
million for the fiscal year ending June 30, 2007. The amount of property taxes attributable to the District is
derived from the District’s operating levy of 34 mills and the debt service levy of 12.4 mills (for a total levy
of 46.4 mills) applied to the assessed value of taxable property located within the District’s boundaries.
Other significant local revenues for the year ended June 30, 2008, include $5.5 million from the Pulaski
County Special School District and the North Little Rock School District in support of the original six
magnet schools, and breakfast and lunch revenues of $2.5 million. Significant local revenues in 2007 were
comparable to 2008.

For the years ended June 30, 2008 and 2007, resources provided by the State totaled approximately $126.6
million and $128.3 million, respectively. This overall net decrease in state revenues of $1.7 million is
primarily attributable to the timing of receipt of certain recurring payments as well as declining enrollment,
which directly impacts foundation aid funding. See Note 1(c) for a discussion of the District’s revenue
recognition policies applicable to the Fund Financial Statements. The following summarizes significant
State resources available to the District during 2008 and 2007:

2008 2007

Foundation aid and enhanced educational funding $ 67,564,646 $ 68,580,327
98% Uniform rate of actual tax collections adjustment 1,706,040 -

Student growth funding 572,403 363,582
Teacher retirement and health insurance reimbursements 8,688,838 12,532,653
Professional development 973,944 971,429
Special education 6,600,174 4,218,382
Workforce education 1,709,903 1,511,786
Student special needs funding 7,845,232 7,339,200
State transportation aid 4,362,899 5,826,744
Majority to Minority transfers 4,460,451 4,196,708
Arkansas Better Chance program funding 4,883,119 4,453,460
State contribution for Magnet Schools 15,060,590 15,596,455
Other 2,185,083 2,758,474

$ 126,613,322 $ 128,349,200

The U.S. Department of Education provides the largest amount of federal funding to the District, totaling
$20.8 and $19.5 million respectively, for each of the years ended June 30, 2008 and 2007, and representing
approximately 72.7% and 73.3%, respectively, of total federal awards expended by the District. Other
significant sources of federal funding include the U.S. Department of Agriculture, which provided $7.5
million and $7.0 million during the years ended June 30, 2008 and 2007, respectively, under the School
Breakfast Program, the National School Lunch Program and the Summer Food Service Program.
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The Little Rock School District
of Pulaski County, Arkansas
MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Funds Financial Analysis (Continued)

Total governmental funds expenditures are summarized below:

2008 2007

General $ 223,977,319 69.8 % $ 211,132,877 71.5%
Debt service 12,034,899 3.8% 11,225,272 3.8%
Capital projects 20,412,058 6.4% 11,310,361 3.8%
Magnet schools 30,636,180 9.5% 29,700,624 10.1%
Special programs 22,107,847 6.9 % 21,326,207 7.2%
Food service 10,764,652 3.3% 9,929,188 3.4%
Other governmental 973,017 0.3% 658,846 0.2%

$ 320,905,972 100.0% $ 295,283,375 100.0%

General Fund Budgetary Highlights

Arkansas Code Annotated §6-17-914 states that each school district of the State shall prepare annually a
budget of expenditures and receipts, to be filed with the Arkansas Department of Education (ADE) in an
electronic format. Although no provision currently exits for revisions to be submitted to the ADE,
management and the District’s Board of Directors, over the course of the year, may revise the District’s
budget, taking into consideration unexpected changes in revenues and expenditures. If those revisions are
material in nature, they are submitted to the District’s Board of Directors for approval. The District’s Board
of Directors approved the original budget in an open meeting on September 13, 2007. No revisions were
made to the budget during the 2007-2008 fiscal year.

A schedule showing the General Fund’s original budget compared with actual operating results (on a
budgetary basis) is provided in this report on page 38.

For the 2007-2008 fiscal year the General Fund’s actual revenues (budgetary basis) exceeded budgeted
revenues by $931 thousand. This favorable variance is primarily attributable to actual State revenues being
in excess of budgeted amounts. Actual General Fund expenditures were less than budgeted expenditures by
$1.8 million.

Capital Assets and Debt Administration

Capital Assets

During 2008 and 2007, the District successfully completed several significant construction projects,
including major renovations at several schools, installation of improved security systems throughout the
District, improvements and upgrades to heating and air conditioning systems, and roof replacements on
several of the District’s buildings. In addition, the District purchased land and began construction on a new
school located in West Little Rock.
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The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Capital Assets and Debt Administration (Continued)
Capital Assets (Continued)

At June 30, 2008, the District had $187.5 million (net of accumulated depreciation) invested in a broad range
of capital assets, including land, buildings, construction in progress, furniture, buses and other vehicles,
computers and other equipment. During the current fiscal year, disbursements related to construction or
acquisition of assets totaled $26.9 million; prior year construction in progress projects that were completed
and placed into service totaled $1.4 million; $664 thousand of net capital assets were retired or disposed; and
depreciation expense totaled approximately $14.3 million.

Capital assets, net of accumulated depreciation and amortization, at June 30, 2008 and 2007 are comprised of
the following:

2008 2007
Capital assets
Buildings and improvements $ 220,793,071 $ 218,361,475
Furniture, equipment and other 55,988,381 57,556,222
Land 11,493,945 5,835,655
Construction in progress 15,714,239 5,107,672
Total capital assets 303,989,636 286,861,024
Less accumulated depreciation and amortization (116,441,912) (111,257,559)
Capital assets, net $ 187,547,724 $ 175,603,465

Additional information concerning the District’s capital assets and construction commitments can be found
in Note 3 to the financial statements.

Long-Term Debt

The principal balance outstanding of general obligation bonded indebtedness totaled $169.9 million and
$172.4 million and at June 30, 2008 and 2007, respectively. State statutes limit the amount of general
obligation debt a school district may issue to 27% of the assessed valuation. The resulting debt limitation of
$743 million at June 30, 2008, is an increase of $45 million over the June 30, 2007 debt limitation.

The District also has obligations outstanding for desegregation loans, Qualified Zone Academy Bonds,
capital leases and compensated absences totaling approximately $13.9 million at June 30, 2008 (as compared
to $14.3 million at June 30, 2007).

Additional information regarding the District’s long-term debt can be found in Note 5 to the financial
statements.

Economic Factors and Next Year’s Budget

2008-2009 budgeted revenues total $299.5 million (budgetary basis of accounting), including an expected
gain in student enrollment and an increase of $106 per student in State Foundation Aid funding. Total
budgeted expenses are $301 million. Highly qualified teachers are a necessity, and this budget ensures that
the District provides the highest teacher starting salaries in Pulaski County when combined with other
benefits. In addition, the budget supports the continued development of detailed curriculum guides and
teaching specialists whose strategies and best practices enhances students’ learning environments.

11



The Little Rock School District
of Pulaski County, Arkansas

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

Economic Factors and Next Year’s Budget (Continued)

The 2008-2009 budget fully funds the negotiated agreement with the teachers’ union and provides a total
average compensation increase of 3.0% for eligible employees. Funding is also available to provide a
uniform adjustment to the base salaries of all other eligible district employees to ensure that students are
served by an able and qualified workforce.

After a twenty-six year period of operations under the supervision of the United States District, Court for the
Eastern District of Arkansas, on February 23, 2007, the District was declared unitary and released from all
further supervision from the Court, a decision which was subsequently appealed but upheld by the Eighth
Circuit Court of Appeals on April 2, 2009. The financial impact of this order on the District with respect to
State funding and desegregation loans payable by the District to the State, as more fully described in Note 6
to the financial statements, has not yet been determined but could be significant to the District’s operations.

Contacting the District’s Financial Management

While this Management’s Discussion and Analysis is designed to provide a general overview of the financial
condition and operations of the District, citizens groups, taxpayers, parents, students, or creditors may want
further details. To obtain additional information, please contact Jean Ring, Director of Finance and
Accounting, at the Administration Building Business Office, 810 West Markham, Little Rock, Arkansas
72201 by calling (501) 447-1089 during regular office hours, Monday through Friday, 8:00 a.m. to 5:00 p.m.,
Central Time, or via e-mail at Jean.Ring@Irsd.org.
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The Little Rock School District
of Pulaski County, Arkansas

STATEMENT OF NET ASSETS
June 30, 2008

ASSETS
Cash
Certificates of deposit
Receivables:
Property tax, net
Intergovernmental
Other
Inventories and other assets
Restricted cash and investments
Capital assets, net

TOTAL ASSETS

LIABILITIES AND NET ASSETS
Liabilities
Accounts payable and accrued liabilities
Payroll taxes and withholdings
Accrued interest expense
Deferred revenues
Due to fiduciary funds
Long-term obligations, net:
Due within one year
Due in more than one year
Total liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted:
Capital projects
Other activities
Unrestricted
Total net assets (Page 17)

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes are an integral part of this financial statement.

$ 7,749,643
50,590,127

106,802,020
7,524,778
1,458,714

940,934
3,513,197
187,547,724

$ 366,127,137

$ 17,599,039
11,242,889
3,549,600
100,799,734
97,978

5,254,467
176,339,208

314,882,915

13,987,054

13,943,701
234,146
23,079,321

51,244,222

$ 366,127,137




The Little Rock School District
of Pulaski County, Arkansas

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2008

Less Program Revenues

Charges Grants and Changes in
Expenses for Services Contributions Net Assets
GOVERNMENTAL FUNCTIONS
Instructional services $ 172,220,247 $ 1,251,333 $ 63,581,176 $ (107,387,738)
Instructional support services 37,403,695 - 10,458,212 (26,945,483)
Pupil transportation services 16,383,930 - 4,655,604 (11,728,326)
Operation and maintenance of plant 29,005,079 - 3,306,037 (25,699,042)
School administration 15,910,615 - 2,216,644 (13,693,971)
General administration 15,067,979 - 3,896,201 (11,171,778)
Food services 10,990,305 2,494,972 8,001,579 (493,754)
Community services 70,665 - 52,103 (18,562)
Interest on long-term debt 8,815,772 - - (8,815,772)
Total governmental functions $ 305,868,287 $ 3,746,305 $ 96,167,556 (205,954,426)
GENERAL REVENUES
Property taxes, levied for general purposes 93,546,056
Property taxes, levied for debt service 33,112,717
Unrestricted state aid 69,843,089
Interest 3,356,358
Other general 581,428
Total general revenues 200,439,648
CHANGE IN NET ASSETS (Page 19) (5,514,778)
NET ASSETS, BEGINNING OF YEAR 56,759,000
NET ASSETS, END OF YEAR $ 51244222

The accompanying notes are an integral part of this financial statement.
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ASSETS
Cash
Certificates of deposit
Receivables:
Property tax, net
Intergovernmental
Other
Inventories and other assets
Restricted cash and investments
Due from other funds

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable and accrued liabilities
Payroll taxes and withholdings
Deferred revenues
Due to other funds
Due to fiduciary funds
Total liabilities

Fund Balances
Reserved for:
Inventories and other assets
Debt service
Capital projects
Unreserved, designated for:
Desegregation scholarship program
Unreserved, undesignated
Total fund balances (page 17)

TOTAL LIABILITIES AND FUND BALANCES

The Little Rock School District
of Pulaski County, Arkansas

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2008

Total
Debt Capital Magnet Special Food Other Governmental

General Service Projects Schools Programs Service Governmental Funds
$ 7,749,643 $ - $ - $ - $ - $ - $ - $ 7,749,643
32,600,000 - 17,990,127 - - - - 50,590,127
78,260,101 28,541,919 - - - - - 106,802,020
4,172,301 - - 2,148,289 144,786 971,656 87,746 7,524,778
155,131 - 1,246,236 - - - 57,347 1,458,714
466,504 - - - 37,449 72,271 - 576,224
- 3,513,197 - - - - - 3,513,197
1,790,390 11,955,982 261,865 - 3,017,978 - 536,554 17,562,769
$ 125,194,070 $ 44,011,098 $ 19,498,228 $ 2,148,289 $ 3,200,213 $ 1,043,927 $ 681,647 $ 195,777,472
$ 15,179,957 $ - $ 1,695,890 $ 242 $ 982,729 $ - $ 2,721 $ 17,861,539
11,242,889 - - - - - - 11,242,889
73,929,876 40,497,901 1,011,851 2,148,289 2,325,706 18,064 439,434 120,371,121
13,596,792 - 768,657 2,151,454 - 1,043,927 1,939 17,562,769
97,978 - - - - - - 97,978
114,047,492 40,497,901 3,476,398 4,299,985 3,308,435 1,061,991 444,094 167,136,296
466,504 - - - - 72,271 - 538,775
- 3,513,197 - - - - - 3,513,197
- - 16,021,830 - - - - 16,021,830
986,754 - - - - - - 986,754
9,693,320 - - (2,151,696) (108,222) (90,335) 237,553 7,580,620
11,146,578 3,513,197 16,021,830 (2,151,696) (108,222) (18,064) 237,553 28,641,176
$ 125,194,070 $ 44,011,098 $ 19,498,228 $ 2,148,289 $ 3,200,213 $ 1,043,927 $ 681,647 $ 195,777,472

The accompanying notes are an integral part of this financial statement.
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The Little Rock School District
of Pulaski County, Arkansas

BALANCE SHEET - GOVERNMENTAL FUNDS
Reconciliation to the Statement of Net Assets
June 30, 2008

TOTAL FUND BALANCES - GOVERNMENTAL FUNDS (Page 16) $ 28,641,176

Capital assets used in governmental activities are not current
financial resources and therefore are not reported as assets in
the governmental funds. $ 187,547,724

Certain revenues recorded in the Statement of Activities will
not be received soon enough after year end to pay current
liabilities and are therefore presented as additional deferred
revenues in the Balance Sheet - Governmental Funds. 19,571,387

Long-term debt and certain obligations for compensated
absences are not reported as liabilities in the governmental
funds. (181,331,175)

Bond issuance costs are reported as an other asset in the
Statement of Net Assets but were recorded as expenditures in

the year they were paid in the governmental funds. 364,710
Accrued interest expense is not reported as a liability in the
governmental funds. (3,549,600)
22,603,046
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES (Page 14) $ 51,244,222

The accompanying notes are an integral part of this financial statement.
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The Little Rock School District
of Pulaski County, Arkansas

STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
For the Year Ended June 30, 2008

Total
Debt Capital Magnet Special Food Other Governmental
General Service Projects Schools Programs Service Governmental Funds
REVENUES
Property taxes $ 94,412,897 $ 32,494,286 $ - $ - $ - $ - $ - $ 126,907,183
Federal revenues - - - - 21,998,654 7,517,904 54,320 29,570,878
State revenues 110,733,812 - - 15,060,590 24,693 74,179 720,048 126,613,322
Tuition, fees and other 2,769,645 - 1,100,790 5,475,904 92,593 2,494,972 71,887 12,005,791
Interest 2,154,352 144,585 1,053,919 - - 3,502 - 3,356,358
Total revenues 210,070,706 32,638,871 2,154,709 20,536,494 22,115,940 10,090,557 846,255 298,453,532
EXPENDITURES
Instructional services 127,434,203 - - 20,499,159 12,335,877 - 348,006 160,617,245
Instructional support services 26,238,471 - - 3,213,268 7,090,877 - 565,586 37,108,202
Pupil transportation services 15,769,742 - - 44,985 126,743 - - 15,941,470
Operation and maintenance of plant 25,043,003 - 1,177,931 2,172,211 50,000 - - 28,443,145
School administration 13,460,668 - - 2,449,729 - - - 15,910,397
General administration 11,175,547 - - 2,221,001 1,853,440 - 11,611 15,261,599
Food services - - - - - 10,741,942 47,814 10,789,756
Community services 5,000 - - - 65,620 - - 70,620
Capital outlay 4,850,685 - 19,234,127 35,827 585,290 22,710 - 24,728,639
Debt service:
Principal paid - 3,078,283 - - - - - 3,078,283
Interest - 8,950,588 - - - - - 8,950,588
Fiscal agent fees - 6,028 - - - - - 6,028
Total expenditures 223,977,319 12,034,899 20,412,058 30,636,180 22,107,847 10,764,652 973,017 320,905,972
Revenues over (under) expenditures (13,906,613) 20,603,972 (18,257,349) (10,099,686) 8,093 (674,095) (126,762) (22,452,440)
OTHER FINANCING SOURCES (USES)
Operating Transfers In (Out)
Property taxes 18,116,399 (18,116,399) - - - - - -
Magnet schools funding (9,918,947) - - 9,918,947 - - - -
Interest reduction transfer - (756,398) 756,398 - - - - -
Lease payments (354,553) 371,366 - - - - (16,813) -
QZAB deposits (537,690) 537,690 - - - - - -
Other 193,266 - (701,076) (23,407) - 475,806 55,411 -
Total other financing sources (uses) 7,498,475 (17,963,741) 55,322 9,895,540 - 475,806 38,598 -
NET CHANGE IN FUND BALANCE (Page 19) (6,408,138) 2,640,231 (18,202,027) (204,146) 8,093 (198,289) (88,164) (22,452,440)
FUND BALANCE, BEGINNING OF YEAR 17,554,716 872,966 34,223,857 (1,947,550) (116,315) 180,225 325,717 51,093,616
FUND BALANCE, END OF YEAR $ 11,146,578 $ 3,513,197 $ 16,021,830 $ (2,151,696) $ (108,222) $ (18,064) $ 237,553 $ 28,641,176

The accompanying notes are an integral part of this financial statement.
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The Little Rock School District
of Pulaski County, Arkansas

STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
Reconciliation to the Statement of Activities
For the Year Ended June 30, 2008

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS (Page 18) $ (22,452,440)
Additions to capital assets are reported as expenditures in the Fund
Financial Statements. $ 26,946,186

The costs of capital assets are depreciated over their estimated useful
lives for District-wide Financial Statement reporting purposes. (14,337,674)

The net book value of capital assets that are disposed during the year are
not reflected in the Fund Financial Statements. (664,253)

In the Statement of Activities, expense related to compensated absences
is measured based on amounts earned during the year. In the Fund
Financial Statements, expenditures for these items are measured by the
amount of compensation paid. (59,500)

Repayment of long-term debt is recorded as an expenditure in the Fund
Financial Statements, but it reduces long-term liabilities in the Statement
of Net Assets. 3,078,283

Property tax revenues are recognized in the District-wide Financial
Statements in the period for which they are levied, while they are
recognized in the Fund Financial Statements to the extent collected
within sixty days after year end. (248,410)

Certain deferred revenues are recognized in different fiscal years for
District-wide Financial Statements than for Fund Financial Statements
purposes due to the timing of collection. 1,966,306

Amortization of deferred bond costs and Qualified Zone Academy Bonds
discounts is not reported in the Fund Financial Statements, but is
reported in the District-wide Financial Statements. (126,103)

Interest expenditures are recognized in the Fund Financial Statements
when paid, but interest expense accrued when due in the District-wide
Financial Statements. 382,827
16,937,662

CHANGE IN NET ASSETS (Page 15) $  (5.514,778)

The accompanying notes are an integral part of this financial statement.
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The Little Rock School District
of Pulaski County, Arkansas

STATEMENT OF NET ASSETS - FIDUCIARY FUNDS
June 30, 2008

ASSETS

Certificates of deposit $ 1,830,000

Due from governmental funds 97,978
TOTAL ASSETS $ 1,927,978
LIABILITIES

Due to student groups and other $ 1,927,978
TOTAL LIABILITIES $ 1,927,978

The accompanying notes are an integral part of this financial statement.
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Little Rock School District of Pulaski County, Arkansas (the District),
have been prepared in conformity with generally accepted accounting principles (GAAP) applicable to
governmental entities. The Governmental Accounting Standards Board (GASB) is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. The most
significant of the District’s accounting policies are described below.

(a) Reporting Entity

The District is a body politic and corporate, established in 1853 for the purpose of providing educational
services as mandated by state and federal agencies. The District operates under the direction of a locally-
elected seven-member Board of Directors (the Board), which has oversight responsibility and control
over all activities related to public school education provided by the District.

A reporting entity is comprised of the primary government, component units, and other organizations
that are included to ensure that the financial statements are not misleading. The primary government of
the District consists of all funds, departments, boards, and agencies that are not legally separate from the
District. Component units, if any, are legally separate organizations for which the primary government is
financially accountable or for which the primary government is not financially accountable; however,
based on the nature and significance of their relationship with the primary government, it would be
misleading to exclude them from the financial statements of the primary government.

The District’s financial statements include the activities and balances related to the Felder Alternative
Learning Academy (the Academy), which is the only component unit included in the District’s financial
statements. The Academy is a charter school established during the year ended June 30, 2006, by a
partnership between the District, the North Little Rock School District, the Pulaski County Special
School District, the juvenile court system in Pulaski County, and Pulaski County, Arkansas, for the
purpose of establishing a structured educational setting for students in grades six through twelve who
have been truant or have committed certain significant offenses or violations of their district’s code of
conduct. Pursuant to the Academy's charter agreement, the District is the lead educational agency
responsible for oversight of the daily operations of the Academy and is eligible for funding related to
students attending the Academy. Activities of the Academy are funded through contributions to the
District from each of the participating school districts, the State, and a federal grant. During the year
ended June 30, 2008, Pulaski County, Arkansas terminated their association with the Academy due to
budget constraints. Subsequent to the year ended June 30, 2008, the Pulaski County Special School
District also terminated their association with the Academy due to budget constraints. The balances and
transactions related to the Academy are reported in the District’s General Fund, except those directly
related to the federal grant, which are reported in the District’s Special Programs Fund. Summarized
financial data for the Academy is provided in Note 11.

(b) Basis of Presentation

District-wide Financial Statements

The District-wide Financial Statements display financial information about the District as a whole and
include the Statement of Net Assets and the Statement of Activities. These statements include all funds,
account balances, and financial activities of the District, except for those related to the student activity
funds, which the District holds as agent for various student groups and parent organizations. Eliminations
of interfund transactions have been made to avoid “double-counting” of internal balances and activities.
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(b) Basis of Presentation (Continued)

The Statement of Activities demonstrates the degree to which the direct expenses of a given function are
offset by program revenues. ‘“Direct expenses” are those that are clearly identifiable with a specific
function. “Program revenues” include charges or fees collected from students as well as grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function. Property taxes and other revenues not included among program revenues are reported as
“general revenues.”

Fund Financial Statements

Separate financial statements are provided for the District’s governmental and fiduciary fund types.
These financial statements include the Balance Sheet — Governmental Funds; the Statement of Revenues,
Expenditures, and Changes in Fund Balances — Governmental Funds; and the Statement of Net Assets —
Fiduciary Funds.

The reporting focus of the Fund Financial Statements is on each of the District’s major funds, rather than
reporting aggregate totals of funds by type. Each major fund is presented in a separate column, and all
non-major funds are aggregated into one column. The District reports the following major governmental
funds in the Fund Financial Statements:

— The General Fund is the primary operating fund of the District and accounts for all
revenues and expenditures of the District not encompassed within other funds. All
general tax revenues and other receipts that are not allocated by law or contractual
agreement to another fund are accounted for in this fund. General operating
expenditures and capital improvement costs that are not paid through other funds are
paid from this fund.

— The Debt Service Fund is used to account for the accumulation of resources for and the
payment of principal and interest on long-term debt as well as any other related debt
Service costs.

— The Capital Projects Fund is used to account for all resources segregated for the
acquisition, construction, and renovation of the District’s capital assets.

— The Magnet Schools Fund is used to account for State and local resources restricted for
funding the operations of the District’s magnet schools.

— The Special Programs Fund is used primarily to account for all federal and certain State
funding received by the District that is restricted for specified purposes, with the
exception of federal funding related to the District’s food service program, which is
accounted for in the Food Service Fund.

— The Food Service Fund is used to account for all financial transactions, including
federal funding, related to operation of the District’s food service program.

The District reports all funds held in a fiduciary capacity on behalf of various student groups and parent
organizations in an agency fund, which is the only fund presented in the Statement of Net Assets -
Fiduciary Funds.

22



The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(¢) Measurement Focus and Basis of Accounting

District-wide Financial Statements

The District-wide Financial Statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at
the time liabilities are incurred, regardless of when the related cash transaction takes place. Nonexchange
transactions, in which the District gives (or receives) value without directly receiving (or giving) equal
value in exchange, include property taxes, entitlements, grants, and donations. On an accrual basis,
revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenues
from grants, entitlements, and donations are recognized in the fiscal year when all eligibility
requirements, including restrictions on the availability or use of funds, have been satisfied.

Fund Financial Statements

The activities and balances of the District’s governmental and agency funds are reported using the
current financial resources measurement focus and the modified accrual basis of accounting. Under this
method, revenues are recorded when they are measurable and available. Revenues are considered to be
available when they are collected within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the District considers all property taxes to be available if the
revenues are collected within sixty days after the end of the fiscal year; all other revenues are considered
to be available if they are collected within ninety days after the end of the fiscal year. Property taxes,
investment interest, grants, entitlements and contributions associated with the current fiscal period are
considered to be susceptible to accrual. All other revenue items are considered to be measurable and
available only when cash is received by the District.

Expenditures are recorded when a liability is incurred, as under the accrual method of accounting, except
for principal and interest on long-term debt, claims and judgments, and compensated absences, which are
recognized as expenditures to the extent that they have matured or payment is due. Capital asset
acquisitions are reported as expenditures in governmental funds. Proceeds of long-term debt and
acquisitions under capital leases are reported as other financing sources.

(d) Cash and Certificates of Deposit

The District’s cash consists of cash on hand and demand deposits maintained at financial institutions.
State of Arkansas (State) statutes require that the District’s funds be deposited in banks located in the
State and that all deposit balances in excess of FDIC insurance limits be collateralized in accordance
with State statutes. The District is party to a collateral management agreement with two financial
institutions whereby all unrestricted deposits that are not FDIC insured are secured by collateral as
required by State law. Collateral securities are held in the District’s name by the District’s agent.

At June 30, 3008, certificates of deposit held by the District generally mature within one year of the date
of purchase. State statutes generally permit the District to invest in general obligation bonds of the
United States; in bonds, notes, debentures, or other obligations issued by an agency of the United States
Government; in general obligation bonds of the State; or in bank certificates of deposit. The District
does not have a formal investment policy that places any further restrictions on the nature of types of
investments that may be purchased.
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(e) Restricted Cash and Investments

The District maintains restricted cash and investment balances consisting of three guaranteed interest
deposit accounts and a U.S. government agency security held by fiscal agents, which are restricted for
repayment of the District’s Qualified Zone Academy Bonds (Note 5). The total carrying amount and
related bank balances of these cash accounts of $3,123,283 as of June 30, 2008, is not covered by FDIC
insurance, nor is it collateralized. The investment, the fair value of which was $389,914 at June 30,
2008, is not held in the District’s name and is not insured.

(f) Inventories
Materials, supplies and food commodities are valued at cost using the first-in, first-out method, and are
recorded as expenditures when consumed rather than when purchased.

(g) Capital Assets
Capital assets are recorded at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of donation.

The costs of normal repairs and maintenance that do not add significantly to the total value of the asset or
materially extend the life of an asset are not capitalized.

Capital assets, excluding land and construction in progress, are depreciated using the straight line method
over the following estimated useful lives:

Buildings and improvements 10 — 50 years
Furniture and equipment 5 - 20 years

In accordance with GASB Statement No. 42, Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries, the District evaluates events or changes in circumstances
affecting capital assets to determine whether impairment of a capital asset has occurred. If the District
determines that a capital asset is impaired in accordance with this standard, and that impairment is
significant and other than temporary, impairment losses will be recorded and reflected in the District’s
financial statements.

(h) Interfund Balances and Transactions

In the Fund Financial Statements, receivables and payables resulting from short-term interfund loans are
classified as “due to” or “due from” other funds. Transactions that constitute reimbursements to a fund
for expenditures initially made from it that are properly applicable to another fund are recorded as
expenditures in the reimbursing fund and as reductions of expenditures in the fund that is reimbursed.
All other interfund transactions are reported as transfers.

Interfund balances and transfers are eliminated for purposes of financial statement presentation in the
District-wide Financial Statements.

(i) Deferred Revenue

The District reports deferred revenue to the extent that resources have been accrued or received before
the applicable revenue recognition criteria have been met.
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(j) Compensated Absences

It is the District’s policy to permit employees to accumulate earned vacation and sick pay benefits.
Employees may receive compensation for unused vacation upon separation from service with the
District. In the District-wide Financial Statements, a liability for vacation pay is accrued as it is earned
by District employees. A liability for earned but unused vacation pay is reflected in the governmental
funds only to the extent that employees have separated from service with the District and are due
payment. Accumulated sick pay or personal leave days are not paid upon termination and are not
recorded as a liability in the District-wide or Fund Financial Statements.

(k) Long-term Liabilities

In the Statement of Net Assets, long-term debt and other long-term obligations are reported as liabilities.
Bond and other debt premiums and discounts, as well as deferred refunding and bond issuance costs, are
generally deferred and amortized over the life of the bonds using the effective interest method. As
allowed under the transition provisions of GASB No. 34, premiums, discounts, and debt issuance costs
have not been deferred or amortized for long-term debt that was outstanding on July 1, 2001. Long-term
debt is reported net of the applicable premiums, discounts and deferred costs.

In the Statement of Revenues, Expenditures, and Changes in Fund Balances — Governmental Funds,
bond premiums and the face amount of bonds or other long-term debt issued are reported as “other
financing sources,” while discounts are reported as “other financing uses.” Issuance or refunding costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

(1) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Significant estimates included in the District’s financial statements relate to the determination of the
uncollectible portion of property taxes receivable, the calculation of certain deferred revenues, and the
useful lives used to determine depreciation expense related to the District’s capital assets.

(m) Annual Budget

As required by State statutes, the District prepares an annual budget that is filed with the Arkansas
Department of Education (ADE). The budget is required to be approved by the District’s Board and
submitted to the ADE no later than September 30 of each year. Budget amendments, if any, are not
required to be submitted for approval to ADE. The District’s budget, although legally required, is not an
appropriated budget and thus not legally restrictive.

(n) Recently Issued Accounting Standards

In February 2009, the GASB issued Statement No. 54, Fund Balance Reporting and Governmental Fund
Type Definitions, to enhance the usefulness of fund balance information by providing clearer fund
balance classifications that can be more consistently applied and by clarifying existing governmental
fund type definitions. This statement also establishes fund balance classifications that comprise a
hierarchy based primarily on the extent to which a government is bound to observe constraints imposed
upon the use of resources reported in governmental funds. The District's management has not yet
determined the impact implementation of this standard, which is required July 1, 2010, will have on the
District's financial statements, if any.
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 2: PROPERTY TAXES

Property taxes are levied each November based on the assessed value of taxable property as of January 1
of that year. Tangible personal property acquired after January 1 and before June 1 is required to be
assessed in the year of acquisition. Otherwise, only property owned by a taxpayer on January 1 is
assessed on that date for that calendar year. The millage rates in effect on the date of the levy are
multiplied by the assessed value of taxable property to determine the total amount of tax. The tax
records are opened and taxes are billed in March of the year following the levy. Taxes not received by
October 10 of the year following the levy are considered delinquent and are subject to penalties.

Although an enforceable lien attaches to the property on the date of assessment, the District does not
record a receivable until the levy date, as that is the date when the amount of tax attributable to the
District is known. A receivable is recorded in the General Fund and the Debt Service Fund equal to each
fund’s proportionate share of the assessment. The millage rates attributable to the District for the levy
which occurred during the fiscal year ending June 30, 2008, were 34 mills for operations and
maintenance and 12.4 mills for debt service.

Property taxes are recognized as revenue in the Statement of Activities in the period the taxes are
intended to finance. Property tax revenue is also recognized in the Statement of Revenues, Expenditures,
and Changes in Fund Balances — Governmental Funds in the period the taxes are intended to finance, but
only to the extent that such taxes are both measurable and available.

Pursuant to Arkansas statute, the District recognizes as current revenues forty percent (40%) of the
operations and maintenance tax levy which occurs during the District’s fiscal year. The remaining sixty
percent (60%) of the levy for operations and maintenance may not be recognized as revenue until the
following fiscal year. The debt service tax levied during any given fiscal year is intended to finance the
District’s debt service requirements for the fiscal year beginning on July 1 of the year following the levy.

In the Statement of Net Assets and in the Balance Sheet — Governmental Funds, property taxes are
presented as deferred revenues to the extent they have been received or accrued by the District prior to
the fiscal year they are intended to finance. The Balance Sheet — Governmental Funds presents as
additional deferred property tax revenue balances that have been accrued but have not been collected
within sixty days after year end, and thus do not meet the measurable and available criteria for revenue
recognition. Deferred property tax revenues, as included in the Statement of Net Assets and in the
Balance Sheet — Government Funds, were approximately $97.3 million and $112.1 million, respectively.

For financial reporting purposes, property tax revenue also includes proceeds from the Property Tax
Relief Fund, established under State law to replace property tax revenues lost by school districts due to
the passage of Amendment 79. The District accounts for Property Tax Relief Fund monies in the same
manner as property taxes.

Property taxes receivable as of June 30, 2008, net of an allowance for uncollectible accounts, are as
follows:

General Debt Service
Fund Fund
Current $ 67,942,899 $ 24,779,175
Delinquent 13,578,039 4,951,990
Allowance for uncollectible accounts (3,260,837) (1,189,246)

$ 78,260,101 $ 28,541,919
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The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 2: PROPERTY TAXES (Continued)

Approximately $18.1 million, representing the excess of property taxes revenue recognized over amounts
necessary to meet debt service requirements applicable to the fiscal year ended June 30, 2008, has been
transferred from the Debt Service Fund to the General Fund to be used for operations as provided for
under State statutes. Collection of debt service property taxes received and transferred to the General
Fund in advance of the period they are recognized as revenues for financial statement purposes are
reflected as amounts due to and due from other funds in the accompanying Balance Sheet —
Governmental Funds.

NOTE 3: CAPITAL ASSETS

Balances of the major components of capital assets as of June 30, 2008, and activity during the year then
ended, are summarized as follows:

June 30, 2007 June 30, 2008
Balance Increases Decreases Balance
Capital assets
Buildings and improvements $ 218,361,475 $ 3,890,231 $ 1,458,635 $ 220,793,071
Furniture, equipment and other 57,556,222 6,772,398 8,340,239 55,988,381
Land 5,835,655 5,676,990 18,700 11,493,945
Construction in progress 5,107,672 12,011,578 1,405,011 15,714,239
Total capital assets 286,861,024 28,351,197 11,222,585 303,989,636
Less accumulated depreciation
and amortization
Buildings and improvements 75,017,723 8,011,005 1,319,402 81,709,326
Furniture and equipment 36,239,836 6,326,669 7,833,919 34,732,586
Total accumulated depreciation
and amortization 111,257,559 14,337,674 9,153,321 116,441,912

$ 175,603,465 $ 14,013,523 $ 2,069,264 § 187,547,724

Expenditures for library books and certain other additions to capital assets as summarized above, are
reflected in their respective functional expenditure classifications for Fund Financial Statement purposes.

Depreciation and amortization expense for the year ended June 30, 2008, was charged to governmental
functions as follows:

Instructional services $ 12,816,588
Instructional support services 295,494
Pupil transportation services 443,083
Operation and maintenance of plant 168,601
General administration 570,154
Food services 30,192
Community services 13,562

$ 14,337,674

The District is party to various construction and related contracts, under which approximately
$16.2 million was unexpended at June 30, 2008.

27



The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 4: INTERFUND BALANCES

The composition of interfund balances at June 30, 2008, is as follows:

Receivable Fund Payable Fund Amount

General Capital Projects $ 768,657
Food Service 1,016,387

Magnet Schools 3,407

Other Governmental 1,939

1,790,390

Capital Projects General 261,865
Special Programs General 842,391
Magnet 2,148,047

Food Service 27,540

3,017,978

Other Governmental General 536,554
Debt Service General 11,955,982

S 17562769

Interfund balances result primarily from short-term borrowings between funds to facilitate timely
payments of expenditures throughout the year when cash balances within each fund are not sufficient to
pay such expenditures. All interfund receivable and payable balances are expected to be satisfied within
one year.

NOTE 5: LONG-TERM OBLIGATIONS, NET

The District may issue bonds and other forms of indebtedness for the purposes of acquiring capital
assets; making additions, renovations, improvements, and repairs to existing capital assets; and refunding
outstanding indebtedness. The principal types of indebtedness which the District is authorized to incur
are school bonds, offered at public sale on competitive bids; revolving loans and certificates of
indebtedness, representing loans from the ADE; postdated warrants, which are warrants drawn in one
fiscal year for payment in a subsequent fiscal year; and installment contracts and lease-purchase
obligations. Bonds and revolving loan indebtedness are payable from debt service tax revenues, while
installment contracts, postdated warrants and lease-purchase obligations are payable from maintenance
and operation tax revenues.
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NOTE 5: LONG-TERM OBLIGATIONS, NET (Continued)

(a) School Bonds

On May 9, 2000, the voters in the District approved the issuance of bonds in the principal amount of up
to $190,000,000, the proceeds of which were used for the purpose of refunding outstanding indebtedness,
constructing and equipping school facilities, renovations and improvements to existing facilities, and
significant repairs to and maintenance of such facilities. These bonds are limited, general obligations of
the District, secured by a pledge of a continuing debt service tax of 3.0 debt service mills voted at the
2000 election specifically for payment of these bonds. These bonds will be repaid in annual installments
through February 2033 and bear interest at rates ranging from 5% to 5.5%.

These bonds were issued in three series as follows:

$46,378,560 Series A Construction Bonds, dated September 1, 2000
$44,975,874 Series B Refunding Bonds, dated October 15, 2000
$89,890,000 Series C Construction Bonds, dated June 1, 2001

In addition, in November 2003, the District issued $6,375,000 in refunding bonds with interest rates
ranging from 3% to 4.25% to advance refund the then outstanding balance of its $6,369,891 Construction
Bonds, dated May 1, 2000.

On December 1, 2006, the District issued $45,505,000 in refunding bonds with interest rates ranging
from 4% to 4.5% to advance refund the then outstanding balance ($43,160,000) of its $46,378,650 Series
A Construction Bonds, dated September 1, 2000 (the Refunded Bonds). The net proceeds of
$45,030,874 were deposited in an irrevocable trust with an escrow agent to provide for all future debt
service payments of the Refunded Bonds. As a result, the Refunded Bonds are considered defeased and
the liability of those bonds has been removed from the Statement of Net Assets.

This advance refunding resulted in a difference between the reacquisition price and the net carrying
amount of the Refunded Bonds of $1,870,874. This difference is included in deferred bond costs and is
being charged to operations through the year 2033 using the straight-line method.

(b) State of Arkansas Loans

As discussed in Note 6, the District obtained six loans from the State totaling $20,000,000, the proceeds
of which were used to partially finance the cost of implementing court-ordered desegregation
requirements. The loans were to be repaid in twenty equal annual installments, beginning on the seventh
anniversary of each loan. The loans were all interest free for the first seven years, however beginning on
the seventh anniversary of each advance, the principal amount began to bear interest at 3%. As more
fully described in Note 6, $15 million under these loan agreements was subsequently forgiven. The
remaining loans and related interest are being repaid as scheduled.

(¢) Qualified Zone Academy Bonds

Qualified Zone Academy Bonds (QZABs), as created by the Taxpayer Relief Act of 1997, are a unique
financing instrument available to public schools meeting certain eligibility requirements as specified in
Section 1397E of the Internal Revenue Code. Although, the QZABs have a stated interest rate of 0%,
the holder of a QZAB is generally allowed annual federal income tax credits while the debt is
outstanding. These credits are intended to compensate the holder for lending money to the issuer and
function as “interest” on the debt.

29



The Little Rock School District
of Pulaski County, Arkansas

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 5: LONG-TERM OBLIGATIONS, NET (Continued)

(¢) Qualified Zone Academy Bonds (Continued)

The District has issued QZABs with face amounts totaling approximately $7.6 million to financial
institutions to finance a portion of the cost of certain improvements to lighting systems and heating and
air conditioning systems. For purposes of presentation in the District-wide Financial Statement, the face
amount of the liabilities have been discounted and reflected at the estimated net present value of future
amounts to be repaid using discount rates ranging from 3.47% to 5.25%, which are considered rates
commensurate with the level of risk associated with these debt instruments. The resulting discounts are
amortized and reflected as interest expense over the life of the QZABs. The District has also recorded
the related excess of proceeds over the discounted principal balance as a deferred gain which will be
recognized as income over the lives of the QZABs. For the Fund Financial Statements, the excess of
proceeds over the discounted principal balance will be recorded as interest expenditures at the maturity
of the related QZAB.

The District is required under separate agreements issued concurrently with the QZABs to make
mandatory sinking fund payments into restricted accounts maintained at the financial institutions which
hold the QZABs. The District is to receive a guaranteed rate of interest on these accounts, which, when
combined with the cumulative deposit amounts, is expected to be sufficient to repay the entire face
amount of the QZABs at maturity. The balances in these accounts are reported as restricted assets in the
District’s financial statements.

(d) Capital Leases

These obligations are comprised of capital leases entered into by the District to finance the acquisition of
school buses. These capital leases, which bear interest at rates ranging from 2.84% to 6.96%, are payable
in annual installments through 2013.

Long-term liability balances and the related activity for the year ended June 30, 2008, are summarized as

follows:
June 30, June 30, 2008
2007 Total Due Within
Balance Additions Reductions Balance One Year
Long-term Debt
School bonds:
$44,975,874 Refunding Bonds $ 37,510,000 $ - $ 585,000 $ 36,925,000 $ 645,000
$89,890,000 Construction Bonds 84,275,000 - 1,560,000 82,715,000 1,615,000
$6,375,000 Refunding Bonds 5,120,000 - 315,000 4,805,000 325,000
$45,505,000 Refunding Bonds 45,505,000 - 45,000 45,460,000 1,100,000
172,410,000 - 2,505,000 169,905,000 3,685,000
Deferred bond costs (2,192,505) - 100,523 (2,091,982) -
Original issue discount (173,401) - 6,756 (166,645) -
170,044,094 - 2,397,721 167,646,373 3,685,000
(Continued)
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NOTE 5: LONG-TERM OBLIGATIONS, NET (Continued)

June 30, June 30, 2008
2007 Total Due Within
Balance Additions Reductions Balance One Year
Long-term Debt (Continued)
State of Arkansas loans:
$2,000,000 dated March 1998 $ 1,700,000 $ - $ 100,000 $ 1,600,000 $ 100,000
$3,000,000 dated September 1998 2,700,000 - 150,000 2,550,000 150,000
4,400,000 - 250,000 4,150,000 250,000
Qualified Zone Academy Bonds:
$3,316,132 due May 2011 3,316,132 - - 3,316,132 -
$1,404,985 due September 2011 1,404,985 - - 1,404,985 -
$689,389 due March 2012 689,389 - - 689,389 -
$2,212,252 due July 2021 2,212,252 - - 2,212,252 -
7,622,758 - - 7,622,758 -
Unamortized discount (1,033,141) 140,732 - (892,409) -
6,589,617 140,732 - 6,730,349 -
Capital leases 1,259,236 323,283 935,953 269,467
Total long-term debt 182,292,947 140,732 2,971,004 179,462,675 4,204,467
Other Long-term Liabilities
Compensated absences 2,094,000 1,114,000 1,077,000 2,131,000 1,050,000

$184,386,947 $ 1,254,732 $ 4,048,004 $181,593,675 $ 5,254,467

The approximate annual debt service requirements of all outstanding long-term debt at June 30, 2008, are

as follows:
In Thousands
Principal Interest
2009 $ 4,204 $ 8,485
2010 4312 8,299
2011 7,798 8,826
2012 6,716 8,252
2013 4,762 7,700
2014 - 2018 26,665 35,072
2019 - 2023 35,377 28,778
2024 - 2028 41,010 19,372
2029 - 2033 51,770 8,176
182,614 132,960
Unamortized deferred bond costs (2,092) 2,092
Unamortized original issue discount (167) 167
Unamortized discounts on QZABs (892) 892

$ 179,463 $ 136,111
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NOTE 6: DESEGREGATION AGREEMENTS AND FUNDING ISSUES

(a) General

During 1982, the District brought litigation in the United States District Court for the Eastern District of
Arkansas (the Court) to consolidate the three school districts in Pulaski County, Arkansas, as a
desegregation remedy. This was an interdistrict school desegregation case involving complex federal
litigation in both trial and appellate courts. The parties to this action subsequently agreed upon
appropriate desegregation plans for the three school districts, as well as an interdistrict desegregation
plan, with the Court retaining jurisdiction in regard to these desegregation plans.

The litigation resulted in the courts ordering the District to initiate certain desegregation programs, with
the ADE being liable for certain aspects of funding the programs. The parties to this action entered
settlement agreements which resolved many of the major funding issues related to the desegregation
programs. As directed by the Court, the Magnet Review Committee and the Office of Desegregation
Monitoring also were established and were charged with oversight responsibilities in regard to the
District’s desegregation programs.

During the year ended June 30, 1998, the District submitted to the Court a Revised Desegregation and
Education Plan dated January 16, 1998 (the Revised Plan). The Court approved the Revised Plan which
replaced the District’s previous plan, agreements, and orders of the Court with certain exceptions. The
District’s basic desegregation obligations under the original desegregation plan remained essentially the
same; however, the emphasis moved from racial balance to quality education. The Revised Plan
provided, among other things, for the conversion of certain schools to neighborhood schools and the
construction of at least two new area elementary schools. Interdistrict schools continued to operate as
they did under the original plan with the Court having continuing jurisdiction to address compliance
issues for three years.

The Revised Plan provided that if the District met its obligations as required by the conclusion of the
2000-2001 school year, the District could achieve ‘“unitary” status and be released from Court
supervision. On March 15, 2001, the District filed a compliance report with the Court asserting
substantial compliance with the Revised Plan and requested that the Court declare it unitary. After
substantial deliberation and consideration of facts and evidence presented, the Court issued an order on
September 13, 2002, granting the District partial unitary status and released the District from Court
supervision over all areas except program assessment and evaluation. The District was given until
March 15, 2004, to demonstrate compliance with the provisions of the Revised Plan pertaining to
program assessment and evaluation. That order was appealed; however, the Eighth Circuit Court of
Appeals affirmed the Court’s decision.

On March 15, 2004, the District filed a compliance report with the Court seeking total unitary status on
the ground that it had substantially complied with the program assessment and evaluation provisions of
the Revised Plan. Following a hearing, the Court ruled that as of June 30, 2004, the District had again
failed to meet the program assessment and evaluation requirements of the September 13, 2002 order and
imposed an additional compliance remedy. The June 30, 2004 order specified that the District had until
October 15, 2006, to file a compliance report documenting compliance with the program assessment and
evaluation requirements of the Revised Plan and the additional compliance remedy. The District
appealed the June 30, 2004 order; however on June 26, 2006, the Eighth Circuit Court of Appeals
affirmed the Court’s decision.
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NOTE 6: DESEGREGATION AGREEMENTS AND FUNDING ISSUES (Continued)

(a) General (Continued)

The District subsequently filed its compliance report with the Court detailing all measures taken by the
District to satisfy the program assessment and evaluation provisions of the Revised Plan and the
additional compliance remedy stipulated in the Court’s June 30, 2004 order. The District again
requested that it be declared unitary and be released from all court supervision and monitoring. Another
unitary status hearing was conducted in January 2007, and, on February 23, 2007, the District was
declared unitary and released from all further supervision from the Court. The decision was upheld by
the Eighth Circuit Court of Appeals on April 2, 2009. The financial impact of this order on the District
with respect to State funding and desegregation loans payable, as described in the sections that follow,
has not yet been determined but could be significant to the District.

(b) State of Arkansas Desegregation Loans

In relation to the desegregation settlement agreements, the State loaned the District $20 million of
desegregation funds between July 1989 and September 1998. The loans, evidenced by six promissory
notes, were secured by liens in favor of the State on certain new and existing millages. Interest on each
note was to begin on the seventh anniversary of the date of the note at the rate of 3% per annum and was
to be repaid in twenty equal annual installments beginning seven years after the execution of each
respective loan.

During March 2001, the State and the District entered into an agreement under which the State forgave
the first $15 million of desegregation loans and agreed to forgive the remaining balance if the District
obtained unitary status before July 1, 2004. Thus, the District recorded a reduction of its liability to the
State to reflect this debt forgiveness of the first $15 million of loans. Although it is the District’s position
that the requirements for the forgiveness of the remaining $5 million balance have been met, this balance
continues to be included as a liability on the District’s financial statements since the Court has not yet
ruled definitively in this regard. Until a final determination is made regarding the disposition of these
loans, the District will continue to make all related payments as required.

(¢) Magnet School Funding

As a part of its desegregation programs, the Court approved a plan whereby the District participates in a
“Magnet School” system with a Magnet Review Committee (MRC) having certain monitoring and
oversight responsibilities with respect to such schools (the Magnets). Six schools from the District were
organized as a separate reporting group under the direction of the MRC, with these schools being jointly
funded by the State, the Pulaski County Special School District (PCSSD), the North Little Rock School
District (NLRSD) and the District. During the year ended June 30, 2008, the funding level for the
Magnets totaled $8,021 per pupil with the State contributing approximately one-half of the cost and the
three school districts sharing the balance based upon their respective average daily membership numbers.

The approximate average daily memberships of the Magnets for the year ended June 30, 2008, were
2,472 for the District, 884 for PCSSD, and 465 for NLRSD. Based upon these average daily
memberships, local revenues received by the District from PCSSD and NLRSD for the year ended
June 30, 2008, totaled approximately $5.4 million. The District’s portion of the cost, which totaled
approximately $9.9 million, is recorded as an operating transfer from the General Fund to the Magnet
Schools Fund. Related State funding for the year totaled approximately $15.3 million. Revenue
presented in the fund financial statements includes approximately $1.9 million in funding that was
approved for the 2006-2007 fiscal year, but was not recognized as revenue during that year due to the
timing of receipt. Approximately $2.1 million of funding approved for the 2007-2008 fiscal year is
deferred at June 30, 20008, also due to the timing of the receipt of these funds.
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NOTE 6: DESEGREGATION AGREEMENTS AND FUNDING ISSUES (Continued)

(d) Pooling Agreement

The District and the PCSSD also receive Majority-To-Minority Incentives (M-to-M Payments) from the
State in support of the education of all interdistrict school students. In relation to an agreement (the
Pooling Agreement) between the District and PCSSD, the parties agreed to “pool” these M-to-M
Payments in order to “equalize” the instructional budgets of the interdistrict schools. The District and
PCSSD reached an agreement under which the annual liability to be paid by the “owing district” would
be limited to $400,000.

NOTE 7: OPERATING LEASES
The District leases certain equipment and facilities under operating leases. Total lease expense for the

year ended June 30, 2008, was approximately $563,000. The approximate annual future minimum lease
payments under noncancellable operating leases are as follows:

2009 $ 563,000
2010 526,000
2011 68,000
2012 68,000
2013 68,000
Thereafter 107,000
$ 1,400,000

NOTE 8: RETIREMENT PLANS

The District contributes to the Arkansas Teacher Retirement System (ATRS) and the Arkansas Public
Employees Retirement System (APERS). Most District employees are required by law to be covered by
ATRS except for certain bus drivers, cafeteria workers, and janitors, who are covered by APERS. Both
systems are cost-sharing, multiple employer, defined benefit pension plans. Benefits and contribution
provisions for both systems are established by State law and can be amended only by the Arkansas
General Assembly. Both ATRS and APERS issue a publicly available financial report that includes
financial statements and required supplementary information. The reports may be obtained by contacting
the respective systems.

Employees covered by the systems have the option to contribute a portion of their salary. Those that
choose to contribute to the ATRS plan must contribute 6% of their salary while those who choose to
contribute to the APERS plan must contribute 5% of their salary. The District must contribute 14% of
eligible payroll for employees covered by ATRS and 4% of eligible payroll for employees covered by
APERS. Contributions by or on behalf of the District to the ATRS for the years ended June 30, 2008,
2007, and 2006 were approximately $22,900,000, $21,400,000 and $20,200,000, respectively, and are
equal to the required contributions for each year. Contributions by the District to the APERS for the
years ended June 30, 2008, 2007, and 2006 were approximately $91,000, $101,000, and $107,000,
respectively, and are equal to the required contributions for each year.
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NOTE 9: RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees and students; and natural disasters. The District
maintains a self-insurance, risk management account within the General Fund to account for and finance
its uninsured risks of loss. Under this self-insurance program, the District is responsible for individual
losses up to maximum limits, which range from $5,000 to $250,000, based on the nature of the loss. The
District purchases commercial insurance for claims in excess of amounts paid from the risk management
account, and for other risks of loss.

Liabilities for related losses, which are reported when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated, include an amount for claims that have been incurred but
not yet reported at year end. The result of the process to estimate the claims liability is not an exact
amount as it depends on many complex factors such as inflation, changes in legal doctrines, and damage
awards. Accordingly, claims are reevaluated periodically to consider the effects of inflation, recent
claim settlement trends, and other economic factors. The estimate of claims liability also includes
amounts for incremental claim adjustment expenses related to specific claims and other claim adjustment
expenses regardless of whether they are allocated to specific claims.

The District maintains a balance of $72,000 on deposit with the third-party administrator of the self-
insurance program from which claims are paid. The gross estimated claims liability at June 30, 2008,
totaled approximately $488,000, while net claims expense for the year ended June 30, 2008, totaled
approximately $499,400.

NOTE 10: LITIGATION AND CONTINGENCIES

At June 30, 2008, the District is a defendant in various legal actions. Several actions involve claims by
former employees asserting discriminatory employment practices. The District intends to vigorously
contest those cases that cannot be settled on terms acceptable to the District. Management and legal
counsel are of the opinion that the likelihood of a financially material unfavorable outcome is small and,
thus, no provision has been made in the financial statements for any potential liabilities.

In addition, the District receives various other federal and state assistance designated for specific
purposes that are subject to subsequent review and audit by federal and state agencies. Such audits could
result in a request for reimbursement by the federal and state agencies for expenditures disallowed under
the terms and conditions of the related grant agreements. In the opinion of the District’s management,
such disallowances, if any, will not be significant to the District’s financial statements.
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NOTE 11: FELDER ALTERNATIVE LEARNING ACADEMY

As discussed in Note 1(a), the District’s financial statements include the activities and balances related to
the Felder Alternative Learning Academy (the Academy). The transactions and balances, as of and for
the year ended June 30, 2008, attributable to the Academy are presented below.

Revenues and Transfers

Pulaski County Special School District $ 162,000
North Little Rock School District 108,000
State revenues 889,787
Transfers from other District funds 270,000
_ 1429787

Expenditures
Basic programs 592,895
Exceptional child programs 61,388
Support services - pupils 44,636
Support services - instructional 47,068
School administration 194,345
General administrative 175,418
1,115,750
Increase in Fund Balance 314,037
Fund Balance, Beginning of Year 61,145
Fund Balance, End of Year $ 375,182

NOTE 12: LITTLE ROCK PUBLIC EDUCATION FOUNDATION, INC.

The Little Rock Public Education Foundation, Inc. (the Foundation) was established as a non-profit
organization under the laws of the State on March 21, 2002, to conduct fundraising activities exclusively
for the educational benefit of the District’s students and staff. As management believes that the activities
and balances of the Foundation are not material to the District’s financial statements taken as a whole,
such amounts are not reflected therein. Condensed financial information for the Foundation as of, and for
the year ended, June 30, 2008, is as follows:

Support and Revenues $ 234700
Expenses
Grants to the District 175,891
Other expenses 186,331
_ se20:
Decrease in Net Assets (127,522)
Net Assets, Beginning of Year 231,019
Net Assets, End of Year $ 103,497
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General Fund - Budgetary Basis
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Budgeted Actual Variance
REVENUES
Property taxes $ 94,302,364 $ 93,768,646 $ (533,718)
State revenues 110,317,867 112,452,662 2,134,795
Tuition fees and other 1,795,000 1,576,403 (218,597)
Interest 2,440,000 1,988,435 (451,565)
Total revenues 208,855,231 209,786,146 930,915
EXPENDITURES
Instructional services 126,688,460 125,913,738 774,722
Instructional support services 25,047,342 26,225,724 (1,178,382)
Pupil transportation services 15,688,012 15,577,376 110,636
Operation and maintenance of plant 29,556,099 27,954,555 1,601,544
School administration 12,878,486 13,482,818 (604,332)
General administration 15,292,382 14,155,438 1,136,944
Community services 25,000 5,000 20,000
Capital outlay 1,509,267 1,535,249 (25,982)
Total expenditures 226,685,048 224,849,898 1,835,150
Excess of expenditures over revenues (17,829,817) (15,063,752) 2,766,065
OTHER FINANCING SOURCES (USES)
Operating Transfers In (Out)
Magnet schools funding (9,442,349) (9,918,947) (476,598)
Transfer to food service fund - (475,806) (475,806)
Transfer from capital projects fund 770,000 770,000 -
Indirect cost transfer 3,598,726 3,261,203 (337,523)
Property tax 20,786,382 20,074,354 (712,028)
Total other financing sources (uses) 15,712,759 13,710,804 (2,001,955)
NET CHANGE IN FUND BALANCE (2,117,058) $  (1,352,948) 764,110
RECONCILIATION OF BUDGETARY BASIS TO GAAP
Decrease in Fund Balance - Budgetary Basis $ (1,352,948)
Differences between Budgetary and GAAP Basis:
Property taxes 644,251
State revenues (1,718,850)
Other revenues 1,193,242
Interest 165,917
Expenditures 872,579
Property tax transfers (1,957,955)
Other transfers (4,254,374)
(5,055,190)
Decrease in Fund Balance - GAAP Basis $ (6,408,138)



The Little Rock School District
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2008

U.S. DEPARTMENT OF EDUCATION
Safe and Drug-Free Schools and Communities — National Programs
Fund for the Improvement of Education
Advanced Placement Program
Arts in Education
Early Reading First
Literacy through School Libraries

Passed through Arkansas Department of Education
Title I, Grants to Local Educational Agencies:
Part A
School Improvement Program
Special Education - Grants to States
Safe and Drug-Free Schools and Communities - State Grants
Education for Homeless Children and Youth
State Grants for Innovative Programs
Charter Schools
Twenty-first Century Community Learning Centers
Education Technology State Grants
Comprehensive School Reform Demonstration
Title I Accountability Grants
Reading First State Grants
English Language Acquisition Grants
Mathematics and Science Partnerships
Improving Teacher Quality State Grants
Hurricane Education Recovery

Passed through Arkansas Department of Workforce Education
Adult Education - Basic Grants to States
Career and Technical Education - Basic Grants to States
Minority Science and Engineering Improvement

Total U.S. Department of Education
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Federal
CFDA
Number Expenditures
84.184 $ 173,972
84.215 735,722
84.330 81,640
84.351 318,777
84.359 343,500
84.364 249,557
84.010 8,094,244
84.010 90,059
84.027 4,875,586
84.186 127,574
84.196 33,953
84.298 261,176
84.282 125,760
84.287 540,473
84.318 110,766
84.332 179,081
84.348 2,200
84.357 1,792,585
84.365 140,306
84.366 95,165
84.367 1,707,188
84.938B 14,807
84.002 213,103
84.048 526,569
84.120 7,506
20,841,269
(Continued)
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (Continued)
Year Ended June 30, 2008

Federal
CFDA
Number Expenditures
U.S. DEPARTMENT OF AGRICULTURE
Passed through Arkansas Department of Education
School Breakfast Program (1,052,433 units served) 10.553 $ 1,530,215
National School Lunch Program ( 2,662,330 units served) 10.555 5,345,742
Passed through Arkansas Department of Human Services
National School Lunch Program — Commodities 10.555 590,339
Summer Food Service Program for Children (27,306 units served) 10.559 51,608
Total U.S. Department of Agriculture 7,517,904
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Passed through Arkansas Department of Human Services
Promoting Safe and Stable Families 93.556 246
Temporary Assistance for Needy Families 93.558 27,000
Child Care and Development Block Grant 93.575 109,668
Child Care Mandatory and Matching Funds of the Child Care
and Development Fund 93.596 24,566
Social Services Block Grant 93.667 35,180
Total U.S. Department of Health and Human Services 196,660
U.S. DEPARTMENT OF JUSTICE
Passed through Pulaski County, Arkansas
Juvenile Accountability Block Grants 16.523 54,320
Total Expenditures of Federal Awards $ 28,610,153

Note: Medicaid reimbursements are defined as contracts for services and not federal awards; therefore such
reimbursements, which totaled $960,725 for the year ended June 30, 2008, are not covered by the
reporting requirements of OMB Circular A-133.
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INDEPENDENT AUDITORS’ REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas
Little Rock, Arkansas

We have audited the financial statements of The Little Rock School District of Pulaski County, Arkansas
(the District) as of and for the year ended June 30, 2008, and have issued our report thereon dated April 23,
2009. 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial reporting as
a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial
statements but not for the purpose of expressing an opinion on the effectiveness of the District’s internal
control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or a combination of control deficiencies,
that adversely affects the District’s ability to initiate, authorize, records, process, or report financial data
reliably in accordance with generally accepted accounting principles, such that there is more than a remote
likelihood that a misstatement of the District’s financial statements that is more than inconsequential will not
be prevented or detected by the District’s internal control. We consider the deficiencies 2008-1, 2008-2
2008-3 and 2008-4 described in the accompanying Schedule of Findings and Questioned Costs to be
significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material misstatement of the financial statements will not be prevented or
detected by the District’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that
are also considered to be material weaknesses. However, of the significant deficiencies described above, we
consider items 2008-1 and 2008-2 to be material weaknesses.
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The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas

Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s basic financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of state and federal laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed instances of compliance or other matters that are required to be reported
under Government Auditing Standards. These matters are described in findings 2008-5 and 2008-6 in the
accompanying Schedule of Findings and Questioned Costs.

The District’s response to the findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit the District’s responses and accordingly, we express on
opinion on them.

This report is intended solely for the information and use of the Board of Directors, management, and all

applicable federal and state agencies and is not intended to be, and should not be, used by anyone other than
these specified parties.

Thowmaa § TRoras LLP

Certified Public Accountants

April 23, 2009
Little Rock, Arkansas
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INDEPENDENT AUDITORS’ REPORT
ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas
Little Rock, Arkansas

Compliance

We have audited the compliance of The Little Rock School District of Pulaski County, Arkansas (the
District) with the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for
the year ended June 30, 2008. The District’s major federal programs are identified in the summary of
auditors’ results section of the accompanying Schedule of Findings and Questioned Costs. Compliance with
the requirements of laws, regulations, contracts, and grant agreements applicable to each of its major federal
programs is the responsibility of the District’s management. Our responsibility is to express an opinion on
the District’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about the District’s
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the District’s compliance with those requirements.

In our opinion, the District complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2008. However, the results of
our auditing procedures disclosed instances of noncompliance with those requirements which are required to
be reported in accordance with OMB Circular A-133 and which are described in the accompanying Schedule
of Findings and Questioned Costs as items 2008-7 and 2008-8.

Internal Control over Compliance

The management of the District is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grant agreements applicable to federal
programs. In planning and performing our audit, we considered the District’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance.
Accordingly, we do not express an opinion on the effectiveness of the District’s internal control over
compliance.
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The Board of Directors

The Little Rock School District
of Pulaski County, Arkansas

Page Two

Internal Control over Compliance (Continued)

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses as defined below. However, as discussed below, we identified certain
deficiencies in internal control that we consider to be significant deficiencies.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course or performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to administer a federal program such that there is more than a remote
likelihood that noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of findings and
questioned costs as items 2008-7 and 2008-8 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control. We did not consider
deficiencies 2008-7 and 2008-8 described in the accompanying Schedule of Findings and Questioned Costs
to be material weaknesses.

The District’s response to the findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit the District’s responses and accordingly, we express on
opinion on them.

This report is intended solely for the information and use of the Board of Directors, management, and all

applicable federal and state agencies and is not intended to be, and should not be, used by anyone other than
these specified parties.

Thowmaa § TRoras LLP

Certified Public Accountants

April 23, 2009
Little Rock, Arkansas
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2008

Section I - Summary of Auditors’ Results

Financial Statements

e Type of Report Issued
The auditors’ report expresses an unqualified opinion on the basic financial statements.

¢ Internal Control over Financial Reporting
Significant deficiencies, some of which are considered material weaknesses, were identified during the
audit of the basic financial statements.

e  Compliance
Instances of noncompliance that could be material to the determination of financial statement amounts
were identified during the audit of the basic financial statements.

Federal Awards

e Type of Report Issued
The auditors’ report on compliance with requirements applicable to each major program expresses an
unqualified opinion.

¢ Internal Control over Major Programs
Significant deficiencies were identified during the audit of the major federal award programs, none of
which were considered to be material weaknesses.

¢ Audit Findings Under Section 510(a)
Audit findings that are required to be reported in accordance with Section 510(a) of OMB Circular A-
133 are reported in this schedule.

e Major Programs
U.S. Department of Education, Special Education- Grants to States, CFDA #84.027
U.S. Department of Education, Improving Teacher Quality State Grants, CFDA #84.367
U.S. Department of Education, Reading First State Grants, CFDA #84.357

e Threshold between Type A and Type B Programs
The threshold for distinguishing Types A and B programs was $858,305.

e Type of Auditee
The Little Rock School District of Pulaski County, Arkansas was determined to be a low-risk auditee.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008

Section II - Financial Statement Findings

Material Weaknesses

e 2008-1 Segregation of Duties — Cash and Investments

Condition: During the year ended June 30, 2008, one person was primarily responsible for reconciling
the bank statements, initiating and approving investment transactions, maintaining the investment
subsidiary ledger, recording investment transactions in the District’s general ledger, and reconciling the
investment subsidiary ledger to the general ledger. In addition, bank reconciliations and investment
reconciliations were not reviewed by anyone. This situation was primarily caused by the resignation of
the District’s Chief Financial Officer, combined with the lack of cross-training on key internal control
activities performed by the Chief Financial Officer.

Criteria: A proper segregation of duties is an integral part of any internal control system. Duties should
be segregated to prevent one person from being in a position to initiate, execute and record transactions
and reconcile related account balances. In addition, cross training on key internal control activities is
critical to ensuring that the system of internal controls is not compromised if an employee resigns or is
away from work for an extended period of time.

Effect: A lack of proper segregation of duties, combined with a lack of cross training on key internal
control activities, increases the risk that errors or fraud may occur and not be detected in a timely
manner.

Recommendation: We recommend that management review key control activities related to cash and
investments and reassign duties to ensure that no one person has sole responsibility for all aspects of any
transaction. Most importantly, bank account and investment reconciliations should be reviewed by
someone independent of the individuals who maintain subsidiary ledgers and record these transactions,
but with sufficient knowledge to identify any unusual transactions or errors. In addition, management
should ensure that cross training occurs on all key control activities.

Response: A new Chief Financial Officer has been hired. Management will review the current
assignment of duties as they relate to cash and investments and reassign responsibility for certain aspects
of accounting for and reconciling cash and investment balances to achieve an appropriate segregation of
duties. In addition, management will consider ways in which different employees can be cross trained to
ensure that key control activities continue to be performed uninterrupted in the event that the employee
with primary responsibility terminates employment or is away from work for an extended period of time.

e 2008-2 Misappropriation of District Funds

Condition: During the year ended June 30, 2008, management discovered that a District employee
misappropriated activity fund cash and District operating funds by circumventing established control
procedures over the use of District credit cards (referred to as “Pro-Cards”) and the receipt and use of
activity fund cash. Although District Policy and the Pro-Card Handbook require the performance of
review and approval procedures designed to deter and detect such instances of improper use of the Pro-
Cards, these procedures were not implemented as designed. In addition, control activities prescribed in
the District’s Activity Fund Handbook were not followed, and adequate monitoring of these activities
was not performed.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008

Section II - Financial Statement Findings (Continued)

Material Weaknesses (Continued)

2008-2 Misappropriation of District Funds (Continued)

Criteria: District Policy DGD and the Pro-Card Handbook specify that each school principal or
department director is responsible for reviewing and approving all cardholder purchases for their
location, signing off on cardholder monthly statements and reporting any violations to the Procurement
Department. The policy and handbook also specify that Financial Services personnel are responsible for
ensuring that Pro-Card transactions are properly coded in the District’s general ledger, payment of
amounts owed to the issuing bank is submitted, and ensuring that appropriate documentation (e.g.,
original receipts and reconciled statements) has been provided by the school or department to support
Pro-Card charges. The school principal or department director is the first and primary line of defense
against unauthorized transactions as these individuals are in the best position to know if a transaction is a
valid school expense or not. Financial Services personnel can not necessarily be expected to recognize
unauthorized transactions, but are likely to notice unusual or lacking supporting documentation.

The District’s Activity Fund Handbook requires, among other things, that the school bookkeeper ensure
that all activity fund cash be deposited into the activity fund bank account and that written receipts be
provided to school personnel who turn in activity fund cash for deposit. Each school bookkeeper and all
school personnel involved in collecting and remitting activity fund cash to the bookkeeper are
responsible for following procedures required by this handbook. Each school principal is responsible for
approving all fundraisers and reviewing reconciliations of activity fund balances.

Effect: During the year ended June 30, 2008, management estimates that this employee misappropriated
approximately $20,000 of operating funds, $9,300 of Student Activity Funds and $2,800 of Federal
funds. Management is still in the process of conducting the investigation and these estimates may be
materially different from the final amounts presented at the conclusion of the investigation.

Recommendation: We recommend that Financial Services management and/or the District’s Internal
Auditor provide additional training for principals, assistant principals and program directors involved in
monitoring Pro-Card purchases and activity fund balances and transactions. We also recommend that
financial services personnel responsible for ensuring that appropriate documentation exists to support
Pro-Card Charges also attend annual training. The District should emphasize its existing policies
regarding the cash transactions in the form of communication with students and parents. In addition the
District should consider implementing software at each school to improve controls over the receipting
and reconciliation of activity fund cash.

Response: Management of the District, with the help of the District’s Internal Auditor, has launched an

investigation to review controls over Pro-Card purchases and activity fund cash in order to identify areas
where such controls can be improved.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008
Section II - Financial Statement Findings (Continued)

Significant Deficiencies

o 2008-3 Cash Management — Food Services

Condition: During the year ended June 30, 2008, effective controls over cash receipts for meal purchases
and prepaid meal cards had not been properly designed or implemented.

Criteria: An effective internal control system for receipting cash is essential to detect errors and
misappropriation of District cash.

Effect: A lack of controls over cash receipts increases the risk that errors or misappropriation of District
cash may occur and not be detected in a timely manner.

Recommendation: We recommend that management implement a process to count the balance in each
cafeteria register under dual control and reconcile each register cash balance to Point of Sale reports
summarizing cash transactions. The reconciliation should contain the signatures of those counting the
cash and performing the reconciliation, and it should be reviewed by someone independent of the cash
receipting and reconciliation process. The reviewer should be alert to unusual reconciling items or
unusual patterns in out of balance amounts. The reconciliation should also contain the signature of the
reviewer.

Response: The District’s Child Nutrition Director implemented corrective action in response to this
finding in June 2008.

o 2008-4 Segregation of Duties - Payroll

Condition: During the year ended June 30, 2008, there was a lack of segregation of duties related to
payroll. Two individuals have access to and maintain the payroll master file, may make pay rate changes
to the master file, and process payroll.

Criteria: A proper segregation of duties is an integral part of any internal control system. Ideally, duties
should be segregated to prevent one person from being in a position to edit payroll information and

process payroll transactions.

Effect: A lack of proper segregation of duties increases the risk that errors or fraud may occur and not be
detected in a timely manner.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008

Section II - Financial Statement Findings (Continued)

Significant Deficiencies (Continued)

2008-4 Segregation of Duties - Payroll (Continued)

Recommendation: While we understand that the Director of Finance and Accounting performs a
detailed review of each payroll run, we recommend that a payroll edit report should be printed on a
monthly basis detailing any additions or changes made to the payroll master file to supplement this
review. This report should be forwarded directly by the Information Services Department to a member
of management who does not have access to the payroll master file, but who does have sufficient
knowledge to identify any unusual additions or changes. Additions and changes should be compared to
supporting documents. To mitigate the risk that fictitious employees may be created in the payroll
system and the risk that terminated employees may continue to be paid, we recommend that the Internal
Auditor or someone in the Financial Services Department periodically perform surprise pay-outs at the
individual schools or departments and distribute pay stubs or checks to each employee in order to verify
the existence of individuals on the District’s payroll. If an employee is sick or on vacation during the
pay-out, that check should be held for the employee in a safe. When the employee returns, the check
should be given directly to the employee by the individual doing the surprise pay-out procedure.

Response: The District appreciates the need for an effective segregation of duties related to the payroll
process and will take steps to ensure this is accomplished. During the year ending June 30, 2009, the
Director of Finance and Accounting and the Internal Auditor has performed two surprise pay-outs.

Compliance and Other Matters

2008-5 Accounting for Required Deposits to QZAB Sinking Funds

Condition: The District has reported required deposits to QZAB sinking funds as an expenditure of the
operating funds in the regulatory reports submitted to the State.

Criteria: The Arkansas School and Educational Service Cooperative Financial Accounting Manual
issued by ADE requires the District to code deposits to QZAB sinking funds as a credit to operating cash
and a debit to restricted cash and/or investments, as applicable.

Effect: Although deposits are correctly recorded in the accompanying financial statements, regulatory
filings with ADE reflect an overstatement of operating fund expenditures and an understatement of

related fund balance.

Recommendation: We recommend that management implement procedures to ensure that deposits to
QZAB sinking funds are reported as required.

Response: Management agrees with the condition and recommendation and will implement procedures
to correct reports submitted to the State for the year ending June 30, 2009.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008

Section II - Financial Statement Findings (Continued)

Compliance and Other Matters (Continued)

2008-6 E-Rate Reimbursements

Condition: The District has recorded E-rate reimbursements as “other local revenue” in the capital
project fund.

Criteria: An informational email issued by the ADE requires the District to either a) credit the
appropriate expense code for the reimbursement amount to reduce the reported amount of expenses
actually incurred if the related expense was incurred in the same year the reimbursement is received or b)
to record a revenue in 19800 — Refunds of Prior Year Expenditures if the reimbursement is received for
expenses incurred in the prior year. This same email indicates that the operating fund should be used to
record all E-rate transactions.

Effect: Although such transactions are correctly reflected in the accompanying financial statements,
regulatory filings with the ADE do not properly report E-rate reimbursement transactions.

Recommendation: We suggest that management implement procedures to ensure that E-rate
reimbursements are coded as indicated above.

Response:  Management agrees with the condition and recommendation and has implemented
procedures to ensure E-rate reimbursements are coded correctly.

Prior Year Financial Statement Findings

None

Section III — Federal Award Findings and Questioned Costs

Noncompliance and Significant Deficiencies

2008-7 U.S. Department of Education — Reading First State Grants CFDA #84-357

Condition: Our selection of all employees assigned to this grant disclosed that while documentation
exists to support salaries and wages charged to this grant, such documentation does not meet the
technical requirements of OMB Circular A-87 Cost Principles for State, Local and Indian Tribal
Governments.

Criteria: OMB Circular A-87, Attachment B, paragraph 8.h.(3) requires support of salaries and wages
where employees are expected to work solely on single federal award or cost objective, charges for their
salaries and wages will be supported by periodic certifications that the employees worked solely on that
program or cost objective. These certifications are required to be prepared at least semi-annually and to
be signed by the employee or supervisory official having first hand knowledge of the work performed by
the employee.
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The Little Rock School District
of Pulaski County, Arkansas

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
Year Ended June 30, 2008

Section III — Federal Award Findings and Questioned Costs (Continued)

2008-7 U.S. Department of Education — Reading First State Grants CFDA #84-357 (Continued)

Effect: Although such transactions are correctly reflected in the accompanying schedule of expenditures
of federal awards, noncompliance with federal regulations could result in regulatory agencies imposing
penalties up to an including recapturing grant awards previously expended.

Recommendation: We recommend that management implement procedures to ensure compliance with
OMB Circular A-87 requirements to require employees who work on a federal cost objectives to provide

semi-annual certifications regarding the work performed.

Response: Management agrees with the recommendation and has implemented procedures during the
year ending June 30, 2009, to ensure compliance with semi-annual certification requirements.

2008-8 U.S. Department of Education — Special Education Grants to States CFDA #84.027

Condition: Our selection of forty employees disclosed that while documentation exists to support
salaries and wages charged to this grant, such documentation does not meet the technical requirements of
OMB Circular A-87 Cost Principles for State, Local and Indian Tribal Governments.

Criteria: OMB Circular A-87, Attachment B, paragraph 8.h.(3) requires support of salaries and wages
where employees are expected to work solely on single federal award or cost objective, charges for their
salaries and wages will be supported by periodic certifications that the employees worked solely on that
program or cost objective. These certifications will be prepared at least semi-annually and will be signed
by the employee or supervisory official having first hand knowledge of the work performed by the
employee.

Effect: Although such transactions are correctly reflected in the accompanying schedule of expenditures
of federal awards, noncompliance with federal regulations could result in regulatory agencies imposing
penalties up to an including recapturing grant awards previously expended.

Recommendation: We suggest that the District implement procedures to ensure compliance with OMB
Circular A-87’s requirements to require employees who work on a federal cost objectives to provide
semi-annual certifications regarding the work performed.

Response: 'We have previously considered the process whereby employees sign annual contracts
disclosing their job description and salary distribution code to satisfy these requirements. Upon
additional research, we agree with the recommendation and have implemented such procedures during
the year ending June 30, 2009.

Prior Year Federal Award Findings

None
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