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INDEPENDENT AUDITORS' REPORT ON
THE BASIC FINANCIAL STATEMENTS AND SUPPLEMENTAL INFORMATION

Superintendent and School Board
Board of Education of Shelby County, Tennessee

We have audited the accompanying financial statements of the governmental activities, each
major fund and the aggregate remaining fund information of the Board of Education of Shelby
County, Tennessee as of and for the year ended June 30, 2009, which collectively comprise the
Board of Education of Shelby County, Tennessee's basic financial statements as listed in the table
of contents. These financial statements are the responsibility of the Board of Education of Shelby
County, Tennessee's management. Our responsibility is to express our opinion on these financial
statements based on our audit. We did not audit the financial statements of the School Cafeteria
Fund or the School Student Activity Fund, included in Other Governmental Funds, which
statements reflect total assets of $11,470,549 and $4,491,133, as of June 30, 2009, respectively,
and total revenues of $16,112,231 and $12,593,094, respectively, for the year then ended. Those
statements were audited by other auditors whose report has been furnished to us, and our opinion,
in so far as it relates to the amounts included for the School Cafeteria Fund and the School
Student Activity Fund, is based on the report of the other auditors.

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 examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit and
the report of the other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the report of the other auditors, 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
Board of Education of Shelby County, Tennessee, as of June 30, 2009, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued our report dated
December 28, 2009, on our consideration of the Board of Education of Shelby County, Tennessee
internal control over financial reporting and 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.

The Management's Discussion and Analysis on pages 3 through 10 and the Budgetary
Comparison Schedule 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 and the other auditors 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Board of Education of Shelby County, Tennessee's basic financial
statements. The combining and individual nonmajor fund financial statements and schedule of
construction-in-progress are presented for purposes of additional analysis and are not a required
part of the basic financial statements. The accompanying Schedule of Expenditures of Federal
Awards is presented for purposes of additional analysis as required by U. S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. The combining and
individual nonmajor fund financial statements, schedule of construction-in-progress, and the
schedule of expenditures of federal awards have been subjected to the auditing procedures
applied by us and the other auditors in the audit of the basic financial statements and, in our
opinion, based on our audit and the report of the other auditors, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

ot /4 % WAATA
Walhya Weleaddt P-e

Memphis, Tennessee
December 28, 2009
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“ BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Management's Discussion and Analysis
For the Year Ended June 30, 2009

INTRODUCTION

The discussion and analysis of the Board of Education of Shelby County, Tennessee’s (“Shelby
County Schools” or “SCS”) financial performance provides an overview of SCS’ financial
activities for the fiscal year ended June 30, 2009. The intent of this management discussion and
analysis is to look at SCS’ financial performance as a whole; readers should also review the
transmittal letter, financial statements and notes to the financial statements to enhance their
understanding of SCS’ financial performance.

The Management’s Discussion and Analysis (MD&A) is an element of the reporting model
adopted by the Governmental Accounting Standards Board (GASB) in their Statement No. 34,
Basic Financial Statements—and Management's Discussion and Analysis—for State and Local
Governments, issued June 1999. Certain comparative information between the current year and
the prior year is required to be presented in the MD&A.

FINANCIAL HIGHLIGHTS
Key financial highlights for the fiscal year ended June 30, 2009 are as follows:

© Total net assets decreased from $433.9 million in 2008 to $359.9 million in 2009,
primarily due to the recording of the long-term liability for OPEB future payments. This
long-term liability increased from $56.1 million in 2008 to $133.3 million in 2009. In
2009, the decision was made by the Board to participate in the TSBA GASB 45 Trust
during the 2009-10 fiscal year. These contributions to the Trust will be made in order to
set aside funds to pay our OPEB liabilities.

® Total revenue decreased from $417.4 million in 2008 to $416.2 million in 2009, a
decrease of $1.3 million. This decrease was due primarily to the decrease in the Shelby
County revenue category, specifically in Bond Proceeds in the CIP Fund. Bond Proceeds
have decreased each year as the funds provided by the County as per the Joint Funding
Agreement have been used.

° Total expenditures increased from $443.6 million in 2008 to $490.1 million in 2009, an
increase of $46.5 million, primarily in the areas of Regular Education, Special Education,
Alternative Education, Support Services and General Administration. The increase in the
education expenditures was due to the increase in enrollment in these areas. Also, the
Early Intervening Services category increased by $1.2 million. Support Services
expenditures increased primarily due to the cost of the nursing contract with the County,
but were also impacted by the hiring of additional OT/PT’s and Psychologists in Special
Education.



° Ending governmental fund balances of SCS decreased from $109.1 million in 2008 to
$95.1 million in 2009, a decrease of $14.0 million primarily due to the reduction in
capital funding and the use of the reserve to balance the General Fund Budget.

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to SCS’ basic financial
statements. The basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This
report also contains other supplementary information in addition to the basic financial
statements.

Government-wide financial statements

The government-wide financial statements are designed to provide readers with a broad overview
of SCS’ finances in a manner similar to a private-sector business.

The Statement of Net Assets presents information on all of the SCS’ assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the system is improving
or deteriorating.

The Statement of Activities presents information showing how net assets changed during the
fiscal year. All changes in the net assets are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and
expenses are reported in the statement for some items that will result in cash flows in future
fiscal periods (e.g., uncollected taxes and earned but not used vacation leave).

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The system, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental funds

Most of SCS’ activities are reported in governmental funds (general, capital projects, federal
projects, and other), which focus on how money flows in and out of those funds and the balances
left at year-end available for spending in future periods. The governmental fund statements
provide a detailed short-term view of SCS’ general government operations and the basic services
it provides.

-



Notes to the financial statements

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

Government-wide financial analysis
(amounts expressed in millions of dollars)

The Statement of Net Assets for 2009 has been summarized and compared with net assets for
2008.

2009 2008 Difference %0 Change
Assets:
Current and other assets $ 1436 § 149.0 % (5.4) (3.6)%
Capital assets 376.4 364.5 11.9 33 %
Total Assets 520.0 513.5 6.5 1.3 %
Liabilities:
Long-term liabilities 133.3 56.1 77.2 137.6 %
Other liabilities 26.8 23.5 33 14.0 %
160.1 79.6 80.5 101.1 %
Net Assets:
Invested in capital assets,
net of debt 376.4 364.6 11.8 32 %
Restricted 20.2 17.7 29 14.1 %
Unrestricted (36.7) 51.6 (88.3) (171.1Y%
Total Net Assets $ 3599 § 4339 §% (74.0) (17.1)%

5.



Changes in Net Assets From Operating Results
(amounts expressed in millions of dollars)

2009 2008 Difference % Change
Governmental Activities
Program Revenues:
Operating grants and
contributions $ 199.1 § 202.8 % (3.7 (1.8)%
Charges for services 339 19.5 14.2 72.8 %
General Revenues:
Shelby County taxes 130.3 145.0 (14.7) (10.1)%
Local option and state taxes 41.4 41.6 0.2) (0.5)%
Other 11.6 8.5 Sl 36.5 %
Total Revenues 416.1 417.4 (1.3) (0.3)%
Expenses:
Instruction 297.5 258.2 39.3 15.2 %
Support services 63.8 38.1 257 67.5 %
Administration 38.3 65.1 (26.8) (41.2)%
Plant Operations & maintenance 374 37.6 (0.2) (0.5)%
Transportation 17.8 14.9 2.9 19.5 %
Food services 22.6 16.9 5.7 33.7 %
Student activities 12.7 12.8 (0.1) (0.8)%
Total Expenses 490.1 443.6 46.5 10.5 %
Increase (Decrease) in Net Assets $ (74.0) $ (26.2) & (47.8) 182.4 %
Revenues

SCS’ total revenue decreased $1.3 million, or 0.3%, in 2009. (See Changes in Net Assets From
Operating Results — page 6). The increases in the operating grants and contributions area were
attributed to the State BEP revenues increasing by $4.7 million. Our total student average daily
membership increased from 47,196 in 2008 to 47,409 in 2009. Other factors involve the State
funding the Teacher Bonus in the amount of $1.1 million, and the Early Intervening Services
category increasing by $1.2 million. Property tax revenues and other tax collections from Shelby
County remained level with the preceding fiscal year. Bond Proceeds revenue decreased by
$17.2 million. Wheel tax revenue was earned but deferred in the amount of $7.2 million.
Interest income decreased $2.3 million from the projected earnings due to a lower rate of return
from Local Government Investment Pool (LGIP).



Expenses

SCS’ total expenses increased $46.5 million, or 10.5%, in 2009. The addition of regular
education teachers for school system growth and cost-of-living and/or step pay increases and
related benefits for all employees accounted for the increases in most categories. Transportation
expenses increased primarily due to the purchase of school buses and increased diesel fuel costs.
An additional $1.0 million was spent for textbook adoptions and instructional supplies.

Governmental Activities
(amounts expressed in millions of dollars)

Total Cost of Services Net Cost of Services
Percentage Percentage
2009 2008 Change 2009 2008 Change
Instructional programs § 2975 § 258.2 152% $ 96.8 § 68.2 41.9 %
Support services 63.8 38.1 67.5 % 62.3 37.5 66.1 %
General administration 383 65.1 (41.2)% 37.9 62.1 (39.0)%
Operations and maintenance
of plant 374 37.6 (0.5)% 37.1 37.3 (0.5)%
Student transportation 17.8 14.9 19.5 % 17.3 14.6 18.5 %
Food Services 226 16.9 337 % 5.8 21 176.2 %
Student activities 12.7 12.8 (0.8)% 0.1 (0.3) (133.3)%
Total Expenses $ 490.1 § 443.6 105% § 2573 § 221.5 16.2 %

The net costs of governmental activities shown above presents the total and net cost of seven
major SCS activities: instruction, support services, general administration, plant operations and
maintenance, transportation, food services, and student activities.

Net cost of services is the total cost less fees generated by the activities and intergovernmental
revenue provided for specific programs. The net cost shows the financial burden on the County’s
taxpayers by each activity. The total cost of governmental services in 2009 was $490.1 million.
Federal and State grants, subsidized programs, and contributions financed $232.8 million of the

cost. The district and state taxpayers financed the remainder of SCS’ cost, which was $257.3
million for 2009.

Financial Analysis of SCS’s Funds

SCS ended fiscal year 2009 with strong fund balances in its governmental funds. The combined
balance of all governmental funds was $95.1 million. Approximately 39.7% of the total fund
balance is unrestricted. The remainder of the fund balance is reserved for future specific
spending. Overall, SCS decreased its investment in long-term assets, however, still maintained
adequate cash balances, resulting in a strong financial position.



General Fund Budgetary Highlights

The general fund budget was not amended during the year. Total revenues were $1.6 million less
than anticipated. Key factors contributing to that variance were as follows:

Interest income and other local sources ($2.4) million less than anticipated
County Property Taxes were $2.9 million more than anticipated

Federal Government (EHA Excess Cost) ($0.5) million less than budget
Local option and state sales taxes ($1.8) million less than anticipated

Budgets for current property taxes are based on an estimated value of each tax penny, which will
vary from actual collections.

General Fund Expenditures Budget

Actual general fund expenditures were $8.8 million lower than budgeted. The majority of the
variance can be attributed to expenditures in the regular education, support services, general
administration, and operation and maintenance of plant areas. The decision was made to use end
of year funds to make masonry repairs at various schools, replace a roof at a school, purchase
student computers, and purchase seventeen transit buses for transportation of students. A
favorable variance occurred in the operation of plant area due to utility costs totaling $1.4 million
less than budgeted. SCS had anticipated using $15.6 million of the reserve to balance the 2009
budget, however only $8.4 million of that was actually used, leaving $7.2 million to be put back
in the reserve.

General Fund Balance

The general fund balance decreased 10.6% to $71.1 million in 2009. The fund balance equals 94
days of expenses. It also represents 20% of budgeted expenses. The State BEP requires a reserve
equal to 3% of the 2010 budgeted expenses, and $10.8 million has been reserved accordingly at
June 30, 2009,

Capital Projects Fund

SCS uses capital projects funds to account for school construction and improvement projects,
which are financed primarily through Shelby County bond issues. On August 15, 2006, a joint
cooperation and settlement agreement between SCS and the Board of Education of the Memphis
City Schools was reached to distribute equally $100.4 million in bond proceeds issued by Shelby
County Government. $18.6 million in capital funds were received in 2009 by SCS under this
joint cooperation and settlement agreement.



Capital Assets

SCS’ investment in capital assets for its governmental activities as of June 30, 2009, shown in
the table below, amounts to $376.4 million (net of accumulated depreciation). This investment in
capital assets includes land, buildings, improvements, and equipment and furniture. Overall,
capital assets increased $12 million for fiscal year 2009. Increases were due to additions to or
renovations of schools being built and the start of construction of a new middle school and a new
elementary school. Building these new schools helps the district to meet the mandatory class size
limits of the State BEP and to resolve overcrowding issues.

Capital Assets, net of depreciation (amounts expressed in millions of dollars)

Percentage

2009 2008 Change
Land $ il $ 18.7 44.9 %
Construction in progress 22.2 68.0 (67.4)%
Equipment and furniture 11.0 11.2 (1.8)%
Buildings and improvements 316.1 266.6 18.6 %
Total $ 376.4 $ 364.5 33 %

Long-term Debt

SCS has no long-term debt as the Board is fiscally dependent on Shelby County Government for
the issuance of debt for its capital projects.

Factors Bearing on SCS' Future

The Shelby County Government approved the 2010 budget on July 13, 2009. There was no
increase in the property tax rate for schools for the 2009-10 fiscal year. The use of $15.2 million
in fund balance enabled SCS to balance the $358.5 million budget.

The Retirement rates for both certified and classified employees are slated to increase
dramatically in the 2010-11 fiscal year. In the 2010 fiscal year, the State provided funding for
BEP, Extended Contract and Coordinated School Health in the form of SFSF (State Fiscal
Stabilization Funds). The downturn in the economy, particularly the drop in sales tax revenue
in Tennessee and the foreclosures of homes in the county, has affected our revenue base and will
continue to represent a fiscal challenge to be met.



In the 2010 fiscal year, the State awarded American Recovery and Reinvestment Act (ARRA)
funding in the areas of Title [, Title II-D, and IDEA. These funds will allow the district to
expand services to additional schools to address the increasing poverty level in Shelby County.
One-time purchases of large dollar equipment such as buses will be made in the Special
Education division. These buses provide Special Education students with transportation to and
from part-time jobs.

Additional costs to SCS will be required to implement the Tennessee Diploma Project which
changes high school graduation requirements, and requires middle grade reforms. Compliance
with National Assessment of Education Progress (NAEP) requires the district to implement new
national learning-based standards in grades K-12. SCS also plans to fully implement the Three-
Tiered Reading and Math models in grades K-12.

There continues to be a challenge to recruit and maintain highly qualified staff and to meet the
requirements of the Federal No Child Left Behind Act. Future additional costs will be incurred
to meet new accounting requirements for other post employment benefits. Despite these
challenges, SCS remains optimistic about the ability to maximize all of the financial resources
available in order to provide a quality education to students.

Requests for information

This financial report is designed to provide citizens, taxpayers, parents, students, investors and
creditors with a general overview of SCS’ finances and to show SCS’ accountability for the
funds received. Additional details and/or questions can be requested by mail at the following
address:

Shelby County Schools
Chief Financial Officer
160 South Hollywood Street
Memphis, Tennessee 38112

=10-



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Net Assets
June 30, 2009

Governmental
Activities

Assets
Cash and cash equivalents
Investments
Due from other governments
Other receivables
Inventories
Capital assets, net

Total Assets

Liabilities
Accounts payable and accrued expenses
Insurance claims payable
Deferred revenue
Long-term liability-OPEB

Total Liabilities

Net Assets
Investment in capital assets
Restricted for:
Insurance claims
Student activities
Unrestricted

Total Net Assets

Total Liabilities and Net Assets

The notes to the financial statements are an integral part of this statement,
fii

$ 14,005,762
93,448,587
31,597,920

1,076,062
3,456,917
376.442.501

$__520.027.749

$ 22,758,109
3,239,604
809,726
133292 107

160.099.636

376,442,501
15,050,314

5,109,906
(36.674.608)

359.928.11

$__520.027,749



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Activities
For the Year Ended June 30, 2009

Net (Expense)
Revenue and

Changes in
Program Revenues Net Assets
Charges for Operating Grants &  Governmental
Functions/Programs Expenses Services Contributions Activities
Governmental Activities:
Instructional programs $ 297,446,055 $ 8448671 % 192,229.762 $ (96,767,622)
Support services 63,771,411 1,521,049 - (62,250,362)
General Administration 38,336,298 405,613 - (37,930,685)
Operation and maintenance of plant 37,440,159 304,210 - (37,135,949)
Student transportation 17,763,536 507,016 - (17,256,520)
Food service 22,641,606 9.965,659 6,856,395 (5,819,552)
Student activities 12,730,436 12.593.094 - (137.342)
Total Governmental Activities $_490.129.501 $_33.745312 § 199,086,157 (257.298.032)
General Revenues:
Shelby County 130,350,062
Local option and state sales taxes 41,371,984
Other local sources 11,603.173
Total General Revenues 183.325.219
Increase (Decrease) in Net Assets (73,972,813)
Net Assets - Beginning of Year 433.900.926
Net Assets - End of Year $__359.928.113

The notes to the financial statements are an integral part of this statement.
-8



Cash and cash equivalents
Investments
Receivables:
Due from Shelby County
State
Other
Due from other funds
Inventories

Total Assets

Liabilities:
Accounts payable
Accrued payroll expenses
Due to other funds
Deferred revenue

Total Liabilities

Fund Balance:

Reserved for encumbrances

Reserved for inventories

Reserved for capital outlays

Reserved for food services

Reserved for OPEB

Reserved for basic
education program

Reserved for student
activities

Unreserved

Total Fund Balance

Total Liabilities and Fund
Balance

BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Balance Sheet - Governmental Funds

June 30, 2009
Assets

Capital Federal Other Total
General Projects Projects Governmental Governmental

Fund Fund Fund Funds Funds
$ = $ - § = $ 14,005,762 $ 14,005,762
70,884,069 4,554,701 = 53,658 75,492,428
3,320,676 11,258,000 - = 14,578,676
7,302,869 - 1,354,054 1,070,810 9,727,133
450,144 - - 213,759 663,903
6,946,538 - 112,149 1,549.858 8,608,545
2,401,390 - - 1,055.527 3.456.917
$91.305.686 $_15.812,701 $__1.466.203 $__17.949.374 $_126.533.964

Liabilities and Fund Balance

$ 2,770,069
16,940,018
173,700
288.618

$

1,128,646

$ 741,638
298,441
411,720

14.404

20,172,405

15,620,870
2,401,390

4,570,000

10,755,118

37,785.903

71.133.281

$.91.305,686

1.128.646

1,466,203

14,684,055

14,684,055

$_15.812.701

$__1,466.203

$ 20,817 $ 4,661,170
130,083 17,368,542
8,023,125 8,608,545
506.704 809.726
8.680.729 31.447.983

- 15,620,870
1,055,527 3,456,917

- 14,684,055
3,103,212 3,103,212

- 4,570,000

- 10,755,118
5,109,906 5,109,906

= 37.785.903
9.268.645 95.085.981
$__17.949.374 $_126.533.964

The notes to the financial statements are an integral part of this statement.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Reconciliation of Balance Sheet - Governmental Funds
to the Statement of Net Assets
June 30, 2009

Amounts reported for governmental activities in the statement of net assets are different because:

Amount

Total Fund Balance - Total Governmental Funds $ 95,085,981
1. Capital assets used in governmental activities are not financial

resources and, therefore, are not reported in the funds. 376,442,501
2. Other long-term assets are not available to pay for current-period

expenditures and therefore are deferred in the funds. 7,291,514
3. Internal service funds are used by management to charge the costs of

health and life insurance benefits to the individual funds. The assets

and liabilities of the internal service fund are included in

governmental activities in the statement of net assets. 15,050,314
4. Long-term liability for OPEB future payments, not included in

governmental funds (133,292,197)
3 Long-term liability for legal claims contingencies, not included in

governmental funds (650.000)
Total Net Assets - Governmental Activities $__359.928.113

The notes to the financial statemenis are an integral part of this statemeni.
i



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds
For the Year Ended June 30, 2009

Capital Federal Other Total
General Projects Projects Governmental Governmental
Fund Fund Fund Funds Funds
Revenues:
Shelby County $ 109,898,203 $ 17,094,000 § - $ s $ 126,992,203
State of Tennessee 171,638,413 - - 705,066 172,343,479
Federal government 1,562,038 - 18,118,050 6,580,484 26,260,572
Local option and state
sales taxes 41,371,984 - - - 41,371,984
Charges for current
services 1,756,055 - - - 1,756,055
Other local sources 10,029,905 - - 22.126,573 32,156.478
Total Revenues 336,256,598 17.094 000 18.118.050 29.412.123 400,880,771
Expenditures:
Regular education
program 181,074,882 - 2,299,610 453,766 183,828,258
Special education
program 30,774,266 - 6,974,250 - 37,748,516
Vocational education
program 6,085,814 & 371,372 = 6,457,186
Alternative education
programs 1,536,404 - - - 1,536,404
Support services 42,325,777 - 6,534,634 240,082 49,100,493
General administration 9,989,857 - - - 9,989,857
School administration 24,457,874 - - - 24,457,874
Business administration 3,916,373 - - - 3,916,373
Operation and
maintenance of plant 26,548,983 - - - 26,548,983
Student transportation 11,294,976 - 1,566,607 - 12,861,583
Food services - - - 15,888,590 15,888,590
Capital outlays 7,024,810 23,269,193 - - 30,294,003
Student activilies - - - 12.730436 12.730.436
Total Expenditures 345.030.016 23.269.193 17,746,473 29.312.874 415.358.556
Excess (Deficiency) of
Revenues over
Expenditures (8.773.418) (6,175,193) 371.577 99.249 (14,477.785)

The notes to the financial statements are an integral part of this statement.
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SHELBY COUNTY, TENNESSEE

BOARD OF EDUCATION OF

(A Component Unit of Shelby County, Tennessee)
Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds
For the Year Ended June 30, 2009

(Continued)
Capital Federal Other Total
General Projects Projects Governmental Governmental
Fund Fund Fund Funds Funds
Other Financing Sources
(Uses):
Transfers in 384.527 - - - 384,527
Transfers out & : 371,577 12,950 384,527
Total Other
Financing Sources
(Uses) 384,527 - (371.577) (12.950) -
Net Change in Fund
Balances (8,388,891) (6,175,193) - 86,299 (14,477,785)
Fund Balances,
Beginning of Year 79,050,731 20,859,248 - 9,150,644 109,060,623
Change in reserve for
inventories 471,441 - - 31.702 503,143
Fund Balances, End of
Year $_71,133.281 $___14,684.055 = $ 9,268,645 $___ 95085981

The notes to the financial statements are an integral part of this statement.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances -
Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2009

Amounts reported for governmental activities in the Statement of Activities are different

because:
Amount

Net Change in Fund Balances - Total Governmental Funds $ (14,477,785)
Governmental funds report capital outlays as expenditures. However, in

the statement of activities, the cost of those assets is allocated over

their estimated useful lives and reported as depreciation expense.

This is the amount by which capital outlays exceed depreciation in

the current period. 11,929,869
The net effect of the disposal of certain capital assets including sales and

retirements is to decrease net assets. (46,652)
Under the modified basis of accounting used in the governmental funds,

expenditures for inventory are recorded when purchased (the

purchases method), but in the statement of activities, inventory is

expensed only when consumed (consumption method). 503,143
Recognition of deferred revenue by Shelby County increases the Board's

receivable from Shelby County. This amount is the net change

during the period. 3,357,858
Increase in long-term liability for OPEB future payments, not included in

governmental funds (77.143,789)
Long-term liability for legal claims contingencies, not included in
governmental funds (650,000)

Internal service funds are used by management to charge the cost of health

and life insurance benefits to the individual funds. The net revenue

of the activities of the internal service fund is reported with

governmental activities. 2.554.543
Change in Net Assets of Governmental Activities $__(73.972.813)

The notes to the financial statemenis are an integral part of this statement.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Net Assets - Proprietary Fund

June 30, 2009
Assets
Governmental
Activities -
Internal Service
Fund
Investments $ 17,956,158
Accounts receivable 412.160
Total Assets $ 18368318
Liabilities and Net Assets

Liabilities
Accounts payable $ 78,400
Insurance claims payable 3.239.604
Total Liabilities 3,318,004

Net Assets
Restricted for insurance claims 15.050.314
Total Liabilities and Net Assets $ 18368318

The notes to the financial statements are an integral part of this statement.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Revenues, Expenditures, and Changes in Fund Net Assets - Proprietary Fund
For the Year Ended June 30, 2009

Governmental
Activities -
Internal Service
Fund
Operating Revenues:
Premium received $ 39,574,024
Operating Expenses:
Claims incurred 32,456,345
Insurance premiums 1,834,191
Administrative expenses 2,950.902
Total Operating Expenses 37.241.438
Operating Income (Loss) 2,332,586
Nonoperating Revenue:
Interest Income 221,957
Change in Net Assets 2,554,543
Net Assets - Beginning of Year 12.495.771
Net Assets - End of Year $ 15.050.314

The notes to the financial statements are an integral part of this statement,
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“ BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Cash Flows - Proprietary Fund
For the Year Ended June 30, 2009

Cash Flows From Operating Activities:
Premiums received
Claims paid
Payments to vendors

Net Cash Provided by Operating Activities

Cash Flows From Investing Activities:
Interest income
(Increase) in investments

Net Cash Used In Investing Activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities:
Operating Income
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities:
Changes in Operating Assets and Liabilities:
Decrease in accounts receivable
Increase in accounts payable
Decrease in insurance claims payable

Total Cash Provided by Operating Activities

Governmental
Activities -
Internal Service
Fund

$ 39,754,921
(32,716,101)
(4.785.093)

2,253,727

221,957
(2.475.684)

(2.253.727)

$ 2,332,586

180,897
78,400
(338.156)

$ 2583127

The notes to the financial statements are an integral part of this statement.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Notes to the Financial Statements
For the Year Ended June 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The Board of Education of Shelby County, Tennessee (the “Board”) is a component unit of
Shelby County, Tennessee. Accordingly, the accounts and transactions reported in the
accompanying financial statements are included in the Shelby County, Tennessee Comprehensive
Annual Financial Report as a discretely presented governmental component unit.

Government-wide financial statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information about the Board as a whole. These statements include the financial
activities of the Board.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. The result of these eliminations is a more accurate reporting of the Board’s
overall revenues and expenses from its activities.

Fund financial statements

Fund financial statements are designed to present financial information of the Board at a more
detailed level (and to demonstrate legal compliance). The focus of fund financial statements is on
major funds. The Board’s major individual governmental funds are the general fund and capital
projects fund and are reported as separate columns in the governmental funds financial
statements. Nonmajor funds are aggregated and presented in a single column in the governmental
fund financial statements. The Board’s proprietary fund is the internal service fund which is
reported in the proprietary fund financial statements.
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Measurement focus, basis of accounting and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues
in the year for which they are levied. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the grantor or provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the government considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting.

The Board reports the following major governmental funds:

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

Capital Projects Fund: Transactions related to resources obtained and used for the
acquisition, construction or improvement of capital facilities are accounted for in the capital
projects fund. The primary funding source is bond proceeds from Shelby County.

Federal Projects Fund: The federal project fund relates to resources obtained and used under
certain federal and state programs and to other sources upon which legal restrictions are
imposed.

The Board reports the following nonmajor governmental funds which are shown in total as
“other governmental funds:”

Special Revenue Funds: School cafeteria and school student activity funds represent the
aggregate of individual school funds, which are accounted for in each school. The school
cafeteria funds are used for operating child nutrition programs only. The school student
activity funds represent proceeds of specific revenue sources that are legally restricted to
expenditures for specific purposes.




The Board reports the following proprietary fund:

Internal Service Fund: This fund is comprised of the Board’s self-insured health and life
insurance fund. The fund accounts for employee and retiree group health and life insurance.
The primary funding source is contributions from employees, retirees and the Board.

Pursuant to GASB Statement 20 Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Entities that use Proprietary Fund Accounting, the District follows GASB
guidance as applicable to Proprietary funds and FASB Statements and Interpretations,
Accounting Principles Board Opinions and Accounting Research Bulletins issued on or before
November 30, 1989 that do not conflict with or contradict GASB pronouncements and has
elected not to follow FASB pronouncements issued after that date.

Cash and cash equivalents

Shelby County maintains a cash pool, of which the County Trustee is custodian, that is generally
available for use by all Shelby County funds and related entities. At June 30, 2009, cash and cash
equivalents include amounts in the pool, demand deposits at various financial institutions and
certificates of deposit with original maturity of three months or less at the time of purchase.

Receivables

Receivables consist primarily of grant funds receivable from the federal government and the
State of Tennessee, property taxes receivables from Shelby County and funds due from Shelby
County for capital projects.

Outstanding balances between funds are reported as “due to/from other funds.” The transfer
between funds is used to ensure current operations and programs are not interrupted.

Investments

The County Trustee invests monies on behalf of other Shelby County funds and related entities.
Investments represent the Board’s equity interest of amounts invested by the County Trustee in
the State Treasurer’s investment pool on behalf of the Board plus certificates of deposit with
original maturities greater than three months. The investment in State Treasurer’s Local
Government Investment Pool (LGIP) is stated at cost plus accrued interest, which approximates
fair market value. The investment in certificates of deposit is stated at cost which approximates
fair market value.

Deposits with LGIP may be withdrawn with a maximum of one day’s notice and are classified as
investments. The LGIP is not registered with the SEC as an investment company. However, the
LGIP has a policy that it will, and does, operate in a manner consistent with the SEC’s Rule 2a7
of the Investment Company Act of 1940. Rule 2a7 allows SEC-registered mutual funds to use
amortized cost rather than fair value to report net assets to compute share prices if certain



conditions are met, State statutes require the State Treasurer to administer the LGIP under the
same terms and conditions, including collateral requirements, as required for other funds invested
by the Treasurer. The reported value of the pool is the same as the fair value of the pool shares.

State statutes authorize the County Trustee to invest in obligations of the U.S. Treasury,
obligations guaranteed as to principal and interest by the United States or any of its agencies,
certificates of deposit at Tennessee state chartered banks and savings and loans associations and
federal chartered banks and savings and loan associations, repurchase agreements utilizing
obligations of the United States or its agencies as the underlying securities, and the LGIP. State
statutes also require that securities underlying repurchase agreements must have a market value at
least equal to the amount of funds invested in the repurchase transactions.

Inventories

Inventories consist of textbooks, food, maintenance and school supplies. On government-wide
financial statements, inventories are presented at the lower of cost or market and are expensed
when used.

On fund financial statements, inventories of governmental funds are stated at lower of cost or
market. Inventory in governmental funds consists of expendable supplies held for consumption.
The cost of inventory items is recorded as an expenditure in the governmental fund types when
purchased.

Capital assets

Capital assets, which include land, land improvements, buildings and improvements, furniture
and equipment and construction in progress, are reported in the government-wide financial
statements. Capital assets are defined by Board policy as assets with an initial, individual cost of
$5,000 or more with a useful life of more than one year.

Improvements are capitalized; the costs of normal maintenance and repairs that do not add to the
value of the asset or materially extend an asset’s life are not capitalized. All reported capital
assets except land and construction in progress are depreciated. Depreciation is computed over
the remaining useful lives of the related capital assets using the straight-line method of
depreciation. Estimated useful lives are as follows:

Building and Building improvements 25 to 50 years
Furniture and equipment 5 to 20 years

24-



Deferred revenue

Deferred revenue arises when assets are recognized before revenue recognition criteria have been
satisfied. On governmental fund financial statements, receivables that will not be collected within
the available period have also been reported as deferred revenue.

Fund balance reserves

The Board reserves those portions of fund equity which are legally segregated for a specific
future use or which do not represent available expendable resources and therefore are not
available for appropriation or expenditure. Unreserved fund balance indicates that portion of fund
equity which is available for appropriation in future periods. Fund equity reserves have been
established for encumbrances, inventories, capital outlays, food service, OPEB, basic education
program, and student activities.

Property tax revenue

The Board recognizes as revenue its share of realty and personal property taxes in the fiscal year
of the levy if collected within two months following the end of the fiscal year. The Board does
not have any taxing authority. Consequently, it relies on a share of realty and personal property
taxes collected by the County. The County tax levy of $4.04 per $100 of assessed value includes
$2.02 for both the city and county schools.

Distribution of the $2.02 to the city and county school systems is based on the average daily
attendance of each system. Approximately 69.22% and 30.78% was distributed to the City of
Memphis Schools and Shelby County Schools, respectively.

Other post employment benefits

Effective July 1, 2007, the Board implemented GASB Statement 45, Accounting and Financial
Reporting by Employers for Post Employment Benefits Other Than Pensions. Prior to
implementation of GASB Statement 45, the Board accounted for other post employment benefits
(OPEB) under a pay-as-you-go financing basis. With the adoption of GASB Statement 45, the
Board measures and recognizes the cost of OPEB during the periods when employees render the
services, and provides relevant information about OPEB obligations and the extent to which
progress is being made in funding those obligations.
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS:

The governmental fund statement of revenues, expenditures, and changes in fund balances
includes reconciliation between net change in fund balances - total governmental funds and
change in net assets of governmental activities as reported in the government-wide statement of
activities. One element of that reconciliation explains that “Governmental funds report capital
outlays as expenditures.” However, in the statement of activities, the cost of those assets is
allocated over their estimated useful lives and reported as “depreciation expense.” The details of
this $11,929,869 difference are as follows:

Capital outlay $ 23,840,109
Depreciation expense (11.910.240)

Net adjustment to increase net changes in fund balances -
total governmental funds to arrive at changes in net
assets of governmental funds $__11.929.869

Another element of that reconciliation explains that "Recognition of Deferred Revenue by Shelby
County decreases the Receivable from Shelby County." The details of this $3,357,858 are as

follows:
Change in Deferred Property taxes $ 5,517,812
Change in Deferred Wheel taxes (2,159.954)
Total Change in Deferred Revenue $  3.357.858

NOTE 3 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY:

Budgets and budgetary accounting

General and federal projects fund’s revenue and expenditures are controlled by a formal
integrated budgetary accounting system in accordance with various legal requirements that
govern the operations of the Board. The budgetary basis of accounting differs from generally
accepted accounting principles because encumbrances have been recorded as expenditures. The
original budget and all subsequent amendments to the budget are approved by the Shelby County
Board of Commissioners. The capital project fund, internal service fund, school cafeteria funds
and the school student activity funds are not legally required to adopt an annual budget.
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NOTE 4 - DEPOSITS AND INVESTMENTS:

Bank deposits and certificates of deposit of the Board, consistent with State statutes, are covered
by federal depository insurance (FDIC) or are collateralized by a multiple financial institution
collateral pool administered by the Treasurer of the State of Tennessee. On limited occasions the
Board may have deposits with financial institutions that do not participate in the State collateral
pool; in these instances separate collateral equal to at least 105% of the uninsured deposit is
collateralized and held in the Board’s name by a third party. These provisions covered all Board
deposits at year-end.

The Board’s investments at June 30, 2009 consisted of the following:

Tennessee Local Government Investment Pool (LGIP) $ 71,580,626
Certificates of Deposit (due from September 2009 to August 2010) — 31.550.000
Total investments for disclosure purposes 103,130,626
Less amount reported as cash equivalents (9.682.039)
Total Investments per financial statements $ 93.448.587

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Both State statutes and the County’s investment policy limits investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates.
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. Both State statues and the County’s investment policy limit permissible investments
or impose collateral and custody provisions as specified above or in Note 1 to significantly limit
credit risk. Although the LGIP is unrated, its types of investments and maturities provide a
similar level of credit risk.

See next page



NOTE 5 - CAPITAL ASSETS:

A summary of changes in capital assets is as follows:

Capital Assets, Not Depreciated

Capital Assets, Depreciated

Construction Equipment
in and
Land Progress Furniture Buildings Total
General Activities:

Balance, July 1, 2008 § 18731621 $ 67974390 $ 29663435 § 377950916 $ 494320,362
Increases/Transfers 8,339,106 21,360,958 2,438,746 58,830,832 90,969,642
Decreases/Transfers - (67.072 938) (229.672) (3.503.033) (70.805.643)

Balance, June 30, 2009 27,070,727 22262410 31.872.509 433.278.715 514.484.361

Accumulated Depreciation:

Balance, July I, 2008 - - 18,428,574 111,332,502 129,761,076
Increases - - 2,577,010 9,333,230 11,910,240
Decreases 3 = (150,387) (3.479.069) (3,629.456)

Balance, June 30, 2009 - - 20,855,197 117.186.663 138,041,860

Total Capital Assets, Net §___27.070727 §___22262410

$__11017.312 § 316,092,052 $__376442.501

Depreciation expense was charged to governmental functions as follows:

Instructional programs

Student transportation

General administration

Food services

Operation and maintenance of plant

See next page

5 9,527,582
2,119,723

58,485

165,672

38.778
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NOTE 6 - INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS:

Interfund receivables and payables consist of the following:

Receivable Fund Payable Fund Amount
General Fund School Cafeteria Fund $ 6,534,818
General Fund Federal Projects Fund 411,720
Federal Projects Fund General Fund 112,149
Other Governmental Funds Miscellaneous Governmental Funds 1,012,549
Other Governmental Funds School Cafeteria Fund 537.309
5 §,608!545

The interfund amounts payable to the General Fund represents amounts advanced to the payable
funds to cover short-term cash flow requirements.

Transfers during the year were as follows:

Transfers Out: Transfers In: Amount:

Federal Funds General Fund $ 371,577
Other Governmental Funds General Fund 12.950
Total transfers $ 384.527

Transfers are used to offset cash advances from General Fund during outstanding billing period
for Federal Funds.
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NOTE 7 - DEFINED BENEFIT PLAN:

Plan description - teachers

The Shelby County Schools contribute to the State Employees, Teachers, and Higher Education
Employees Pension Plan (SETHEEPP), a cost-sharing multiple employer defined benefit pension
plan administered by the Tennessee Consolidated Retirement System (TCRS). TCRS provides
retirement benefits as well as death and disability benefits to plan members and their
beneficiaries. Benefits are determined by a formula using the member’s high five-year average
salary and years of service. Members become eligible to retire at the age of 60 with five years of
service or at any age with 30 years of service. A reduced retirement benefit is available to vested
members who are at least 55 years of age or have 25 years of service. Disability benefits are
available to active members with five years of service who become disabled and cannot engage
in gainful employment. There is no service requirement for disability that is the result of an
accident or injury occurring while the member was in the performance of duty. Members joining
the plan on or after July 1, 1979 are vested after five years of service. Members joining the plan
prior to July 1, 1979 are vested after four years of service. Benefit provisions are established in
state statute found in Title 8, Chapters 34-37 of the Tennessee Code Annotated (TCA). State
statutes are amended by the Tennessee General Assembly. Cost of living adjustments (COLA)
are provided to retirees each July based on the percentage change in the Consumer Price Index
(CPI) during the previous calendar year. No COLA is granted if the CPI increases less than one-
half percent. The annual COLA is capped at three percent.

The TCRS issues a publicly available financial report that includes financial statements and
required supplementary information for the SETHEEPP. That report may be obtained by writing
to the Tennessee Treasury Department, Consolidated Retirement System, 10th Floor Andrew
Jackson Building, Nashville, TN 37243-0230 or can be accessed at www.tn.gov/treasury/tcrs.

Funding policy

Most teachers are required by state statute to contribute 5.0% of salary to the plan. The employer
contribution rate for the Shelby County Schools is established at an actuarially determined rate.
The employer rate for the fiscal year ending June 30, 2009 was 6.42% of annual covered payroll.

The employer contribution requirement for Shelby County Schools is established and may be
amended by the TCRS Board of Trustees. The employer’s contribution to TCRS for the years
ending June 30, 2009, 2008, and 2007 were $12,432,237, $11,249,258, and $10,330,710,
respectively, equal to the required contributions for each year.
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Plan description - non teachers

Employees of Shelby County Board of Education are members of the Political Subdivision
Pension Plan (PSPP), an agent multiple-employer defined benefit pension plan administered by
the Tennessee Consolidated Retirement System (TCRS). TCRS provides retirement benefits as
well as death and disability benefits. Benefits are determined by a formula using the member’s
high five-year average salary and years of service. Members become eligible to retire at the age
of 60 with five years of service or at any age with 30 years of service. A reduced retirement
benefit is available to vested members at the age of 55. Disability benefits are available to active
members with five years of service who become disabled and cannot engage in gainful
employment. There is no service requirement for disability that is the result of an accident or
injury occurring while the member was in the performance of duty. Members joining the system
after July 1, 1979 become vested after five years of service and members joining prior to July 1,
1979 were vested after four years of service. Benefit provisions are established in state statute
found in Title 8, Chapter 34-37 of the Tennessee Code Annotated (TCA). State statutes are
amended by the Tennessee General Assembly. Political subdivisions such as Shelby County
Board of Education participate in the TCRS as individual entities and are liable for all costs
associated with the operation and administration of their plan. Benefit improvements are not
applicable to a political subdivision unless approved by the chief governing body.

The TCRS issues a publicly available financial report that includes financial statements and
required supplementary information for the PSPP. That report may be obtained by writing to
Tennessee Treasury Department, Consolidated Retirement System, 10th Floor Andrew Jackson
Building, Nashville, TN 37243-0230 or can be accessed at http://www.tn.gov/treasury/tcrs/PS/.

Funding policy

Shelby County Board of Education requires employees to contribute 5.0% of earnable
compensation.

Shelby County Board of Education is required to contribute at an actuarially determined rate; the
rate for the fiscal year ending June 30, 2009 was 8.08% of annual covered payroll. The
contribution requirement of plan members is set by state statute. The contribution requirement
for Shelby County Board of Education is established and may be amended by the TCRS Board of
Trustees.
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Annual pension cost

For the year ending June 30, 2009, Shelby County Board of Education’s annual pension cost of
$3,877.828 to TCRS was equal to Shelby County Board of Education’s required and actual
contributions. The required contribution was determined as part of the July 1, 2007 actuarial
valuation using the frozen entry age actuarial cost method. Significant actuarial assumptions used
in the valuation include (a) rate of return on investment of present and future assets of 7.5 percent
a year compounded annually, (b) projected salary increases of 4.75 percent (graded) annual rate
(no explicit assumption is made regarding the portion attributable to the effects of inflation on
salaries), (c) projected 3.5 percent annual increase in the Social Security wage base, and (d)
projected post retirement increases of 3.0 percent annually. The actuarial value of assets was
determined using techniques that smooth the effect of short-term volatility in the market value of
total investments over a five-year period. Shelby County Board of Education’s unfunded
actuarial accrued liability is being amortized as a level dollar amount on a closed basis. The
remaining amortization period at July 1, 2008 was 8 years. An actuarial valuation was performed
as of July 1, 2007, which established contribution rates effective July 1, 2008.

Annual Pension Percentage of Net Pension

Fiscal Year End Cost (APC) APC Contributed Obligation
June 30, 2009 $ 3,877,828 100% $ .
June 30, 2008 $ 3,837,688 100% $ -
June 30, 2007 $ 3,443,844 100% $ -
June 30, 2006 $ 2,768,105 100% $ -
June 30, 2005 $ 2,713,985 100% $ -
June 30, 2004 $ 2,540,622 100% $ -

Funded Status and Funding Progress

As of July 1, 2007, the most recent actuarial valuation date, the plan was 92.82% funded. The
actuarial accrued liability for benefits was $111.89 million, and the actuarial value of assets was
$103.86 million, resulting in an unfunded actuarial accrued liability (UAAL) of $8.03 million.
The covered payroll (annual payroll of active employees covered by the plan) was $39 million,
and the ratio of the UAAL to the covered payroll was 20.69%.

The schedules of funding progress, presented as required supplementary information (RSI)
below, present multi-year trend information about whether the actuarial values of plan assets are
increasing or decreasing over time relative to the AAL's for benefits.



The annual required contribution (ARC) was calculated using the aggregate actuarial cost
method. Since the aggregaie actuarial cost method does not identify or separately amortize
unfunded actuarial liabilities, information about funded status and funding progress has been
prepared using the entry age actuarial cost method for that purpose, and this information is
intended to serve as a surrogate for the funded status and funding progress of the plan.

Required Supplementary Information

Schedule of Funding Progress for Shelby County Board of Education (dollar amounts in
thousands):

Actuarial
Accrued UAAL as a
Actual Actuarial Liability Unfunded Percentage
Valuation Value of (AAL) - AAL Funded Covered  of Covered

Date Assets Entry Age (UAAL) Ratio Payroll Payroll

June 30,2007 $ 103,860 § 111,892 § 8,032 9282% $ 38,818 20.69 %
June 30,2005 $ 89,893 § 97,207 $ 7314 9248 % $ 35,584 20.55 %
June 30,2003 $ 80,542 $ 91,264 $ 10,722 8825% $ 40,236 26.65 %
June 30,2001 $§ 70,544 $ 79,619 $ 9,075 8860% $ 35,058 25.89 %
June 30,1999 § 59958 §$ 67,158 § 7,200 8928 % $ 31,124 23.13 %
June 30,1997 $ 49,267 $§ 52,080 $ 2,813 9460 % $ 26,303 10.69 %

NOTE 8 - COMMITMENTS AND CONTINGENCIES:

The Board is involved in certain litigation proceedings which arose out of the normal course of
operations. Management of the Board intends to vigorously defend each claim and believes no
material losses will be incurred on such claims. The Board has recognized accrued liabilities for
certain other claims and judgments of $650,000. The liabilities are based on property damage
and personal injury lawsuits arising in the course of operations. The Board believes this is a
reasonable measure of the ultimate settlement of these matters.

At June 30, 2009, the Board had $5,692,322 in construction contracts outstanding.
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NOTE 9 - RISK MANAGEMENT AND RELATED INSURANCE ISSUES:

Shelby County Schools maintains a self-insured health insurance fund for its active and retired
employees and their dependents, funded by both the Board and its employees. The fund
maintains a stop-loss insurance policy which limits the Board’s liability for any specific medical
claim. Incurred but not reported (IBNR) claims liabilities of the fund are actuarially determined
based on prior paid claims history. The IBNR claims liability at June 30, 2009 totaled
$3,239,604. Changes in the balances of claims liabilities for the year ended June 30, 2009 are as
follows:

Unpaid claims, beginning of year $ 3,577,760
Incurred claims (including IBNR) 32,456,345
Claims payments (32.794.501)
Unpaid claims, end of year $ 3.239.604

The Board maintains commercial insurance to cover significant losses for all major programs
related to property and liability. For insured programs, there have been no significant reductions
in insurance coverage during the year. Settlement amounts have not exceeded insurance coverage
for the current or three years prior.

NOTE 10 - POST EMPLOYMENT BENEFITS OTHER THAN PENSIONS:

Plan Description

Shelby County Schools administers a single-employer defined benefit healthcare plan (the Plan).
The Plan provides lifetime healthcare insurance and life insurance for eligible retirees and their
spouses through Shelby County Schools’ group health and life insurance plans, which covers
both active and retired members. Benefit provisions are established by the Board of Education of
Shelby County. The Plan does not issue a publicly available financial report.

Funding Policy

Contribution requirements are established by the Board of Education. The Board contributes 70
percent of the current-year premiums for eligible retired plan members and their spouses. For
fiscal year 2009, the Board contributed $5,929,395 to the Plan. Plan members receiving benefits
contribute 30 percent of their premium costs. In fiscal year 2009, total member contributions
were $1,363,791.
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Annual OPEB Cost and Net OPEB Obligation

The Board’s annual other post employment benefit (OPEB) cost is calculated based on the annual
required contribution of the employer (ARC), an amount actuarially determined in accordance
with the parameters of GASB Statement 45. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial liabilities over a period not to exceed 30 years. The following table shows the
components of the Board’s annual OPEB cost for the year, the amount actually contributed to the
plan, and changes in the Board’s net OPEB obligation to the Plan:

Medical Life Total

Annual required contribution $ 85,147,520 $ 3,962,519 $ 89,110,039
Interest on Net OPEB Obligation 2,691,619 115,801 2,807,420
Adjustment to annual required contribution (3.335.118) (143.486) (3.478.604)

Annual OPEB Cost 84,504,021 3,934,834 88,438,855
Contributions made(Actuarial assumption) 10,698,983 596.083 11,295.066

Increase in Net OPEB Obligation 73,805,038 3,338,751 77,143,789
Net OPEB Obligation - Beginning of Year 53.832.387 2316021 56.148.408
Net OPEB Obligation - End of Year $_ 127.637.42 $ 5,654,772 $___133.292.107

The Board elected to implement the provisions of GASB Statement 45 for the fiscal year ended
June 30, 2008. Prior to implementation of GASB Statement 45, the Board recognized annual
OPEB cost on a pay-as-you-go basis. The Statement provides for prospective implementation,
by which, the Board has set the beginning net OPEB obligation at zero as of the beginning of the
initial year. The Board’s annual OPEB cost, the percentage of annual OPEB contributed to the
Plan, and the net OPEB obligation was as follows:

Percentage of

Annual OPEB Net OPEB
Fiscal Year Ended Annual OPEB Cost Cost Contributed Obligation
June 30, 2009 $ 88,438,855 12.8 % $ 133,292,197
June 30, 2008 b 66,470,839 155 % $ 56,148,408

Funded Status and Funding Progress

As of June 30, 2009, the actuarial accrued liability for insurance and life benefits was
$787,583,902, all of which was unfunded. The covered payroll (annual payroll of active
employees covered by the Plan) was $240,049,979, and the ratio of the unfunded actuarial
accrued liability to the covered payroll was 328.1 percent.
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The projection of future benefit payments for an ongoing plan involves estimates of the value of
reported amounts and assumptions about the probability of occurrence of events far into the
future. Examples include assumptions about future employment, mortality, and the healthcare
cost trend. Amounts determined regarding the funded status of the Plan and the annual required
contribution of the Board are subject to continual revision as actual results are compared with
past experiences and new estimates are made about the future. The schedule of funding progress,
presented as required supplementary information following the notes to the financial statements,
presents multi-year trend information about whether the actuarial value of Plan assets is
increasing or decreasing over time relative to the actuarial accrued liabilities for benefits.

Methods and Assumptions

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

The following simplifying assumptions were made for the valuation date of July 1, 2008, which
is a roll-forward of the July 1, 2007 valuation:

Eligibility requirements — 30 years of service or 60 years of age and 15 years of service

Mortality — Life expectancies were based on mortality tables: the 2007 Current Liability
Combined Mortality.

Salary increases — Salaries are assumed to increase by 4 percent per year.

Healthcare cost trend rates — The expected rate of increase in healthcare insurance premiums
were projected at 11 percent for Pre-65 and 10 percent for 65 plus. The trend is assumed to
decrease by .5% per year until a rate of 6 percent and 5 percent, respectively, is reached.

Benefits — The Plan provides lifetime medical and life benefits for the retiree, spouse and eligible
dependents. Life insurance on the retiree is equal to salary at retirement raised to the next
$1,000.



Monthly retiree contributions — For medical insurance, employees who retire after July 1, 2006

pay 30 percent of the total active rate. For life insurance, employees pay 30% of the total active

rate which was $0.249 per $1,000 in 2008.

In the July 1, 2008 actuarial valuation, the projected unit credit method was used. A discount
rate of 5 percent, down from 6.5 percent, was used based on the current rate of return on high-
quality fixed-income investments whose cash flows match the timing of expected benefit
payments. The unfunded actuarial accrued liability is being amortized as a level dollar amount
on a closed basis over thirty years.

Required Supplementary Information

Schedule of Funding Progress for the OPEB Plan

June 30, 2009
Actuarial
Accrued
Liability UAAL as a
Actuarial (AAL) Unfunded Percentage
Actual Value of Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (a) (b) (b -a) {a/b) (c) ((b-a)/c)
June 30, 2008 § = $787,583,902 $787,583,902 0% $240,049,979 328.1%
June 30,2007 $ = $548.,585,497 $548,585,497 0% $220,714,209 248.6%
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Revenue, Expenditures, and Changes in Fund Balances -
Budget and Actual (Budgetary Basis) - General Fund
For the Year Ended June 30, 2009

Budgeted Amounts
Variance with
Final Budget-
Positive
Original Final Actual (Negative)
Revenues:
Shelby County $ 114,184,306 $114,184,306 $ 117,034,802 $ 2,850,496
State of Tennessee 171,364,938 171,364,938 171,638,413 273,475
Federal Government 2,065,711 2,065,711 1,562,038 (503,673)
Local option and State sales taxes 43,182,690 43,182,690 41,371,984 (1,810.706)
Charges for current services 1,800,000 1,800,000 1,756,055 (43,945)
Other local sources 5,284.630 5,284.630 2.893.306 (2.391.324)
Total Revenues 337.882.275 337.882.275 336.256.598 (1,625.677)
Expenditures:
Regular education program 181,653,261 181,653,261 181,074,882 578,379
Special education program 31,694,849 31,694,849 30,774,266 920,583
Vocational education program 6,202,371 6,202,371 6,085,814 116,557
Alternative education programs 1,619,821 1,619,821 1,536,404 83,417
Support services 47,688,211 47,688,211 42,325,777 5,362,434
General administration 12,382,289 12,382,289 9,989 857 2,392,432
School administration 25,603,076 25,603,076 24,457,874 1,145,202
Business administration 4277,130 4,277,130 3,916,373 360,757
Operation and maintenance of plant 28,309,411 28,309,411 26,548,983 1,760,428
Student transportation 10,211,944 10,211,944 11,294,976 (1,083,032)
Capital outlays 4.169.000 4,169,000 7.024.810 (2.855.810)
Total Expenditures 353.811.363 353.811.363 345.030.016 8,781.347
Excess (Deficiency) of Revenues
Over Expenditures (15.929.088) (15.929.088) (8.773.418) 7.155.670
Other Financing Sources (Uses):
Transfers in 350,000 350,000 384,527 34,527
Transfers out 5 = = =
Total Other Financing Sources (Uses) 350,000 350,000 384,527 34,527
Net Change in Fund Balances $_(15.579,088) $(15.579.088) (8,388,891) $__7.190.197
Fund Balance-GAAP Basis-Beginning of Year 79,050,731
Decrease in Reserve for Inventories 471.441
Fund Balance-GAAP Basis-End of Year $  71.133.281

. —
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Notes to Required Supplementary Information

For the Year Ended June 30, 2009

NOTE A - BUDGETARY INFORMATION:

The County, by State statute, requires the Director of Schools and Chair of the School Board to
prepare annual budgets, and after approval by the School Board, to submit the budget to the
Shelby County Commission.

The budget submitted by the schools system is reviewed by the Department of Education to
ensure that state funds are not being used to supplant local funds and that the school system has
appropriated funds sufficient to fund its local share of the BEP. Revenue derived from local
sources must equal or exceed prior year actual revenues, excluding capital outlay and debt
service, and adjusted for decline in average daily membership (ADM).

Budgeting for the Board of Education of Shelby County, Tennessee is regulated and controlled
by State legislation, State Board of Education regulations, the Shelby County Commission, and
the local school Board requirements. A budget is required for every fund that the school district
utilizes in its yearly operation. Tennessee school systems are required to budget only for a
twelve month period of time for a fiscal year running from July 1 to June 30.

NOTE B - EXPENDITURES EXCEEDED APPROPRIATIONS:

Expenditures exceeded appropriations approved by the County Commission in the following
major appropriation categories of the General Fund:

Amount
Major Appropriation Category Overspent
Student Transportation $ 1,083,032
Capital Outlays 2,855,810

These expenditure overages were resolved through a combination of under spending in other
categories, as well as using a portion of the amount of accumulated reserves that had been
designated for the purpose of balancing the budget.
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Combining Balance Sheet - Nonmajor Governmental Funds
June 30, 2009

Assets

Special Revenue Funds

School Total
Miscellaneous School Student Other
Governmental Cafeteria Activity Governmental
Funds Fund Fund Funds
Cash and cash equivalents $ 781,281 $ B900,758 § 4,323,723 $ 14,005,762
Investments - - 53,658 53,658
Accounts receivable
State 439,336 631,474 - 1,070,810
Other - 213,759 - 213,759
Due from other funds 767,075 782,783 - 1,549,858
Inventories - 941,775 113,752 1,055,527
Total Assets §$ 1.987.692 $__11470.549 § 4.491,133 $___17.949.374
Liabilities and Fund Balances
Liabilities:
Accounts payable b 1,179 $ 19638 % - ] 20,817
Accrued payroll expenses 92,037 38,046 130,083
Due to other funds 950,998 7,072,127 8,023,125
Deferred revenues 210,953 295751 506,704
Total Liabilities 1,255,167 7.425.562 8.680.729
Fund Balances:
Reserved for inventories - 941,775 113,752 1,055,527
Reserved for state matching funds-food service - 3,103.212 = 3,103,212
Reserved for school student activities 732:525 - 4.377.381 5.109.906
Total Fund Balances 732,525 4,044 987 4491133 9,268,645
Total Liabilities and Fund Balances $ 1,987,602 §_11470549 § 4491133 $ 17.949.374
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Combining Statement of Revenue, Expenditures, and Changes in Fund Balances -

Nonmajor Governmental Funds
For the Year Ended June 30, 2009

Special Revenue Funds

School Total
Miscellaneous School Student Other
Governmental Cafeteria Activity Govemmental
Funds Fund Fund Funds
Revenues:
State of Tennessee $ 429,155 $ 275911 $ - $ 705,066
Federal government - 6,580,484 - 6,580,484
Other local sources 277,643 9.255.836 12.593.094 22126573
Total Revenues 706,798 16.112.231 12.593.094 29412123
Expenditures:
Regular education program 453,766 - = 453,766
Support services 240,082 - - 240,082
Food services - 15,888,590 - 15,888,590
Student activities - 12,730,436 12,730,436
Total Expenditures 693,848 15.888.590 12 730,436 29312874
Excess of Revenue Over Expenditures 12,950 223.641 (137.342) 99,249
Other Financing Sources:
Transfers in (out) (12.950) - - (12.950)
Net Increase (Decrease) in Fund Balances - 223,641 (137,342) 86,299
Fund Balance, beginning of year 732,525 3,774,952 4,643,167 9,150,644
Change in Reserve for Inventories - 46,394 (14.692) 31.702
Fund Balance, end of year $ 132,525 $ 4044987 § 4491133 b) 9.268.645
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Revenues

Expenditures

Regular education program

Special education program

Vocational education
program

Support services

Student transportation
Total Expenditures

Excess of Revenue Over
Expenditures

BOARD OF EDUCATION OF

SHELBY COUNTY, TENNESSEE

(A Component Unit of Shelby County, Tennessee)
Schedule of Revenue and Expenditures - By Type (Budgetary Basis) -
Federal Projects Funds

For the Year Ended June 30, 2009

Early Childhood  Safe Schools/
Carl IDEA IDEA Education Pilot Healthy Other Non-Major

Title I Perkins Part B Preschool Titde II Project Students Programs Total
3331917 § 464.630 $_10.227.667 § 119,142 % 846.159 § 774797 §___1.652.025 § 701.713 §_ 18.118.050
999,501 - - - 405,736 754,454 - 139919 2,299,610
- - 6,855,019 119,231 - - - 6.974.250
- 371,372 - - - - - - 371,372
2.280,585 85,288 1,586,843 - 421,297 - 1,614,037 546,584 6,534,634
- - 1.566.607 = = - - = 1,566,607
3.280.086 456.660 10.008.469 119,231 827.033 754.454 1.614.037 686.503 17.746.473
51831 § 7970 % 219,198 § (89) § 19.126 § 20343 % 37.988 % 15210 § 371.577
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Construction In Progress

Bon Lin Middle

Mt. Pisgah Middle

Southwind High

Highland Oaks Middle

Southwind Elementary Addition
Donelson Elementary

Farmington Elementary Learning Lab
Shadowlawn Middle Replacement
Ellendale Roof

Millington Middle Roof

Gray's Creek Maintenance Facility
Shelby County Schools-Roofing
Gray's Creek New Central Office

Total

Construction
Program
Expenditures
For the Year Ended
June 30, 2009

Cumulative
Construction In
Progress
As of June 30, 2009

$ 670,730
334,528
223,259

10,735,537
147,838
10,568,021
33,675
402,899
5,275
22,166
10,000
71,065
44,200

$ 23.269.193

—_——t—e
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11,011,733

10,709,092
398,879
5,278
22,166

71,065
44.200
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Canalog of
Federal
Domestic
Assistance
Number

Program Name

BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE

(A Component Unit of Shelby County, Tennessee)
Schedule of Expenditures of Federal and State Awards

Grantor

For the Year Ended June 30, 2009

:m A*s
10.553
10.555
84.010
84.027
84.184L
84.367A
93.558

10.550

I ] Eg Bt:
16710
84,027A
84.041
B4.048A
B4.173
84.186A
84.287C
84.298A
84318X
84,365A
84,9388

School Breakfast Program

National School Lunch Program

Title I Grants t Local Educational Agencies
Special Education - Grants o States

Safe Schools/Healthy Students Grants
Improving Teacher Quality

Early Childhood Education Pilot Project
Non monetary Assistance:

Commodity Assistance

Public Safety Partnership and Community Policing Grants
Special Bducation-AYP Grant
Impact Aid
Vocational Education - Basic Grants to States
Special Education - Preschool Grants
Safe and Drug-free Schools and Communities - State Granis
218t Century Community Learning Centers Program
Innovative programs
Enhangcing Education Through Technology
English Language Acquisition
Homeless Youth
Total
Less non-monetary assistance
Total Federal expenditures

U.S. Department of Agriculture
U.S. Department of Agriculture
U.S. Department of Education
U.8. Department of Education
U.5. Department of Education
U.S. Department of Education
Dept. of Health & Human Services

11.8. Department of Agriculture

U.S. Department of Justice

U.S. Department of Educarion
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education
U.S. Department of Education

Receivahle Receivable

(Deferred (Deferred

Revenue) Revenue)

Pass-Through Entity June 30, 2008 Receipts Expenditures June 30, 2009
Tennessee Department of Agriculture 3 84,162 § 1,135922 &% 1,166,726 3 114,966
Tennessee Department of Agriculture 434 398 5338977 5413,759 500,130
Tennessee Department of Education 522,936 3,791,509 3,692,021 423 448
Tennessee Department of Education 521,927 11,353,043 11,584,476 753.360
NIA 180.899 1,656,848 1,682,370 206,421
Tennessee Department of Education 302,584 1.077,168 829,095 54,511
Shelby County, TN 243.996 983,214 843,200 103,982
Tennessee Department of Agriculture 334,664 854,341 1.147,165 627,488
Shelby County Sheriff 156.750 156,750 - -
Tennessee Department of Education - - 17,526 17.526
N/A . - 96,717 96,717 -
Te Dep of Education 164,041 573,357 455.822 46.506
Tennessee Department of Education (1.5379) 78,418 119,142 33,145
Tennessee Department of Education 27,204 145,126 130,342 12420
Teannessee Department of Education 30.547 30,947 - =
Tennessee Department of Education 22,829 39,387 2,154 (14.404)
Tennessee Department of Education (820) 20,530 21,358 8
Tennessee Department of Education 62,212 237,420 205,864 30,656
Tennessee Department of Education {15) (15) - -
$, 3081135 §__ 27.569.659 27,407,737 # 29 3
(1,147.165)
§__ 2 72

*%  Type A programs are defined as federal programs with Federal awards expended during the-audit period exceeding the larger of $300.000, or 3% of total Federa) awards expended in the case
of nn auditee for which total Federal awards expended equal or exceed $500,000 but are less than and/or equal to $100 million. Type B programs do not meet the above criteria.



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Notes to the Schedule of Expenditures of Federal and State Awards

For the Year Ended June 30, 2009

BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal and State Awards (the schedule) has
been generally prepared on the accrual basis of accounting. The purpose of the schedule is to
present a summary of those activities represented by Board of Education of Shelby County,
Tennessee for the year ended June 30, 2009, which have been financed by the U.S. Government
(federal awards). For the purpose of the schedule, federal awards include all of federal assistance
and procurement relationships entered into directly and indirectly with the Board of Education of
Shelby County, Tennessee. It is not intended to and does not present either the financial position
or the changes in net assets of Board of Education of Shelby County, Tennessee. Therefore,
some amounts presented in this schedule may differ from amounts presented in or used in the
preparation of the financial statements.

Individual awards within each category of federal awards are identified by CFDA number and
program name if the award is individually significant to the category of award. All other awards
are presented in total by funding agency.

REVENUE AND EXPENDITURE RECOGNITION

Revenue is recognized when earned by the organization using the accrual method of accounting.
Expenditures for direct costs are recognized as incurred using the accrual method of accounting
and the cost accounting principles contained in the U.S. Office of Management and Budget
(OMB) Circular A-87, Cost Principles for State, Local and Indian Tribal Governments. Under

those cost principles, certain types of expenditures are not allowable or are limited as to
reimbursement.

FOOD DONATION

Non-monetary assistance is reported in the schedule at the fair market value of the commodities
received and disbursed. At June 30, 2009, the Board of Education of Shelby County, Tennessee
had food commodities totaling $627,488 in inventory.
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BANKS, FINLEY,
WHITE & CO.

CERTIFIED PUBLIC ACCOUNTANTS

WATKINS

UIBERALL

Watkins Uiberall PLLC

Certified Public Accountants & Financial Advisors
Independent Member of BKR International

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

Superintendent and School Board
Board of Education of Shelby County, Tennessee

We have audited the financial statements of the Board of Education of Shelby County, Tennessee
(a component unit of Shelby County, Tennessee), as of and for the year ended June 30, 2009, and
have issued our report thereon dated December 28, 2009. Our report was modified to include a
reference to other auditors. 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. Other auditors audited the financial statements of the School Cafeteria Fund and
the School Activity Fund, as described in our report on the Board of Education of Shelby County,
Tennessee's financial statements. This report does not include the results of the other auditors'
testing of internal control over financial reporting or compliance and other matters that are
reported on separately by those auditors.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Board of Education of Shelby County,
Tennessee'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 Board of Education of Shelby
County, Tennessee’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Board of Education of Shelby County, Tennessee’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.
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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 combination
of control deficiencies, that adversely affects the Board of Education of Shelby County,
Tennessee’s ability to initiate, authorize, record, 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 Board of Education of Shelby County, Tennessee’s financial
statements that is more than inconsequential will not be prevented or detected by the Board of
Education of Shelby County, Tennessee’s internal control.

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

Our consideration of the 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 the internal control that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that
we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Board of Education of Shelby
County, Tennessee’s financial statements are free of material misstatement, we performed tests
of its compliance with certain provisions of 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 no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the Board of Education of Shelby
County, Tennessee in a separate letter dated December 28, 2009.

The Board of Education of Shelby County, Tennessee’s response to the findings identified in our
audit are described in the accompanying schedule of findings and questioned costs. We did not
audit the Board of Education of Shelby County, Tennessee’s response and, accordingly, we
express no opinion on it.



This report is intended solely for the information and use of the Superintendent and Members of
the Board of Education of Shelby County, Tennessee, State of Tennessee, federal awarding
agencies and pass-through entities and is not intended to be and should not be used by anyone

other than these specified parties.
Memphis, Tennessee / ' % £

December 28, 2009 m W P
/



BANKS, FINLEY,
WHITE & CO.

CERTIFIED PUBLIC ACCOUNTANTS

WATKINS

UIBERALL

Watkins Uiberall PLLC
Certified Public Accountants & Financial Advisors
Independent Member of BKR International

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

Superintendent and School Board
Board of Education of Shelby County, Tennessee

Compliance

We have audited the compliance of the Board of Education of Shelby County, Tennessee 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, 2009. The Board of Education of Shelby County, Tennessee's major federal
programs are identified in the summary of auditor's results section of the accompanying Schedule of
Findings and Questioned Costs. Compliance with the requirements of laws, regulations, contracts
and grants applicable to each of its major federal programs is the responsibility of the Board of
Education of Shelby County, Tennessee's management. Our responsibility is to express an opinion
on the Board of Education of Shelby County, Tennessee'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 Board of Education of Shelby County, Tennessee'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 Board of Education of Shelby
County, Tennessee's compliance with those requirements.

In our opinion, the Board of Education of Shelby County, Tennessee 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, 20009,
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Internal Control over Compliance

The management of the Board of Education of Shelby County, Tennessee, is responsible for
establishing and maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts, and grants applicable to federal programs. In planning and
performing our audit, we considered the Board of Education of Shelby County, Tennessee's
internal control over compliance with the requirement 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, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the Board of Education of Shelby County, Tennessee's internal control over
compliance.

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 of
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.

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.

Our consideration of internal control over compliance 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 or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above.

This report is intended solely for the information and use of the school board and management,
entities with accreditation overview, and federal awarding agencies and pass-through entities and

is not intended to be and should not be used by anyone other than these specified parties.
However, this report is a matter of public record and its distribution is not limited.
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BOARD OF EDUCATION OF SHELBY COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Findings
For the Year Ended June 30, 2009

Section I: Summary of Auditor's Results

Financial Statements:

1. Type of auditor's report issued on the financial statements.

2. Material noncompliance relating to the financial statements.

3. Internal control over financial reporting:

a.

Material weaknesses identified?

Unqualified

No

No

b. Significant deficiencies identified that are not considered to be material weaknesses? No

Federal Awards:

4. Type of auditor's report issued on compliance for major federal programs

5. Internal control over major programs:

a.

Material weaknesses identified?

Unqualified

No

b. Significant deficiencies identified that are not considered to be material weaknesses? No

6. Any audit findings reported as required by Section __.510(a) of Circular A-133?

7. Federal programs identified as major programs:

a.

Cluster: Child Nutrition
CFDA #10.553
CFDA #10.555

. CFDA #84.010, Title I Grants to Local Educational Agencies

CFDA #84.367A, Improving Teacher Quality

CFDA #84.027, Special Education - Grants to States
CFDA #84.184L, Safe Schools/Healthy Students Grants
CFDA #10.550, Commodity Assistance

CFDA #93.558, Early Childhood Education Pilot Project

CFDA #84.048, Vocational Education - Basic Grants to States
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10.

The dollar threshold used to distinguish between type A and type B programs:

Auditee qualified as a low-risk auditee?

Prior fiscal year audit findings and questioned costs relative to federal awards
which would require auditee to prepare a summary schedule of prior audit
findings as discussed in Section .315(b) of OMB Circular A-133?

Section II: Findings - Financial Statement Audit

A.

Section III: Findings and Questioned Costs - Major Federal Awards Programs

A.

No Findings.

No Findings or Questioned Costs.
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No

No
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