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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, 2011, 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 $11,793,683 and $6,114,561, as of June 30, 2011, respectively,
and total revenues of $16,903,608 and $14,186,039, respectively, for the year then ended. Those
financial statements were audited by other auditors whose report thereon 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 the 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, 2011, and the respective
changes in financial position and 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
November 16, 2011, 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.

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis, on pages 4 through 12, Budgetary Comparison
Schedule on page 40, and Schedules of Funding Progress on page 41, be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We and the other auditors have applied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

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 financial statements
as a whole. 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 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 also not a required part of the financial statements. The combining and individual nonmajor
fund financial statements, schedule of construction-in-progress, and the schedule of expenditures
of federal awards are the responsibility of management and were derived from and relate directly
to the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied by us and the other auditors in
the audit of the financial statements and certain additional procedures, including comparing and
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reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the

financial statements as a whole.
Lok, illy, S AL
Memphis, Tennessee W’%M M}wm/} ? w

November 16, 2011
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BOARD OF EDUCATION OF SHELBY COUNTY, TENNESSEE
MANAGEMENT'S DISCUSSION AND ANALYSIS



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, 2011

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, 2011. 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, 2011 are as follows:

o Total net assets decreased from $320.9 million in 2010 to $279.2 million in 2011,
primarily due to the recording of the long-term liability for OPEB future payments. This
long-term liability increased from $150.6 million in 2010 to $180.6 million in 2011. The
Board contributed $1,000,000 to the TSBA GASB 45 Trust during the 2010-11 fiscal
year.

° Total revenue increased from $408.4 million in 2010 to $428.2 million in 2011, an
increase of $19.8 million. This increase was due primarily to the increase in the Shelby
County revenue category, specifically in Bond Proceeds in the CIP Fund. Bond Proceeds
increased this year because the funds provided by the County per the Qualified School
Construction Bonds (QSCB) totaled about $13.0 million more than the amount received
in 2010. SCS also received the balance of the revenue due from the Joint Funding
Agreement. Revenue also increased in the area of grants as the district received the
remainder of its ARRA funding in 2011.



o Total expenditures increased from $451.7 million in 2010 to $469.9 million in 2011, an
increase of $18.2 million. Expenditure increases were noted in all cost categories but
primarily in the area of Plant Operation and Maintenance and Transportation. The
increase in the Transportation category was due to the increase in the cost of diesel fuel
and all related products. In the Plant Operation and Maintenance category, the Capital
Outlay expenditures increased due to the types of projects being carried out at that time.
In 2011, the majority of the construction costs were being carried out for the Macon Hall
Elementary Addition project, the Elmore Park Middle Replacement project, and the
Millington High Replacement project, whereas in 2010, the lower costs of architecture
and the beginning constructions payments were just starting to be paid.

o Ending governmental fund balances of SCS decreased from $77.1 million in 2010 to
$53.1 million in 2011, a decrease of $24.0 million primarily due to 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 2011 has been summarized and compared with net assets for
2010.

2011 2010 Difference % Change
Assets:
Current and other assets $ 106.3 § 1304 $ (24.1) (18.5)%
Capital assets 392.0 375.7 16.3 43 %
Total Assets 498.3 506.1 (1.8) (1.5)%
Liabilities:
Long-term liabilities 180.6 150.6 30.0 19.9 %
Other liabilities 38.5 34.6 39 11.3 %
Total Liabilities 219.1 185.2 339 183 %
Net Assets:
Invested in capital assets,
net of debt 392.0 375.7 16.3 4.3 %
Restricted 33.0 17.8 15.2 85.4 %
Unrestricted (145.8) (72.6) (73.2) 100.8 %
Total Net Assets $ 2792 $ 3209 $ (41.7) (13.0)%



Changes in Net Assets From Operating Results

(amounts expressed in millions of dollars)

Governmental Activities
Program Revenues:
Operating grants and
contributions
Charges for services
General Revenues:
Shelby County taxes
Local option and state taxes
Other
Total Revenues

Expenses:
Instruction
Support services
Administration
Plant Operations & maintenance
Transportation
Food services
Student activities
Total Expenses

Increase (Decrease) in Net Assets
Net Assets - Beginning of Year
Prior Period Adjustment

Net Assets - End of Year

Revenues

2011 2010 Difference % Change
$ 2199 $ 2122 $ 7.7 3.6 %
37.2 33.4 3.8 11.4 %
123.7 115.7 8.0 6.9 %
41.7 40.4 1.3 32 %
5.7 6.7 (1.0) (14.9)%
428.2 408.4 19.8 4.8 %
285.7 281.6 4.1 1.5%
61.6 57.4 4.2 7.3 %
40.7 37.7 3.0 8.0 %
29.7 28.6 1.1 3.8 %
17.4 14.5 2.9 20.0 %
20.4 18.7 1.7 9.1 %
14.4 13.2 1.2 9.1 %
469.9 451.7 18.2 4.0 %
(41.7) (43.3) 1.6 (3. 1%
320.9 359.9 (39.0) (10.8)%
- 4.2 (4.2) - %
$ 2792 $ 3208 $ (41.6) (13.0)%

SCS’ total revenue increased $19.8 million, or 4.8%, in 2011. (See Changes in Net Assets From
Operating Results — page 7). This increase was primarily due to the increase in the Shelby
County revenue category, specifically in Bond Proceeds in the CIP Fund. Bond Proceeds
increased this year because of the increase in funds provided by the County per the Qualified
School Construction Bonds (QSCB). SCS also received the balance of the revenue due from the
Joint Funding Agreement in 2011. Our total student average daily membership decreased from
48,026 in 2010 to 47,230 in 2011. Property tax revenues and other tax collections from Shelby
Wheel tax revenue of approximately
$700,000 was received in the 2011 fiscal year. Interest income was $1.5 million less than the
projected earnings due to a lower rate of return from Local Government Investment Pool (LGIP).

County remained level with the preceding fiscal year.



Expenses

SCS’ total expenses increased $18.2 million, or 4.0%, in 2011. Expenditure increases were noted
in all cost categories but primarily in the area of Plant Operation and Maintenance and
Transportation. The increase in the Transportation category was due to the increase in the cost of
diesel fuel and all related products. In the Plant Operation and Maintenance category, the Capital
Outlay expenditures increased due to the types of projects being carried out at that time. In 2011,
the majority of the construction costs were being carried out for the Macon Hall project, the
Elmore Park Middle project, and the Millington High Replacement project, whereas in 2010, the
lower costs of architecture and the beginning constructions payments were just starting to be
paid.

Governmental Activities
(amounts expressed in millions of dollars)

Total Cost of Services Net Cost of Services
Percentage Percentage
2011 2010 Change 2011 2010 Change
Instructional programs $ 285.7 $ 281.6 1.5% $ 637 $ 68.9 (7.5)%
Support services 61.6 57.4 7.3 % 59.8 56.0 6.8 %
General administration 40.7 37.7 8.0 % 40.3 37.2 83 %
Operations and maintenance
of plant 29.7 28.6 3.8 % 29.3 28.3 3.5%
Student transportation 17.4 14.5 20.0 % 16.8 14.0 20.0 %
Food Services 20.4 18.7 9.1 % 2.8 1.6 75.0 %
Student activities 14.4 13.2 9.1 % - - DIV/0 %
Total Expenses $ 4699 § 451.7 40% § 2127 °§ 206.0 33 %

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 2011 was $469.9 million.
Federal and State grants, subsidized programs, and contributions financed $257.2 million of the
cost. The district and state taxpayers financed the remainder of SCS’ cost, which was $212.7
million for 2011.



Financial Analysis of SCS’s Funds

SCS ended fiscal year 2011 with strong fund balances in its governmental funds. The combined
balance of all governmental funds was $53.1 million. Approximately 39.2% of the total fund
balance is unassigned. The remainder of the fund balance is restricted for future specific
spending. Overall, SCS increased its investment in long-term assets, while still maintaining
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 $3.9 million less
than anticipated. Key factors contributing to that variance were as follows:

o Shelby County Taxes were $2.0 million less than anticipated

J Federal Government (IDEA Excess Cost, EIS) $2.0 million less than budget

o State of Tennessee Basic Education Program (BEP) $1.7 million more 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 $2.0 million lower than budgeted. The majority of the
variance can be attributed to expenditures in the regular education and support services areas.
The decision was made to use end of year funds to make asphalt repairs at various schools,
replace roofs at two schools, and purchase twelve transit buses for transportation of students.
SCS had anticipated using $17.1 million of the reserve to balance the 2011 budget; however
$19.6 million was actually needed, causing an additional $2.5 million of the reserve to be used as
of June 30, 2011.

General Fund Balance

The general fund balance decreased 31.9% to $40.3 million in 2011. The fund balance equals 53
days of expenses. It also represents 11.0% of budgeted expenses. The State BEP requires a
reserve equal to 3% of the 2012 budgeted expenses, and $11.0 million has been reserved
accordingly at June 30, 2011.



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. $6.3 million in capital funds were received in 2011 by SCS under this joint
cooperation and settlement agreement.

In the 2010 fiscal year, SCS applied for and was selected by the State to participate in Qualified
School Construction Bonds (QSCB I) and was awarded the amount of $13.4 million for the
replacement of Elmore Park Middle School. As of June 30, 2011, $11.9 million in capital funds
had been spent and drawn down by SCS under the QSCB I agreement. On Oct 6, 2010, SCS
entered into another agreement with Shelby County Government through the Tennessee State
School Bond Authority Act to apply for QSCB II funds. SCS was awarded $17.6 million in
funding for five construction projects: Elementary and Middle School Gym HVAC, Collierville
Middle Replacement, Highland Oaks Elementary Roof, and Southwind Elementary Roof. As of
June 30, 2011, $3.5 million in capital funds had been spent and drawn by SCS under the QSCB 11
agreement.

Capital Assets

SCS’ investment in capital assets for its governmental activities as of June 30, 2011, shown in
the table below, amounts to $392.0 million (net of accumulated depreciation). This investment in
capital assets includes land, buildings, improvements, and equipment and furniture. Overall,
capital assets increased $16.4 million for fiscal year 2011. Additions and replacements of
schools were built to help 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
2011 2010 Change
Land $ 233 $ 22.7 2.6 %
Construction in progress 25.6 3.8 573.7 %
Equipment and furniture 14.9 12.6 183 %
Buildings and improvements 328.2 336.5 (2.5)%
Total $ 392.0 $ 375.6 4.4 %

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.

-10-



Factors Bearing on SCS' Future

One of the greatest challenges facing Shelby County Schools is the impending merger with
Memphis City Schools that will be effective at the beginning of the 2013-14 school year. On
December 20, 2010, the Memphis City Schools’ Board of Education voted to surrender its
charter. This was followed by the Memphis City Council voting to surrender the charter on
February 10, 2011, and then by the referendum whereby the voters in the City of Memphis voted
to shift the administration of Memphis City Schools to the Shelby County Board of Education.
The district will be heavily involved in the decisions regarding the merging of departments and
the sharing of services between the two systems that will need to occur before July 1, 2013. The
two systems will operate separately until such time, with separate budgets and financials being
rendered.

The Shelby County Government approved the 2011 budget on June 21, 2010. There was no
increase in the property tax rate for schools for the 2010-11 fiscal year. The use of $17.3 million
in fund balance enabled SCS to balance the $367.0 million budget for the 2011-12 fiscal year.

The Retirement rates for both certified and classified employees increased dramatically in the
2011 fiscal year, but have remained level in the 2012 fiscal year. The downturn in the economy
and the foreclosures of homes in the county have affected our revenue base and will continue to
represent a fiscal challenge to be met.

The State awarded SCS $5.4 million (over four years) through the Race to the Top program. The
implementation of this program involves many components: teacher and principal development,
professional development, and the district-wide reform for changing the schools’ cultures. This
reform movement requires that the district adopt the PLC (Professional Learning Community)
framework for measuring the improvement in teacher and leadership effectiveness. One of the
most prominent offshoots of this program will be the district’s development of a data warehouse
which will be implemented in the 2012 fiscal year. SCS was also awarded $1.2 million dollars
for the TIF grant (Teacher Incentive Fund) which was awarded on September 21, 2011. This
grant will cover the time period of July 1, 2011 through September 30, 2014.

Future additional costs will be incurred to meet requirements for other post employment benefits

(OPEB). SCS remains optimistic about the ability to maximize all of the financial resources
available in order to provide a quality education for all students in Shelby County.

-11-



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

-12-



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Net Assets
June 30, 2011

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

Claims payable

Long-term liability-OPEB

Total Liabilities

Net Assets

Investment in capital assets
Restricted for:

Insurance claims

Basic education program

Capital outlays

Food services

Student activities
Unrestricted

Total Net Assets

Total Liabilities and Net Assets

The notes to the financial statements are an integral part of this statement.
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Governmental
Activities

$ 15,447,156
48,667,712
36,291,327

1,767,667
4,193,159
391.964.327

$__498.331.348

$ 32,756,039
2,862,316
737,890
2,175,000
180.627.807

219.159.052

391,964,327

9,886,051
11,018,457
2,987,803
3,117,887
5,954,246

(145.756.475)

279.172.296

$__498.331.348



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Statement of Activities
For the Year Ended June 30, 2011

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 $ 285,666,544 $ 10,922,502 $ 211,130,943 $§ (63,613,099)
Support services 61,614,184 1,816,605 - (59,797,579)
General Administration 40,652,337 363,321 - (40,289,016)
Operation and maintenance of plant 29,702,578 363,321 - (29,339,257)
Student transportation 17,436,714 605,535 - (16,831,179)
Food service 20,417,615 8,837,432 8,815,568 (2,764,615)
Student activities 14.418.064 14.307.141 - (110.923)
Total Governmental Activities $ 469.908.036 $_ 37.215.857 § 219.946.511 (212.745.668)

General Revenues:

Shelby County 123,693,489
Local option and state sales taxes 41,681,158
Other local sources 5.674.559
Total General Revenues 171,049.206
Increase (Decrease) in Net Assets (41,696,462)
Net Assets - Beginning of Year 320.868.758
Net Assets - End of Year $_ 279,172,296

The notes to the financial statements are an integral part of this statement.
-14-



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 Balances:
Nonspendable:
Inventories
Restricted for:
Basic education
program
Capital outlays
Food services
Student activities
Assigned to:
OPEB
Unassigned

Total Fund Balances

Total Liabilities and Fund
Balances

BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE

(A Component Unit of Shelby County, Tennessee)

Balance Sheet - Governmental Funds

June 30, 2011
Assets
Special
Revenue Funds
Capital Federal Other Total
General Projects Projects Governmental Governmental
Fund Fund Fund Funds Funds
$ - $ - - $ 15,447,156 $ 15,447,156
36,307,948 - - 55,061 36,363,009
1,858,323 2,377,650 - - 4,235,973
12,356,170 2,789,130 8,588,718 1,307,437 25,041,455
456,389 - 546 719,470 1,176,405
9,801,190 - 82,535 736,936 10,620,661
3.405.416 - - 787.743 4,193,159
$ 64,185,436 $_ 5.166.780 $_8.671.799 $_19.053.803 $ 97.077.818
Liabilities and Fund Balances
$ 3,148,298 $ 2,173,619 $ 5,124,802 $ 444,550 $ 10,891,269
20,727,137 - 778,581 211,454 21,717,172
46,354 5,358 2,756,088 7,812,361 10,620,661
- - 12,328 725.562 737.890
23.922.289 2.178.977 8.671.799 9.193.927 43.966.992
3,405,416 - - 787,743 4,193,159
11,018,457 - - - 11,018,457
- 2,987,803 - - 2,987,803
- - - 3,117,887 3,117,887
- - - 5,954,246 5,954,246
5,000,000 - - - 5,000,000
20.839.274 - - - 20.839.274
40.263.147 2.987.803 - 9.859.876 53,110,826
$ 64,185,436 $_ 5.166.780 $_8.671.799 $_19.053.803 $ 97.077.818

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, 2011

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

Amount

Total Fund Balance - Total Governmental Funds $ 53,110,826
Capital assets used in governmental activities are not financial resources and,

therefore, are not reported in the funds. 391,964,327
Other long-term assets are not available to pay for current-period

expenditures and therefore are not reported in the funds. 7,013,899
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. 9,886,051
Long-term liability for OPEB future payments, not included in governmental

funds (180,627,807)
Long-term liability for legal claims contingencies, not included in

governmental funds (2.175.000)
Total Net Assets - Governmental Activities $__279.172.296

The notes to the financial statements are an integral part of this statement.
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SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)

BOARD OF EDUCATION OF

Statement of Revenues, Expenditures, and Changes in Fund Balances - Governmental Funds
For the Year Ended June 30, 2011

Revenues:

Shelby County

State of Tennessee

Federal government

Local option and state
sales taxes

Charges for current
services

Other local sources
Total Revenues

Expenditures:

Regular education
program

Special education
program

Vocational education
program

Alternative education
programs

Early Childhood
Development

Support services

General administration

School administration

Business administration

Operation and

maintenance of plant

Student transportation
Food services

Capital outlays
Student activities

Total Expenditures
Excess (Deficiency) of

Revenues over
Expenditures

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

Special Revenue Funds

Capital Federal Other Total
General Projects Projects Governmental Governmental
Fund Fund Fund Funds Funds

$ 110,056,575 $ 14,664,537 $ - - § 124,721,112
180,686,732 - - 850,144 181,536,876
1,503,555 - 27,449,614 7,965,424 36,918,593
41,681,158 - - - 41,681,158
2,808,334 - - - 2,808,334
4.336.984 - - 22.284.788 26.621.772
341.073.338 14,664,537 27.449.614 31.100.356 414.287.845
186,476,225 - 4,346,286 2,000 190,824,511
33,147,965 - 9,190,578 - 42,338,543
6,287,018 - 301,143 - 6,588,161
1,895,629 - - - 1,895,629

- - 1,191,489 - 1,191,489
44,741,747 - 8,608,517 59,209 53,469,473
10,551,602 - - - 10,551,602
25,622,652 - - - 25,622,652
4,506,823 - - - 4,506,823
27,345,262 - - - 27,345,262
13,868,268 - 2,605,575 - 16,473,843
- - 22,750 17,152,205 17,174,955
7,389,029 19,845,531 - - 27,234,560

- - - 13,737.572 13.737.572
361.832.220 19.845.531 26.326.338 30.950.986 438.955.075
(20.758.882) (5.180.994) 1.123.276 149.370 (24.667.230)
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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 Balances - Governmental Funds

For the Year Ended June 30, 2011

(Continued)
Special Revenue Funds
Capital Federal Other Total
General Projects Projects Governmental Governmental
Fund Fund Fund Funds Funds
Other Financing Sources
(Uses):
Transfers in 1,123,276 - - - 1,123,276
Transfers out - - 1,123.276 - 1,123.276
Total Other
Financing Sources
(Uses) 1.123.276 - (1.123.276) - -
Net Change in Fund
Balances (19,635,6006) (5,180,994) - 149,370 (24,667,230)
Fund Balances,
Beginning of Year 59,176,217 8,168,797 - 9,758,280 77,103,294
Change in reserve for
inventories 722.536 - - (47.774) 674.762
Fund Balances, End of
Year $__40.263.147 $ 2,987,803 - $ 9.859.876 $§__ 53.110.826

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, 2011

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

Amount

Net Change in Fund Balances - Total Governmental Funds $ (24,667,230)
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. 16,919,509
The net effect of the disposal of certain capital assets including sales and

retirements is to decrease net assets. (640,811)
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). 674,762
Recognition of deferred revenue by Shelby County increases the Board's

receivable from Shelby County. This amount is the net change

during the period. (1,027,623)
Increase in long-term liability for OPEB future payments, not included in

governmental funds (30,044,283)
Increase in long-term liability for legal claims contingencies, not included
in governmental funds (500,000)

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. (2.410.786)
Change in Net Assets of Governmental Activities $__(41.696.462)

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 Net Assets - Proprietary Fund
June 30, 2011

Assets
Governmental
Activities -
Internal Service
Fund
Investments $ 12,304,702
Accounts receivable 591.263
Total Assets $ 12.895.965
Liabilities and Net Assets

Liabilities
Accounts payable $ 147,599
Insurance claims payable 2.862.315
Total Liabilities 3,009,914

Net Assets
Restricted for insurance claims 9.886.051
Total Liabilities and Net Assets $ 12.895.965

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, 2011

Governmental
Activities -
Internal Service
Fund
Operating Revenues:
Premium received $ 42,356,802
Operating Expenses:
Claims incurred 37,604,396
Insurance premiums 1,417,641
Administrative expenses 5.799.389
Total Operating Expenses 44.821.426
Operating Income (Loss) (2.464.624)
Nonoperating Revenue:
Interest Income 46,289
Other Income 7.549
Total Nonoperating Revenue 53.838
Change in Net Assets (2,410,786)
Net Assets - Beginning of Year 12.296.837
Net Assets - End of Year $ 9,886,051

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, 2011

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

Net Cash Provided (Used) by Operating Activities

Cash Flows From Investing Activities:
Interest income
Decrease in investments

Net Cash Provided (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 (Loss)
Other Income
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities:
Changes in Operating Assets and Liabilities:
Increase in accounts receivable
Increase in accounts payable
Decrease in insurance claims payable

Total Cash Provided (Used) by Operating Activities

Governmental
Activities -
Internal Service
Fund

$ 42,074,158
(37,679,583)
(7,149,656)

7.549

(2.747.532)

46,289
2.701.243

2,747,532

$ (2,464,624)
7,549

(282,644)
67,374
(75.187)

$ (2,747.532)

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, 2011

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.
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Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services in connection with a
proprietary fund's principal ongoing operations. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

Governmental Accounting Standards

The financial statements of the Board have been prepared in accordance with generally accepted
accounting principles (GAAP) followed in the United States of America. In the United States,
the Governmental Accounting Standards Board (GASB) is the established and recognized
standard-setting body for governmental accounting and financial reporting. The GASB
periodically issues new or revised standards that are implemented by 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.

Pursuant to GASB Statement 54 Fund Balance Reporting and Governmental Fund Type
Definitions, the District follows GASB guidance regarding the reporting of governmental fund
balances. The policy adopted by the Board allows the District to report the five categories
prescribed by GASB Statement 54: Nonspendable, Restricted, Committed, Assigned, and
Unassigned. While GASB Statement 54 allows governmental entities to select from five
categories of fund balance types, the District reports only four of those types of fund balance in
their financial reports. These are as follows: Nonspendable, Restricted, Assigned, and
Unassigned. This statement also required the District to adopt a spending prioritization policy.
The policy enacted by the Board requires that funds be spent in the following order: Restricted,
Committed, Assigned, and Unassigned.

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, 2011, 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.
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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

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 reports fund balance in its governmental funds in the classifications prescribed by
GASB Statement 54. By doing so, the Board reflects the amount to which they are “bound to
honor constraints on the specific purposes for which amounts in the fund can be spent.” Of the
five categories allowed by GASB Statement 54, the District reports only four of these
components in the 2011 fiscal year: Nonspendable, Restricted, Assigned, and Unassigned.

The Nonspendable Fund Balance reflects the amounts that can only be spent for inventories. The
Restricted Fund Balance category reflects the resources that are subject to legal restrictions, such
as BEP (Basic Education Program), capital outlay, the nutrition program, and student activities.
The Assigned Fund Balance is utilized to reflect the amount that the Board designated the
Superintendent to assign for funding of the OPEB liability. The District reports the residual net
resources left after what is categorized in the other three components as Unassigned Fund
Balance. This category is only reported in the General Fund.
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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 $4.02 per $100 of assessed value includes
$1.91 for both the city and county schools.

Distribution of the $1.91 to the city and county school systems is based on the average daily
attendance of each system. Approximately 69.06% and 30.94% 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.

Subsequent Events

Subsequent events were reviewed by the Board through November 16, 2011, which is the date of
the financial statements were available to be issued.



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 $16,919,509 difference are as follows:

Capital outlay $ 30,469,760
Depreciation expense (13.550.251)

Net adjustment to increase net changes in fund balances -
total governmental funds to arrive at changes in net
assets of governmental funds $__16.919.509

Another element of that reconciliation explains that "Recognition of Deferred Revenue by Shelby
County decreases the Receivable from Shelby County." The details of this $(1,027,623) are as
follows:

Change in Deferred Property taxes $__(1.027.623)

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.



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, 2011 consisted of the following:

Tennessee Local Government Investment Pool (LGIP) $ 36,740,901
Certificates of Deposit (due from July 2011 to September 2011) 15,250,000
Total investments for disclosure purposes 51,990,901
Add deposit in transit to LGIP 1,493,082
Less amount reported as cash equivalents (4.816.271)
Total Investments per financial statements $___48.667.712

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 S - CAPITAL ASSETS:

A summary of changes in capital assets is as follows:

General Activities:
Balance, July 1, 2010
Increases/Transfers
Decreases/Transfers

Balance, June 30, 2011

Accumulated Depreciation:
Balance, July 1, 2010
Increases
Decreases

Balance, June 30, 2011

Total Capital Assets, Net

Capital Assets, Not Depreciated

Capital Assets, Depreciated

Construction Equipment
in and
Land Progress Furniture Buildings Total
$ 22,744,667 § 3,831,829 $ 33,787,452 § 460,080,574 § 520,444,522
580,707 24,860,986 5,415,205 2,725,638 33,582,536
- (3.112.776) (2.649.850) (2.660.446) (8.423.072)
23.325.374 25.580.039 36.552.807 460.145.766 545.603.986
- - 21,143,122 123,615,770 144,758,892
- - 2,969,808 10,580,443 13,550,251
- - (2.444.124) (2.225.361) (4.669.485)
- - 21.668.806 131.970.852 153.639.658
$___23325374 §___25.580.039 $ 14,884.001 $_ 328.174.914 $_ 391.964.328

Depreciation expense was charged to governmental functions as follows:

Instructional programs $ 10,888,789
Student transportation 2,204,911
General administration 71,362
Food services 186,301
Operation and maintenance of plant 198.888
$ 13,550,251
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 $ 6,844,958
General Fund Federal Projects Fund 2,673,551
General Fund Miscellaneous Governmental Funds 287,093
Federal Project Funds General Fund 82,534

Miscellaneous Governmental Funds

Student Activities Fund
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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 $ 1.123.276
Total Transfers $ 1,123.276

Transfers are used to offset cash advances from General Fund during outstanding billing period
for Federal Funds.

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
(CPJ) 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/Schools.

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, 2011 was 9.05% 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, 2011, 2010, and 2009 were $18,256,591, $12,573,101, and $12,432,237,
respectively, equal to the required contributions for each year.

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, 2011 was 8.78% 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.

Annual pension cost

For the year ending June 30, 2011, Shelby County Board of Education’s annual pension cost of
$4,419,473 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, 2009 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 3.0 percent annual rate of inflation, (c) 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), (d) projected 3.5 percent annual in
the Social Security wage base, and (e) projected post retirement increases of 2.5 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 ten-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, 2009 was 6 years. An
actuarial valuation was performed as of July 1, 2009, which established contribution rates
effective July 1, 2010.

Trend information

Annual Pension Percentage of Net Pension

Fiscal Year Ending Cost (APC) APC Contributed Obligation
June 30, 2011 $ 4,419,473 100% $ -
June 30, 2010 $ 3,964,193 100% $ -
June 30, 2009 $ 3,877,828 100% $ -

Funded Status and Funding Progress

As of July 1, 2009, the most recent actuarial valuation date, the plan was 88.23% funded. The
actuarial accrued liability for benefits was $125.2 million, and the actuarial value of assets was
$110.4 million, resulting in an unfunded actuarial accrued liability (UAAL) of $14.7 million.
The covered payroll (annual payroll of active employees covered by the plan) was $47.3 million,
and the ratio of the UAAL to the covered payroll was 31.11%.
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The schedules of funding progress, presented as required supplementary information (RSI)
following the notes to the financial statements, 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 aggregate 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.

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 $2,175,000. 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, 2010, the Board had $20,268,895 in construction contracts outstanding.

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, 2011 totaled
$2,862,316. Changes in the balances of claims liabilities for the year ended June 30, 2011 are as
follows:

Unpaid claims, beginning of year $ 2,937,503
Incurred claims (including IBNR) 37,604,396
Claims payments (37.679.583)
Unpaid claims, end of year $ 2.862.316




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 2011, the Board contributed $5,208,796 to the Plan. Plan members receiving benefits
contribute 30 percent of their premium costs. In fiscal year 2011, total member contributions
were $1,322,589. Additionally, the Board contributed $1,000,000 to the Tennessee School
Boards Association GASB 45 Trust to prefund benefits. Effective July 1, 2010, The Board's
Employee Benefit Committee has approved a freeze of Board contributions at the amount paid in
fiscal 2010; any deficit funding would be made up by plan members.

See next page



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 $ 34,400,127 $ 4,257,595 $ 38,657,722
Interest on Net OPEB Obligation 7,081,073 448,103 7,529,176
Adjustment to annual required contribution (8.773.981) (555.233) (9.329.214)

Annual OPEB Cost 32,707,219 4,150,465 36,857,684
Contributions made(Actuarial assumption) 6.001.498 811.904 6.813.402

Increase in Net OPEB Obligation 26,705,721 3,338,561 30,044,282
Net OPEB Obligation - Beginning of Year 141.621.465 8.962.060 150.583.525
Net OPEB Obligation - End of Year $_ 168.327.186 $ 12.300.621 $  180.627.807

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, 2011 $ 36,857,684 31.6 % $ 180,627,807
June 30, 2010 $ 25,207,680 31.6 % $§ 150,583,525
June 30, 2009 $ 88,438,855 12.8 % $ 133,292,197

Funded Status and Funding Progress

As of June 30, 2011, the actuarial accrued liability for insurance and life benefits was
$337,515,237, of which $3,500,000 has been funded, which includes $3,000,000 contribution
from the Board plus actuarial earnings on investments of $500,000. The covered payroll (annual
payroll of active employees covered by the Plan) was $251,851,782, and the ratio of the
unfunded actuarial accrued liability to the covered payroll was 134.0 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

Projections 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, 2010:
Eligibility requirements — 30 years of service or 60 years of age and 15 years of service.

Mortality — Life expectancies were based on mortality tables: RP-2000 Combined Mortality
Projected to 2015 using Projection Scale AA.

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 9.5 percent for pre-65 and 8.5 percent for 65 plus. The trend is assumed to
decrease by .5% per year until a rate of 6 percent 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. Basic life insurance is provided to the retiree at no cost to
the retiree. The current rate paid by the Board for life coverage was $0.219 per $1,000 in 2010.
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In the July 1, 2010 actuarial valuation, the Unit Credit actuarial Cost Method was used. A
discount rate of 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.

NOTE 11 - SUBSEQUENT EVENTS

The merger with Memphis City Schools is set to be effective at the beginning of the 2013-14
school year. On December 20, 2010, the Memphis City Schools’ Board of Education voted to
surrender its charter. This was followed by the Memphis City Council voting to surrender the
charter on February 10, 2011, and then by the referendum whereby the voters in the City of
Memphis voted to shift the administration of Memphis City Schools to the Shelby County Board
of Education. Decisions regarding the merging of departments and the sharing of services
between the two systems will need to occur before July 1, 2013. The two systems will operate
separately until such time, with separate budgets and financials being rendered.
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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, 2011

Revenues:
Shelby County
State of Tennessee
Federal Government
Local option and State sales taxes
Charges for current services
Other local sources
Total Revenues

Expenditures:

Regular education program
Special education program
Vocational education program
Alternative education programs
Support services
General administration
School administration
Business administration
Operation and maintenance of plant
Student transportation
Capital outlays

Total Expenditures

Excess (Deficiency) of Revenues
Over Expenditures

Other Financing Sources (Uses):
Transfers in
Transfers out

Total Other Financing Sources (Uses)

Net Change in Fund Balances

Fund Balance-GAAP Basis-Beginning of Year
Change in Reserve for Inventories

Fund Balance-GAAP Basis-End of Year

Budgeted Amounts

Variance with

Final Budget-

Positive
Original Final Actual (Negative)

$ 114,647,805 $114,647,805 $ 110,056,575 $  (4,591,230)
179,056,131 179,056,131 180,686,732 1,630,601
3,399,740 3,399,740 1,503,555 (1,896,185)
41,667,690 41,667,690 41,681,158 13,468
2,100,000 2,100,000 2,808,334 708,334
4.130.636 4.130.636 4.336.984 206,348
345.002.002 345.002.002 341.073.338 (3.928.664)
187,785,325 187,785,325 186,476,225 1,309,100
33,683,112 33,683,112 33,147,965 535,147
6,565,166 6,565,166 6,287,018 278,148
1,729,933 1,729,933 1,895,629 (165,696)
51,587,002 51,587,002 44,741,747 6,845,255
11,112,333 11,112,333 10,551,602 560,731
26,665,126 26,665,126 25,622,652 1,042,474
5,095,332 5,095,332 4,506,823 588,509
26,839,681 26,839,681 27,345,262 (505,581)
11,390,298 11,390,298 13,868,268 (2,477,970)
1,381.750 1,381.750 7.389.029 (6.007.279)
363.835.058 363.835.058 361.832.220 2.002.838
(18.833.056) (18.833.056) (20.758.882) (1,925.826)
1,733,730 1,733,730 1,123,276 (610,454)
1,733.730 1,733.730 1,123.276 (610.454)
$_(17.099.326) $(17.099.326) (19,635,606) $_ (2.536.280)
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Funding Progress
Shelby County Board of Education Defined Benefit Plan
(dollar amounts in thousands)

For the Year Ended June 30, 2011

Actuarial
Accrued UAAL as a
Actual Actuarial Liability Unfunded Annual Percentage
Valuation Value of (AAL) - Entry AAL Funded Covered of Covered
Date Plan Assets Age (UAAL) Ratio Payroll Payroll
June 30, 2009 $ 110,442 $ 125,169 $ 14,727 88.23 % $ 47,330 31.12 %
June 30, 2007 $ 103,860 $ 111,892 § 8,032 92.82 % $ 38,818 20.69 %

The Governmental Accounting Standards Board (GASB) requires the plan to prepare the
Schedule of Funding Progress using the entry age actuarial cost method. The requirement to
present the Schedule of Funding Progress using the Entry Age actuarial cost method went into
effect during the year of the 2007 actuarial valuation, therefore only the two most recent
valuations are presented.

Schedule of Funding Progress
Other Post Employment Benefits Plan (OPEB)
For the Year Ended June 30, 2011

Actuarial
Accrued
Liability UAAL asa
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 30,2010 $§ 3,500,000 $337,515,237 $334,015,237 0.16% $251,851,782 134.0%
June 30,2009 §$§ 2,000,000 $244,220,410 $242,220,410 0.80% $245,061,956 99.6%
June 30,2008 § - $787,583,902 $787,583,902 0% $240,049,979 328.1%

The Board began recognition of OPEB on July 1, 2007. Limited trend information may be
discerned from the three valuations made to date. The change in AAL for OPEB from the June
30, 2008 to the June 30, 2009 valuation date was due to actuarial assumption changes related to
reduction in claim costs for post-65 retirees. Effective January 1, 2011, post-65 retirees formerly
covered under the self-insured plan will be covered under an insured Medicare Supplement plan
which is estimated to reduce claim cost by 63% to 72% depending on age. Additional reductions
are anticipated due to census changes, changes in retiree contributions, and any retirements or
terminations that did not occur as expected in the prior valuation.
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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, 2011

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 Shelby County Commission in the
following major appropriation categories of the General Fund:

Major Appropriation Category Amount Overspent

Alternative Education Program $ 165,696
Operation and Maintenance of Plant 505,581
Student Transportation 2,477,970
Capital Outlays 6,007,279

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, 2011

Assets

Special Revenue Funds

School Total
Miscellaneous School Student Other
Governmental Cafeteria Activity Governmental
Funds Fund Fund Funds
Cash and cash equivalents $ 641,426 $ 9,599,737 $ 5,205,993 $ 15,447,156
Investments - - 55,061 55,061
Accounts receivable
State 499,722 807,715 - 1,307,437
Other - 719,470 - 719,470
Due from other funds 4411 - 732,525 736,936
Inventories - 666.761 120,982 787,743
Total Assets $_ 1.145.,559 $11.793.683 $_ 6.114.561 $.19.053.803
Liabilities and Fund Balances
Liabilities:
Accounts payable $ 3,870 $ 401347 $ 39,333 $ 444,550
Accrued payroll expenses 141,765 69,689 - 211,454
Due to other funds 967,402 6,844,959 - 7,812,361
Deferred revenues 32.522 693.040 - 725.562
Total Liabilities 1.145.559 8.009.035 39.333 9.193.927
Fund Balances:
Unspendable:
Inventories - 666,761 120,982 787,743
Restricted for:
Food services - 3,117,887 - 3,117,887
School student activities - - 5.954.246 5.954.246
Total Fund Balances - 3.784.648 6.075.228 9.859.876
Total Liabilities and Fund Balances $_ 1.145.559 $11,793.683 $_ 6,114,561 $.19.053.803
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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, 2011

Revenues:
State of Tennessee
Federal government
Other local sources
Total Revenues
Expenditures:
Regular education program
Support services
Food services
Student activities
Total Expenditures

Excess of Revenue Over Expenditures

Other Financing Sources:
Transfers in (out)

Net Increase (Decrease) in Fund Balances
Fund Balance, beginning of year
Change in Reserve for Inventories

Fund Balance, end of year

Special Revenue Funds

School Total
Miscellaneous School Student Other
Governmental Cafeteria Activity Governmental
Funds Fund Fund Funds
$ - $ 850,144 $ - $ 850,144
- 7,965,424 - 7,965,424
10,709 8.088.040 14.186.039 22.284.788
10,709 16.903.608 14.186.039 31.100.356
2,000 - - 2,000
8,709 50,500 - 59,209
- 17,152,205 - 17,152,205
- - 13.737.572 13.737.572
10,709 17,202,705 13.737.572 30.950.986
- (299.097) 448.467 ___149.370
- (299,097) 448,467 149,370
- 4,141,690 5,616,590 9,758,280
- (57.945) 10,171 (47.774)
$ - $_3.784.648 $_ 6.075.228 $ 9859876
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Revenues

Expenditures

Regular education program
Special education program
Early Childhood Development
Vocational education program
Support services
Student transportation
Food services

Total Expenditures

Excess of Revenue Over
Expenditures

Schedule of Revenue and Expenditures - By Type (Budgetary Basis) -
Federal Projects Funds

BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)

For the Year Ended June 30, 2011

Early Childhood
Carl IDEA IDEA Education Pilot Other Non-

Title | Perkins Part B Preschool Title 11 Project Race to the Top ED Jobs Major Programs Total
$__6.692.325 $ 461,380 $_14.953.377 $ 392272 $ 896.092 $ 1,191,489 $ 951.535 $ 718,206 $ 1.192.938 27.449.614
2,709,522 - - - 479,042 - 15,487 718,206 424,029 4,346,286
- - 8,843,947 346,631 - - - - - 9,190,578
- - - - - 1,191,489 - - - 1,191,489
- 301,143 - - - - - - - 301,143
3,683,558 148,698 2,829,290 27,092 371,298 - 887,067 - 721,514 8,668,517
- - 2,605,575 - - - - - - 2,605,575
- - - - - - - - 22.750 22.750
6.393.080 449.841 14.278.812 373.723 850.340 1.191.489 902.554 718.206 1.168.293 26.326.338
$ 299.245 § 11.539 § 674.565 $ 18.549 § 45,752 $ - $ 48,981 $ - $ 24.645 1.123.276
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE

(A Component Unit of Shelby County, Tennessee)

Schedule of Construction In Progress

Construction
Program
Expenditures
For the Year Ended
June 30, 2011

Southwind High

Millington High Replacement
Elmore Park Middle Replacement
Macon-Hall Elem Addition
Collierville Middle Replacement
Middle School Gym HVAC
Elementary School Gym HVAC
Southwind Elem Roofing

Highland Oaks Elem Roofing
Shelby County Schools Roofing
Gray's Creek New Central Office
Farmington Elem Kitchen Exhaust
Shelby County Schools Fire Alarms
Millington High Master Plan II, III, IV
Sundry other projects

Total

Cumulative
Construction In
Progress
As of June 30, 2011

182,692
3,635,492
9,763,514
2,584,839
962,680
1,116,423
446,034
491,358
500,869
588,340
4,010,384
40,499
214,462
22,907

300.494

24.860.987

$ -
3,817,291
10,637,362
2,584,839
575,542
1,116,423
446,034
491,358
500,869
71,066
5,316,349

22,907

$ 25.580.040




BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Expenditures of Federal and State Awards
For the Year Ended June 30, 2011

Catalog of
Federal Receivable Receivable
Domestic (Deferred (Deferred
Assistance Revenue) Revenue)
Number Program Name Grantor Pass-Through Entity June 30, 2010 Receipts Expenditures June 30, 2011
U.S. Department of Agriculture Pass-Thru Programs:
Child Nutrition Cluster:
10.553 School Breakfast Program U.S. Department of Agriculture Tennessee Department of Education - 1,397,228 §$ 1,562,833 165,605
10.555 National School Lunch Program - Non-Cash Assistance U.S. Department of Agriculture Tennessee Department of Education 459,506 961,672 789,746 287,580
10.555 National School Lunch Program - Cash Assistance U.S. Department of Agriculture Tennessee Department of Education - 5,760,481 6,402,590 642,109
10.582 Fresh Fruits & Vegetables U.S. Department of Agriculture Tennessee Department of Education - 15.751 22.750 6.999
Total Child Nutrition Cluster/ U.S. Department of Agriculture 459,506 8,135,132 8,777,919 1,102,293
U.S. Department of Education Direct Programs:
84.184L Safe Schools/Healthy Students Grants U.S. Department of Education 5.650 - - 5.650
Total Direct Programs 5,650 - - 5,650
U.S. Department of Education Pass-Thru Programs:
Title I, Part A Cluster:
84.010A Title I Grants to Local Educational Agencies U.S. Department of Education Tennessee Department of Education 534911 5,366,276 5,233,645 402,280
84.389 Title I, Part A (ARRA) U.S. Department of Education Tennessee Department of Education 80.586 1.372.623 1.458.680 166.643
Total Title I, Part A Cluster 615,497 6,738,899 6,692,325 568,923
Special Education Cluster:
84.027 Special Education - Grants to States U.S. Department of Education Tennessee Department of Education 3,242,360 8,594,442 10,194,596 4,842,514
84.173 Special Education - Preschool Grants U.S. Department of Education Tennessee Department of Education 63,860 245,751 202,694 20,803
84.391A IDEA Part-B (ARRA) U.S. Department of Education Tennessee Department of Education 1,037,665 4,552,894 5,663,791 2,148,562
84.392A IDEA Preschool (ARRA) U.S. Department of Education Tennessee Department of Education 12.069 98.660 189.578 102.987
Total Special Education Cluster 4,355,954 13,491,747 16,250,659 7,114,866
Education Technology State Grants Cluster:
84.318X Enhancing Education Through Technology U.S. Department of Education Tennessee Department of Education - 24,347 23,688 (659)
84.386 Enhancing Education Through Technology (ARRA) U.S. Department of Education Tennessee Department of Education 29.432 63.231 45.583 11.784
Total Education Technology State Grants Cluster 29,432 87,578 69,271 11,125
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Expenditures of Federal and State Awards
For the Year Ended June 30, 2011

(Continued)
Catalog of
Federal Receivable Receivable
Domestic (Deferred (Deferred
Assistance Revenue) Revenue)
Number Program Name Grantor Pass-Through Entity June 30, 2010 Receipts Expenditures June 30, 2011
84.048A Vocational Education-Basic Grant to States U.S. Department of Education Tennessee Department of Education 69,561 517,894 461,380 13,047
84.367A Improving Teacher Quality U.S. Department of Education Tennessee Department of Education 85,093 856,868 826,821 55,046
84.351C Professional Development for Art Education U.S. Department of Education Tennessee Department of Education 62,283 352,851 326,151 35,583
84.186A Safe and Drug-Free Schools and Communities U.S. Department of Education Tennessee Department of Education 33,915 79,508 45,593 -
84.298A Innovative Programs-Title V-A U.S. Department of Education Tennessee Department of Education (1,225) - - (1,225)
84.365A English Language Acquisition U.S. Department of Education Tennessee Department of Education 27,080 285,126 365,838 107,792
84.395 Tennessee First to the Top U.S. Department of Education Tennessee Department of Education - 949,400 951,534 2,134
84.287C 21st Century Community Learning Centers Program U.S. Department of Education Tennessee Department of Education - 101,613 220,586 118,973
84.410 Education Jobs U.S. Department of Education Tennessee Department of Education - 3,081 718,206 715,125
84.397 Extended Contract (ARRA) U.S. Department of Education Tennessee Department of Education - - 401,909 401,909
84.397 Family Resource Center (ARRA) U.S. Department of Education Tennessee Department of Education - 24,119 32,020 7,901
84.397 Coordinated School Health (ARRA) U.S. Department of Education Tennessee Department of Education - 158.621 180.000 21.379
Total Pass-Thru Programs 5.277.590 23.647.305 27,542,293 9.172.578
Total U.S. Department of Education 5.283.240 23.647.305 27,542,293 9.178.228
U.S. Department of Health & Human Services Pass-Thru Program:
93.558 Early Childhood Education Pilot Project U.S. Department of Health & Human Services Shelby County, TN 340,344 1,241,646 1,191,489 290,187
93.714 SNAP School Supplies (ARRA) U.S. Department of Health & Human Services Shelby County, TN - 196.638 196.638 -
93.7 Total U.S. Department of Health & Human Services 340.344 1.438.284 1.388.127 290.187
Total Federal Expenditures $ 6,083.090 $ 33.220.721 $ 37,708,339 $ 10,570,708
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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, 2011

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, 2011, 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, 2011, the Board of Education of Shelby County, Tennessee
had food commodities totaling $287,580 in inventory.



FEDERAL EXPENDITURES RECONCILIATION

The following schedule reconciles federal expenditures per Schedule of Federal Awards to
Federal government revenue per Statement of Revenues, Expenditures and Changes in Fund
Balances - Governmental Funds:

Federal expenditures per Schedule of Federal Awards $ 37,708,339
Less commodities - non-cash expenditures (789.746)

Federal revenue per Statement of Revenues, Expenditures and
Changes in Fund Balances - Governmental Funds $___36.918.593
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REPORTS ON INTERNAL CONTROL AND COMPLIANCE
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WHITE & CO.

CERTIFIED PUBLIC: ACCOUNTANTS

UIRERALL

Watkins Uiberall PLLC

Certified Public Accountants & Financial Advisors
Independent Member of BEKR 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 governmental activities, each major fund and the
aggregate remaining fund information 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, 2011, which
collectively comprise Board of Education of Shelby County, Tennessee's basic financial
statements and have issued our report thereon dated November 16, 2011. 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

Management of the Board of Education of Shelby County, Tennessee is responsible for
establishing and maintaining effective 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.

A deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a
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deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
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 Matfers

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 other matters that we reported to management of the Board of Education of
Shelby County, Tennessee in a separate letter dated November 16, 2011.

This report is intended solely for the information and use of the Superintendent and Members of
the Board of Education of Shelby County, Tennessee, others within the entity, 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.

Bunky Jolly, WL/

Memphis, Tennessee | W ,\%H, M’iA"‘ Aj/ ) )7 }l' c

November 16, 2011
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT OR MATERIAL EFFECT ON 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 Board of Education of Shelby County, Tennessee's compliance with the
types of compliance requirements described in the OMB Circular A-133 Compliance
Supplement that could have a direct and material effect on each of the Board of Education of
Shelby County, Tennessee's major federal programs for the year ended June 30, 2011. 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 compliance requirements referred to above that could have a direct and
material effect on each of its major federal programs for the year ended June 30, 2011.
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Internal Control over Compliance

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 to determine the auditing procedures for the purpose of expressing
our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133, 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 deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented or detected and corrected, on
a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, 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 management, the Board of

Education of Shelby County, Tennessee, others within the entity, 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 partles

Memphis, Tennessee W u% m L
November 16, 2011 AR AMJ P L c
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BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Findings and Questioned Cost
For the Year Ended June 30, 2011

Section I: Summary of Auditor's Results

Financial Statements:

1. Type of auditor's report issued on the financial statements. Unqualified
2. Material noncompliance relating to the financial statements. No
3. Internal control over financial reporting:

a. Material weaknesses identified? 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 Unqualified
5. Internal control over major programs:

a. Material weaknesses identified? 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? No
7. Federal programs identified as major programs:

a. Cluster: Child Nutrition
CFDA #10.553
CFDA #10.555
CFDA #10.582

b. Cluster: Title I, Part A
CFDA #84.010A
CFDA #84.389 (ARRA)



BOARD OF EDUCATION OF
SHELBY COUNTY, TENNESSEE
(A Component Unit of Shelby County, Tennessee)
Schedule of Findings and Questioned Cost

For the Year Ended June 30, 2011
(Continued)

c. Cluster: Special Education
CFDA #84.027
CFDA #84.173
CFDA #84.391A (ARRA)
CFDA #84.392A (ARRA)
d. Cluster: Enhancing Education Through Technology
CFDA #81.318X
CFDA #84.386 (ARRA)
CFDA #93.558, Early Childhood Education Pilot Project
CFDA #84.397, Extended Contract (ARRA)
CFDA #84.397, Family Resource Center (ARRA)
CFDA #84.397, Coordinated School Health (ARRA)
CFDA #93.714, SNAP School Supplies (ARRA)

FEgR o

8. The dollar threshold used to distinguish between type A and type B programs: ~ $1,131,250
9. Auditee qualified as a low-risk auditee? No
10. 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? No

Section II: Findings - Financial Statement Audit
A. No Findings

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

A. No Findings or Questioned Costs.
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