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Inspector General

May 17, 2007

The Honorable Adrian M. Fenty

Mayor of the District of Columbia
Mayor’s Correspondence Unit, Suite 221
1350 Pennsylvania Avenue, N.W.
Washington, D.C. 20004

The Honorable Vincent C. Gray
Chairman

Council of the District of Columbia
John A. Wilson Building, Suite 504
1350 Pennsylvania Avenue, N.W.
Washington, D.C. 20004

Dear Mayor Fenty and Chairman Gray:

As part of our contract for the audit of the District of Columbia’s general purpose financial
statements for fiscal year (FY) 2006, BDO Seidman, LLP submitted the enclosed final report
on the District of Columbia Public Schools (DCPS) Budgetary Comparison Schedule —
Governmental Funds (the Schedule).

BDO Seidman, LLP opined that the Schedule presents fairly, in all material respects, the
original budget, final budget and actual revenues, expenditures, and other sources/uses of
DCPS’s funds, which represent a portion of the District of Columbia’s General Fund and
Federal and Private Resources Fund, for the year ended September 30, 2006, in conformity
with accounting principles generally accepted in the United States of America.

If you have questions or need additional information, please contact William J. DiVello,
Assistant Inspector General for Audits, at (202) 727-2540.

Sincerely,

/
Charles J. thlough 4%

Inspector General

Enclosure
CJW/ws

CC: See Distribution List

717 14" Street, N.W., Washington, D.C. 20005 (202) 727-2540
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GOVERNMENT OF THE DISTRICT OF COLUMBIA
Office of the Chief Financial Officer
District of Columbia Public Schools

o ok
I——

Pamela D. Graham
Chief Financial Officer

MEMORANDUM

TO: Robert Bobb, School Board President
School Board Members
Washi n, DC 20002

FROM: Pa ’CFO

DATE: January 26, 2007

The Annual Budgetary Comparison Schedule Governmental Funds and Supplemental
information of the District of Columbia Public Schools (DCPS) for fiscal year ended
September 30, 2006 is hereby submitted.

This report consists of management’s representation concerning the finances of the
DCPS. Consequently, management assumes responsibility for the completeness and
reliability of the information presented in this report. To provide a reasonable basis for
making these representations, management of the DCPS established a comprehensive
internal control framework designed both to protect the DCPS’ assets from loss, theft, or
misuse and to compile sufficient reliable information for the preparation of the DCPS’
financial statements in conformity with Generally Accepted Accounting Principles
(GAAP). Because the cost of internal controls should not outweigh their benefits, the
DCPS’ comprehensive framework of internal controls is designed to provide reasonable
rather than absolute assurance that the financial statements are free from material
misstatements. As management, we assert that, to the best of our knowledge and belief,
this financial report is complete and reliable in all material respects.

The DCPS’ annual budgetary comparison schedule has been audited by BDO Seidman,
LLP a firm of licensed independent certified public accountants. The goal of the
independent audit was to provide reasonable assurance that annual budgetary comparison
of the DCPS for the fiscal year ended September 30, 2006 is free of material
misstatements. The independent audit involves examining, on a test basis, evidence
supporting the amounts, and disclosures in the schedules, assessing the accounting
principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The independent auditor concluded, based upon

825 North Capitol Street, N.E., Suite 7001, Washington, D.C. 20020 Te!: (202) 442-6300 Fax: (202) 442-5304
3



the audit, that there was a reasonable basis for rendering an unqualified opinion that the
Schools’ financial statements for the fiscal year ended September 30 2006 fairly
presented in conformity with GAAP. The independent auditors’ report is presented as the
first component of the financial section of this report. The accomplishment reflects our
accountability for the public resources entrusted to us, and the dedication and
commitment of our financial management responsibilities.

This letter of transmittal is designed to complement the schedule,

es ctfully s gﬂ\/
= o;frzw Q ’{’*fw—f

Pamela Graham
Chief Financial Officer

825 North Capitol Street, N.E., Suite 7001, Washington, D.C. 20020 Tel: (202) 442-5300 Fax: (202) 442-5304
4



BDO Seidman, LLP 1250 Connecticut Avenue NW, Suite 200
Accountants and Consultants Washington, D.C. 20036
D —— Telephone: (202) 261-3565

Fax: (202) 261-3563

Independent Auditors’ Report

The Members
Board of Education of the District of Columbia
Washington, D.C.

We have audited the accompanying Budgetary Comparison Schedule — Governmental Funds (the
Schedule) of the District of Columbia Public Schools (DCPS), which represents a portion of the
District of Columbia’s General Fund and Federal and Private Resources Fund, for the year ended
September 30, 2006. This Schedule is the responsibility of DCPS’ management. Our responsibility
is to express an opinion on this Schedule based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Schedule is free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Schedule. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall Schedule presentation. We believe that our audit
provides a reasonable basis for our opinion.

As discussed in note 2, the Schedule presents DCPS’ budget, and actual revenues, expenditures,
and other sources/uses, which is not a complete presentation of the financial position or changes in
financial position of DCPS or the District of Columbia. Furthermore, the accompanying Schedule
presents only a portion of the District of Columbia’s General Fund and Federal and Private
Resources Fund and it does not purport to, and does not, present fairly the financial position or
changes in financial position of DCPS or the District of Columbia as of and for the year ended
September 30, 2006 in conformity with accounting principles generally accepted in the United
States of America.

In our opinion, the Schedule presents fairly, in all material respects, the original budget, final
budget and actual revenues, expenditures, and other sources/uses of DCPS’ funds, which represents
a portion of the District of Columbia’s General Fund and Federal and Private Resources Fund, for
the year ended September 30, 2006, in conformity with accounting principles generally accepted in
the United States of America.

Our audit was conducted for the purpose of forming an opinion on the Schedule. The Schedule of
Expenditures — Budget and Actual — Governmental Funds — Organization is presented for the
purposes of additional analysis and is not part of the Schedule. The Schedule of Expenditures —
Budget and Actual — Governmental Funds — Organization has been subjected to the auditing
procedures applied in the audit of the Schedule and, in our opinion, is fairly stated in all material

respects in relation to the Schedule taken as a whole.
BDO Seidman, LLp

January 26, 2007
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District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

Note 1. Summary of Significant Accounting Policies
Background

The mission of the District of Columbia Public Schools (DCPS and/or the Schools) is to provide
comprehensive publicly supported education to students from pre-kindergarten through grade twelve.
Services include programs at the elementary, junior and senior high school levels, as well as special
education for handicapped students and career training opportunities for adults at career development
centers.

The Schools are an independent, but not legally separate, agency of the District of Columbia (District)
and are included in the District’s budgetary request to the United States Congress (Congress). The School
budget is subject to approval by the Council of the District, and is subject to congressional appropriations
as part of the overall budget appropriation for the District for each fiscal period.

The District of Columbia Board of Education is the official policy making body for educational related
issues in the city. Its membership is comprised of five (5) elected members (the President is elected city-
wide), four members (at-large) who are appointed by the mayor, and two student representatives. The
School Board of the District of Columbia Public Schools appoints the Superintendent. The
Superintendent is the executive and administrative head of the Public School Division.

The accounting and reporting policies followed by the Schools in the presentation of the Budgetary
Comparison Schedule - Governmental Funds conform to accounting principles generally accepted in the
United States of America (GAAP). The following is a summary of the Schools’ significant accounting
policies.

Note 2. Financial Reporting Entity

The Schools are considered an agency of the District’s reporting entity because it is not legally separate,
and the District thus holds its corporate powers. The majority of the School’s local revenues are received
from the District. In fiscal year 2006, the Schools received appropriations from the District representing
25% of the District’s total general fund revenue. Further, the Schools are subject to the budgetary
procedures followed by the District in its annual request to Congress. As an agency of the District, the
financial position and results of operations of the Schools are included in the District’s basic financial
statements.

The accompanying schedule and notes present only the DCPS’ budget, and its results of operations on a
budgetary basis. Therefore, the accompanying schedule and notes present only a portion of the District of
Columbia’s General Fund and Federal & Private Resources Fund and is not intended to present the
complete financial position or changes in financial position of the Schools or the District as a whole in
conformity with accounting principles generally accepted in the United States of America.



District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

Excluded from the accompanying schedules are:

« Depreciation on all capital assets used by the Schools;
« Interest expense and related debt service costs on general obligation debt issued by the District to
fund various School capital improvements programs.

Note 3. Measurement Focus and Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when and how
revenues and expenditures/expenses are recognized in the accounts and reported in the financial
statements. Thus, the accounting and financial reporting treatment applicable to a fund or activity is
determined by its measurement focus.

o  Measurement Focus

All governmental funds are accounted for using a flow of current financial resources,
measurement focus and the modified accrual basis of accounting. Operating statements of these
funds present increases (revenues and other financial sources) and decreases (expenditures and
other financing uses) in net current assets.

e Basis of Accounting

All governmental funds use the modified accrual basis of accounting. Under the modified accrual
basis of accounting, amounts are recognized as revenue when earned, only so long as they are
collectible within the period or soon enough afterwards to be used to pay liabilities of the current
period. That is, revenues are only recognized under modified accrual accounting to the degree
that they are available to finance expenditures of the fiscal period. Similarly, debt service
payments and a number of specific accrued liabilities are only recognized as expenditures when
payment is due because it is only at that time that they normally are liquidated with expendable
available financial resources. A one-year availability period is used for revenue recognition for all
other governmental fund revenues. Expenditures are recorded when the related fund liability is
incurred. Expenditures and liabilities such as, compensated absences, claims and judgments, and
special termination benefits are recorded in the governmental fund statements only when they
mature or become due for payment within the period.

Intergovernmental revenues are amounts derived through agreements with other governments. In
general, these revenues are comprised of contributions and grants made by the Federal
government to the District. Contributions are recognized as revenue when received. Generally,
entitlements and shared revenues are recognized when available. Resources arising from grants
are usually subject to certain eligibility requirements; therefore, most grant revenues are
recognized as revenue only when the conditions of the grants are met. Grant funds received
before all eligibility requirements are met are recorded as deferred revenue.



District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

Local Revenues

Local revenues represent an allocation of the District’s General Fund revenues that support the
operations of the Schools. The amount of allocation is limited, by the Appropriations Act, to only
amounts originally approved, subsequent supplemental appropriations, and reprogrammings.

As documented in the FY 2006 Appropriations Act, D.C. Public Schools is authorized to receive
a ten percent (10%) advance on the FY 2007 Appropriation (local revenues) in July to facilitate
the opening of schools in September.

Compensated Absences

The Schools’ policies allow employees to accumulate unused sick leave with no maximum
limitation. Pursuant to the Teacher’s Union contract, unused sick leave may be paid out annually
upon teacher request. Vacation (annual) leave may be accumulated up to 240 hours. The DCPS

records vacation and teachers’ sick leave as expenditures in the schedule only to the extent that it
matures or comes due for payment.

Claims and Judgments

The Schools record claims and judgments to the extent that they are to be funded from its
appropriations. The claims and judgments that are recorded by Schools consist of employee wage
suits, claims resulting from union negotiated contracts, special education suits, and adjustments of
federal awards. All other major judgments and claims are appropriated in another functional level
of the District’s budget.

Interfund Activity

The effect of interfund activity has been eliminated from the schedule.

Indirect Costs

The District and the Schools do not allocate indirect costs to the functional levels for budgetary
and actual purposes, and those costs are not included in the accompanying schedule.

Fringe Benefits

The fringe benefits for employees of the District are budgeted and expended at the functional
level. Health, disability, workers compensation and retirement benefits associated with Schools’
employees are included in the accompanying schedule.

Repairs and Maintenance

Costs of repairs and maintenance to capital assets utilized by the Schools are budgeted and
expended at the Schools’ functional level and are included in the accompanying schedule. Costs



Note 4.

District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

of improvements to capital assets are budgeted and expended in the School Capital Project Fund
and are not included in the accompanying schedule.

Basis of Budgeting and Budgetary Control Policies

The budgetary data for the Schools’ Budgetary Comparison Schedule - Governmental Funds was a
component of the overall District budget request approved by the U.S. Congress. Although the Board of
Education developed a separate budget request, which was submitted to the Mayor to support the
Schools’ fiscal 2006 operational needs, the budget ultimately approved and included in the accompanying
schedule represents primarily an allocation from the District’s final approved budget.

Process

About March 15 of each year, the Mayor submits to the Council an all sources budget for the
general fund, for the fiscal year commencing the following October 1. The Council holds public
hearings and adopts the budget through passage of a budget request act. The Mayor may not
forward, and the Council may not adopt, any budget for which expenditures and other financing
uses exceed revenues and other financing sources. A project-length financial plan is adopted for
the General Capital Improvements Funds. About June 1 of each year, the Mayor approves the
adopted budget and forwards it to the President of the United States for review. Early in June of
each year, the President submits the reviewed budget to Congress which conducts public hearings
and enacts the budget and the authorized Federal payment in-lieu-of taxes through passage of an
appropriations law.

Appropriation Act

The legally adopted budget is the annual appropriations public law (Appropriations Act) enacted
by Congress and signed by the President. The Appropriations Act authorizes expenditures at the
function level or by appropriation title, such as Public Safety and Justice, Human Support
Services or Public Education. Congress must enact a revision that alters the total expenditures of
any function. The District may request a revision to the appropriated expenditure amounts in the
Appropriations Act by submitting to the President and Congress a request for a supplemental
appropriation.

Pursuant to the Reprogramming Policy Act (D.C. Official Code 47-361(2001), as amended), the
District may reallocate budget amounts within appropriation title. The appropriated budget
amounts in the Budgetary Comparison Statement include all approved reallocations. This
statement reflects budget to actual comparisons at the function level (or appropriation title).
Appropriated actual expenditures and uses may not legally exceed total appropriated budgeted
expenditures and uses at the function level as shown on this statement. A negative expenditure
variance in the budgetary comparison statement for a particular function is a violation of the
Anti-Deficiency Act (31 U.S.C. 1341, 1342, 1349, 1351) and the District of Columbia Anti-
Deficiency Act (D.C. Official Code 47-3555.01-355.08, 2001). Also, a violation of the D.C. Anti-
Deficiency Act exists if there is a negative expenditure variance for a particular purpose or object
of expenditure within an appropriation. There were no violations of these Acts as of September
30, 2006.
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Note 5.

District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

The Appropriations Act specifies expenditures and net surplus or deficit of revenues. The
Appropriations Act does not specify revenue amounts. The legally adopted revenue budget is
based primarily on the revenue estimates submitted to the President and Congress as modified
through legislation. The Budgetary Comparison Statement shows Revenues and Other Sources as
presented in the Conference Report (H.R. 108-401) and Expenditures and Other Uses as
contained in the Appropriations Act (PL 108-199.)

Local revenues include an allocation of a portion of these funds to the Schools.

Retirement Plans

Teachers’ Retirement Plan

The Teachers’ Retirement Plan (D.C. Code 4-601, 11-1561, 31-120) is a component of the
District’s Retirement Program, which is a single-employer defined benefit pension plan covering
the Schools’ teachers. The plan provides retirement, death and disability benefits, and annual
cost of living adjustments to plan members and beneficiaries.

Participants contribute seven percent 7% (or 8% for teachers hired on or after November 16,
1996) of annual pay, minus pay received for summer school. Members may also contribute up to
10% of annual pay toward an annuity in addition to any vested pension. The District and Federal
governments make contributions based upon actuarially determined funding requirements. The
District’s contribution to the Teachers’ Retirement Plan was $59,934 for the year ended
September 30, 2006.

Teachers who retire at age 55 with 30 years of service, at 60 with 20 years, or at 62 with 5 years
are entitled to an annual annuity, payable monthly for life, equal to one and a half percent (1.5%)
of their average salary for the highest consecutive 3 years for each year of service up to 5 years,
1.75 percent for each year over 5 years, and 2 percent for each year over 10 years, up to a
maximum of 80 percent excluding credit for unused sick leave. Benefits vest upon reaching 5
years of service and increase after retirement based upon inflation. Refunds are made if
separation occurs before 5 years of service.

Additional information relating to this plan is available in Note 9 of the District’s Comprehensive
Annual Financial Report (CAFR) for the year ended September 30, 2006.

Civil Service Retirement System

The Schools’ administrative and support employees hired before October 1, 1987, participate in
the United States Civil Service Retirement System (the System). Employees contribute
seven percent (7%) of their annual salary to the Federal government, which administers the plan.
The District’s contribution for most Civil Service covered employees is 8.51%. The Federal
government provides additional health care and life insurance benefits to certain retired Schools’
administrative and support employees under the Federal Employees’ Health Benefits Program
and the Federal Employees’ Group Life Insurance Program with no liability to the Schools.
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Note 6.

District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

District Retirement Plan

Non-teaching employees hired on or after October 1, 1987 participate in the District’s Retirement
Plan discussed below and the United States Social Security System. The District’s Retirement
Plan is a defined contribution plan (D.C. Code 4-601, 11-1561, 31-120) with a qualified trust
under Internal Revenue Code Section 401(a) for permanent full-time employees covered by the
Social Security System. The District contributes five percent (5%) of an employee’s base salary
each quarter. There are no non-employer contributions under this plan. The Schools’ employees
covered under this plan vest fully after four years of service, following a one-year waiting period.
Contributions and earnings are reduced if separation occurs before five years of credited service.
These contributions are not assets of the District, which has no further liability to this plan.

Deferred Compensation Plan

Under the District-sponsored Deferred Compensation Plan established pursuant to Section 457 of
the Internal Revenue Code, the Schools’ employees including teachers, may defer the lesser of
$13,000 or 100% of includible compensation in calendar year 2006. Employees with more than
fifteen years of service may defer up to $14,000 for calendar year 2006. Also an additional
deferral of $4,000 was available to participants who were at least 50 years old before the end of
the calendar year. Compensation deferred and incomes earned are taxable when paid or made
available to the participant or beneficiary upon retirement, death, termination or unforeseeable
emergency. Contributions are not assets of the District, which has no further liability to the plan.

Commitments and Contingencies
Operating Leases
The Schools’ lease office space from the District under an intra-district arrangement. In addition,
other lease expenditures include equipment and vehicles. The total lease expenditures for the

fiscal year ended September 30, 2006 were $13,338. Future minimum lease payments under the
operating leases at September 30, 2006 are as follows:

Year Amounts

2007 $ 9,128
2008 7,164
2009 856
2010 878
Thereafter 899
Total future minimum lease payments $18,925

Self-Insurance
The Schools, as an agency of the District, participate in the District’s self-insurance activities.

The District, through a separate appropriation, pays all significant losses arising from a lack of
insurance. No significant losses occurred during the fiscal year ended September 30, 2006.

-12-



District of Columbia Public Schools
Notes to the Budgetary Comparison Schedule — Governmental Funds
Year Ended September 30, 2006
(Dollars in Thousands)

Information regarding the District’s outstanding liability at September 30, 2006 is presented in
the District’s CAFR. No separate information related to the Schools is available.

Note 7. Federally-Assisted Grant Programs

The Schools is a recipient of various federal awards used in a variety of educational programs. The
Schools are subject to audits in accordance with the Single Audit Act Amendments of 1996 and the grant

programs may be subject to additional financial, programmatic and compliance audits by the respective
federal grantor agencies.
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District of Columbia Public Schools

Annual Budgetary Comparison Schedule
Office of the Chief Financial Officer
825 North Capitol Street, NE
Washington, DC 20002
202-442-5300
202-442-5313






