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Part I - Introductory Section



\Q Kelvin R. Adams, Ph.D.

SAINT LOUIS Superintendent of Schools

PUBLIC SCHOOLS

December 6, 2017

Members, Special Administrative Board (SAB) of the Transitional School District of the
City of St. Louis and Citizens of City of St. Louis, Missouri
St. Louis, Missouri

Dear Board Members:

In compliance with Section 162.641, Revised Statutes of Missouri, 2007, | am submitting the
Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2017. This report has
been prepared to provide you, representatives of financial institutions, the public and other interested parties
information concerning the financial performance of the St. Louis Public Schools (“SLPS, the District”).

Responsibility for the accuracy, completeness and clarity of this report rests with me, and the Chief Financial
Officer/Treasurer. The report was prepared by the Chief Financial Officer/Treasurer, the Fiscal Control
Office and the Budget Office. We believe that the data, as presented, is accurate in all material aspects;
that it fairly sets forth the financial position and results of operations of the District as measured by the
financial activities on a government-wide basis and of its various funds; and that readers have all
disclosures necessary to gain an understanding of the District’s financial affairs.

This report has three sections — Introductory, Financial and Statistical

1. Introductory section: This transmittal letter, and the District’'s organizational chart, the 2016 ASBO
Certificate of Excellence and the 2016 GFOA Certificate of Achievement.
2. Financial section: Government-wide financial statements; fund financial statements, supplemental

information for combined and individual fund financial statements and schedules; the independent
auditors’ report on the financial statements; and Management’s Discussion and Analysis. It is
designed to be an objective and easily readable analysis of the District’s financial activities.

3. Statistical section: Unaudited tables of both financial and demographic data. This information is for
the purpose of presenting social and economic information, financial trends and fiscal capacity of the
District presented on a multi-year basis.

The District is required to undergo an annual single audit to conform to the provisions of the Uniform
Guidance at 2CFR200, Audits of States, Local Governments and Non-Profit Organizations. Information
related to this single audit, including the schedule of expenditures of federal awards, findings and
recommendations, and the independent auditors’ reports on internal control and compliance with applicable
laws and regulations are included in a separate report.

This report includes all funds of the District. The District is a public school system offering full all-day pre-
school and kindergarten through grade 12 educational opportunities for all eligible residents within its
geographic boundaries.

801 N. 11tk Street Saint Louis, Missouri 63101 Phone: 314-231-3720
Fax: 314-345-2661
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GAAP requires that management provide a narrative introduction, overview, and analysis to accompany
the basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter
of transmittal is designed to complement the MD&A and should be read in conjunction with it. The
District's MD&A can be found in the financial section immediately following the report of the independent
auditors.

Summary of Accomplishments and Significant Events in Fiscal Year 2016-2017

Saint Louis Public Schools strives to provide a first-rate, relevant education to every student through
high-quality instruction, proper and sufficient resources for schools, and safe and updated school
buildings. The District continued to meet these goals during FY2016-2017:

= OnJan. 10, 2017, the Missouri State Board of Education voted unanimously to grant Full
Accreditation to Saint Louis Public Schools. The State Board's action completed a nine-year,
nine-month and 19-day journey for SLPS that saw the District lose accreditation in 2007,
improve to Provisional Accreditation status in 2012, and regain Full Accreditation with the
vote by State Board.

» Based on data released by the Missouri Department of Elementary and Secondary
Education, the District received 104.5 Annual Performance Report points with hold harmless
calculations factored in, surpassing the required 98 points required by DESE for Full
Accreditation for two straight years.

= SLPS received a $1.4 million Promoting Student Resilience grant from the U.S. Department
of Education. The grant will provide funding to implement the Trauma Informed Program for
Schools (TIPS) in approximately 18 SLPS elementary schools, six nonpublic schools in the
city of St. Louis, and six North County schools located in the St. Louis Promise Zone.

= Adams and Woodward elementary schools received the 2016 Let's Move! Active Schools
National Award—the nation’s top physical education and physical activity distinction for K-12
schools—for their outstanding efforts in creating an active school environment.

= Woerner Elementary, Busch Middle School of Character and Nottingham CAJT High School
were among 16 schools in Missouri and 67 schools nationwide to be named Character.Org
National Schools of Character for 2016. Kennard Classical Junior Academy was recognized
as a 2016 State School of Character.

= |n support of the District’s Transformation Plan, the St. Louis Public Schools Foundation
continued to secure robust funding for early childhood education programs, health and
wellness initiatives, the cultivation of school leadership and college and career readiness
programs for students.



District corporate and community partners continued their valuable work in SLPS schools. Wells Fargo
Advisors, Bryan Cave law firm, Laclede Gas (now Spire) and Express Scripts maintained or expanded
their programs and services. Biking 4 Books raised $25,000 to purchase books for students, and Allstate
made a significant investment in Peabody Elementary, donating $30,000 to renovate their library.

= Water sources at all active school buildings were proactively screened for lead. The USEPA
action level for lead in drinking water is 15.0 ppb for potable water sources. The District set a
more stringent guideline for itself of 10.0 ppb. Any drinking fountains or sinks that failed the
test were immediately addressed and fixed.

» Langston Middle and Cote Brilliante Elementary were closed at the end of the school year in
continued efforts to develop a portfolio of schools that appropriately addresses the needs of
the community.

Current Initiatives and Accomplishments

SLPS Transformation Plan: Work continues on the plan to develop a system of excellent schools
for SLPS students. The Transformation Plan Oversight Committee (TPOC) meets weekly to review
projects, make recommendations and ensure progress continues. The Transformation Plan is the
top priority for all District staff.

New School Themes: Eight SLPS schools were re-imagined and re-themed for the 2017-2018 school
year to better serve the interests and needs of students: Long International Middle School, Hodgen
Tech, Clay Academy of Exploration and Civics, Walbridge STEAM Academy, Pierre Laclede Junior
Career Academy, Farragut Academy of New Horizons, Roosevelt High School: A Global Community
School and Northwest Academy of Law and Social Justice.

Gifted Instruction: The District’'s Gifted and Talented Office adjusted its practices to assess a greater
number of children districtwide with added emphasis on North City residents who are traditionally less
aware of the program. Columbia Elementary is continuing its transition into the District’s first fully gifted
instruction school in North City. It expanded this year to serve gifted students in grades PK4,
kindergarten and 1st grade.

Love of Learning: Now in its second year, the Academics Department adjusted the scope and focus of
the Love of Learning initiative to enhance students’ experience in the classroom and beyond. The
initiative now focuses on: 1) STEAM, 2) Inquiry, 3) Future and 4) Impact.

Custodial Services: Previously outsourced to Aramark, custodial services are now in-house, enabling
more intensive, sustainable cleaning with a higher degree of accountability.

Updated Technology: The Technology Services Department is in the process of replacing 5,350 older
iPads for staff.

These and other measures are intended to increase the educational options for the academic success of
students in the Saint Louis Public Schools as well as return the District to a full accreditation status.

Year End Audit and Financial Results
The final independent audit for the 2017 fiscal year was completed by RubinBrown LLP in December 2017 and
their audit report is included in the Financial Section of this CAFR.

The District began the year with a $23.8 million General Operating fund surplus and ended the year with a $53.5
million surplus.



Additional comments can be found later in the Management's Discussion and Analysis (MD&A) section of this
report.

Profile of Government

The St. Louis Public School District (the “District”) encompasses approximately 61 square miles and includes the
entire corporate limits of the City of St. Louis, Missouri (the “City”). The present estimated population of the City
and, therefore, of the District is 311,404. The District operates as the largest public school system in the State of
Missouri. The District was initially organized in 1833. In 1838, the Board opened its first school, and in 1853, the
Board opened the first coeducational high school west of the Mississippi River.

Under a March 22, 2007 decision, the Missouri State Board of Education declared St. Louis Public Schools as
unaccredited. In accordance with the laws of the State of Missouri, the governance of the school district was
transferred from the divested board, except for auditing and reporting matters, and placed with the Special
Administrative Board (SAB) of the Transitional School District. The transitional school district is subject to all laws
pertaining to “seven member districts,” as defined in section 160.011, RSMO. The governing board of the
transitional school district shall consist of three members: one shall be a chief executive officer nominated by the
state board of education and appointed by the governor with the advice and consent of the senate, one shall be
appointed by the mayor of the city not within a county and one shall be appointed by the president of the board of
aldermen of the city not within a county. The SAB took full control of the operation of the St. Louis Public School
District on June 15, 2007. Pursuant to Missouri Revised Statute §162.1100.4, the SAB is empowered to, among
other things, (1) create an academic accountability plan, take corrective action in underperforming schools, and
seek relief from state-mandated programs; (2) explore alternative forms of governance for the district; (3) contract
with nonprofit corporations to provide for the operation of schools; (4) oversee facility planning, construction,
improvement, repair, maintenance, and rehabilitation; (5) establish school site councils to facilitate site-based
school management and improve the responsiveness of the schools to the needs of the local geographic
attendance region of the school; and (6) submit a proposal to the district voters regarding establishment of
neighborhood schools.

Prior to the transfer of governance to the SAB, the District existed as a metropolitan school district organized
and governed pursuant to Sections 162.572 through 162.661 of the Revised Statutes of Missouri, 2007, as
amended. The Board was responsible for the supervision and governance of the District. The Board also
had final control over all school matters except as limited by state law, the courts, and the will of its citizenry
as expressed in elections. The Board'’s responsibilities were generally: to set policy for the District, to
ensure efficient operations, to select and evaluate the Superintendent of Schools, to adopt an annual budget
and its supporting tax rate, and to foster good community relations and communications. In addition, the
Board appointed the Superintendent of Schools to carry out the policies set by the Board.

With the loss of the District’s accreditation, and the appointment of a chief executive officer, any powers
granted to the existing school board on or before August 28, 1998, were vested with the Special
Administrative Board of the Transitional School District as long as the Transitional School District exists,
except as otherwise provided in section 162.621

The District has 3,125 full-time employees including 1,686 certified teachers and principals, representing
54% of full-time staff. Another 785 substitute and part-time staff support the District for a total staff count of
nearly 4,000.



Enroliment in the District has declined significantly over the past twenty years. Enroliment totaled 108,770
students and 111,233 students in 1960 and 1970, respectively (kindergarten through 12" grade). The State
funded pre-k attendance for unaccredited and provisionally accredited districts in FY2017, including SLPS.
The average daily attendance in the District (including regular and vocational students) over the past eight
school years has been:

School Year Average Daily Attendance
2017 21,422
2016 21,076
2015 22,709
2014 23,317
2013 23,372
2012 20,608
2011 20,880
2010 22,754

The Missouri State Board of Education voted unanimously to re-classify St. Louis Public Schools as
Provisionally Accredited as of October 16, 2012. The Provisional Accreditation vote came following a
recommendation by Missouri Department of Elementary and Secondary Education Commissioner Dr. Chris
Nicastro, who analyzed multiple years of data and indications of district-wide improvements over the prior
five years.

In recommending Provisional Accreditation for the District, Commissioner Nicastro requested that the State
Board review the District’s progress under the standards of MSIP 5 in September of 2013, and each year
thereafter until the District achieves full accreditation. Although enough Annual Performance Result points
were earned in FY2015, the Missouri Department of Elementary and Secondary Education (DESE) and the
Missouri State Board of Education voted not to recommend Full Accreditation for Saint Louis Public Schools.

The District received enough Annual Performance Result points once again in FY2016 and FY2017 for Full
Accreditation. A determination on the District's accreditation status is anticipated from DESE and the
Missouri State Board of Education in January 2018.

The District provides educational programs to students of all ages through its preschool, kindergarten
through 12" grades and adult education programs. The District also operates four Community Education
Full Service Schools that offer educational and recreational programs to enrollees of all ages. In addition,
there are high quality after school programs, which offer tutoring sessions for students.

The grade configuration of the District was reorganized in 1980. Prior to that year, the elementary schools
served grades K-8 and the secondary schools served grades 9-12. Under the reorganization, middle
schools were established for grades 6-8 and elementary schools serve primarily grades K-5.

Elementary schools (grades PK-5) offer mathematics, communication arts (reading, writing, speaking and
listening), science and social studies. Arts and physical education are also provided. Middle schools
(grades 6-8) offer mathematics, communication arts, science and social studies. Additionally, the middle
schools offer art, business education (in magnet schools), industrial arts, music (vocal and instrumental),
physical education, career awareness and orientation, counseling, remedial reading and remedial
mathematics.



High schools offer English (complete sequence), mathematics courses (basic mathematics through
calculus), science (general science, chemistry and physics), social studies (complete sequence), advanced
placement and college readiness courses, career technical education courses, music (vocal and
instrumental), physical education, and athletic programs (all sports).

At all grade levels there is a range of services for special education and guidance services. In addition, the
District operates alternative programs for students with specialized needs. These initiatives include
programs for adjudicated students and students with disciplinary problems; special schools for physically
challenged students; and tutoring for students who are hospitalized.

Included within the District’s elementary, middle and high schools are magnet schools. In addition to a basic
curriculum, magnet schools offer a specific focus, which makes it possible to match a student’s unique
needs or interests with a compatible teaching method or program.

Economic Condition and Outlook

The Special Administrative Board adopted a Fund Balance Policy in fiscal year 2013. The purpose of the
policy is to establish guidelines that are necessary to ensure that the SLPS maintains an adequate level of
unassigned reserves to mitigate financial risk that can arise from unforeseen revenue fluctuations,
unforeseen expenditures and similar circumstances. There have been no other relevant financial policies
that have had a significant impact on the current year’s financial statements.

The fiscal condition of the St. Louis Public Schools, which serve the residents of the City of St. Louis, is
closely linked to the economic health and population trends of the City of St. Louis and the State of Missouri
budgetary constraints. The City’s population has declined since 1985 and the 2010 census showed an 8%
decline to 319,294 since 2000. However, significant reinvestment in the downtown area of the City over the
last 15 years has established a base for the City’s future health and growth.

The city's tax base will remain large and relatively diverse given a recent surge in economic development.
The City of St. Louis is experiencing modest gains driven by private services hiring, a strengthening
manufacturing sector, and significant growth in development activity. Following several years of taxable
value declines, the city's tax base shows signs of stabilization. Thirty-one major projects are currently under
construction or renovation at a total investment of almost $2 billion. These projects include luxury
apartments, a major expansion of BJC Healthcare - BJC Hospital North, Phase 1 of the Riverside Business
Park, and two new resident halls at St. Louis University. Additionally, the city reports significant activity in the
Cortex Innovation Community, home to several innovation centers that, at build out, will have 3.7 million
developed square feet and support 13,000 jobs with an annual payroll of more than $700 million. IKEA
opened a $60 million location with 380,000 square feet of retail space in Phase 3. Phase 4 is in
predevelopment with expected development to include a MetroLink Station, a mid-rise residential building,
numerous tech related buildings, and a 150 room hotel. Additional development includes T-REX, a
technology incubator with more than 110 startup companies in residence, the CityArchRiver development
that seeks to reconnect the Mississippi River with downtown St. Louis, the $100 million Union Station Phase
2 redevelopment that will feature a $50 million aquarium, Ferris Wheel, and 350 new full and part time jobs,
and the relocation of the National Geospatial Intelligence Agency (NGA), a $1.75 billion project that retains
3,100 federal jobs and $2.6 million in earnings tax.

The city continues to act as a regional hub for the healthcare, higher education, manufacturing and finance
sectors and further stabilization is provided by the operations of nine Fortune 500 companies.



St. Louis Public Schools faces the challenges of many large urban school districts: high poverty rates,
declining enrollment, and high infrastructure related costs. Local property taxes, 63% of general operating
revenues, increased due to a voter approved operating tax increase on April 5, 2016, to $4.50 per $100 of
assessed valuation (AV), despite an AV decline. The District’s ability to participate in future economic growth
is dependent on these factors (AV, tax rate), in addition to tax abatement and tax increment financing (TIF)
projects.

State Aid represents only 14% of general operating revenues and has been declining for years due to
decreasing enroliment. The State appropriation has not fully funded the new foundation formula as planned,
but recent years have shown growth. Student enrollment has been a strategic focus but continues to
decline and 21,082 K-12 students are projected for FY2018 due to the opening and expansion of charter
schools.

Fiscal Year K-12 Enrollment
2008 27,574
2009 26,108
2010 25,046
2011 23,576
2012 22,516
2013 25,200
2014 24,869
2015 24,154
2016 22,506
2017 21,754



The District’s financial position has improved considerably over the past ten years, from a significant
operating deficit to a positive fund balance. However, challenges remain and the work is not complete. We
will continue to give our best efforts to provide the necessary student resources with the support of the
community, partners and other stakeholders.

Desegregation

The St. Louis Public Schools had been involved in desegregation litigation since 1972, resulting in a court-
ordered plan of desegregation originally implemented during the 1980-1981 school years, and a
Metropolitan Voluntary Desegregation Settlement Plan involving the Board and 23 County School Districts
developed and approved by the Court for implementation in 1983-1984.

In September 1987, as part of the desegregation litigation, the Court approved, ordered, and implemented a
Capital Renovations Plan in the amount of $110,306,671; the State of Missouri to pay half and the Board to
pay half.

In August 1988, the Court approved a long-range Magnet School Plan. The Plan phased out several
magnet schools, relocated and expanded others, and created new and additional magnet schools, bringing
the number of magnet seats to 14,000. The Plan also created Unified Funding Formula for all magnet
schools. Effective with the 1990-1991 school year, the cost of operating all magnet schools was shared
equally by the Board and the State of Missouri.

In its orders, the Court authorized an additional $56,043,801 in Capital Improvements for the magnet
schools, including construction of three new facilities. The State of Missouri pays 72% of the cost and the
Board pays the balance.

In March 1999, a settlement was reached and approved by the court in this case. This ended the courts
supervision and monitoring of St. Louis Public Schools. The District is obligated to provide continuing
remedial educational programs “to ensure that the enjoyment of full equality of opportunity by plaintiff school
children is not impaired by the effects of past segregation.” These obligations include maintaining current
court-ordered all-day kindergarten, summer school, college prep and preschool programs; and maintaining
the magnet school program, with some modifications for at least ten years. The District also agreed to
comply with State standards in many areas such as class size, libraries and counselors, and to establish
standards or improvement of student outcomes. There are provisions for school improvement and
accountability, giving children in a failing school the right to transfer to a successful school.

The State agreed to pay the District a total of $180 million for construction of new schools to accommodate
any increase in enrollment due to any decrease in the number of transfer students. All county districts, with
the exception of Ladue, agreed to continue to accept new students unless written notice was provided prior
to the 2008-2009 school year. To economize on transportation costs, attendance zones were established
for the transfer students. In the event of any phase-out of the transfer program, all city students then
enrolled in county schools will have the right to complete high school in the county.

A five-year extension was unanimously approved by the Voluntary Interdistrict Choice Corporation (VICC)
Board in June 2007. Then, on October 19, 2012, an additional five-year extension was approved. As a
result, new students can continue to be enrolled by participating districts through the 2018-2019 school
year. With this extension, in the year 2019-2020, the program will cease accepting any new students, only
allowing current students to remain until graduation. In 2031-2032, the program will be terminated.

VICC was established to operate the transfer program and State funding was provided to operate the
continuing voluntary transfer plan. Subsequent State education funding cuts have reduced the funds
available to VICC for the maintenance of the transfer program.
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These same State funding cuts have reduced the State funding available to the St. Louis Public Schools
below the levels agreed to in the 1999 settlement case. As a result both SLPS and VICC joined in a suit
against the State for re-instatement of past due amounts. As of June 30, 2005, the District's claims
amounted to approximately $112 million.

In addition, one of the provisions called for in Senate Bill 781 was for the voters in the City of St. Louis to
approve a city sales tax. On February 2, 1999 the city voters approved a 2/3™ cent sales tax.

As mentioned earlier, during fiscal year 2005, the District secured some flexibility in use of the
desegregation funds for Clyde C. Miller and curriculum development. The District was also successful in
renegotiating payments to assist with cash flow management.

On November 16, 2011, the District reached an agreement with the Plaintiffs in the desegregation lawsuit to
use approximately $96 million of previously restricted funds, to eliminate the debt and fund certain academic
programs through FY. Another agreement was reached in September 2015 that continues funding many of
the existing desegregation programs in addition to Superintendent initiatives for the District's lowest
performing schools. The 2015 agreement will provide over $29 million for FY 2015 through FY 2018 (see
additional comments in Note 14).

Capital Renovation Status

In the fall of 1987, the District started an extensive Capital Renovation project involving 100 school facilities
as part of the Desegregation Case. The renovations include envelope work (roofs, masonry, and windows),
interior modifications and renovation, 43 gym additions and 2 classroom additions; and construction of 4
new magnet schools and one regular elementary school. Prior to interior renovations, each school was
scheduled for asbestos abatement to comply with the 1986 AHERA Regulations.

All of the originally scheduled renovations have been completed.

In order to lessen the impact of the St. Louis summer heat and humidity and improve learning conditions,
the District undertook a program to air condition certain schools beginning in June 2001.

Schools to be air-conditioned were initially selected to improve conditions where children were performing
below average and those offering “Extended Year” programs. This program was initially funded through an
$80 million bond issue approved by St. Louis voters November 7, 2000. Additional funding was provided by
a Series 2002 $120 million bond issue, $95 million of which was designated for continuation of air
conditioning. A $55 million bond was issued in January of 2006 to continue these improvements. During
the fiscal year ended June 30, 2009, the District issued additional bonds in the amount of $39,295,000 to
finance the cost of more air conditioning projects for school buildings and related facilities. All schools are
now air conditioned with either central or window air conditioning.

In June 2009, the District started working on a lead abatement/window replacement project at 25 schools.
This project, with a budget of more than $8 million, was substantially completed by August 2010. The goal of
the project was to remove the risk of lead hazards in schools with children between 3 - 6 years of age.

The average of the District’s instructional facilities is over 75 years of age. Capital improvement needs have
been estimated at approximately $360 million. In August 2010, the District gained approval of a $155 million
no-tax bond to repair and upgrade facilities. The renovations include envelope work (roofs, masonry, and
windows), interior modifications and renovations of classrooms, restrooms, auditoriums, computer labs,
science labs, kitchens, Pre-K, security, ADA, electrical systems and exterior improvements to playgrounds,
parking lots and athletic fields. All projects funded by the bond issue are complete as of June 30 2016.



The Board currently supervises the operation of 78 schools and programs, including 46 elementary schools,
10 middle schools, 14 high schools and 8 special or alternative programs in the District, with an average
daily enroliment of over 23,000 preschool-12" grade students. The District will continue to invest in repairs,
renovations, improvements and additions as needed to provide safe, well-functioning environments for
learning. In fiscal year 2012-2013, as part of an effort to reduce expenses, the District closed two schools.
No schools were closed in 2013-14, one was closed in 2014-15, one in 2015-16, and two at the end of
2016-17. The District continues to review facilities and provide recommendations, if appropriate
opportunities are available, to close additional buildings or consolidate schools.

Long-Range Planning

The District will continue to take the necessary steps to prevent deficit spending through revenue
enhancement measures and cost containment initiatives. The challenge is supporting academic initiatives
while addressing the potential for declining enroliment and subsequent losses in State aid. Operating with a
leaner budget and resources will require constant vigilance and the elimination of non-essential costs.
Monthly cash flow projections, budget to actual reports, utilizing the five-year comprehensive financial
planning model, allocating resources to meet the instructional needs of students and forming cost cutting
teams are just some of the measures employed by the District as we move toward the goal of sustained
financial solvency. Additional plans include efforts to increase the revenue stream through soliciting the
support of business leaders; allocating more funds to the classroom; increasing efforts to enroll more
students in district schools; and adding more innovative programs that provide for high quality education.
St. Louis Public Schools is presently accelerating efforts to continue to improve academic performance of all
children in the care of the District.

In addition, the District faces the challenge of educating large concentrations of children and youth, many of
whom come from economically depressed backgrounds. According to the 2010 U S Bureau of Economic
Analysis, the per capita personal income for the City was $32,026 and more than 87% of students in the
District qualify for free or reduced-price school lunches.

Internal and Budgetary Controls

This report consists of management's representations concerning the finances of the District.
Consequently, the administration of the District is responsible for establishing and maintaining internal
controls, which are designed to ensure that the assets of the Board are protected from loss, theft, and
misuse. There is also a responsibility to ensure that adequate accounting data are compiled to allow for the
preparation of financial statements in conformity with generally accepted accounting principles.

Internal control is designed to provide reasonable, but not absolute, assurance that the above objectives are
being met. The concept of reasonable assurance recognizes that: 1) the cost of a control should not
exceed the benefits likely to be derived and 2) the valuation of costs and benefits requires estimates and
judgments by management.

Annual budgets are prepared on a basis consistent with generally accepted accounting principles for the
activities of the general fund and special revenue funds (operating funds), capital projects and debt service
funds.

In addition, the District maintains budgetary controls. The objective of these budgetary controls is to ensure
compliance with legal provisions embodied in the annual appropriated budget approved by the SAB.

10



The District also maintains an encumbrance accounting system as one technique of accomplishing
budgetary control. Budgetary control is maintained at the sub-function level for management purposes;
however, the legal level of budgetary control is at the fund level for all budgeted funds. Variances from the
budget will be reported to the District’'s management on a monthly basis. Encumbrances outstanding in
special revenue funds and capital projects and expendable trust funds do not lapse at year-end and are
reported as reservations of fund balances.

Single Audit
As a recipient of federal, state and county financial assistance, the District also is responsible for ensuring
that an adequate internal control is in place to provide compliance with applicable laws and regulations
related to those programs. This internal control structure is subject to continuing periodic evaluation by
management.

As a part of the District’s single audit, described above, tests are made to determine the adequacy of
internal control, including that portion related to federal financial assistance programs, as well as to
determine that the District has complied with applicable laws and regulations. The result of the District’s
single audit for the fiscal year ended June 30, 2017 is presented in a separate report.

Fund Accounting

The District maintains its records through the use of fund accounting. This is a system wherein transactions
are reported in self-balancing sets of accounts to reflect the results of activities. The funds are accounted
for on the modified accrual basis of accounting for all governmental funds types and similar fiduciary fund
types. All of the District’s funds are presented in this report.

Independent Audit

The Revised Statutes of the State of Missouri require an independent annual audit of the books of accounts,
financial records, and transactions of all funds of the District. This requirement has been complied with and
the independent auditors’ report has been included in this document.

Awards

The Association of School Business Officials International (ASBO) awarded a Certificate of Excellence in
Financial Reporting and the Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the Board for its Comprehensive Annual Financial
Report for the fiscal year ended June 30, 2016. This was the 33" consecutive year for the ASBO and 29"
consecutive year for the GFOA that the District has received these awards. The Certificates indicate that
the District published an easily readable and efficiently organized comprehensive annual financial report.
Such a report satisfied both generally accepted accounting principles and applicable legal documents.

The Certificates are valid for a period of one year only. The District believes that this current CAFR

continues to meet both the Certificate programs’ requirements and will be submitted to ASBO and GFOA to
determine its eligibility for another certificate.
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To the Honorable Mayor, Members of the Board of Education o
and Members of the Special Administrative Board of the E info@rubinbrown.com
Transitional School District of the City of St. Louis

Report On The Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund
information of the Special Administrative Board of the Transitional School District of the City of
St. Louis (the District as of and for the year ended June 30, 2017, and the related notes to the
financial statements, which collectively comprise the District’s basic financial statements as listed
in the table of contents.

Management’s Responsibility For The Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did
not audit the financial statements of St. Louis Public Schools Foundation, which is reported as
a discretely presented component unit, as described in Note 1. Those statements were audited
by other auditors whose report has been furnished to us, and our opinion, insofar as it relates to
the amounts included for the aggregate discretely presented component units, is based solely on
the report of the other auditor. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. The financial
statements of St. Louis Public Schools Foundation were not audited in accordance with
Government Auditing Standards.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the Special Administrative Board of the Transitional
School District of the City of St. Louis as of June 30, 2017, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Change In Accounting Principle

As discussed in Note 1 to the financial statements in 2017, the District adopted the provisions of
GASB Statement No. 77, Tax Abatement Disclosures. Our opinion is not modified with respect to
this matter.

Emphasis Of Matter Relating To Restatement

As discussed in Note 11 to the financial statements, the net position and governmental fund
balance as of July 1, 2016 financial statements have been restated to correct errors that relate to
depreciation and capital asset balances. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Budgetary Comparison Information, Schedule of Funding
Progress- Other Postemployment Benefits, and the Schedules of Selected Pension Information as
listed in the table of contents be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.
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To the Honorable Mayor, Members of the Board of Education
and Members of the Special Administrative Board of the
Transitional School District of the City of St. Louis

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the District’s basic financial statements. The introductory section, combining
and individual non major fund financial statements and schedules, and statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining and individual nonmajor fund financial statements and schedules are
the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the combining and
individual nonmajor fund financial statements and schedules are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory section and statistical section have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion
or provide any assurance on them.

Other Reporting Required By Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 6, 2017 on our consideration of the District’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, 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 in considering the District’s internal control over financial reporting and compliance.

FiatoniSrawon LLP

December 6, 2017
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SPECIAL ADMINISTRATIVE BOARD OF THE TRANSITIONAL
SCHOOL DISTRICT OF THE CITY OF ST. LOUIS
(ST. LOUIS PUBLIC SCHOOLS)

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
For The Fiscal Year Ended June 30, 2017

INTRODUCTION

As management of the St. Louis Public Schools (the District), we are providing an overview of the
District’s financial position and results of operations for the fiscal year ended June 30, 2017. It
should be read in conjunction with the District’s financial statements.

The Management’s Discussion and Analysis (MD&A) is a required component of the reporting
model compiled in accordance with the Governmental Accounting Standards Board (GASB)
Statements No. 34, 37 and 38. The MD&A provides you, the reader, with a brief discussion of the
basic financial statements, a summary of the financial information in the statements, events
concerning capital assets and long-term debt, and disclosures of known future events that may have
a material impact on the future finances of the District. Comparative information between the
current year and the prior year is required to be presented in the MD&A for the government-wide
financial statements.

FINANCIAL HIGHLIGHTS

e Prior to the end of fiscal year 2012 the District had been designated by the Department of
Elementary and Secondary Education (DESE) as financially stressed under the provisions of
Section 161.520, RSMO for nine consecutive years. In the State of Missouri, a school district
has to have a combined unrestricted balance remaining in the incidental and teachers funds of
less than 3% of the amount expended from those funds during the year to be designated as
financially stressed. In previous years, the District had depleted its unrestricted general
operating fund balance, and thus had been classified as financially stressed. However, as noted
below and in the notes section, the recent 2011 Desegregation Agreement, which provided
funding to restore the unassigned fund balance, along with other cost savings/containment
initiatives, has proven to be a significant step toward improving the District’s financial
condition, both in the near term and in the long-term. In fiscal year 2012, the District
generated its first unassigned surplus in nine years, in the amount of $3.3 million. As of June
30, 2013, unassigned fund surplus in the Incidental Fund was approximately $17.9 million, an
increase of $14.6 million over fiscal year 2012. Fiscal year 2014 yielded more positive results
with an additional $7.2 million Incidental Fund increase to the unassigned fund balance of
$25.1 million. During fiscal year 2015 the unassigned fund balance decreased by $6.7 million to
$18.4 million due to charter school legal settlements and capital improvements funded from the
Incidental fund. As of fiscal year 2016 the unassigned fund balance increased by $2.4 million to
$19.2 million due to expenses coming in under budget. At the end of fiscal year 2017, the
unassigned fund balance increased by $30 million to $49.2 million mainly due to the tax rate
increase and expenses coming in under budget.

e Infiscal year 2013, the District capitalized on historically low interest rates in the bond market
by refunding approximately $75 million in outstanding debt. The interest savings to be realized
1s approximately $5 million. No bonds were issued or refunded in fiscal year 2014 or 2015. In
fiscal year 2016 the District refunded approximately $24.1 million in outstanding debt. The
interest savings to be realized is approximately $1.2 million. No bonds were issued or refunded
in fiscal year 2017.
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ST. LOUIS PUBLIC SCHOOLS

Management’s Discussion And Analysis (Continued)

Pooled cash reserves were not sufficient enough to provide adequate funds for day-to-day
operations. As a result, the District used $28 million in Tax Anticipation Notes (TANS) during
the 2016-17 fiscal year. The assets and deferred outflows of resources for the District exceeded
liabilities and deferred inflows by $22.8 million on the government-wide financial statements.
Of this amount, there is a negative $147.1 million in unrestricted net position, compared to
$150.4 million in unrestricted net position in FY 2016. The District’s total net position, when
compared to fiscal year 2016, decreased by $14.8 million. The main reason for this decrease was
lower federal and state aid and prior period adjustments.

e On the fund financial statements, the net change in fund balances was a positive $20.4 million
as compared to a negative $9.9 million from fiscal year 2016. This can be attributed to a tax
rate increase and expenses coming in under budget. The main decreases in fund balance were
the use of desegregation funds for programs, lower federal and state funding and higher
building services costs in the capital building fund. The total fund balance reported for the
District’s total governmental funds was $94.1 million, again an increase of $20.4 million from
the prior year.

e The largest portion of the District’s net position reflects a net investment of $127.8 million in
capital assets (i.e. land, buildings, and equipment), less any related outstanding debt used to
acquire those assets. Although the District’s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be provided
from other sources, since the capital assets themselves cannot be liquidated to pay for these
liabilities.

¢ Asin prior years, the District continues to monitor the potential for lost revenues as a result of
enrollment shifts associated with a transient student population and increasing charter school
enrollments.

e The voters of the City of St. Louis at the June 1993 election approved an indefinite waiver of a
tax rollback. The voters of the City of St. Louis at the April 2016 election approved a tax rate
increase of $0.75 for general operating expenses. Assessed valuation of $4.22 billion represents
a decrease from the preceding year. The decrease was due mainly to decreases in residential
and personal property valuations. The tax levy, per $100 assessed valuation of tangible taxable
property, for each of the District’s last two calendar years was as follows:

2015 2016 Change
General fund $ 3.7500 $ 4.5000 $0.7500
Debt service fund 6211 6211 -
$4.3711 $5.1211 $ 0.7500

Our financial statements provide further insights into the results of this year’s operations.
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ST. LOUIS PUBLIC SCHOOLS

Management’s Discussion And Analysis (Continued)

OVERVIEW OF THE FINANCIAL STATEMENTS

The MD&A is intended to serve as an introduction to the District’s basic financial statements. The
basic financial statements are comprised of 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

All of the District’s activities, except the fiduciary activities, are reported in the government-wide
financial statements, including instruction, building services, administration, instructional support,
non-instructional support, transportation and food and community services. Property taxes, state
aid, interest and investment earnings finance most of these activities. In addition, depreciation on
all capital assets and interest expense on debt financing activities are reported here.

Fund Financial Statements

A fund is a grouping of related accounts that is considered a separate accounting entity with self-
balancing accounts. It is used to maintain control over resources that have been segregated for
specific objectives or activities. The District, similar to other state and local governments, uses
fund accounting to ensure and demonstrate compliance with various finance related legal
requirements. All of these funds can be divided into three categories: governmental funds,
proprietary funds, and fiduciary funds.

Governmental Funds

Governmental funds are used to account for the functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating the District’s near-term financing
requirements. Since the governmental fund financial statements are presented on a modified
accrual basis, and the government-wide statements on an accrual basis of accounting, reconciliation
information detailing the differences is provided.

The major funds required for presentation are the general fund, teachers’ fund, debt service fund,
and the capital project funds. Information on the non-major funds is combined under the caption
Other Governmental Funds.
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ST. LOUIS PUBLIC SCHOOLS

Management’s Discussion And Analysis (Continued)

Proprietary Funds

The District has one proprietary fund (Internal Service). Proprietary funds account for activities
similar to the private sector. The proprietary fund financial statements provide information for the
District’s services established to accumulate and provide resources for the payment of health and
welfare benefits primarily on behalf of and for the benefit of the District’s employees, retirees and
their dependents and to account for the costs of the District’s self-insurance program. Provided are
the Statement of Net Position; Statement of Revenues, Expenses and Changes in Fund Net
Position; and a Statement of Cash Flows. These statements use the accrual basis of accounting,
similar to the government-wide statement.

Fiduciary Funds

The District has one fund used to report activity in which the District acts in a fiduciary capacity
for another party (agency fund). The resources from these funds are not available to support
District operations. Therefore, fiduciary activities are not included in the government-wide
statements.

Notes to Financial Statements

The Notes to Financial Statements complement the financial statements by describing qualifying
factors and changes throughout the fiscal year.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, certain required
supplementary information (RSI) can be found following the Notes.

Supplementary Information

The combining and individual fund statements and schedules are presented immediately following
the required supplementary information.

GOVERNMENT-WIDE ANALYSIS
This is the fourteenth year for government-wide financial statements using the full accrual basis of

accounting. A comparative analysis with the data from the prior year is being provided in this
section.

Governmental Activities

June 30,
2016 2017 Change
Assets
Current and other assets $127.9 $142.3 $14.4
Capital assets, net 437.2