Report on Compliance with Requirements Applicable to Each

Major Federal Program and on Internal Control over

Compliance in Accordance with OMB Circular A-133

and the State Single Audit Implementation ACt............ccccvvvvvvvvviivnnininnn, 77

Report on Compliance with Requirements Applicable to
Each Major State Program and on Internal Control over
Compliance in Accordance with Applicable Sections

of OMB Circular A-133 and the State Single Audit

Implementation ACL.............oooiiiiii 79
Schedule of Findings and Questioned COStS ..............eeuveeeiieiiieieieniiiennns 80
Corrective ACION Plan ..o 82
Summary Schedule of Prior Audit FINdiNgS...........uuviiieiiiiiiiiiiiiiiiiiiiiiinnnes 83
Schedule of Expenditures of Federal and State Awards.............ccc.eeeeee. 84

Notes to Schedule of Expenditures of Federal and
STALE AWAITS ...ttt 87



November 1, 2002

To the Members of the Wake County Board of Education and the Citizens of Wake
County, North Carolina:

The comprehensive annual financial report of the Wake County Board of Education
(Board) for the year ended June 30, 2002, is hereby submitted as mandated by both
local ordinances and state statutes. These ordinances and statutes require that the
Board issue annually a report on its financial position and activity and that an
independent firm of certified public accountants will audit this report. Responsibility for
both the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with management. To the best of our knowledge and
belief, the enclosed data are accurate in all material respects and are reported in a
manner that presents fairly the financial position and results of operations of the various
funds and account groups of the Board. All disclosures necessary to enable the reader
to gain an understanding of the Board'’s activities have been included.

The comprehensive annual financial report is presented in four sections: introductory,
financial, statistical, and single audit. The introductory section, which is unaudited,
includes this letter of transmittal, an organizational chart, a list of the Board’s principal
elected and appointed officials, and copies of the Certificates of Achievement for
Excellence in Financial Reporting awarded by the Government Finance Officers
Association (GFOA) and the Association of School Business Officials (ASBO)
International. The financial section includes the general purpose financial statements
and the combining and individual fund and account group financial statements and
schedules, as well as the independent auditor’s report on these financial statements and
schedules. The statistical section, which is unaudited, includes selected financial and
demographic information, generally presented on a multi-year basis.

The Board is required to undergo an annual single audit in conformity with the provisions
of the Single Audit Act Amendments of 1996, the U. S. Office of Management and
Budget's Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and the North Carolina Single Audit Implementation Act. Information
related to this single audit, including a schedule of expenditures of federal and state
awards, the report on compliance and on internal control, reports on compliance with
requirements applicable to each major federal and state program, and a schedule of
findings and questioned costs are included in the single audit section of the
comprehensive annual financial report.




The financial reporting entity includes all the funds and account groups of the Board.
The members of the Board are elected by the public and have decision-making
authority. Although Wake County levies all taxes, the Board determines how the school
system will spend the funds generated for schools. The County cannot modify the
school system’s budget nor is the County entitled to share in any surpluses or required
to finance any deficits of the school system. For these reasons, the Board is not fiscally
dependent on the County and therefore is recognized as a primary government, as
defined by the Governmental Accounting Standards Board. The Board also receives
funding from state and federal government sources and must comply with the
concomitant requirements of those funding entities.

GOVERNMENTAL STRUCTURE, LOCAL ECONOMIC CONDITION, AND OUTLOOK

The Wake County Public School System is one comprehensive school district serving
the entire county; including Raleigh, Cary, Apex, Wendell, Fuquay-Varina, Garner,
Knightdale, Rolesville, Wake Forest, Holly Springs, Morrisville, and Zebulon. The
system was created through a merger of the former Wake County and Raleigh City
public school systems in July 1976. The school system is the 24th largest system in the
nation (2001-02) and the second largest in North Carolina. For 2001-02 it is serving
over 100,000 students from kindergarten through 12" grade in 79 elementary schools,
25 middle schools, 15 high schools, and 3 special/optional schools.

At the helm of the school system are the Wake County Board of Education and the
superintendent. The Board consists of nine members, elected in districts by the public,
who serve four-year terms. The superintendent is selected by the Board and serves as
chief executive officer of the system. The Board is responsible for setting policy, while
the superintendent and his administrative team are charged with managing the
operations of the school system.

A principal charged with the responsibility of the total school operations administers
each individual school. Appropriate instructional and support personnel based on pupil
enroliment staff the schools. The school principal and faculty work cooperatively with
instructional specialists and central administrative staff in developing and implementing
effective instructional programs.

The school system has over 11,300 full-time and over 5,000 part-time employees and is
the third largest employer in the Raleigh-Durham area. The system has nearly 7,200
regular classroom teachers, not including media specialists, counselors, psychologists,
etc., and allots regular classroom teachers at a teacher/student ratio of 1:20.5 for
kindergarten and grade 1, 1:23 for grade 2, 1:25.5 for grades 3-5, 1:22.5 for grades 6-8,
and 1:24 for grades 9-12. Most students are assigned to and attend their “base school”
-- the school assigned based on the parent’s or guardian’s home address. In some
instances, the base school may be a magnet school since these schools have base
populations in addition to accepting applications. Transportation is provided for students
living at least 1 Y2 miles from the base school. For the magnet program, the same
guidelines apply if the child is accepted into the program.



Forty-four of the school system’s 122 schools are magnet schools, which offer unique
educational alternatives. All students are eligible to apply, and the network features 14
distinct programs: classical studies, creative arts and science, international studies,
gifted and talented, language explorations, global communications, Montessori, year-
round school, accelerated studies, leadership, IB Programme, university connection,
Centennial Campus, and community model. The magnet network was established 19
years ago to offer a choice in instructional opportunities, to fill inner-city schools, and to
help racially balance schools. The program has proven to be highly successful and
contributes to Wake County’s stature as a leader in education.

The recurring publicity of Wake County as one of the most desired places to live and
work in the United States, as evidenced by past surveys in magazines such as Money
and Fortune, has continued to turn the spotlight on quality of life enjoyed by Wake
County citizens. While quality of life is an intangible asset, there are also many tangible
attributes that we can point to in explaining the County’s attractiveness.

Chartered in 1771, Wake County covers an area of 864 square miles and is the second
most populous county in the state. Twelve municipalities reside in Wake County
including Raleigh, the county seat and state capital. A unique mix of urban and rural
areas with small towns distinguishes Wake County from other counties in the state and
provides something for everyone in choosing a lifestyle. Located in the north central
section of the state on the piedmont plateau, Wake County is approximately half way
between Washington, D. C., and Atlanta. As well as being a part of that major industrial
corridor, Wake County is also convenient to the recreation of the beautiful North Carolina
mountains and serene North Carolina beaches. The County’s topography is
characterized by low rolling hills in the northwest changing gradually to level land in the
southeast. The central North Carolina climate is relatively mild with moderate winters
and warm summers. The location, geography, and climate make Wake County an
enjoyable place to live and work while also contributing significantly to the economic
viability of the region.

The economy of the area is stabilized by the presence of state and local government
employment markets, the college and university employment markets, and the Research
Triangle Park research facilities, all of which offer substantial employment opportunities
to the County’s population. No major specialized industry dominates the economy of the
County.

The Research Triangle Park, straddled on the Wake and Durham County line, was
organized in 1959. It encompasses 6,800 acres of land set aside for research and
research-oriented manufacturing. With the attractiveness of the Research Triangle Park
and its proximity to three major research universities, it is no accident that medical and
electronic industries flourish in the region. Glaxo Smithkline leads the medical research
with IBM, Northern Telecom, and Microelectronics Center of North Carolina leading the
electronics research and production industry, giving both industries major presence in
the region. It is expected that these major corporations and centers will continue to
thrive and offer employment opportunities to the County’s citizens.



The quantity and quality of the instructional programs of the school system are directly
dependent on the funding provided and on effective management and efficient use of
those funds. We recognize the important trust and responsibility we are given in the
management of public resources and continue to be vigilant and trustworthy in fulfilling
that responsibility. During the course of 2001-02 we aggressively pursued ways to
reduce costs and improve efficiency by eliminating administrative overtime and out-of-
system travel, moving purchasing deadlines to earlier dates, and restricting special
projects that cross fiscal years. Such efforts have allowed the school system to end the
2001-02 fiscal year in a strong financial position. We believe that continuation of these
financial management practices coupled with appropriate planning should result in
continued strong financial position and provide appropriate fiscal accountability to the
public and continued improvement of programs and outcomes for our students.

MAJOR INITIATIVES
Wake County Public School System Mission and Board Goal
The Wake County Board of Education has adopted a mission for the school system and
goals and strategies to achieve the mission. Reaching these high standards involves
concentrated effort and determination by all employees of the school system. The

following list provides the mission, goal, strategies, and measurements.

Mission: The Wake County Public School System will educate each student to be a
responsible and productive citizen who can effectively manage future challenges.

Goal: By 2003, 95% of all students tested will be at or above grade level as measured
by NC End-of-Grade testing at grades 3 and 8.

Strategy: Reduce the achievement gap between all students’ actual achievement and
their potential achievement.

Use the Baldrige system of continuous improvement to insure that decision-making
processes are data driven and student focused.

Redefine the magnet program so that it becomes a vehicle to help attain this strategy.

Allocate resources to accelerate the learning of students who are not achieving at their
full potential (i.e., Project ACHIEVE, ALP).

Support the use of technology to aid student learning and create additional time for
instruction.

Measurement: Percentage of students in under-performing groups at or above grade
level will increase.



Strategy: Improve the district’s ability to recruit and retain a high quality workforce.

Recruit and retain quality teachers whose vision, potential, and abilities support leaving
no child behind.

Strive to provide an adequate compensation package for all employees.
Ensure that the district has an adequate pool of substitute teachers.

Develop a systematic process for getting feedback from staff about job satisfaction,
working conditions, and support systems.

Develop strategies to make more time available for teachers to teach and to grow
professionally.

Offer training for staff that builds their capacity to improve the achievement of all
students (i.e., diversity/poverty training; use of date; assessment training).

Support and expand the recruitment and training of mentors.

Measurement: Decrease in turnover.

Strategy: Improve the internal and external communications within the district.
Develop a systemwide strategic communications plan.

Promote and share progress on closing the system-defined Achievement Gap within the
community.

Develop a process for communicating to teachers and other employees about system
initiatives.

Measurement: Random survey of district’s publics.

Building Program

The school system’s building program continues to be a high priority of the Board of
Education with over 131,000 students expected by 2010. The public approved Plan
2000, a $550 million school building program, in November of 2000. This plan was a
result of a citizen advisory committee whose charge was to study school needs and
recommend an appropriate plan for Wake County Public Schools. The plan will fund 14
new schools (11,600 new seats), 32 major renovations, and systemwide repairs and
maintenance for 64 schools. Based on the Wake County Planning Department’s
enrollment projection and a needs assessment, the County has tentatively agreed on a
$425 million bond referendum for 2004.



SAT Scores

The average Scholastic Assessment Test (SAT) score for Wake County Public School
System is 1,067, which is a 13-point increase over the 2001 average. This is a six-point
gain from the previous high score of 1061 achieved in 1999-00. The SAT is a national
exam designed to measure a student’s chance of success at the college level.

Participation of the Wake County Public School System senior class remained at 79
percent. National participation was 46 percent and the state participation rate was 67
percent.

Wake’s score is 69 points above the 2002 North Carolina average of 998 and 47 points
above the national SAT average of 1,020. Both math and verbal scores were the
highest they have ever been for Wake County students. Wake students scored an
average of 543 on math and 524 on verbal.

Since 1990, state, national, and local SAT averages have climbed. In North Carolina,
the overall score has increased 50 points, while the national average has gained 19
points. For the same time period, Wake County has boosted SAT scores by a total of 68
points.

FINANCIAL INFORMATION

The cost of public education in North Carolina is financed primarily by the state, which
establishes minimum programs. Local funds, in varying amounts by district, supplement
the basic program and are appropriated by local boards of county commissioners. Local
boards of education in North Carolina have no tax levying or borrowing authority and are
required to maintain accounting records in a uniform format.

The management of the school system is responsible for establishing and maintaining
an internal control structure designed to ensure that the assets of the school system are
protected from loss, theft, or misuse and to ensure that adequate accounting data are
compiled to allow for the preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. The internal
control structure is designed to provide reasonable, but not absolute, assurance that
these objectives are met. The concept of reasonable assurance recognizes that the
cost of a control should not exceed the benefits likely to be derived and the valuation of
costs and benefits requires estimates and judgments by management.

As a recipient of federal, state, and local financial assistance, the school system is also
responsible for ensuring that an adequate internal control structure is in place to ensure
and document compliance with applicable laws and regulations related to these
programs. This internal control structure is subject to periodic evaluation by
management and the school system’s internal auditor.
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The North Carolina School Budget and Fiscal Control Act mandates a uniform budget
format and the adoption of an annual balanced budget resolution by July 1 each year.
Budgets are adopted for all governmental funds and the proprietary fund. The objective
of these budgetary controls is to ensure compliance with legal provisions embodied in
the annual appropriated budget and in funds provided by the federal, state, and local
governments. The final budget, as amended for the fiscal year, is reflected in the
financial section.

The school system also maintains an encumbrance accounting system as one method
of maintaining budgetary control. Encumbered amounts lapse at year-end. However,
outstanding encumbrances considered to be continuing contracts are generally re-
appropriated as part of the following year’s budget.

As demonstrated by the statements and schedules included in the financial section of
this report, the school system continues to meet its responsibility for sound financial
management.

General Government Functions and General Fund Balance
The following schedule presents a summary of the revenues, using the modified accrual
basis, of the general, state, and special revenue funds for the fiscal year ended June 30,
2002, and the amount and percentage of increases and decreases in relation to prior

year revenues:

Increase Percent of

Percent (Decrease) Increase
Revenues Amount of Total from 2001  (Decrease)
State $422,712,999 63.34% $10,710,835 2.60%
County
appropriation 194,529,610 29.15 15,491,258 8.65
Fines and
forfeitures 4,609,809 .69 1,074,384 30.39
Federal 32,779,104 4.91 6,311,839 23.85
Interest 3,040,717 46 (61,433) (1.98)
Other 9,708,518 1.45 619,137 6.81

$667,380,757 100.00% $34,146,020 5.39%

The increases in state funding relates primarily to the enrollment increase of
approximately 3,000 students. County revenues increased per the local funding
agreement between the school system and the County. Federal funds increased due to
additional funds in major grants. Other income increased due to additional collections in
indirect cost and rental of school property.



The following schedule presents a summary of the expenditures, using the modified
accrual basis, of the general, state, and federal funds for the fiscal year ended June 30,
2002, and the amount and percentage of increases and decreases in relation to prior
year’'s expenditures:

Percent Increase Percent of

Expenditures Amount of Total from 2001 Increase
Regular

instructional $269,104,400 40.37% $7,116,057 2.72%
Other

instructional 199,429,389 29.92 12,812,658 6.87
Pupil support 874,615 A3 314,054 56.02
Instructional

support 7,504,768 1.13 739,445 10.93
Administration 47,485,476 7.12 4,932,725 11.59
Business support 87,464,126 13.12 8,992,187 11.46
Central support 20,312,608 3.05 (2,020,325) (9.05)
Community

services 4,255,328 .64 494,440 13.15
Other 30,086,249 4.52 1,596,051 5.60

$666,516,959 100.00% $34,977,292 5.54%

Primary factors contributing to the total increase in the general, state, and federal funds
were salaries and the related benefit costs. Positions were added to accommodate the
continued growth in enroliment. Central support decreased due to savings over prior
year’'s upgrade of the financial and student information applications in technology. Other
instructional costs increased primarily due to the expansion of the Accelerated Learning
Program, and other similar programs, established to assist students in reaching the
goals set for the school system.

The total fund equity in the general fund increased by $3,553,872, and the undesignated
fund balance in the general fund increased to $16,121,162. This level of undesignated
fund balance equals 7.5 percent of the general fund budget ($214,541,802) and 2.2
percent of the total operating budget (state, local funds, federal, and enterprise
$719,761,182). The Board of Education appropriated nearly $11 million from fund
balance to support the 2002-03 budget.
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Capital Projects Fund
The following schedule presents a summary of the revenues, using the modified accrual
basis, of the capital projects fund for the fiscal year ended June 30, 2002, and the
amount and percentages of increases and decreases in relation to prior year revenues:

Increase Percent of

Percent (Decrease) Increase

Revenues Amount of Total from 2001 (Decrease)
Wake County:
County appropriation $ - 0.00% $(2,102,162) (100.00)%
Capital improvements 131,388,257 91.75 60,952,026 86.54
State Bond 9,525,356 6.65 (30,119,508) (75.97)
Interest 176,873 0.12 (336,866) (65.57)
Other 2,111,720 1.48 1,720,574 439.88

$143,202,206 100.00 $ 30,114,064 26.61%

The following schedule presents a summary of the expenditures, using the modified
accrual basis, of the capital projects fund for the fiscal year ended June 30, 2002, and
the amount and percentages of increases and decreases in relation to prior year
expenditures:

Increase Percent of
Percent (Decrease) Increase
Expenditures Amount of Total from 2001 (Decrease)
Land and
buildings $142,204,626 99.15% $32,802,161 29.98%
Equipment 831,271 0.58 (1,092,070) (56.78)
Vehicles 388,185 0.27 54,059 16.18
$143,424 082 100.00% $31,764,150 28.45%

The capital improvement revenue and related expenditures increased as Plan 2000 of
the long-range building program began. Plan 2000 was presented and passed by the
voters on November 7, 2000. The total building package will be $550 million, of which
bonds will fund $500 million.

Fiduciary Operations

The fiduciary operations of the Board consist of the special funds of individual schools.
These funds include, by way of illustration and not limitation, funds realized from gate
receipts of interscholastic athletic competition, sale of school annuals and newspapers,
and dues of student organizations. The North Carolina statutes authorize the operation
of the fiduciary fund for the management of the individual school funds. Each school is
authorized to have an impress fund from which expenditures can be made at the school
level. All revenues and expenditures are reported and accounted for centrally.
Revenues for the fiscal year ended June 30, 2002, were $12,786,703 and expenditures



were $12,547,397. All excess revenues roll forward to create the following year’s
beginning balance for each individual school. These amounts demonstrate that the
activities at the individual schools are significant and provide numerous benefits to
students.

Cash Management Policies and Practices

Cash temporarily idle during the year was invested primarily in the North Carolina
Voluntary Short-Term Investment Fund. In addition, other bank accounts that the school
system maintains also earn interest. The average yield on investments in this fund was
5.25 percent during fiscal 2002. Total interest earned during the year was $3,764,449
for the general, capital projects, debt service, enterprise, and expendable trust funds.
Average vyields for U. S. Treasury bills and U. S. Treasury notes were 1.67 and 2.90
percent, respectively.

The statutes authorize the Board to invest in obligations of the United States; obligations
of any agency of the United States if payment of interest and principal of such
obligations is fully guaranteed by the United States; obligations of North Carolina; bonds
and notes of any North Carolina local government public authority, subject to certain
restrictions; shares of any savings and loan association organized under the laws of this
state and shares in any federal savings and loan association organized under the laws
of this state, to the extent that the investment is fully insured by the United States or an
agency thereof or by any mutual deposit guaranty association authorized by the state;
certain other federal agencies; and any form of investment allowed by law to the state
treasurer.

Risk Management

Since the Board is exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions; injuries to employees; and natural
disasters, the Board maintains a comprehensive risk management plan. The plan
consists primarily of coverage from third parties, in addition to loss prevention and loss
control programs through a comprehensive safety program.

The Board placed local workers’ compensation coverage through Key Risk Insurance
Company due to quality of service, the inclusion of part B employers liability, and third-
party administration of NC State Board of Education Workers’ Compensation Programs.
The state provides workers’ compensation coverage for employees paid from state
funds. The Board also participates in the Public School Insurance Fund (Fund), a
voluntary, self-funded risk financing fund administered by the North Carolina Department
of Public Instruction. The Fund provides property coverage up to $30 million per location
annually and is reinsured for losses in excess of $10 million per occurrence and $20
million aggregate annually.

The Board maintains comprehensive general liability of $1 million per occurrence, errors
and omissions insurance coverage of $1 million per occurrence, and $1 million vehicle
liability and physical damage coverage through commercial insurance carriers.
Additional liability coverage is provided by a $1 million umbrella policy. Boilers,
machinery, musical instruments, and personal computers with peripheral equipment are
covered under separate commercial policies. The total insurable value of the school
system’s buildings and contents was $1,520,655,140 as of June 30, 2002.



We believe that the Board carries adequate commercial coverage for all other known
risks of loss. Claims have not exceeded coverage in any of the last seven fiscal years.
Taken together, these coverages provide the Board with a comprehensive risk
management program which management believes adequately meets the needs of the
school system.

OTHER INFORMATION
Independent Audit

State statutes require an annual audit by independent certified public accountants. The
firm of McGladrey & Pullen, LLP, was selected by the Board. In addition to meeting the
requirements set forth in state statutes, the audit was also designed to meet the
requirements of the federal Single Audit Act Amendments of 1996, as required by the U.
S. Office of Management and Budget's Circular A-133, and the North Carolina Single
Audit Implementation Act. Auditing standards generally accepted in the United States of
America and the auditors in conducting the engagement used the standards set forth in
the General Accounting Office’s Government Auditing Standards. The auditor’s report
on the general purpose financial statements and combining and individual fund
statements and schedules is included in the financial section of this report.

Awards

The Government Finance Officers Association (GFOA) and the Association of School
Business Officials (ASBO) awarded Certificates of Achievement for Excellence in
Financial Reporting to the Board for its comprehensive annual financial report for the
year ended June 30, 2001. That year was the thirteenth consecutive year that the Board
received these prestigious awards. In order to be awarded Certificates of Achievement,
the Board published an easily readable and efficiently organized comprehensive annual
financial report. This report satisfied both accounting principles generally accepted in
the United States of America and applicable legal requirements.

The Certificates of Achievement are valid for a period of one year only. We believe that
our current comprehensive annual financial report continues to meet the requirements
for the Certificates of Achievement, and we are submitting it to the GFOA and ASBO to
determine its eligibility for another certificate.

In addition, the Board also received the GFOA’s Award for Distinguished Budget
Presentation for its annual appropriated budget for 2001-02. This year was the ninth
consecutive year for which the Board received this prestigious award. In order to qualify
for the Distinguished Budget Presentation Award, the Board’s budget document was
judged to be proficient in several categories including policy documentation, financial
planning, and organization. For the third time, the Board received the Meritorious
Budget Award from the Association of School Business Officials.

Other recent recognitions awarded to the school system include the State Treasurer’s
Governmental Accounting/Financial Management Award and the Advancement Award of
the North Carolina Quality Leadership Foundation. In each instance, the Wake County
Public School System was the only North Carolina school system to receive the award.
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INDEPENDENT AUDITOR’S REPORT

To the Wake County
Board of Education
Raleigh, North Carolina

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the Wake County Board of Education, North
Carolina, as of and for the year ended June 30, 2002, which collectively comprise the Wake County Board of
Education’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Wake County Board of Education, North Carolina's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the Wake County Board of Education, North Carolina, as of June 30, 2002, and the
respective changes in financial position and cash flows, where appropriate, thereof and the respective budgetary
comparison for the general and the State Public School Funds for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

As described in Note I to the financial statements, the Board adopted Governmental Accounting Standards Board
(GASB) Statement Number 34 on July 1, 2001.

Management’s Discussion and Analysis is not a required part of the basic financial statements but is supplementary
information required by the GASB. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit this information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated September 13, 2002 on
our consideration of the Wake County Board of Education, North Carolina's internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.



Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the basic financial statements of the Wake County Board of Education, North Carolina. The individual
nonmajor fund financial statements and schedules, as well as the accompanying schedule of expenditures of Federal
and State awards as required by the U. S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and the State Single Audit Implementation Act, are presented for
purposes of additional analysis and are not a required part of the basic financial statements of the Wake County
Board of Education, North Carolina. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

We did not audit the data included in the introductory or statistical sections of this report and, accordingly, we

express no opinion on such data.

Greensboro, North Carolina
September 13, 2002



Management’s Discussion and Analysis

This section of the Wake County Board of Education’s (the Board) financial report represents
our discussion and analysis of the financial performance of the Board for the year ended June
30, 2002. This information should be read in conjunction with the audited financial statements
included in this report.

Financial Highlights

e The Board enjoyed an increased enrollment of 4,040 students (or 4%) from the previous
year.

o The assets of the Board exceeded its liabilities at the close of the fiscal year by
$1,176,694,731.

e The government’s total net assets increased by $109,853,665 primarily due to increased net
assets in the General Fund.

o As of the close of the current fiscal year, the Board’s governmental funds reported combined
ending fund balances of $51,225,560, an increase of $637,227 in comparison with the prior
year. Approximately 51.2 percent of this total amount, or $26,233,055, is available for
spending at the government’s discretion.

Overview of the Financial Statements

The annual report of the Board consists of three components. They are as follows:

e Management's Discussion and Analysis

e Basic Financial Statements

e Required supplemental section that presents combining statements for non-major
governmental and enterprise funds

The basic financial statements include two types of statements that present different views of
the Board’s finances. The first are the government-wide (also called district-wide) statements.
The district-wide statements are presented on the full accrual basis of accounting and include
the statement of net assets and the statement of activities. The statement of net assets
includes all of the Board’s assets and liabilities. Assets and liabilities are classified in the order
of relative liquidity for assets and due date for liabilities. This statement provides a summary of
the Board's investment in assets and obligations to creditors. Liquidity and financial flexibility
can be evaluated using the information contained in this statement. The statement of activities
summarizes the Board’s revenues and expenses for the current year. A net (expense) revenue
format is used to indicate to what extent each function is self-sufficient.

The second type of statements included in the basic financial statements are the fund financial
statements, which are presented for the Board’s governmental funds and proprietary funds.
These statements present the governmental funds on the modified accrual basis of accounting,
measuring the near term inflows and outflows of financial resources and what is available at
year-end to spend in the next fiscal year. The fund financial statements focus on the Board’s
most significant funds. Because a different basis of accounting is used in the district-wide
statements, reconciliation from the governmental fund financial statements to the district-wide
statements is required. The district-wide statements provide information about the Board as an



economic unit, while the fund financial statements provide information on the financial resources
of the Board’s major funds.

District-wide Statements

The district-wide statements report information about the district as a whole using accounting
methods similar to those used by private-sector companies. The statement of net assets
includes all of the district’'s assets and liabilities. All of the current year's revenues and
expenses are accounted for in the statement of activities regardless of when cash is received or
paid.

The two district-wide statements report the district's net assets and how they have changed.
Net assets — the difference between the district's assets and liabilities — is one way to measure
the district’s financial health or position.

e Over time, increases or decreases in the district’'s net assets are an indicator of whether
its financial position is improving or deteriorating.

e To assess the district’'s overall health, consider additional non-financial factors such as
changes in the district’'s property tax base and the condition of its school buildings and
other physical assets.

The district’s activities are divided into two categories in the district-wide statements:

o Governmental activities: Most of the district's basic services are included here, such as
regular and special education, transportation, and administration. County funding and
state and federal aid finance most of these activities.

o Business-type activities: The district charges fees to help it cover the costs of certain
services it provides. School food service, tuition programs and print shop services are
included here.

Fund Financial Statements

The fund financial statements provide more detailed information about the district's funds,
focusing on its most significant or “major” funds — not the district as a whole. Funds are
accounting devices the district uses to keep track of specific sources of funding and spending
on particular programs.

o Some funds are required by State law, such as the State Public School Fund

e The district established other funds to control and manage money for a particular
purpose or to show that it is properly using certain revenues, such as in the Direct
Federal Grants Fund.

The Wake County Board of Education has two types of funds:

Governmental funds: Most of the district’'s basic services are included in the governmental
funds, which generally focus on two things — how cash and other assets can readily be
converted to cash flow in and out and the balances left at year-end that are available for
spending. As a result of this focus, the governmental funds statements provide a detailed short-



term view that helps determine whether there are more or fewer financial resources that can be
spent in the near future to finance the district's programs. Because this information does not
encompass the additional long-term focus of the district-wide statements, additional information
at the bottom of the governmental funds statements, in the form of a reconciliation, explains the
relationship (or differences) between them. The district has several governmental funds: the
General Fund, the State Public School Fund, the Individual Schools Fund, the Capital Outlay
Fund, Direct Federal Grants Fund and the State Administered Federal Grants Fund.

Proprietary funds: Services for which the district charges a fee are generally reported in the
proprietary funds. The proprietary fund statements are reported on the same basis of
accounting as the government-wide statements — full accrual. The Wake County Board of
Education has three proprietary funds — all enterprise funds — the School Food Service Fund,
the Tuition Programs Fund, and the Print Shop Fund.

Financial Analysis of the District as a Whole

Net assets is an indicator of the fiscal health of the Board. Assets for governmental activities
exceeded liabilities by approximately $1,164,486,000 as of June 30, 2002. The largest
component of net assets is invested in capital assets, net of related debt, of approximately
$1,144,448,000. It comprises 98% of the total net assets.

Following is a summary of the Statement of Net Assets (in thousands):

Condensed Statement of Net Assets
June 30, 2002

Governmental Business-type
Activities Activities Total
2002 2001 2002 2001 2002 2001
Current and other assets $ 134176 $ 131,844 $ 10641 $ 10442 $ 144817 $ 142,286
Capital assets 1,145,649 1,037,811 2,902 3,471 1,148,551 1,041,282
Total assets 1,279,825 1,169,655 13,543 13,913 1,293,368 1,183,568
Long-term liabilities outstanding 32,588 33,766 416 355 33,004 34,121
Other liabilities 82,751 81,256 918 1,026 83,669 82,282
Total liabilities 115,339 115,022 1,334 1,381 116,673 116,403
Net assets
Invested in capital assets,
net of related debt 1,144,448 1,037,811 2,902 3,471 1,147,350 1,041,282
Restricted 10,669 16,728 - - 10,669 16,728
Unrestricted 9,369 94 9,307 9,061 18,676 9,155
Total net assets $ 1,164,486 $ 1,054633 $ 12,209 $ 12,532 $ 1,176,695 $ 1,067,165

Note that net assets for governmental activities increased by approximately $109,853,000
during the year, indicating an improvement in the financial condition of the unit. The increase in
net assets was due largely to the increase in capital assets in the governmental activities due to
the new school construction. Also note that the Board carries capital assets for which Wake
County carries the offsetting debt.



The following table shows the revenues and expenses for the Board for the current fiscal year.

Condensed Statement of Revenues, Expenses, and Changes in Net Assets
For the Year Ended June 30, 2002

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General Revenues:
Other
Total revenues

Expenses:

Governmental activities:
Instruction
Pupil and instructional services
Administration and business
Other

Business-type activities:
Food services
Tuition programs
Print shop

Total expenses

Increase (decrease) in net assets
Net assets, July 1, 2001

Net assets, June 30, 2002

Governmental Business-type

Activities Activities Total
$ 2,671,904 21,780,687 $ 24,452,591
470,791,212 10,307,000 481,098,212
104,774 - 104,774
346,237,232 383,950 346,621,182
819,805,122 32,471,637 852,276,759
480,884,934 - 480,884,934
9,877,819 - 9,877,819
167,216,388 - 167,216,388
51,972,316 - 51,972,316
- 27,597,101 27,597,101
- 4,546,443 4,546,443
- 651,909 651,909
709,951,457 32,795,453 742,746,910
109,853,665 (323,816) 109,529,849
1,054,632,511 12,532,371 1,067,164,882
$ 1,164,486,176 12,208,555 $ 1,176,694,731

Total governmental activities generated revenues of $819.8 million while expenses in this
category totaled $709.9 million. The increase in net assets stands at $109.8 million. Business-
type activities generated revenue of $32.5 million and had expenses of $32.8 million. Net
assets decreased in the business-type activities by $323,816.

As this is the first year of implementation under the GASB 34 reporting model, prior year data is

not available to provide a more complete analysis.

In subsequent years this discussion will

include prior year data and a more detailed analysis of the changes in assets, liabilities, and net

assets from one year to the next.



Financial Analysis of the District’s Funds

The Board’s governmental funds reported a combined fund balance of $51,225,560, an
$637,277 increase over last year. Two sources of funding increased over the prior year:
County funding increased approximately $74 million and federal funding increased by $6 million.
Expenditures increased as well, and included an increase of over $20 million in instructional
programs.

The Board’s business-type funds reflected a total net loss of $323,816. The School Food
Service Fund and the Print Shop Fund reflected decreases in net assets, while the Tuition
Programs Fund reflected an increase in net assets over last year. Revenues dropped slightly
and salary expenses increased causing most of the decrease in net assets.

Budgetary Highlights
Over the course of the year, the Board revised the budget several times to account for changes

in revenue expectations. The Board was able to reduce spending and end the year with a
surplus.

Categorization of Expenditures for Governmental

Funds
Supporting
Services
23%
Instructional
Programs
59% Capital Outlay
17%
Other
1%

Expenditures presented on modified accrual basis of accounting.



Capital Assets

The Board'’s investment in capital assets for its governmental and business-type activities as of
June 30, 2002, totals $1,148,550,731 (net of accumulated depreciation). The following is a
summary of the capital assets, net of depreciation at year-end.

Summary of Capital Assets
As of June 30, 2002

Governmental Business-type

Land $ 50,674,572 $ - $ 50,674,572
Land Improvements 366,775 - 366,775
Buildings 724,884,379 - 724,884,379
Equipment 3,137,442 2,819,571 5,957,013
Vehicles 2,883,343 82,053 2,965,396
Construction in progress 363,702,596 - 363,702,596

Total 1,145,649,107 2,901,624 1,148,550,731

Debt Outstanding

During the year the Board’s outstanding debt decreased by $1,178,610 due to the expiration of
capital leases exceeding the acquisition of new capital leases and the principal paid against the
mortgage.

Economic Factors

The Board anticipates an increased enrollment over the next several years and will need
continued increases in classroom space, teachers, and equipment. County funding is a major
source of income for the Board; therefore the County’s economic outlook directly affects that of
the school district. The County’s unemployment rate increased from 3.4% in June of 2001 to
5.4% in June of 2002. Even with the increase, the County’s rate is lower than the state average
of 6.7% and the national average of 5.9%. The county has also seen a 3.9% decrease in the
total number of building permits and a 3.1% decrease in sales tax revenues over the same
period of time.

All of these factors, as well as the state’s budget deficit, were considered in preparing the
Board’s budget for the 2003 fiscal year. The Board’s budget was created to maintain status quo
by cutting expenditures and reducing or eliminating services, while attempting to protect core
instructional programs and the personnel associated with them. The Board took a proactive
approach to the negative economic factors in the last quarter of the 2002 fiscal year by freezing
certain groups of expenditures, such as travel and overtime. These actions generated an
increase of 6.8 million in fund balance.



Requests for Information

This report is intended to provide a summary of the financial condition of the Wake County
Board of Education. Questions or requests for additional information should be addressed to:

Mark Winters, Finance Officer
Wake County Board of Education
3600 Wake Forest Road

Raleigh, NC 27611



WAKE COUNTY BOARD OF EDUCATION
STATEMENT OF NET ASSETS
JUNE 30, 2002

Governmental Business-type
Activities Activities Total
ASSETS
Current assets:
Cash and cash equivalents $ 57,700,343 $ 9,184,637 66,884,980
Due from other governments 73,001,235 209,973 73,211,208
Receivables 466,050 300,632 766,682
Inventory and prepaid expenses 3,009,256 946,158 3,955,414
Total current assets 134,176,884 10,641,400 144,818,284
Noncurrent assets:
Capital assets, net of accumulated
depreciation 1,145,649,107 2,901,624 1,148,550,731
TOTAL ASSETS 1,279,825,991 13,543,024 1,293,369,015
LIABILITIES
Current liabilities:
Bank overdraft 28,124 - 28,124
Salaries and benefits payable 45,642,594 430,540 46,073,134
Accounts payable 36,328,272 487,879 36,816,151
Unearned revenue 752,489 - 752,489
Current portion of long-term obligations 675,528 - 675,528
Total current liabilities 83,427,007 918,419 84,345,426
Noncurrent liabilities:
Noncurrent portion of long-term obligations 31,912,808 416,050 32,328,858
TOTAL LIABILITIES 115,339,815 1,334,469 116,674,284
NET ASSETS
Invested in capital assets, net of related debt 1,144,447,775 2,901,624 1,147,349,399
Restricted for:
Encumbrances 926,955 - 926,955
State statute 2,929,564 - 2,929,564
Special projects 6,812,520 - 6,812,520
Unrestricted 9,369,362 9,306,931 18,676,293
TOTAL NET ASSETS $ 1,164,486,176 $ 12,208,555 $ 1,176,694,731

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




WAKE COUNTY BOARD OF EDUCATION
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2002

Net (Expenses) Revenue

Program Revenues and Changes in Net Assets
Operating Capital Business
Charges for Grants and Grants and Government Type
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total
Governmental activites:
Instruction:
Regular $ 323,009,274 $ 89,440 $ 263,665,215 $ - $ (59,254,619) $ (59,254,619)
Special education 90,173,395 - 68,434,841 - (21,738,554) (21,738,554)
Co-curricular 12,700,969 - 12,786,702 - 85,733 85,733
Student services 49,613,098 - 41,638,247 - (7,974,851) (7,974,851)
Other 5,388,198 - 1,897,390 - (3,490,808) (3,490,808)
Total instruction 480,884,934 89,440 388,422,395 - (92,373,099) (92,373,099)
Support services:
Pupil 1,037,191 - 400,444 - (636,747) (636,747)
Instructional staff 8,840,628 - 5,499,362 - (3,341,266) (3,341,266)
General administration 8,818,681 646,846 2,505,730 - (5,666,105) (5,666,105)
School administration 48,305,070 - 33,798,897 - (14,506,173) (14,506,173)
Business 110,092,637 - 37,448,483 - (72,644,154) (72,644,154)
Central 21,832,866 - 1,068,040 104,774 (20,660,052) (20,660,052)
Other support 1,069,714 - 252,569 - (817,145) (817,145)
Community 4,272,319 1,935,618 1,395,292 - (941,409) (941,409)
Charter school payments 4,482,626 - - - (4,482,626) (4,482,626)
Interest on long-term debt 243,491 - - - (243,491) (243,491)
Depreciation - unallocated * 20,071,300 - - - (20,071,300) (20,071,300)
Total support services 229,066,523 2,582,464 82,368,817 104,774 (144,010,468) (144,010,468)
Total governmental activities 709,951,457 2,671,904 470,791,212 104,774 (236,383,567) (236,383,567)
Business-type activities:
Food services 27,597,101 16,639,412 10,307,000 - (650,689) (650,689)
Tuition programs 4,546,443 4,501,694 - - (44,749) (44,749)
Print shop 651,909 639,581 - - (12,328) (12,328)
Total business-type activities 32,795,453 21,780,687 10,307,000 - (707,766) (707,766)
Total school district $ 742,746,910 $ 24,452,591 $ 481,098,212 $ 104,774 (236,383,567) (707,766) (237,091,333)
General Revenues

Unrestricted county appropriations - operating 194,529,610 - 194,529,610

Unrestricted county appropriations - capital 131,388,257 - 131,388,257

Unrestricted state appropriation - capital 9,525,356 - 9,525,356

Investment earnings, unrestricted 3,236,177 383,950 3,620,127

Miscellaneous, unrestricted 7,557,832 - 7,557,832

Subtotal, general revenues 346,237,232 383,950 346,621,182

Changes in Net Assets 109,853,665 (323,816) 109,529,849

Net assets - beginning 1,054,632,511 12,532,371 1,067,164,882

Net assets - ending $ 1,164,486,176 $ 12,208,555 $ 1,176,694,731

* This amount excludes the depreciation that is included in the direct expenses of the various programs.

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