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Exhibit VI
WILLIAMSBURG – JAMES CITY COUNTY PUBLIC SCHOOLS
(Component Unit of James City County, Virginia)
Notes to Basic Financial Statements
June 30, 2011
1. Summary of Significant Accounting Policies
Narrative Profile
Under the terms of an agreement dated January 14, 1954 (the Agreement) between the governing
bodies and the School Board of the City of Williamsburg (the City) and James City County (the
County), effective July 1, 1955, the localities consolidated the operations of their school systems (the
Schools).
The Schools are responsible for elementary and secondary education for the City and the County.
Two members of the School Board are appointed by the City Council of the City. Five members of
the School Board are elected by the citizens of the County. The School Board is fiscally dependent
upon the governing bodies that levy the necessary taxes and provide the financial resources to be used
for the operation of the Schools and acquisition or construction of facilities.
Costs related to the operations of the Schools are apportioned between the two localities in
accordance with the Agreement, as amended. For the fiscal year ended June 30, 2011, the
apportionment of the Schools’ costs to the County and the City was $73,800,000 or 91.36%, and
$6,979,332, or 8.64%, respectively. According to the Agreement, as amended, the City and the
County permit the Schools to retain and determine the use of any year end surplus funds up to
$500,000; any funds that exceed that amount shall be dedicated to, and identified in, the capital
budget for the following year.
The accounting policies of the Schools conform to accounting principles generally accepted in the
United States of America (GAAP) as applicable to governmental units. The following is a summary
of the more significant accounting policies of the Schools:
(a) The Financial Reporting Model
In Fiscal Year 2003, the Schools implemented Governmental Accounting Standards Board
(GASB) Statement No. 34, Basic Financial Statements – and Management’s Discussion and
Analysis – for State and Local Governments. This statement, known as the “Reporting Model”
statement established new requirements and a new reporting model for the annual financial
reports of state and local governments. The statement was developed to make annual reports
easier to understand and more useful to the people who use governmental financial information to
make decisions and includes:
Management’s Discussion and Analysis – GASB Statement No. 34 requires that financial
statements be accompanied by a narrative introduction and analytical overview of the
government’s financial activities in the form of “Management’s Discussion and Analysis”
(MD&A). This analysis is similar to the analysis the private sector provides in their annual
reports.
Government-Wide Financial Statements – The reporting model includes financial statements
prepared using full accrual accounting for all of the government’s activities. This approach
includes not just current assets and liabilities (such as cash and accounts payable) but also capital
assets and long-term liabilities (such as buildings and debt). Accrual accounting also reports all
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of the revenues and cost of providing services each year, not just those received or paid in the
current year or soon thereafter.
Statement of Net Assets – The statement of net assets is designed to display the financial position
of the Schools. Governments report all capital assets in the government-wide statement of net
assets and report depreciation expense – the cost of “using up” capital assets—in the statement of
activities. The net assets of a government will be broken down into three categories: 1) invested
in capital assets, net of related debt; 2) restricted, and 3) unrestricted. The Schools do not
currently have restricted net assets.
Statement of Activities – The new government-wide statement of activities reports expenses and
revenues in a format that focuses on the cost of each of the government’s functions. The expense
of individual functions is compared to the revenues generated directly by the function (for
instance, through user charges or intergovernmental grants).
Fund Financial Statements – These statements are, in substance, very similar to the financial
statements presented in the previous financial reporting model. Emphasis here is on major funds.
As required by GAAP, the financial reporting entity of the County consists of the County as the
primary government, as well as its component units, which are legally separate organizations for
which the elected officials of the primary government are financially accountable. Financial
accountability is defined as appointment of a voting majority of the component unit’s board, and
either a) the ability to impose will by the primary government or b) the possibility that the
component unit will provide a financial benefit or impose a financial burden on the primary
government. Because of the significance of the Schools’ financial relationship with the County,
the Schools are considered a component unit of the County and, accordingly, the financial
position and results of operations of the Schools are reflected in the financial statements included
in the Comprehensive Annual Financial Report of the County. The Schools have no component
units for financial reporting purposes.
(b) Basis of Presentation
The Schools’ basic financial statements consist of government-wide financial statements,
including a statement of net assets and a statement of activities, and fund financial statements,
which provide a more detailed level of financial information.
Government-Wide Financial Statements: The statement of net assets and the statement of
activities display information about the Schools as a whole. These statements are reflected on a
full accrual basis of accounting and economic resource measurement focus, which incorporates
long-term assets as well as long-term liabilities. Governmental fund financial statements
therefore include a reconciliation with brief explanations to better identify the relationship
between the government-wide statements and the statements for governmental funds.
The statement of net assets presents the financial condition of the governmental activities of the
Schools at year end. The Schools do not have any business-type activities. The statement of
activities presents a comparison between direct expenses and program revenues for each function
of the Schools’ governmental activities. Direct expenses are those that are specifically associated
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with a service, program, or department and therefore identifiable to a particular function.
Expenses are grouped in the following categories: general and administrative, instruction,
attendance and health services, pupil transportation, operations and maintenance, technology, and
food services.
Program revenues include charges paid by the recipient of the goods or services offered by the
program or from grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Charges for services include adult education, regular day
school tuition, summer school tuition, cafeteria sales, building rental, and communications tower
leases. Revenues not classified as program revenues are presented as general revenues of the
Schools. The comparison of direct expenses with program revenues identifies the extent to which
the governmental function is self-financing or draws from the general revenues of the Schools.
The Schools do not allocate indirect expenses. When both restricted and unrestricted resources
are available for use, it is the Schools’ policy to use restricted resources first, then unrestricted
resources, as they are needed. As a general rule, the effect of interfund activity has been
eliminated from the government-wide statements but interfund services provided and used are not
eliminated in the process of consolidation.
Fund Financial Statements: During the year, the Schools segregate transactions related to certain
functions or activities in separate funds in order to aid financial management and to demonstrate
legal compliance. The fund financial statements present financial information of the Schools at
this more detailed level. The focus of governmental fund financial statements is on major funds,
each displayed in a separate column. The Schools have identified all of its governmental funds as
major. The fiduciary fund is reported by type.
The accounts of the Schools are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a set of selfbalancing accounts that comprise its assets, liabilities, fund balance, revenues, and expenditures.
The fund statements are presented on a current financial resources measurement focus and the
modified accrual basis of accounting. The acquisition, use and balances of the Schools’
expendable financial resources and the related liabilities are accounted for through governmental
funds. The measurement focus is based upon the determination of changes in financial position,
rather than upon net income determination.
The Schools report the following major governmental funds:
•

General Fund – The General Fund is the general operating fund of the Schools. It is used to
account for all financial resources except those required to be accounted for in another fund.
Revenues are primarily from intergovernmental revenues.

•

Grants Fund – The Grants Fund is used to record transactions related to the grants and self
supporting programs that are not specifically accounted for in another fund.

•

Schools’ Food Services Fund – The Schools’ Food Services Fund is used to account for the
operation of the Schools’ cafeterias.
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•

Capital Projects Fund – The Capital Projects Fund is used to account for financial resources
to be used for the acquisition or construction of major capital facilities or maintenance of the
school plant (other than those financed by the other funds).

Additionally, the Schools report the following fund:
•

Fiduciary Fund – Fiduciary funds are custodial in nature (assets equal liabilities) and do not
involve measurement of the results of operations. Accordingly, the measurement focus is
upon determination of changes in financial position rather than upon net income
determination. The Schools’ two Agency Funds are the State Operated Educational Program,
which is used to account for the funding of the education programs at Eastern State Hospital
and the Merrimac Center; and the School Activities Funds, which is used to account for
student funds for various extracurricular activities in each of the schools. Fiduciary funds are
not included in the government-wide financial statements.

(c) Basis of Accounting
Basis of accounting determines when transactions are recorded in the financial records and
reported in the financial statements. Government-wide statements are prepared using the accrual
basis of accounting. Governmental funds use the modified accrual basis of accounting and
fiduciary funds use the accrual basis of accounting. Differences in the accrual and modified
accrual basis of accounting arise in the recognition of revenue, the recording of deferred revenue,
and in the presentation of expenses versus expenditures.
Under the modified accrual basis of accounting, revenues are recorded when susceptible to
accrual (i.e., both measurable and available). Available means collectible within the current
period or soon enough thereafter to be used to pay liabilities of the current period. The Schools
consider collections within 45 days of year end as available. Expenditures, other than principal
and interest on long-term debt which is recorded when due, are recorded when the related fund
liability is incurred.
In applying the susceptible to accrual concept to intergovernmental revenues, the legal and
contractual requirements of the numerous individual programs are used as guidance. There are,
however, essentially two types of these revenues. In one, monies must be expended for the
specific purpose or project before any amounts will be paid to the Schools; therefore, revenues
are recognized based upon the expenditures recorded. In the other, monies are virtually
unrestricted as to purpose of expenditure and are usually revocable only for failure to comply
with prescribed compliance requirements. These resources are reflected as revenues at the time
of receipt or earlier if the accrual criteria are met.
Under the accrual basis of accounting, revenues are recognized when earned. Deferred revenue
arises when assets are recognized before revenue recognition criteria have been satisfied.
Expenses are recognized at the time they are incurred.
The following is a list of the major revenue sources which meet the susceptible to accrual criteria:
(1) Commonwealth of Virginia, (2) state sales taxes, (3) federal government, (4) interest on
deposits, and (5) insurance proceeds.
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(d) Encumbrances
Encumbrances outstanding at year end represent the estimated amount of the expenditures
required to complete contracts, purchase orders, and commitments in process at year end.
Encumbrances outstanding at year end do not constitute expenditures or liabilities. However,
fund balances at year end have been accordingly assigned. At June 30, 2011, encumbrances were
$238,241 and are included in the Assigned to: General fund balance classification on Exhibit III.
(e) Cash and Investments
Cash and investments at June 30, 2011 are included in the various cash accounts reflected in the
financial statements. Investments in the General Fund consist of investments in the State
Treasurer’s Local Government Investment Pool (LGIP), which is stated at fair value.
(f) Receivables and Due from Other Governments
Amounts due from the Commonwealth of Virginia consist primarily of receivables from state
entitlements and reimbursement of grants expenditures. Amounts due from federal government
are for reimbursement of grants expenditures. Amounts due from the City and the County are
primarily related to reimbursement of capital project expenditures. Receivables consist primarily
of amounts due from students and other customers of the Schools. All receivables are expected
to be collected within one year from the end of the fiscal year.
(g) Inventory
All inventory reported in the Schools’ Food Services Fund is stated at cost using the first-in, firstout inventory method. Inventory consists principally of food and other items held for resale and
is considered expended when used (consumption method). The inventory is offset by non
spendable fund balance, which indicates that the inventory does not constitute available,
expendable resources.
(h) Capital Assets
General capital assets have been acquired for general school purposes. Capital outlays are
recorded as expenditures in the governmental funds and as assets in the government-wide
financial statements to the extent the Schools’ capitalization threshold is met.
All capital assets are capitalized at cost (or estimated historical cost) and updated for additions
and retirements during the year. Donated assets are recorded at estimated fair market value on
the date received. The Schools maintain a capitalization threshold of $5,000 for equipment,
improvements and buildings. Land is capitalized regardless of value. The Schools have no
infrastructure assets. Under Virginia law, certain property maintained by the Schools is subject to
tenancy-in-common with the County, if the County incurred a financial obligation for the
property, which is payable over more than one fiscal year. The Schools and the County have
agreed that such property will be carried on the County’s financial statements until the
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outstanding debt is repaid. At June 30, 2011 the County holds capital assets related to school
property with a net book value of $208,549,665.
Depreciation is recorded on general capital assets on a government-wide basis. All reported
capital assets except for land are depreciated. Depreciation is computed using the straight-line
method with full month convention over the following useful lives:
Estimated
lives
50 years
7 – 20 years
5 – 20 years
15 years

Description
Buildings
Improvements
Furniture and equipment
Modulars
(i) Compensated Absences

School employees are granted vacation pay in varying amounts as services are provided.
Employees may accumulate, subject to certain limitations, unused vacation pay earned and, upon
retirement, termination or death, may be compensated for certain amounts at their most current
rate of pay. The cost of accumulated vacation is accrued as a liability in the government-wide
financial statements as the benefits are earned by employees if attributable to services already
rendered and compensation through paid time off or some other means is probable. Compensated
absences are reported in the governmental funds only if they have matured. Upon termination,
for reasons other than retirement, school employees are not paid for accumulated sick leave.
Employees who retire will receive payment for any unused sick leave days at a rate of 25% of the
employees’ daily rate of pay at retirement or a minimum of $25 per day, whichever is higher.
The sick leave compensation amount shall not exceed $5,000. The June 30, 2011 liability for
sick leave that will be ultimately paid upon retirement is not determinable but is considered
immaterial based upon amounts actually paid in prior years.
(j) Fund Balances
GASB Statement No. 54 – The School Board adopted the provisions of GASB Statement No.
54, Fund Balance Reporting and Governmental Fund Type Definition. This statement enhances
the usefulness of fund balance information by providing clearer fund balance classifications that
can be more consistently applied and by clarifying the existing governmental fund type
definitions. This statement also establishes fund balance classifications that comprise a hierarchy
based primarily on the extent to which a government is bound to observe constraints imposed
upon the use of the resources reported in governmental funds.
Fund balances are now classified as one of the following:
•
•

Nonspendable – items that cannot be spent. This includes activity that is not in a
spendable form like inventories.
Restricted – balances which have constraints placed upon the use of the resources either
by an external party, like grantors, or imposed by law through enabling legislation.
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•
•

•

Committed – balances that can only be used for specific purposes pursuant to constraints
imposed by a formal action of the School Board, the School’s highest level of decisionmaking authority prior to the close of the fiscal year.
Assigned – balances that are constrained by the School’s intent to be used for a specific
purpose but are neither restricted nor committed. This intent can be expressed by the
School Board or through the School Board delegating this responsibility to the School’s
management through the budgetary process. For governmental funds, other than the
General Fund, this is the residual amount within the fund that is not nonspendable,
restricted, or committed.
Unsassigned – all spendable amounts not contained in the four categories described
above. The General Fund is the only fund that would report a positive amount in
unassigned fund balance.

The Schools will typically use Restricted fund balance first, followed by Committed resources,
and then Assigned resources, as appropriate opportunities arise, but reserve the right to
selectively spend Unassigned resources first to defer the use of these other classified funds.

(k) Interfund Transactions
Transactions that constitute reimbursements to a fund for expenditures initially made from it,
which are properly applicable to another fund, are recorded as expenditures in the reimbursing
fund and as reductions of expenditures in the fund that is reimbursed.
All interfund transactions, except interfund services provided and used, are reported as transfers.
Transfers are used to: (1) move revenues from the fund that statute or budget requires to collect
them to the fund that statute or budget requires to expend them and (2) use unrestricted revenues
collected in the general fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.
(l) Subsequent Events
In preparing these financial statements, the Schools’ have evaluated events and transactions for
potential recognition or disclosure through November 22, 2011, the date the financial statements
were available to be issued.
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2. Cash and Temporary Investments
The Schools maintain individual segregated bank accounts for all of its funds.
The components of the Schools’ cash and temporary investments are as follows:
Bank deposits
Certificates of deposit
Investment in the Treasurer of the Commonwealth of
Virginia’s Local Government Investment Pool (LGIP)

$

$

13,238,455
47,891
245,371
13,531,717

The totals above include Agency Funds in the amount of $850,206 which are not a part of the
governmental fund financial statements.
Deposits
The carrying value of the Schools’ deposits with banks and savings institutions, which is different
from the bank balance because of reconciling items such as outstanding checks and deposits in transit,
was $13,531,717, and the bank balance was $16,619,599. The entire bank balance was covered by
the Federal Depository Insurance Corporation (FDIC) or collateralized in accordance with the
Virginia Security for Public Deposits Act (the Act). Under the Act, banks holding public deposits in
excess of the amounts insured by FDIC must pledge collateral in the amount of 50% of excess
deposits to a collateral pool in the name of the State Treasury Board. Savings and loan institutions
are required to collateralize 100% of deposits in excess of FDIC limits. If any member financial
institution fails, the entire collateral becomes available to satisfy the claims of the Schools. If the
value of the pool’s collateral is inadequate to cover a loss, additional amounts would be assessed on a
pro rata basis to the members (banks and savings and loans) of the pool; therefore, these deposits are
considered collateralized and as a result are insured. The State Treasury Board is responsible for
monitoring compliance with the collateralization and reporting requirements of the Act and for
notifying local governments of compliance by banks and savings and loans. Therefore, these deposits
are considered collateralized and as a result, are considered insured.
Investments
Investment Policy
The Schools utilize the policies and procedures of the James City County Treasurer (the Treasurer);
therefore, the Investment Policy (Policy) of James City County is used. In accordance with the Code
of Virginia and other applicable law, including regulations, the Policy permits investments in U.S.
government obligations, municipal obligations, prime quality commercial paper, and certain corporate
notes, bankers’ acceptances, repurchase agreements, negotiable certificates of deposit, bank deposit
notes, mutual funds that invest exclusively in securities specifically permitted under the Policy, and
the State Treasurer’s Local Government Investment Pool (the Virginia LGIP, a 2a-7 like pool, rated
‘AAAm’ by Standard & Poor’s rating service). Although the LGIP is not registered with the
Securities and Exchange Commission (SEC) as an investment company, it operates in a manner
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consistent with the SEC’s Rule 2a-7 of the Investment Company Act of 1940 and in accordance with
the Governmental Accounting Standards Board Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools, definition of “2a-7 like pools.”
The Policy establishes limitations on the holdings of non-U.S. government obligations. The
maximum percentage of the portfolio (book value at the date of acquisition) permitted in each
security is as follows:
Registered money market mutual funds
Commonwealth of Virginia LGIP
Repurchase agreements
Bankers’ acceptances
Commercial paper
Negotiable certificates of deposit/bank notes
Municipal obligations
Corporate notes
Bank deposits

100% maximum
100% maximum
50% maximum
40% maximum
35% maximum
20% maximum
20% maximum
15% maximum
25% maximum

Credit Risk
As required by state statute, the Policy requires that commercial paper have a short-term debt rating
of no less than “A-1” (or its equivalent) from at least two of the following: Moody’s Investors
Service, Standard & Poor’s and Fitch Investor’s Service. Corporate notes must have a minimum of
“Aa” long-term debt rating by Moody’s Investors Service and a minimum of “AA” long term debt
rating by Standard & Poor’s. Negotiable certificates of deposit and bank deposit notes maturing in
less than one year must have a short-term debt rating of at least “A-1” by Standard & Poor’s and “P1” by Moody’s Investor Service. Notes having a maturity of greater than one year must be rated
“AA” by Standard & Poor’s and “Aa” by Moody’s Investor Service.
Although state statute does not impose credit standards on repurchase agreement counterparties,
bankers’ acceptances or money market mutual funds, the Schools’ have established stringent credit
standards for these investments to minimize portfolio risk.
As of June 30, 2011, 100% of the Schools’ portfolio was invested in the Commonwealth of Virginia
LGIP account, certificates of deposit with several local banks, money market accounts with several
local banks, and a repurchase agreement with a local bank.
Concentration of Credit Risk
The Policy establishes limitations on portfolio composition by issuer in order to control concentration
of credit risk. No more than 5% of the Schools’ portfolio will be invested in the securities of any
single issuer with following exceptions:
U.S. Treasury
Each money market mutual fund
Each federal agency
Each repurchase agreement counterparty

39

100% maximum
50% maximum
35% maximum
25% maximum

Exhibit VI
WILLIAMSBURG – JAMES CITY COUNTY PUBLIC SCHOOLS
(Component Unit of James City County, Virginia)
Notes to Basic Financial Statements
June 30, 2011
As of June 30, 2011, 100% of the Schools’ portfolio was invested in the Commonwealth of Virginia
LGIP account, certificates of deposit with several local banks, money market accounts with several
local banks, and a repurchase agreement with a local bank.
Interest Rate Risk
As a means of limiting exposure to fair value losses arising from rising interest rates, the Schools’
Policy limits the investment of short-term operating funds to an average weighted maturity of no
more than 180 days, with a portion of the portfolio continuously invested in readily available funds.
The operating fund core portfolio will be invested in permitted investments with a stated maturity of
no more than five years from the date of purchase. To control the volatility of the core portfolio, the
Treasurer will determine a duration target, not to exceed three years.
Custodial Credit Risk
The Policy requires that all investment securities purchased by the Schools or held as collateral on
deposits or investments shall be held by the Schools or by a third-party custodial agent who may not
otherwise be a counterparty to the investment transaction. As of June 30, 2011, all of the Schools’
deposits and investments are held in a bank’s trust department in the Schools’ name.
3. Interfund Receivables, Payables, and Transfers
Interfund receivable and payable balances are considered short-term in nature. All other balances
resulted from the time lag between the dates that (1) interfund goods and services are provided or
reimbursable expenditures occur, (2) transactions are recorded in the accounting system, and (3)
payments between funds are made.
At June 30, 2011, the balances are as follows:
Interfund
Receivables
Fund:
General
Grants
Capital Projects
Total

$

$

Interfund
Payables

3,155,648

3,155,648

78,434
3,077,214
3,155,648

Transfers are used to (1) move revenues from the fund that statute or budget requires to collect them
to the fund that statute or budget requires to expend them, and (2) use unrestricted revenues collected
in the General Fund to finance various programs accounted for in other funds in accordance with
budgetary authorizations.
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At June 30, 2011, interfund transfers consisted of the following:
Transfer To
Fund:
General
Capital Projects
Total

Transfer From

$
$

2,569,449
2,569,449
2,569,449

2,569,449

4. Capital Assets, Net
A summary of changes in capital assets follows:
Balance
July 1, 2010
Capital assets not being depreciated:
Land
$ 8,435,126
Construction in progress
1,763,305
Total capital assets not being
depreciated
10,198,431
Other capital assets:
Buildings and building improvements
28,486,490
Furniture and equipment
17,722,202
Total other capital assets
46,208,692
Less accumulated depreciation for:
Buildings and building improvements
7,511,846
Furniture and equipment
11,029,026
Total accumulated depreciation
18,540,872
Other capital assets, net
27,667,820
Totals
$ 37,866,251

Balance
June 30, 2011

Additions

Deletions

—    
6,873,956

—    
3,495,400

6,873,956

3,495,400

13,576,987

3,741,773
2,461,172
6,202,945

283,213
1,212,096
1,495,309

31,945,050
18,971,278
50,916,328

1,333,058
1,111,078
2,444,136
3,758,809
10,632,765

106,123
1,153,278
1,259,401
235,908
3,731,308

8,738,781
10,986,826
19,725,607
31,190,721
44,767,708

8,435,126
5,141,861

Depreciation expense was charged to governmental functions as follows:
Instruction
$
General and administrative
Pupil transportation
Operations and maintenance
Technology
Food services
Total governmental activities depreciation expense $

594,455
5,764
801,995
474,803
522,520
44,599
2,444,136

At June 30, 2011, the Schools had contractual commitments of approximately $5.1 million for work
remaining to be performed under capital projects.
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5. Long-Term Liabilities
A summary of changes in long-term liabilities for the Schools follows:

Compensated absences
Other postemployment benefits

Balance
July 1, 2010
$
875,418
1,972,300
$
2,847,718

Additions
880,770
1,074,000
1,954,770

Deletions
819,734
290,000
1,109,734

Balance
June 30, 2011
936,454
2,756,300
3,692,754

Amounts due
in one year
421,404
421,404

Long-term liabilities, such as other postemployment benefit obligations, are normally paid from the
General Fund.
The future payments by year of compensated absences are not determinable.
(a) Operating Leases
The Schools lease equipment and buildings under noncancelable operating leases. Total costs for
such leases were approximately $363,284 for the year ended June 30, 2011. The future minimum
lease payments for these leases are as follows:
Years ending June 30:
2012
2013
2014

$228,100
131,681
48,310
$408,091

6. Defined Benefit Pension Plan
Virginia Retirement System:
(a) Plan Description
The Schools contribute to the Virginia Retirement System (VRS or the System), an agent and
cost-sharing multiple employer, defined benefit pension plan administered by the System. All
full-time, salaried permanent professional employees of participating employers are automatically
covered by VRS upon employment. Benefits vest after five years of service credit.
Members earn one month of service credit for each month they are employed and their employer
is paying into the VRS. Members are eligible to purchase prior public service, active duty
military service, certain periods of leave and previously refunded VRS service as credit in their
plan.

42

Exhibit VI
WILLIAMSBURG – JAMES CITY COUNTY PUBLIC SCHOOLS
(Component Unit of James City County, Virginia)
Notes to Basic Financial Statements
June 30, 2011
VRS administers two defined benefit plans for local government employees – Plan 1 and Plan 2:
•

Members hired before July 1, 2010 and who have service credits before July 1, 2010
are covered under Plan 1. Non-hazardous duty members are eligible for an
unreduced retirement benefit beginning at age 65 with at least five years of service
credit or age 50 with at least 30 years of service credit. They may retire with a
reduced benefit early at age 55 with at least 10 years of service credit or age 50 with
at least five years of service credit.

•

Members hired or rehired on or after July 1, 2010 and who have no service credits
before July 1, 2010 are covered under Plan 2. Non-hazardous duty members are
eligible for an unreduced benefit beginning at their normal Social Security
retirement age with at least five years of service credit or when the sum of their age
and service equals 90. They may retire with a reduced benefit as early as age 60 with
at least five years of service credit.

•

Eligible hazardous duty members in Plan 1 and Plan 2 are eligible for an unreduced
benefit beginning at age 60 with at least 5 years of service credit or age 50 with at
least 25 years of service credit. These members include sheriffs, deputy sheriffs and
hazardous duty employees of political subdivisions that have elected to provide
enhanced coverage for hazardous duty service. They may retire with a reduced
benefit as early as age 50 with at least five years of service credit. All other
provisions of the member’s plan apply.

The VRS Basic Benefit is a lifetime monthly benefit based on a retirement multiplier as a
percentage of the member’s average final compensation multiplied by the member’s total service
credit. Under Plan 1, average final compensation is the average of the member’s 36 consecutive
months of highest compensation. Under Plan 2, average final compensation is the average of the
member’s 60 consecutive months of highest compensation. The retirement multiplier for nonhazardous duty members is 1.70 %. The retirement multiplier for sheriffs and regional jail
superintendents is 1.85%. The retirement multiplier for eligible political subdivision hazardous
duty employees other than sheriffs and jail superintendents is 1.70% or 1.85% as elected by the
employer. At retirement, members can elect the Basic Benefit, the Survivor Option, a Partial
Lump-Sum Option Payment (PLOP) or the Advance Pension Option. A retirement reduction
factor is applied to the Basic Benefit amount for members electing the Survivor Option, PLOP or
Advance Pension Option or those retiring with a reduced benefit.
Retirees are eligible for an annual cost-of-living adjustment (COLA) effective July 1 of the
second calendar year of retirement. Under Plan 1, the COLA cannot exceed 5.00%; under Plan 2,
the COLA cannot exceed 6.00%. During years of no inflation or deflation, the COLA is 0.00%.
The VRS also provides death and disability benefits. Title 51.1 of the Code of Virginia (1950),
as amended, assigns the authority to establish and amend benefit provisions to the General
Assembly of Virginia.
The System issues a publicly available comprehensive annual financial report that includes
financial statements and required supplementary information for VRS. A copy of that report may
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be obtained by writing to the System at P.O. Box 2500, Richmond, Virginia 23218-2500 or
downloaded from the VRS website at http://www.varetire.org/Pdf/Publications/2010-annualreport.pdf
Funding Policy
Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to
contribute 5% of their compensation toward their retirement. For the year ended June 30, 2011,
this 5% member contribution has been assumed by the employer. In addition, the Schools are
required to contribute the remaining amounts necessary to fund its participation in VRS using the
actuarial basis specified by the Code and approved by the VRS Board of Trustees. The Schools’
contribution rate for nonprofessional employees for the fiscal year ended June 30, 2011 was
6.56% of annual covered payroll.
The following table relates to the Schools’ contribution rate for professional employees:

2011
2010
2009

Annual
required
contributions

Actual
amount
contributed

Amount
contributed
in percent

$5,662,832
7,270,320
8,975,082

$5,662,832
7,270,320
8,975,082

100.0%
100.0%
100.0%

(b) Annual Pension Cost
For fiscal year 2011, the Schools’ annual pension cost of $543,878 for nonprofessional
employees was equal to the Schools’ required and actual contributions. The required
contributions were determined as part of the June 30, 2010 actuarial valuation using the entry age
normal actuarial cost method. The actuarial assumptions included (a) 7.0% investment rate of
return, (b) projected salary increases of 3.75% to 5.00% per year, and (c) 2.5% per year COLA
adjustments. Both (a) and (b) included an inflation component of 2.5%. The actuarial value of
the Schools’ assets is equal to the modified market value of assets. This method was determined
using techniques that smooth the effects of short-term volatility in the market value of assets over
a five year period. The Schools’ unfunded actuarial accrued liability is being amortized as a level
percentage of payroll on an open basis within a period of four years or less. The Schools did not
have a net pension obligation as determined by GASB Statement No. 27, Accounting for Pension
by State and Local Government Employers.
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The trend information for the Schools’ nonprofessional employees is as follows:
Three-year trend information
Annual
pension
Percentage
cost
of APC
(APC)
contributed
Fiscal year ended:
June 30, 2011
June 30, 2010
June 30, 2009

$543,878
568,724
556,172

Net
pension
obligation

100.0%
100.0%
100.0%

-------

(c) Funded Status and Funding Progress
As of December 17, 2010, the most recent actuarial valuation date for fiscal year ending
June 30, 2010, the funded status of the plan was as follows:
Actuarial accrued liability (AAL)
Less actuarial value of plan assets

$

Unfunded actuarial accrued liability (UAAL)

1,919,447

Funded ratio (actuarial value of plan assets/AAL)
Covered Payroll
UAAL as a percentage of covered payroll

14,053,571
(12,134,124)

86.34%
$

4,839,145
39.67%

The Schedule of Funding Progress, presented as Required Supplementary Information (RSI)
following the Notes to the Financial Statements, presents multiyear trend information about
whether the actuarial value of plan assets are increasing or decreasing over time relative to the
actuarial accrued liability for benefits.
VRS Health Insurance Credit:
(a) Plan Description
Retirees who have 15 or more years of creditable VRS service are granted the option to
participate in the VRS Health Insurance Credit program by paying 100% of their monthly health
insurance premium less a $1.50 per month per year of service for a maximum health insurance
credit of $45 from the VRS. Title 51.1 of the Code of Virginia (1950), as amended, assigns the
authority to establish and amend the benefit provisions to the General Assembly of Virginia. The
health insurance credit program is an agent, multiple-employer plan and is financed by payments
from Williamsburg – James City County Public Schools for all active employees to the VRS. For
fiscal year ended June 30, 2011, the contribution made by WJCC PS was $391,577 for both
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professional and nonprofessional employees, of which $15,071 was for nonprofessional
employees. The surplus funds are not considered advance funded because WJCC PS, its
employees, and retirees have no vested rights to access the excess funds. GAAP do not require
governments to report a liability in the financial statements in connection with an employer’s
obligation to provide these benefits.
Projections of benefits for financial reporting purposes are based on the substantive plan (the plan
as understood by the employer and the plan members) and include the types of benefits provided
at the time of each valuation and the historical pattern of sharing of benefits costs between the
employer and the plan members to that point. The actuarial valuations for the plan involves
estimates of the value of reported amounts and assumptions about the probability of events far
into the future and actuarially determined amounts are subject to continual revision as results are
compared to past expectations and new estimates are made about the future. The actuarial
calculations of the plan reflect a long-term perspective.
The VRS issues a publicly available comprehensive annual financial report that includes financial
statements and required supplementary information for the VRS. A copy of that report may be
obtained by writing VRS at PO Box 2500, Richmond, Virginia 23218-2500 or by download from
their website at http://www.varetire.org/Pdf/Publications/2010-annual-report.pdf.

Funding Policy
Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to
contribute an actuarial percentage of their annual reported compensation to the VRS for the
retiree health insurance credit. WJCC PS has assumed this contribution. In addition, WJCC PS
is required to contribute the remaining amounts necessary to fund its participation in the VRS
using the actuarial basis specified by the Code of Virginia and approved by the VRS Board of
Trustees. WJCC PS’ required contribution rate for the fiscal year ended June 30, 2011 was
0.32% of annual covered payroll (annual payroll of nonprofessional active employees covered by
the plan).
(b) Annual Benefit Cost
For fiscal year 2011, the Schools’ annual benefit cost of $15,071 for nonprofessional employees
was equal to the Schools’ required and actual contributions. The required contributions were
determined as part of the June 30, 2010, actuarial valuation using the entry age normal actuarial
cost method. The actuarial assumptions included a 7.0% investment rate of return and projected
salary increases of 3.0% per year. The investment rate of return also included an inflation
component of 2.5%. The actuarial value of the Schools’ assets is equal to the market value of
assets. This method was determined using techniques that smooth the effects of short-term
volatility in the market value of assets over a five year period. The Schools’ unfunded actuarial
accrued liability is being amortized as a level percentage of payroll on an open basis. The
remaining amortization period at June 30, 2010, was 26 years.
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The trend information for the Schools’ nonprofessional employees is as follows:
Annual
benefit
cost
(ABC)
Fiscal year ended:
June 30, 2011
June 30, 2010
June 30, 2009

Percentage
of ABC
contributed

$15,071
30,388
29,785

Net benefit
obligation

100.0%
100.0%
100.0%

-------

(c) Funded Status and Funding Progress
As of December 17, 2010, the most recent actuarial valuation date for fiscal year ending June 30,
2010, the funded status of the plan was as follows:
Actuarial accrued liability (AAL)
Less actuarial value of plan assets

$

Unfunded actuarial accrued liability (UAAL)

86,375

Funded ratio (actuarial value of plan assets/AAL)
Covered Payroll
UAAL as a percentage of covered payroll

266,251
(179,876)

67.56%
$

4,839,145
2%

The Schedule of Funding Progress, presented as Required Supplementary Information (RSI)
following the Notes to the Financial Statements, presents multiyear trend information about
whether the actuarial value of plan assets are increasing or decreasing over time relative to the
actuarial accrued liability for benefits.
7. Other Post Employment Benefit (OPEB) Plans
(a) Background
Beginning in fiscal year 2009, the Williamsburg – James City County Public Schools
implemented Governmental Accounting Standards Board (GASB) Statement No. 45 for other
postemployment benefits (OPEB) offered to retirees. This standard addresses how local
governments should account for and report their costs related to post employment health care and
other non-pension benefits. Historically the School’s subsidy was funded on a pay-as-you-go
basis but GASB 45 requires that the Schools accrue the cost of the retiree health subsidy and
other postemployment benefits during the period of the employees’ active employment, while the
benefits are being earned, and disclose the unfunded actuarial accrued liability in order to
accurately account for the total future cost of postemployment benefits and the financial impact
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on the Schools. This funding methodology mirrors the funding approach used for pension
benefits.
(b) Plan Description
Other postemployment benefits provided by the Schools include a single-employer medical plan
and a retiree health insurance premium contribution plan that cover retirees until they reach 65
years of age. There is no coverage for retirees or their spouses once they reach the age of 65 and
are eligible for Medicare. Both plans were established under the authority of the Williamsburg –
James City County School Board; any amendments to the plans must be approved by the School
Board.
The Schools’ single-employer medical plan allows retirees under the age of 65 to remain in the
same medical and dental plan as active employees if they have at least five years of service with
WJCC PS and are a covered member under the plan at retirement and for at least 24 months prior
to retiring. Retirees pay 100% of the premium, minus any applicable $75 monthly contribution
described below. Current membership is 43.
The Schools’ retiree health insurance premium contribution plan allows eligible retirees to
receive a $75 contribution monthly toward their health insurance premium. The retiring
employee must have a minimum of twelve (12) continuous years of service with Williamsburg –
James City County Public Schools.
(c) Funded Status and Funding Policy
The School Board establishes employer contribution rates for plan participants and determines
how the plan will be funded as part of the budgetary process each year. Retirees pay the full rate
for coverage under the medical plan. The School Board has chosen to fund the healthcare
benefits on a pay as you go basis.
As of July 15, 2010, the most recent actuarial valuation date for fiscal year ending June 30, 2011,
the funded status of the plan was as follows:
Actuarial accrued liability (AAL)
Less actuarial value of plan assets

$

Unfunded actuarial accrued liability (UAAL)
Funded ratio (actuarial value of plan assets/AAL)
Covered payroll
UAAL as a percentage of covered payroll

7,988,000
7,988,000
0.00%

$

69,697,225
11.46%

(d) Annual OPEB Cost and Net OPEB Obligation
The Schools are required to contribute the annual required contribution of the employer (ARC),
an amount actuarially determined in accordance with the parameters of GASB Statement 45. The
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ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover normal
cost each year and amortize any unfunded actuarial liabilities (or funding excess) over a period
not to exceed thirty (30) years. The current contribution rate for the Schools is 27.0%. The
remaining amortization period at June 30, 2011 was 28 years.
The Schools’ annual OPEB cost and the net OPEB obligation based on a 4% discount rate, a
3.2% inflation rate, and amortizing the initial unfunded actuarial liability over 30 years based on a
level percent of payroll method for the year ending June 30, 2011 is as follows:
Discount Rate
Annual Required Contribution (ARC)
Interest on Net OPEB Obligation
Adjustment to Annual Required Contribution
Annual OPEB Cost (expense)
Estimated Pay-As-You-Go Annual Employer Contribution
Net Cash Contribution
Increase in net OPEB obligation
Net OPEB Obligation, June 30, 2010
Net OPEB Obligation, June 30, 2011
Actual Contribution rate

$

$

$

4.0%
1,068,000
79,000
(73,000)
1,074,000
(290,000)
784,000
1,972,300
2,756,300
27.0%

The trend information for the Schools’ OPEB plan is as follows:
Three-year trend information
Annual
benefit
Percentage
cost
of ABC
Actual
(ABC)
contribution1
contributed
Fiscal year ended:
June 30, 2011
June 30, 2010
June 30, 2009
1

$1,074,000
998,000
1,729,300

$290,000
265,000
490,000

27.0%
26.6%
28.3%

Net benefit
obligation
$2,756,300
1,972,300
1,239,300

Sum of estimated retiree payments plus scheduled trust contributions.

(e) Actuarial Methods and Assumptions
Projections of benefits for financial reporting purposes are based on the substantive plan (the plan
as understood by the employer and the plan members) and include the types of benefits provided
at the time of each valuation and the historical pattern of sharing of benefits costs between the
employer and the plan members to that point. The actuarial methods and assumptions used
include techniques that are designed to reduce the effects of short-term volatility in actuarial
accrued liabilities, consistent with the long-term perspective of the calculations.
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The valuation of the liabilities as of July 1, 2009 is based on a closed group. Current employees
and retirees only are considered; no provision is made for future hires. Using the actuarial
assumptions, the number of retired participants is projected each year in the future. Costs are
projected for each future year at each age using the trend and aging assumptions. Retiree post
employment benefit expenses are determined under the Projected Unit Credit Actuarial Cost
Method. Under this method, benefits are projected for life and their present value is determined.
The healthcare cost trend rate assumption used for this valuation was 8%; trend rates for medical
benefits, including prescription drugs, range from 7.5% in 2011 to 7.2% in 2014. It is assumed
that 60% of active school employees will elect coverage at retirement, 40% of retirees electing
coverage will also elect coverage for their spouse, and husbands are assumed to be three years
older than the wife.
The Schedule of Funding Progress, presented as Required Supplementary Information (RSI)
following the Notes to the Financial Statements, presents multiyear trend information about
whether the actuarial value of plan assets are increasing or decreasing over time relative to the
actuarial accrued liability for benefits.
8. Contingent Liabilities
(a) Litigation
Various claims and lawsuits are pending against the Schools. In the opinion of legal counsel,
resolution of these cases would not involve a significant liability to the Schools.
(b) Federal Award Programs
The Schools participate in a number of federal award programs. Although the Schools were
audited in accordance with the provisions of the U. S. Office of Management and Budget’s
(OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, in
conjunction with the audit of James City County, these programs are still subject to financial and
compliance audits by the grantors or their representatives. Such audits could lead to requests for
reimbursements to the grantor agency for expenditures disallowed under terms of the grants.
Based on prior experience, the Schools’ management believes such disallowances, if any, will not
be significant. A schedule of findings and questioned costs, if any, is included in a separately
issued James City County and Williamsburg-James City County School Board combined single
audit report in the Comprehensive Annual Financial Report of James City County.
9. Risk Management
The Schools are 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 Schools report all of its
risk management activities in the General Fund and pay all claims for retained risks with commercial
insurance companies. All premiums are budgeted for and paid with General Fund resources. All
unemployment and health care claims are paid through a third-party administrator with resources
from the General Fund. For all retained risks and claims expenditures, liabilities are reported when it
is probable that a loss has occurred and the amount of loss can be reasonably estimated. These losses
include an estimate of claims that have been incurred but not reported. There have been no

50

Exhibit VI
WILLIAMSBURG – JAMES CITY COUNTY PUBLIC SCHOOLS
(Component Unit of James City County, Virginia)
Notes to Basic Financial Statements
June 30, 2011
reductions in insurance coverage from the prior year, and settled claims have not exceeded the
amount of insurance coverage in any of the past three fiscal years.
10. Unearned Revenue
Unearned revenue represents amounts for which asset recognition criteria have been met, but for
which revenue recognition criteria have not been met. Under the modified accrual basis of
accounting, such amounts are measurable, but not available. Details of unearned revenue as of
June 30, 2011 follow:

Unexpended grants
Government-wide unearned revenue
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$

Grants Fund
217,763
217,763
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