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Independent Auditors’ Report

Members of the Board
Fayette County School District
Lexington, Kentucky

We have audited the accompanying combined statement of fiduciary net assets of the School Activity
Funds (the “Activity Funds’) of the Fayette County School District (the “District”) as of June 30, 2012.
This combined statement of fiduciary net assets is the responsibility of the District's management. Our
responsibility is to express an opinion on this combined financial statement 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 combined statement of
fiduciary net assets is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the combined statement of fiduciary net assets.
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 combined statement of fiduciary net assets referred to above presents fairly, in all
material respects, the financial position of the Activity Funds of the District as of June 30, 2012 in
conformity with accounting principles generally accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis (Unaudited) on pages 3 and 4 be presented to supplement the
basic financial statement. Such information, although not a part of the combined financial statement, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the combined financial statement in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the Management's
Discussion and Analysis (Unaudited) in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management's responses to our
inquiries, the combined financial statement, and other knowledge we obtained during our audit of the
combined financial statement. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the combined statement of fiduciary
net assets taken as a whole. The combining information listed in the preceding table of contents on
pages 10 through 82, is presented for purposes of additional analysis and are not a required part of the
combined statement of fiduciary net assets of the School Activity Funds of the District. This information
is the responsibility of management and was derived from and relates directly to the underlying




accounting and other records used to prepare the combined financial statement. This information has
been subjected to the auditing procedures applied in our audit of the combined financial statement and
certain other procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the combined financial statement or to the
combined financial statement itself, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is fairly

stated in all material respects in relation to the combined statement of fiduciary net assets taken as a
whole.

In accordance with Government Auditing Standards, we have also issued a report dated November 14,
2012 on our consideration of the Activity Funds’ internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

/
STHoivan § ompany

Louisville, Kentucky
November 14, 2012




Management'’s Discussion and Analysis

Fayette County School District
School Activity Funds

June 30, 2012

The management team of the Fayette County School District (the “District”) presents this Management
Discussion and Analysis of the School Activity Funds for the fiscal year ended June 30, 2012. Please
read it in conjunction with the Activity Funds’ combined statement of fiduciary net assets which is on
page 5.

Government Structure

The fifty-seven schools sponsor programs to supplement the activities provided by the District. These
supplemental activities are accounted for in various funds categorized by the particular activity or group
involved. The District prescribes policies for the supervision and administration of the Activity Funds,
and generally has custodial responsibility over these funds. Such custodial responsibility is mandated
by the Kentucky Department of Education.

Basic Financial Statements

This financial report includes the combined statement of fiduciary net assets, combined statement of
receipts, disbursements and fund balances, and the supplemental schedules of receipts,
disbursements and fund balances by school and activity for all fifty-seven schools. The Independent
Auditors’ Report on this information precedes this Management’s Discussion and Analysis.

The Activity Funds of the Fayette County School District are being presented as agency funds in
accordance with Governmental Accounting Standards Board Opinion No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments, and
related standards.

Financial Highlights

Total assets of all Activity Funds amounted to $2,638,714 at June 30, 2012, compared to $2,381,822 of
total assets in the prior year, which reflects an increase of $256,892. At June 30, 2012, total assets
consist primarily of cash and temporary cash investments totaling $2,565,843, compared to June 30,
2011 which reflected cash and temporary cash investments of $2,286,884. This increase in cash and
temporary cash investments was primarily due to the excess of cash receipts over cash disbursements
by approximately $279,000 during the fiscal year ended June 30, 2012. Total liabilities of all Activity
Funds amounted to $2,638,714 at June 30, 2012, compared to total liabilities of $2,381,822 in the prior
year.

The schools generate receipts for the Activity Funds primarily from athletic event admissions, fund
raising projects and donations, and allocations from the District. Cash receipts of the Activity Funds
amounted to $10,231,981 during the fiscal year ended June 30, 2012 compared to $9,379,161 of cash
receipts in the prior year, which reflects an increase of $852,820. Disbursements by the Activity Funds
amounted to $9,953,023 and $9,405,690 during the fiscal years ended June 30, 2012 and 2011,
respectively.

Continued



Management'’s Discussion and Analysis--Continued

Fayette County School District
School Activity Funds

June 30, 2012

Financial Highlights--Continued

Funding for the Activity Funds is generally dependent upon the fund raising ability of the students,
parents and others in the schools, and the success of other programs. Continuation of the various
activities in each school is predicated upon the students, parents and others to raise funds, upon the
students’ intent to continue their activities, and upon the District's continued support of these activities.

Contacting the Fayette County School District Financial Management

This financial report is designed to provide a general overview of the finances of the Fayette County
School District School Activity Funds and to show management’'s accountability for these funds. If you
have questions about this report or need additional information, contact the Chief Operating Officer of
the Fayette County School District, 701 East Main Street, Lexington, Kentucky 40502.



Combined Statement of Fiduciary Net Assets

Fayette County School District
School Activity Funds

June 30, 2012

Assets
Cash $ 2,565,842.78
Accounts receivable 34,912.83
Due from Fayette County School District 27,510.82
Inventory 10,447.18
Total Assets $ 2,638,713.61
Liabilities
Accounts payable $ 51,077.76
Due to Fayette County School District 5,962.79
Due to student groups 2,581,673.06

Total Liabilities $ 2,638,713.61

See Notes to the Combined Statement of Fiduciary Net Assets

-5-



Notes to Combined Statement of Fiduciary Net Assets

Fayette County School District
School Activity Funds

June 30, 2012

Note A--Fund Structure and Summary of Significant Accounting Policies

Fund Structure--The Fayette County School District (the “District”) School Activity Funds (the “Activity
Funds”) provide funding for the programs in eight high schools and technical centers, twelve middle
schools and thirty-seven elementary schools for District sponsored programs and to supplement the
activities provided by the District. The District prescribes policies for the supervision and administration
of the Activity Funds in accordance with the requirements of the Kentucky Department of Education as
set forth in its publication, A Uniform Program of Accounting for School Activity Funds. Salaries for the
treasurers of Activity Funds and other administrative support are paid by the District and recorded in
the District's General Fund.

Schools generate revenue for the Activity Funds primarily from allocations from the District, athletic
event admissions, fund raising projects and donations.

Basis of Accounting--The combined financial statement of the Activity Funds has been prepared in
conformity with generally accepted accounting principles as applied to government units. The
Governmental Accounting Standards Board (“GASB”) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The combined statement of fiduciary net assets was prepared in accordance with GASB Statement No.
34, Basic Financial Statements — and Management's Discussion and Analysis — for State and Local
Governments, and related standards.

In the preparation of the combined statement of fiduciary net assets for the Activity Funds, the District
has elected to apply all applicable GASB pronouncements as well as Financial Accounting Standards
Board (“FASB”) pronouncements and Accounting Principle Board opinions issued on or before
November 30, 1989, unless those pronouncements conflict with or contradict GASB pronouncements.
The District has further elected not to apply FASB pronouncements issued after November 30, 1989.

The Activity Funds are fiduciary/agency funds of the District. For financial purposes, the accounting
treatment applied to a fund is determined by its measurement focus. All fiduciary/agency funds are
accounted for by using the economic resources measurement focus and the accrual method of
accounting.

Inventory--Inventory, consisting primarily of bookstore supplies and vending machine supplies, is
stated at the lower of cost (using first-in, first-out method) or market.

Use of Estimates--The preparation of the combined statement of fiduciary net assets requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of this combined financial
statement. Actual results could differ from those estimates.

Subsequent Events--In preparing the combined statement of fiduciary net assets, the District has
evaluated events and transactions for potential recognition or disclosure through November 14, 2012,
the date the combined statement of fiduciary net assets was available to be issued.




Notes to Combined Statement of Fiduciary Net Assets--Continued

Fayette County School District
School Activity Funds

June 30, 2012

Note B--Cash and Temporary Cash Investments

The Activity Funds have adopted GASB Statement No. 40, Deposits and Investment Risk
Disclosures. GASB Statement No. 40 addresses custodial credit risk, interest rate risk, credit risk,
and concentration of credit risk.

Statutes authorize the Activity Funds to invest in the following:

(1) Obligations of the United States and of its agencies and instrumentalities, repurchase
agreements, and specially approved AAA rated corporate bonds;

(2) Bonds or certificates of indebtedness of the Commonwealth of Kentucky and of its agencies
and municipalities;

(3) Any savings and loan associations insured by an agency of the United States up to the
amount insured;

(4) Interest bearing deposits in national and state banks chartered in Kentucky and insured by
an agency of the United States up to the amount so insured, and in larger amounts providing
such bank shall pledge securities having a current quoted market value at least equal to any
uninsured deposits.

Custodial credit risk for deposits is the risk that in the event of a bank failure, the Activity Funds’
deposits may not be returned to it. All cash deposits and temporary cash investments of the Activity
Funds are covered by depositor insurance provided by the Federal Deposit Insurance Corporation
(“FDIC”) up to $250,000 per depositor.

Note C--Due From/To Fayette County School District

Amounts due from the District consist primarily of reimbursements of costs and expenses incurred by
certain schools’ Activity Funds. These amounts are usually repaid by the District promptly.

Amounts due to the District consist primarily of tuition and scholarship costs owed to the District and
expenses paid by the District on behalf of certain schools’ Activity Funds.



Notes to Combined Statement of Fiduciary Net Assets--Continued

Fayette County School District
School Activity Funds

June 30, 2012

Note D--Future Funding

Funding for the Activity Funds is generally dependent upon the fund raising ability of the students,
parents and others in the schools and the success of other programs. Continuation of the various
activities in each school is predicated upon the ability of students, parents and others to raise funds,
upon the students’ intent to continue their activities and upon the District's continued support of these
activities.



Combining Information
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Supplementary Schedules of Receipts
Disbursements and Fund Balances
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Reports Required by Government Auditing Standards



Independent Auditors' Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards
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Strothman & Company P S C 1600 Waterfront Plaza 502 585 1600
Certified Public Accountants & Advisors 325 West Main Street 502 585 1601 Fax
Louisville, Kentucky 40202-425| www.strothman.com

Independent Auditors' Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

Members of the Board
Fayette County School District
Lexington, Kentucky

We have audited the combined statement of fiduciary net assets of the School Activity Funds (the
"Activity Funds") of the Fayette County School District (the “District”) as of June 30, 2012, and have
issued our report thereon dated November 14, 2012. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Activity Funds’ internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the combined statement of fiduciary net assets, but not for the purpose of expressing an opinion on the
effectiveness of the Activity Funds’ internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Activity Funds’ internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies in internal control such that there is a reasonable possibility that a material misstatement of
the combined statement of fiduciary net assets will not be prevented, or detected and corrected on a
timely basis

Our consideration of the internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Activity Funds’ combined statement of
fiduciary net assets is free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could have
a direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the District in a separate letter dated
November 14, 2012.

This report is intended solely for the information and use of the Board Members of the District,
management, and the Kentucky Department of Education, and is not intended to be and should not be
used by anyone other than these specified parties.

ST & Lompany

Louisville, Kentucky
November 14, 2012
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