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November 16, 2006

President and Members of the
East Baton Rouge Parish School Board

Dear Board Members:

The Comprehensive Annual Financial Report of the East Baton Rouge Parish School System for the fiscal year
ended June 30, 2006, is presented herewith. This financial report represents a comprehensive portrait of the
School System’s financial condition. It is structured in such a manner as to make it a very useful management
instrument as well as an informative public document.

The Comprehensive Annual Financial Report, along with internal audit activities and other budgetary reports,
combine to provide for an effective internal fiscal management control system. This combination of accounting
and financial reporting serves the purpose of satisfying our responsibility to provide the public with complete and
accurate financial data.

The fiscal year 2005 Comprehensive Annual Financial Report received the Certificate of Achievement for
Excellence in Financial Reporting from the Government Finance Officers Association and the Certificate of
Excellence in Financial Reporting from the Association of School Business Officials. This was the twentieth
consecutive year that the School Board received both of these prestigious awards.

The staff of the Operations and Budget Management, Finance, and Graphic Arts Departments is to be commended
for the attainment of such high standards for their financial reporting and their efforts in the preparation of this
report on a timely basis. In addition, Postlethwaite & Netterville, our independent auditors, are to be commended
for the professional, thorough, and timely manner in which the audit was conducted.

Respectfully submitted,

Charlotte D. Placide, MPA, RSBA, CGFO
CEO/Superintendent of Schools
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November 16, 2006

President and Members
East Baton Rouge Parish School Board

Residents of East Baton Rouge Parish:

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of the East Baton Rouge
Parish School System (School System), for the fiscal year ended June 30, 2006. This report provides full disclosure
of the financial operations of the School System for the fiscal year ended June 30, 2006. This CAFR, which has been
audited by Postlethwaite & Netterville, APAC, a firm of licensed certified public accountants, conforms to Generally
Accepted Accounting Principles (GAAP) as applicable to governmental entities. Responsibility for both the accuracy
of the data and the completeness and fairness of the presentation, including all disclosures, rests with the School
Board and management of the School Board. To the best of our knowledge and belief, the enclosed data are accurate
in all material respects and are reported in a manner designed to present fairly the financial position and results of
operations of various funds and account groups of the School System. All disclosures necessary to enable the reader
to gain an understanding of the School System’s financial activities have been included.

The Reporting Model

The School Board and management adopted the provisions of Governmental Accounting Standards Board (GASB)
Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments for the fiscal year ended June 30, 2001. This reporting model is designed to make the annual financial
report easier for the public to understand and improve operational accountability with the introduction of district-
wide financial statements compared to the previous reporting model which was based on fund and fund types. GASB
No. 34 creates new basic financial statements for reporting on the School System’s financial activities as follows:

Government-wide financial statements consist of a statement of net assets and a statement of activities.
These statements are prepared on an accrual basis of accounting for all activities of the School System,
which is similar to the basis of accounting and financial reporting followed by the private sector. The
government-wide statements distinguish between the governmental and business-type activities of the
School System.

Fund financial statements present information for individual major governmental and enterprise funds
rather than by fund type. Non-major funds are presented in total in one column.

Notes to the financial statements provide additional information that is essential to a user’s understanding of
the basic financial statements. Notes contain information that are not a part of the financial statements;
however, notes are an integral part of the statements.

Required Supplementary Information (RSI) consists of statements that present comparisons of actual
information to the legally adopted budget. Management’s Discussion and Analysis (MD&A) is also a part
of the RSI and is intended to provide an objective, easy to understand narrative overview and analysis of the
basic financial statements. It explains the financial position and results of operations of the School System
for the past fiscal year. This letter of transmittal is designed to complement the MD&A and should be read
in conjunction with it. The MD&A is located immediately following the report of the independent auditors.
Copies of this CAFR will be made available to the Chamber of Commerce, major taxpayers, the public
library, and other interested parties.

X
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CAFR Sections

The CAFR is presented in three sections: Introductory, Financial and Statistical Sections. The Introductory Section
includes the table of contents, recognition of East Baton Rouge Parish School Board (School Board) members, a list
of administrative officials, the transmittal letter, reproductions of the prior year’s certificates of excellence in
financial reporting, and the School System’s organizational charts. The Financial Section includes the MD&A, the
Basic Financial Statements including Notes to the Financial Statements, required supplemental information, the
combining and individual fund financial statements that provide detailed information to the Basic Financial
Statements, and the Independent Auditors’ Report on the basic financial statements. The Statistical Section includes
selected comparative financial, non-financial, demographic and economic information of the School System.

The School Board is also required to undergo an annual single audit in conformity with the provisions of Single
Audit Act Amendments of 1996 and U.S. Office of Management and Budget (OMB) Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Information related to this single audit, including the
schedule of federal financial assistance, and independent auditors’ reports on the internal control structure and
compliance with applicable laws and regulations, is included in a separate single audit report and is available at the
School Board office for inspection.

Reporting Entity

This report includes all funds and account groups of the School System. The School System is a political subdivision
of the State of Louisiana created under the Constitution of Louisiana. It has the power to sue and be sued and to
make rules and regulations for its own government consistent with the laws of the State of Louisiana and the
regulations of the State Board of Elementary and Secondary Education (BESE). It is the responsibility of the School
Board to make public education available to the residents of East Baton Rouge Parish.

The elected Board is chosen from twelve single-member districts with each member serving a concurrent four-year
term. The School Board is authorized to formulate policy, to establish public schools as it deems necessary, to
provide adequate school facilities for the children of East Baton Rouge Parish, to determine the number of teachers
to be employed and to determine their salaries. Additionally, the School Board selects the Superintendent of Schools
to serve as the School System’s chief executive officer.

The public is invited to attend regular meetings of the School Board which are held the third Thursday of each month
at 5:00 p.m. in the Board Room of the School System’s Central Office, 1050 South Foster Drive. Meetings are
televised live on Cox Cable Channel 21 and replayed at various times during the following weeks.

The School System provides a full range of public education services at all grade levels ranging from pre-
kindergarten through grade twelve to approximately 46,459 students. Total enrollment includes students participating
in pre-kindergarten programs, regular and enriched academic education, alternative education, exceptional student
services education for the handicapped to age twenty-two, career and technical education and three Charter Schools
(two eclementary and one middle). In addition, the School System serves approximately 4,500 adult education
students annually and employs approximately 6,000 persons. Services provided to students include instructional
staff, instructional materials, instructional facilities, administrative support, business services, food services, system
operations, facility maintenance, and bus transportation.

The goal of the School Board is to become an exemplary pre-kindergarten through 12™ (PK-12) school system, with
rigorous teaching and learning, where ALL students and adults meet high expectations.

The vision of the School Board is a high-achieving performance-based system advancing scholarship and the lifelong
development of students consistent with their needs, interests and abilities, while strengthening the economic, social
and cultural life of a diverse community and operating at the highest levels of ethical and professional behavior.



ECONOMIC CONDITION AND OUTLOOK

The School System is located in Baton Rouge, Louisiana, in the southeastern section of the State, along the
Mississippi River. In addition to being the largest city in the State, post-Hurricane Katrina, Baton Rouge is also the
capital of Louisiana and the principal home of two major state universities: Southern University (SU) and Louisiana
State University (LSU).

The Baton Rouge Community College (BRCC), a two-year institution of higher education, opened in the Fall of
1998 and is one of America’s fastest-growing campuses. When classes began at BRCC in 1998, enrollment was just
under 1,900 students, current enrollment is approaching 6,500 students. The community college system builds a
system of higher education that is more affordable for young people and provides opportunities for training and
certification in a number of skills. BRCC is jointly under the control, supervision, and management of the Board of
Supervisors of Southern University and Louisiana State University.

Baton Rouge is the home of one of the largest oil refining and petrochemical centers in the nation and is the hub of
the industrial region that stretches eighty miles to New Orleans. Located 230 river miles (434 kilometers) above the
mouth of the Mississippi River, with a 45-foot channel, Baton Rouge is the furthest inland deepwater port on the
Gulf of Mexico via the Mississippi River. The expanding Port of Greater Baton Rouge ranks tenth among the major
ports of the nation. The Port of Greater Baton Rouge is a strategic gateway for the handling of international and
domestic commerce. The Greater Baton Rouge area is designated as a U.S. Customs Port of Entry.

Baton Rouge is the home for several high-technology research facilities such as Louisiana State University’s
C. B. Pennington Biomedical Research Center and its Center for Advanced Microstructure and Devices. Opened in
1988, the Pennington Center now houses 14 research laboratories, 17 core service laboratories, inpatient and
outpatient clinics, a research kitchen, an administrative area, and more than $20 million in technologically advanced
equipment. More than 70 faculty members and over 600 physicians, scientists, and support personnel focus their
research efforts on six key areas: obesity and metabolic syndrome, experimental obesity, functional foods, nutrition
and chronic diseases, health and performance enhancement, and nutrition and the brain. Facilities such as these will
continue to boost the local economy.

Construction could be starting in the next few months on four new hotels in Baton Rouge, including a 117-bed
Staybridge Suites resort at Southgate Towers. The hotel, which would include 13,000 square feet of retail space,
would be part of Southgate, an apartment, condominium and retail development that has opened in the past few
years. The Staybridge Suites project could be joined by a second hotel at Howell Place, the medical/retail
development under construction in North Baton Rouge, and a 90-room Marriott Hotel in the Towne Center
development at the intersection of Jefferson Highway and Corporate Boulevard. A local developer is also looking at
turning the partially completed Jimmy Swaggart Ministries dorm at the corner of Bluebonnet Boulevard and
Anselmo Lane into a four-star hotel. The planned hotels all feed into locations, such as LSU, Southern University,
the chemical plants in north Baton Rouge and the Towne Center development.

East Baton Rouge Parish consumer and business spending increased by nearly 14% during 2005. More than
$6.86 billion was spent in the parish last year, compared with nearly $6.03 billion in 2004. The spending figures are
calculated from a 2 percent tax the city-parish collects on retail sales, which do not include the often-volatile vehicle
sales. Businesses in the incorporated areas of the parish have seen the biggest increase in sales. More than $4 billion
was spent in the incorporated areas last year, compared with $3.47 billion in 2004, a 16.7% increase. Spending
inside the incorporated areas accounted for 59% of all business activity, compared with 58% in 2004. In the
unincorporated areas of East Baton Rouge, $2.8 billion was spent last year, nearly 10% more than in 2004. Sales
activity has accelerated since September, when Hurricane Katrina evacuees moved into Baton Rouge. In December,
shoppers spent more than $796 million, nearly 22% more than in December 2004. During November and December,
the two biggest months for holiday spending, $1.4 billion was spent at local businesses, a 24% increase over last
year, as compared to $1.1 billion in 2004.
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Actual sales tax collections through June 2006 were finalized and received from the City Parish in August 2006.
Actual collections improved notably for the fiscal year ended June 30, 2006. Actual collections parish wide indicate
an increase over prior year’s collections of approximately 22.58% compared to 4.4% for the prior year. Sales tax
collections represent a major component or 29.6% of general operating revenue for the School System. The local
economy reflected a slight increase in employment for goods producing and service providing jobs, when compared
to a year ago. The unemployment rate for the Baton Rouge area for June 2006 was 5.3% compared to 5.4% for June
2005.

Several years ago, the Louisiana Legislature approved a revision to the State Minimum Foundation Program (MFP)
for elementary and secondary education that has and will continue to greatly impact the School System. This MFP
formula establishes a standard of local support for each school system based on the State average local support
relative to the system’s capacity to raise local funds. The formula provides that no school system will receive less
State funds than the MFP formula provided to them in 1991-1992 unless there is a decline in student enrollment.

Student enrollment had declined by approximately 15,958 since 1994; however, approximately 5,856 of this
decrease is attributable to the Baker and Zachary separations. This decline in student enrollment has resulted in State
funding to the School System being reduced by millions of dollars. Student enrollment appears to have stabilized
with October 1, 2004 student enrollment approved for the purpose of funding by the State of 45,129 students, which
was 65 students more than the enrollment on October 1, 2003. MFP funding is based on enrollment counts from the
prior year.

Prior to 2002, the MFP formula provided no additional revenues to the School System even in a year of student
enrollment growth. A “hold-harmless” clause was in the formula to provide assurance that the School System would
not lose an estimated $30 million. The Legislature had designated limited increases in State funding in recent years
to approximately eleven districts with a “hold harmless” clause. The increases to those districts were designated for
the purpose of increasing teacher compensation in conjunction with a move by the Legislature and the Governor to
improve teacher compensation statewide. The “hold harmless” designation was modified by the Legislature for the
2001-2002 fiscal year and replaced with a designation of “over funded”. The “hold harmless” distinction in Level 1
(local wealth) and Level 2 (local effort) of the MFP formula was replaced by an “over funded” designation in
Level 3 of the formula. As a result, the School System has a not to exceed amount of approximately $25.6 million or
$567 per student, with equal participation in Levels 1 and 2.

Hurricane Katrina, one of the most powerful hurricanes in U.S. history, made landfall approximately 80 miles east of
Baton Rouge in Buras, Louisiana in August 2005. Heavy rains, high winds and falling trees from Hurricane Katrina
cut power to nearly 100,000 households in East Baton Rouge Parish. However, the greater New Orleans area was
devastated with thousands of households and businesses flooded from a breach in the levee system. Hurricane Rita
made landfall in the western part of Louisiana and caused additional flooding in the New Orleans area with the
already compromised levee system, as well as, flooding in the more rural western part of the state. The impact to the
Louisiana economy was and continues to be overwhelming. As of October 2005, the School System had registered
an additional 5,885 displaced students primarily resulting from Hurricane Katrina and as of September 2006
continued to educate approximately 3,835 displaced students. The School System received approximately $6.9
million in one time State MFP funds, $31.2 million from the federal Hurricane Education Act — Temporary Impact
Aid for Displaced Students funds, and is expected to receive approximately $3.2 million in Federal Emergency
Management Agency (FEMA) reimbursements. These additional revenues will offset some of the additional
operating costs that were incurred to transport, feed and educate the additional students.

The General Fund Budget has sustained substantial cuts to programs and extensive employee reductions as a result
of declining student enrollment and State funding, and flat sales tax collections in recent years. However, only
modest reductions were recommended for the 2006-2007 fiscal year and none for 2005-2006. Sales tax growth prior
to Hurricane Katrina was minimal; however, post Katrina collections are robust. Sales tax collections are being
monitored very closely to ensure stabilization before recurring costs are added to the General Fund Budget.
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MAJOR INITIATIVES

Current_Year - During the 2005-2006 year, the School System continued its efforts to improve student
performance and community support through various programs.

Strategic Plan

Implementation of the Strategic/Accountability Plan (SAP) which was approved by the East Baton Rouge Parish
School Board June 5, 2005 continues. With input from external and internal stakeholders, the School System
developed a plan that consists of three objectives, which are supported by research-based strategies and then
executed by tactics that are specific actions selected to implement those strategies. School System personnel have
assumed the responsibility of regularly reporting SAP progress not only to the Board on a quarterly basis, but also
semi-annually to the Guiding Coalition, a group of business and community leaders selected by the Board and the
Superintendent to serve as Ambassadors for the School System. The Strategic Plan’s goal and objectives are as
follows:

Goal:
To become an exemplary pre-kindergarten through 12" grade (PK-12) school system, with rigorous
teaching and learning, where ALL students and adults meet high expectations.

Objectives:
1. Increase student achievement.

2. Promote a safe, caring, and service oriented district culture.
3. Improve communications and expand community engagement.

Tax Plan Progress

All projects in the first five year phase of the 1998 One-Cent Sales Tax Plan were completed in the 2004-2005 fiscal
year at a total cost of $168.5 million. All projects were completed on time and within budget constraints.

New School Openings

Construction of the new McKinley Middle Magnet School and Woodlawn Middle School were completed and ready
for students, faculty, and staff in August 2006.

Tax Plan Continuation

In May 2003, the community continued to support the School System by voting to continue the five year one-cent
sales tax. The continuation was again in the form of three propositions, mirroring the form it took in 1998 with
collections to begin April 1, 2004 and continue through 2010. Proposition 1 calls for the construction of seven new
schools (4 new, 3 rebuilt), major renovations at another four (3 high schools, 1 middle) and much needed repairs at
another forty (7 high schools, 9 middle schools, 24 elementary schools). Both the new and renovated schools will
provide appropriate educational spaces that are more conducive to teaching and learning, provide adequate special
program and laboratory facilities; improve safety and security, and increase technology implementation and
accessibility.

Propositions 2 and 3 will fund the continuation of discipline programs and employee compensation at current levels.
A community Oversight Committee continues to ensure that the money approved by the voters is spent appropriately.

Major Projects

= Major renovations to Scotlandville Middle School to convert the site to an elementary school are underway
and scheduled for completion in December 2006.
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= Major renovations to Baton Rouge High School are in the planning phase.
= A classroom addition at LaBelle Aire Elementary School was completed October 2006.

= Classroom renovation projects at twelve (12) locations were completed and ready for students, faculty, and
staff August 2006.

= Demolition of the old Capitol Middle School to make room for the new Capitol Elementary School is in the
bid phase and the new elementary school is in the design phase. The new school is scheduled for

completion in August 2008.

= Construction of the new Winbourne Elementary School is underway and scheduled for completion in
August 2007.

Stupski Foundation

The School System has partnered with the Stupski Foundation in an effort to improve the overall performance of the
School System. In October 2003, the School System received an invitation from the Stupski Foundation to attend a
work session in a joint partnership which would provide expert and financial resources to the School System. Based
in Mill Valley, California, the Stupski Foundation has worked with other high poverty, urban school systems similar
to East Baton Rouge Parish School System (EBRPSS). Believing EBRPSS has a leadership team and a School
Board committed to doing what it takes to improve the School System, Stupski began lending its expertise and
support in the form of not only dollars, but also human capacity. With the Stupski teams’ guidance, the School
System began assessing students more frequently, so future instruction focuses on students’ weaknesses proactively.

Established in 1996 as a non-profit operating foundation, the Stupski Foundation believes that it’s most effective
contribution to education reform is through support at the district level, providing expert resources and financial
investment in district partnerships. Resource teams include former superintendents, educational leaders, and
consultants who have led successful district reform initiatives, as well as organization development, data analysis,
and systems experts.

The core belief of the Stupski Foundation is that all children can learn and achieve high academic standards,
regardless of race or income. Success depends on creating an equitable, system-wide results-oriented culture that
embraces change. Selected partner districts must demonstrate evidence of readiness and capacity to improve
performance, including the leadership of the Superintendent and School Board with an impassioned will to do this
work. The Stupski Foundation acts as a trusted advisor, coach and investor to help create a culture for system
change through a courageous and honest collaboration and a shared commitment to reform.

Teach Baton Rouge

Teach Baton Rouge, the School System’s alternative certification program, is in its sixth year of operation. The
program aims to attract high-quality professionals to a career of teaching. Selection for the program is highly
competitive. In the first year, only one out of ten applicants were selected. For the 2006-07 school year two hundred
people applied to the program, and twenty-five began teaching. All participants are “highly qualified” using current
No Child Left Behind (NCLB) definitions before they enter the classroom as teachers. The program has been
responsible for bringing over 100 new teachers into EBRPSS’s class rooms. A large majority of program members
teach in critical shortage areas such as special education, math, and science. All program members participate in a
certification program that leads to full certification within eighteen months.

Teach Baton Rouge helps to build a more diverse teaching force — the recruiting efforts target males, African-
Americans, and persons with math/science backgrounds. Teach Baton Rouge members enjoy success in the
classroom. Several Teach Baton Rouge teachers have been selected as “Teacher of the Year” for their schools and
have been given leadership roles within their individual school sites. In addition, several Teach Baton Rouge
teachers were selected as Academic Distinction Fund (ADF) fellows, and are serving as mentors to new teachers.
Teach Baton Rouge teachers work in our hardest to staff schools. Here they are paired with their colleagues from
Teach for America, the national teacher corps that has placed over 340 teachers in East Baton Rouge Parish Schools
since 1990.
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34 EBR Schools Receive $224,838 in Awards

As part of the State's Academic Accountability Program, thirty-four schools received monetary rewards. Twenty-
one schools, receiving labels of "Exemplary Academic Growth," and thirteen schools, receiving growth labels of
"Recognized Academic Growth" were awarded $224,838. These awards ranged from $2,500 to $17,245 and can be
used at the discretion of the school for any allowable expenditure other than salaries, bonuses, or construction.

Test Scores and Awards

This year the system administered a new test known as iLEAP. The augmented criterion-referenced test replaced the
Iowa Tests of Basic Skills in grades 3, 5, 6, 7, and 9. The new tests were not comparable to the previous test. High
schools scored near average, while grades 3 through 7 scored below average. The School System reported little
improvements on the LEAP 21 in English and mathematics at grade 4 and 10, but there was growth at the middle
school level. Math also declined at the elementary level, showed little change at the high school level and increased
at the middle school level. The American College Test (ACT) average score for the School System increased from
19.4 to 19.5 and the score for African American students increased to 17.8. This subgroup continues to outperform
the state and nation's subgroups and has shown steady gains for the last five years.

Educational Programs/Awards

Shenandoah Elementary School was one of five schools in Louisiana named a 2006 No Child Left Behind - Blue
Ribbon School. The No Child Left Behind - Blue Ribbon Schools Program recognizes schools that make significant
progress in closing the achievement gap or whose students achieve at very high levels. The schools are selected
based on one of two criteria: 1) schools with at least 40 percent of their students from disadvantaged backgrounds
that dramatically improve student performance to high levels on State tests and 2) schools whose students, regardless
of background, achieve in the top 10 percent of their state on State tests or in the case of private schools in the top 10
percent of the nation on nationally-normed tests. The 2006 No Child Left Behind - Blue Ribbon Schools will be
honored at an award ceremony in Washington, D.C., November 9-10, 2006.

Educational choice through magnet programs has resulted in approximately 21 magnet, gifted and talented programs
being developed and implemented throughout the School System. Magnet programs create exciting learning
experiences and promote student achievement. They attract students based on their learning needs, skills and special
interests. Enhanced instructional and magnet programs such as Montessori, Visual and Performing Arts,
Architectural Design, Medicine, Extended Day, Pre-Kindergarten, Medical/Health, Engineering, Computer Science
and Technology, Communication, Math/Science, Foreign Language, and Environmental Science are just a few of the
instructional programs being offered at various levels throughout the School System.

McKinley Middle Academic Magnet School was honored by Magnet Schools of America as a “School of
Distinction” for the 2005-2006 school year. This award is designed to promote excellence in magnet schools across
the country. Last year, the Magnet Schools of America recognized 40 schools as “Schools of Distinction” and 12
schools were honored as “Schools of Excellence.”

The Junior Reserve Officers’ Training Corp (JROTC) is currently offered in ten high schools. The main goal of the
program is to develop leaders and responsible citizens through a combination of academic and physical activities.
JROTC is designed to teach citizenship and leadership, while instilling self-esteem, teamwork, and self-discipline in
high school students. The focus of JROTC is reflected in its mission statement, “To Motivate Young People to be
Better Citizens”. JROTC promotes and encourages service to the community, promotes high school completion, and
provides incentives to live drug free. The driving philosophy and vision behind this program is to produce successful
students and productive adults. Since participation in this program makes cadets fully aware of the opportunities and
benefits derived from their American heritage, the JROTC program makes substantial contributions to the
community and ultimately the Nation’s future. Uniforms and textbooks are furnished at no expense to the students,
and there is no obligation to enter military service.
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The School System’s enrollment in Career and Technical Education (formerly vocational education) includes
approximately 11,500 high school students and 3,000 middle school students. A variety of innovative programs
prepare students for productive citizenship and life-long learning, and are designed to assist all students in making a
successful transition from school to the workplace, or postsecondary education. Some funding for career and
technical programs is obtained through the Carl Perkins IV Applied Technology Act of 2006. The Basic Grant and
Tech Prep initiatives resulted in funding of approximately $730,000 for fiscal year 2005-06. The goals of this
department are accomplished by providing students with assistance in career development activities, development of
five year career plans, purposeful course selection that develops both academic and technical skills, development of
employability skills, and providing opportunities for students to obtain a Diploma Endorsement for Career and
Technical Education.

The School System continues to expand opportunities of pre-school programs. Pre-K students are provided
transportation to a number of sites for six hours of instruction daily along with before and after school care. Our
quality pre-school environments provide small pupil-teacher ratios, certified teachers and a curriculum based on the
National Association for the Education of Young Children standards of developmentally appropriate practices.

A range of services is offered based on the mentally and/or physically disabled child. Exceptional students can be
placed in the following settings: the regular education classroom with extra support available, resource classrooms,
or the self-contained and community based classes.

Alternative programs are also offered to help meet the needs of non-traditional learners such as the following:
Staring Education Center and Mohican Preparatory Academy for over-aged middle school students and special
programs for over-aged students at all middle schools except McKinley Middle Magnet and Sherwood Middle
Magnet.

For high school aged non-traditional students the School System offers: Baton Rouge Prepatory Academy, Northdale
Academy and Valley Park Alternative schools. Juvenile Continuing Education Programs for middle and high school
students expelled from the traditional schools, Options Pre-GED and Adult Education programs are also available.

High Schools in the School System are providing students with curriculum opportunities to pursue: 1) college
degrees at the nation's finest colleges and universities; 2) college degrees after attending community colleges; 3)
associate degrees at community and technical colleges; 4) employment opportunities; and 5) careers in the United
States Military.

During the 2005-2006 school year, many high school students participated in dual enrollment courses in partnership
with Baton Rouge Community College and Southern University. Additionally students took honors courses,
advanced placement courses and courses which were articulated with various colleges and universities. The School
System works with many educational institutions to offer our students rigorous and varied educational opportunities.

The U.S. Department of Education's Safe Schools/Healthy Students office awarded the School System $2.8 million
for 2005-2006 to help curb violence and substance abuse among school children. The School System submitted a
comprehensive plan in partnership with other community organizations. The plan addressed six elements: 1) a safe
school environment; 2) alcohol and other drug and violence prevention and early intervention programs; 3) school
and community mental health preventive and treatment intervention services; 4) early childhood psychosocial and
emotional development programs; 5) educational reform; and 6) safe school policies. The grant is expected to be
renewed for two additional years for a total grant award of approximately $8.4 million.
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Volunteers in Public Schools (VIPS)

Volunteers In Public Schools (VIPS) continues to serve children of the School System and has done so now for 25
years. Following Hurricanes Katrina and Rita, volunteer support poured into the Baton Rouge community.
Volunteers assisted displaced students living temporarily in the River Center shelter, as well as, students at
Scotlandville Middle and Mayfair Elementary, which housed a majority of the displaced students. VIPS dispatched
volunteers throughout the School System, as well as, processing inquiries from those interested in visiting our city to
help. Although the volunteer support was heightened, the volunteer hours reported to VIPS by the schools totaled
138,599, a 30% decrease from last year’s 179,910. VIPS attributes this decrease to school personnel being
distracted by the critical needs of the students and failing to report hours. The Independent Sector in Washington
D.C. sets an hourly value of volunteer time each year. The volunteer hour is currently valued at $18.04 resulting in
the monetary investment of $2,500,325 in EBRPSS Schools. This figure equates to the hiring of 80 teachers (at a
base salary of $31,325) or 249 teacher aides (9-month employee at a base salary of $10,042).

For the 2005-2006 school year, VIPS trained approximately 40 city-parish workers to volunteer in EBRPSS Schools,
provided three volunteer management trainings for school personnel, and supplied each school with a volunteer log
book to record volunteer hours. VIPS’ EveryBody Reads program that pairs second and third graders who read
below grade level with a volunteer Reading Friend served 473 students in 19 schools. Fifty-four percent of those
students who were matched with a Reading Friend improved their reading skills by at least one grade level while
only 31% of those students without a Reading Friend improved in reading.

Child Nutrition Program

One goal of the School System’s Child Nutrition Program is to serve nutritious, appetizing, wholesome, affordable
meals to the School System's students and staff. The administration believes that good nutrition is a key to learning
and that every child has the right to a nutritious breakfast and lunch at the lowest possible price.

The Food Service Department provides 58,000 meals daily, including breakfast, lunch and snacks. Through a U.S.
Department of Agriculture (USDA) Breakfast Grant, the Child Nutrition Program is able to offer a free breakfast to
all students. For the 2006-2007 school year, student lunch prices are as follows: $1.60 (elementary) and $1.80
(middle or high). Free or reduced-price meals are available to qualified students.

All of the central Child Nutrition Program administrative staff has a BS degree with specific training in the field of
Dietetics and Nutrition. School meals are planned to comply with the school School System's Wellness Policy and
all federal and state regulations for nutritious meals. The USDA through the Louisiana State Department of
Education, Division of Nutrition Assistance, provides regulatory guidance and monitoring of the School System's
Child Nutrition Program.

Transportation Department

During the 2005-2006 school year, the School System transported 41,971 students for a total of 4.88 million miles.
With a total of 620 buses, the Transportation Department travels about 27,165 miles daily. Free service is provided
to all students living more than one mile from school. A committee with representation from the community,
administration, private and parochial schools, and city transit was formed to study options available to reduce the
cost of transportation.
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Charter School Demonstration Programs

During the 1995 Louisiana Legislative Session, the Legislature passed Senate Bill 1305 (Act 192 of 1995) which
established a Charter School Demonstration (pilot) program and gives parents, teachers, and citizens an opportunity
to create independent public schools.

The School Board received Board of Elementary and Secondary Education approval to be one of the eight
demonstration School Systems and began operation of three charter schools in the fall of 1997. The School Board
approved two elementary and one middle charter school. The three charter schools began operation in the fall of
1997, each with approximately 54 students. Enrollment has more than doubled in each school since they opened.
Student enrollment increases have been approved by the School Board allowing for enrollment (with funding) in
grades K-5 at the elementary schools of up to 120 and 160 students at each of the schools. The School Board
previously approved an annual increase of 20 students for one of the elementary schools and also approved an
increase of 15 students for the middle school for a total of 145 students. The total General Fund appropriation to the
charter schools for the 2005-2006 fiscal year was $3.0 million.

Facilities Management Partnership Contract

Approximately six years ago, following extensive investigation and research, the School System developed a
partnership arrangement with ServiceMaster to provide management services for some aspects of physical plant
services, facilities, maintenance, and grounds. Subsequently, ServiceMaster was acquired by ARAMARK. The
contract was amended slightly and the School System continued basically the same partnership with ARAMARK.
On March 1, 2004, the School Board negotiated a five-year partnership arrangement with ARAMARK, with a five-
year renewal option, to provide total Facilities Management Services in the following areas: maintenance, custodial,
grounds, materials management/warehousing, and workforce management.

The contract will make a number of staffing, procedural, and work flow changes, changes to delivery and
procurement systems aimed at improving service to the School System, while capitalizing on efficiencies gained
through the application of ARAMARK’S world-wide services and experience. The School System will gain reduced
operational costs, predictable labor costs, rapid staffing adjustments, and renewed focus on core business functions.
Conservatively, the system will reduce annual operating costs by $5.0 million dollars when tracked against current
expenditures. The School System gained a significant, one-time, flow of cash through the sale of vehicles, tools, and
equipment. Additionally, the School System received $5.0 million from ARAMARK to assist in deferring the cost
associated with the transition.

School System Desegregation Case Ends

On August 14, 2003, U.S. District Judge James Brady signed an order ending the 47-year old East Baton Rouge
Parish School Desegregation Case, one of the longest running school desegregation cases in the nation. Judge Brady
approved the final settlement agreement, which was signed by all parties in the case. Those parties were the School
Board, the Baton Rouge branch of the National Association for the Advancement of Colored People (NAACP), the
original plaintiffs (37 original plaintiffs — children from 14 local families) and the U.S. Justice Department.

The settlement ends the case, but it requires the School System to continue many desegregation tools for four years.
The settlement allows more students to attend neighborhood schools, creates more magnet programs, and allows
more students to transfer to the schools of their choosing. According to the settlement, schools will still have
enrollment limits, but the enrollment caps are higher at a few schools. Temporary buildings will still be used, but
most must be taken out of service. Predominantly black schools will continue to receive extra teachers and money
and will operate pre-kindergarten, extended-day, and extended-year programs. Judge Brady said “now that the case
is over, Baton Rouge residents should focus on making the School System one that the community can be proud”.
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Separation of City of Baker and Zachary Community School Systems

Effective with the 2003-2004 school year, the School System began the year much smaller than it has in decades.
The cities of Baker and Zachary began the school year as their own school districts, running nine (9) schools with
about 5,380 students that were previously a part of the School System. The separation of Baker and Zachary
required years of effort and litigation, and resulted in a need for expenditure reductions in the School System as a
result of the adverse financial impact of approximately $10.7 million associated with the separation. Enrollment of
approximately 51,000 students for the 2002-2003 school year reduced to about 45,000 students for the 2003-2004
school year. The parish payroll was reduced from about 7,115 employees to about 6,000 employees. The 2006
legislative session contained legislation to allow the creation of a Central School System by way of a constitutional
amendment to be considered by voters in a November 2006 statewide election. If this amendment is approved and a
new school system is created, there will be an adverse financial impact of approximately $5.0 million to the School
System. Additionally, the School System continues to incur long-term retiree health care costs associated with the
exit of Baker and Zachary school systems. If the Central School System is created, the School System will incur
long-term retiree health care costs similar to Baker and Zachary.

Milken Family Foundation

The Milken Family Foundation created the Teacher Advancement Program (TAP), which is a comprehensive,
research-based school reform model that is intended to attract, retain, and motivate high quality teachers to
America’s schools. TAP is currently being implemented at Cedarcrest-Southmoor Elementary and Crestworth
Middle School, two of the five schools in Louisiana being used as demonstration sites for the TAP program. The
program provides teachers with technical support, training, certification, program reviews, and evaluation services.
Master and mentor teachers at each site lead teachers through extensive job-embedded professional development and
work study groups. Teachers in TAP schools receive a salary supplement if student academic performance meets the
goals set by the school.

EBR/LSU Partnership Schools

Through the LSU Partnership Program, Highland Elementary and McKinley Middle Magnet are special
“professional development” schools for LSU students enrolled in the University’s Teacher Education Program.
School System teachers serve as mentors for LSU teacher candidates during a variety of pre-student teaching field
experiences as well as during student teaching. At least one LSU faculty member works on a full-time basis at each
of the two schools. This individual designs a credit-or CLU-bearing program specifically for each school’s faculty,
who have committed to ongoing professional development. An EBR teacher, selected by the school principal,
facilitates the partnership and coordinates assistance from various units on the LSU campus. Each school maintains a
partnership advisory board composed of teachers, administrators, and LSU personnel.

The McKinley Middle Magnet partnership with LSU is beginning its fourth year, while the Highland partnership is
entering its seventh year. At McKinley Middle, teacher interns from the Holmes Program in the Department of
Curriculum & Instruction are placed with mentor teachers in selected classrooms. These future teachers assist in
classrooms by preparing, planning, and teaching lessons of their own, working individually and in small groups with
students, and facilitating higher order thinking projects.

The Highland Elementary partnership especially involves the school teachers serving as models for undergraduate
students, who take nine credits (Methods of Teaching Reading [6 credits] and Methods of Teaching Social Studies
[3 credits]) on the Highland campus. LSU teacher candidates taking these courses also assist classroom teachers by
tutoring students and helping design thematic work stations. The program has provided numerous enriching
experiences to LSU teacher candidates and has enhanced the participating schools, their students and teachers.
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For the Future

Bill & Melinda Gates Foundation — Literacy & Autonomous School Networks

EBRPSS in collaboration with the Baton Rouge Area Foundation, Advance Baton Rouge and the Eli Broad
Foundation, was awarded a grant in the amount of $3.7 million from the Bill and Melinda Gates Foundation. The
purpose of the grant is to help educate students displaced by the recent hurricanes and includes two components:
1) A literacy component; and 2) An autonomous school network component. An estimated $3.2 million will be spent
on the literacy component for displaced and other students who are behind in reading and writing. The remaining
$500,000 will be utilized in planning funds to create three to five small autonomous school networks, which are
designed to assist the School System in educating specific student populations.

School Closures and Openings

Demographic studies were conducted as part of the research to propose recommendations for a continuation of the
1998 Tax Plan and to bring forth a recommendation regarding the most efficient use of facilities district-wide. This
study generated a list of thirteen (13) schools scheduled for closure or reuse over the next seven (7) years. The School
Board approved the closure of Mohican Elementary School in 2003-2004 and Mayfair Elementary, Beechwood
Elementary, and Scotlandville Middle Schools in 2004-2005. Mayfair Elementary and Scotlandville Middle sites were
utilized in 2005-2006 for some of the students displaced by the hurricanes. Harding Elementary is scheduled to be
closed in December 2006, and the students will be transferred to the newly renovated Scotlandville Elementary,
formerly Scotlandville Middle School. The 2003 Tax Plan is well under way and includes the new Woodlawn Middle
School located in the southeast area of the parish, which opened in the fall of 2006. The new McKinley Middle School
also opened in the fall of 2006. The old Capitol Middle site, which was temporarily utilized for the McKinley Middle
School students and staff, will be closed for the 2006-2007 and 2007-2008 school years, while a new elementary
school is constructed on that site. The new site is scheduled to open in the fall of 2008.

Bill & Melinda Gates Foundation - Thurgood Marshall

The Bill and Melinda Gates Foundation is championing a small high school movement globally. The Foundation has
engaged the Thurgood Marshall Scholarship Fund (TMSF) as an intermediary to solicit collaborative and partnered
proposals from Historically Black Colleges and Universities (HBCUs) and local school districts to radically reform
district high schools. Southern University in Baton Rouge has partnered with the School System to develop a
proposal to convert Capitol Senior High School (CSHS) into two small schools. The original design called for the
establishment of Capitol Pre-College Academy (CPCA) serving 9"™-10" graders and Capitol Early College Academy
serving 11™-12" graders. The conversion of CSHS was to be phased in over three years with both schools being fully
operational in 2007. The conversion began in the 2004-2005 school year with the admittance of 9" grade students
into CPCA. Based on directives from the support funding source, the plan design has been modified to be more
consistent with the research on small school models. In the fall of 2005, CSHS was converted into two small
gender-based 9™ — 12" schools both with a college preparatory focus.

The Wallace Foundation

The Wallace Foundation is focusing on initiatives which support state initiatives demonstrating the willingness and
capacity to reform leadership practices toimprove student achievement. A component of the Foundation's
state-district leadership initiative is the State Action for Leadership Project (SAELP), whose goal is to ensure that
state policies affecting leadership are coordinated with and supportive of local efforts to improve student learning.
This program awards grants that will support partnerships between institutions of higher education and school
districts to recruit, retain and induct leaders at our schools. The School System has partnered with Southern
University to train teacher leaders and educational leaders. This District/University Partnership supports the
Principals for Tomorrow Program, Principal Induction Program, Principals Academy Program, Principals
Technology Program and Area Professional Development Programs provided by Assistant Superintendents. The
grant will award $230,000 in support of this initiative for the development of educational leaders, which will
effectively lead to improved student learning in a standards-based and accountability-driven environment.
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Internal Control

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
generally accepted accounting principles. 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: 1) the costs
of a control should not exceed the benefits likely to be derived; and 2) the valuation of costs and benefits requires
estimates and judgments by management. The School System utilizes a fully automated accounting system as well as
an automated system of control for fixed assets and payroll. It is believed that the School System’s internal controls
adequately safeguard assets and provide reasonable, proper recording of financial transactions.

Single Audit

As a recipient of Federal and State financial assistance, the School System is responsible for ensuring that an
adequate internal control structure is in place to ensure compliance with applicable laws and regulations related to
these programs. This internal control structure is subject to periodic evaluation by management and the internal audit
staff of the School System.

As a part of the School System’s single audit described earlier, tests are made to determine the adequacy of the
internal control structure, including that portion related to Federal financial assistance programs, and to determine
that the School System has complied with applicable laws and regulations. The results of the School System’s Single
Audit, for the fiscal year ended June 30, 2006, provided no instances of material weaknesses in the internal control
structure or significant violations of applicable laws and regulations.

Budgeting Controls and Policy

The School System maintains budgetary controls. The objective of this system control is to ensure compliance with
legal provisions embodied in the annual appropriated budget approved by the School System’s governing body.
Activities of the General Fund and Special Revenue Funds are included in the annual appropriated budget. The level
of budgetary control (the level at which expenditures cannot exceed the appropriated amount) is established at the
individual fund level for all funds. The School System also maintains an encumbrance accounting system as one
technique of accomplishing budgetary control. Encumbered amounts in the General Fund are reported as
reservations of fund balance and generally are re-appropriated as part of the next year’s budget.

The approved budget presents revenues by source and expenditures by function as defined by the Louisiana Board of
Elementary and Secondary Education’s Bulletin #1929. The Superintendent is authorized to transfer amounts
between line items in accordance with budget policy established by the School System’s governing body. However,
budget amendments are required when total revenues drop 5% or more below expectations, total expenditures
exceed budget estimates by 5% or more, and when beginning fund balance is less than 5% or more of its projected
amount. Budget to actual comparisons are provided in this report for the General Fund and each Special Revenue
Fund.

Capital Projects Funds

Capital Projects Funds are provided by 51% of a one-cent sales tax in Proposition 1 for facilities and technology as
approved by the voters in November 1998 as mentioned previously. The effective collection date for this proposition
was July 1, 1999. Total sales tax revenues in Proposition 1 for the year ended June 30, 2006 amounted to
$37.5 million. The collection of this tax is for a five-year period and is for the purpose of funding repairs and
renovations, enhancing technology, and constructing new schools and classrooms. On May 2, 2003, the voters
approved the continuation of the Tax Plan for an additional five years.
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Cash Management

Cash temporarily idle during the year was invested in interest-bearing accounts with our fiscal agency, in certificates
of deposits, and in the Louisiana Asset Management Pool (LAMP). The School System’s Investment Policy is to
minimize credit and market risks while maintaining a competitive yield on its portfolio. Total investment income
from all sources totaled $4.1 million, reflecting an increase of approximately $2.2 million from the prior year. This
increase is a result of increased investment rates.

Cash balances run very low during many of the months from July through December. For the past fourteen years, the
School System has participated in an Advance Funding Program of the Louisiana Public Facility Authority (LPFA)
in an effort to minimize this problem. In October 2005, the School System entered into a short-term Advance
Funding Agreement with LPFA for $5,000,000 at an interest rate of 2.97%. That loan was successfully repaid by
March 2006. This program has been very beneficial to this School System and has provided funds to facilitate the
adverse “cash flow” problems brought on by the cyclical nature of the receipt of ad valorem revenues.

All of the School System’s primary deposits as of June 30, 2006 were either collateralized by securities held by the
School System or by its agent in the name of the School System as required by law. The School System’s
consolidated bank account holds the cash of all funds. Temporary negative cash balances may occur in various funds
during the year pending reimbursements from State and Federal grants, as these grants are awarded on a
reimbursement basis. The General Fund finances these temporary situations in the majority of the cases.

Risk Management

The School System’s administration is charged with the responsibility of supervising the protection of the District’s
assets by implementing various risk management techniques and procedures to reduce, absorb, minimize or transfer
risk. A Risk Management staff is in place to manage this process and includes contracted support to assist
management with measures to identify and reduce the system’s exposure to loss. The School System continues to
carry various forms of liability insurance including, but not limited to, excess workers’ compensation coverage,
property and casualty, errors and omissions, auto liability and general liability. The School Board adopted a
self-insurance program for general liability, property and fleet vehicle insurance. Annual appropriations continue
to be approved by the School Board to fund this program.

The medical insurance program includes health, life and other benefits for all full-time employees and retirees. The
health program is monitored very closely to ensure its stability.

OTHER INFORMATION

Independent Audit

State statutes require an annual audit by independent certified public accountants. The public accounting firm of
Postlethwaite & Netterville was selected by the School System several years ago to perform its annual financial
audit. In addition to meeting the requirements set forth in State statutes, this audit was designed to comply with
requirements of the Federal Single Audit Act Amendments of 1996 and related OMB Circular A-133. The auditors’
reports on the basic financial statements are included in the financial section of this report. The auditors’ reports
related specifically to the single audit, internal control, and compliance with laws and regulations are included in a
separate report and are available for review at the School System.
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AWARDS

Government Finance Officers Association

The Government Finance Officers Association (GFOA) of the United States and Canada awarded a Certificate of
Achievement for Excellence in Financial Reporting to the School System for its Comprehensive Annual Financial
Report for the fiscal year ended June 30, 2005. This was the twentieth consecutive year that the School System has
received this prestigious award. In order to be awarded a Certificate of Achievement, the School System published
an easily readable and efficiently organized Comprehensive Annual Financial Report. This report satisfied both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. Management believes that the 2005-2006

Comprehensive Annual Financial Report continues to meet the Certificate of Achievement program’s requirements
and will submit it to the GFOA for review in determining eligibility for another certificate.

Association of School Business Officials

The School System has received the Association of School Business Officials (ASBO) Certificate of Excellence in
Financial Reporting for the fiscal year ended June 30, 2005. This was the twentieth consecutive year that the School
System has received this prestigious award. This award certifies that the Comprehensive Annual Financial Report,
for the fiscal year ended June 30, 2005, substantially conforms to the principles and standards of financial reporting
as recommended and adopted by the Association of School Business Officials International. The award is granted
only after an intensive technical review of financial reports by an expert panel of certified public accountants and
practicing school business officials has been made. The Certificate of Excellence is the highest form of recognition
in school financial reporting issued by the Association of School Business Officials International.

A Certificate of Achievement is valid for a period of one year only. Management believes that the Comprehensive

Annual Financial Report, for the fiscal year ended June 30, 2006, which will be submitted to ASBO for review, also
conforms to their principles and standards.

ACKNOWLEDGEMENTS

It is our desire that this report contain the necessary information and data that will provide a better understanding of
the operations of the School System. It is further hoped that this report has been designed in such a manner as to be
used as an administrative tool and general source of information to enhance our accountability to the public.

The preparation of this report in a timely manner could not have been achieved without a dedicated and highly
qualified staff. I would like to take this opportunity to express my sincere appreciation to the entire Budget
Management and Finance Department staff, whose extraordinary efforts and dedication contributed significantly in
the timely preparation of this report. The professional, thorough, and timely manner in which our independent
auditors, Postlethwaite & Netterville, conducted the audit is also appreciated. The Graphic Arts Department is to be
commended on its creative input in the design and timely reproduction of this document. We would like to thank the
members of the School Board for their interest and support in planning and conducting the financial operations of the
School System in a responsible and progressive manner.

Sincerely,
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mes P. Crochet, CPA
Chief Financial Officer
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Postlethwaite & Netterville

A Professional Accounting Corporation
Associated Offices in Principal Cities of the United States

www.pncpa.com

INDEPENDENT AUDITORS' REPORT

The East Baton Rouge Parish School System

We have audited the accompanying financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the East Baton Rouge Parish School System (School System) as of and for the year ended June 30,
2006, which collectively comprise the School System's basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the School System's management. Our responsibility is to express opinions 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
opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of
the governmental activities, each major fund, and the aggregate remaining fund information of the East Baton Rouge Parish School
System as of June 30, 2006 and the respective changes in financial position and cash flows, where applicable, thereof for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis and budgetary comparison information on pages xxx through xliv and pages 35
through 42, respectively, are not a required part of the basic financial statements but are supplementary information required by the
Governmental Accounting Standards Board. 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 the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the East Baton
Rouge Parish School System’s basic financial statements. The accompanying supplementary information consisting of the
introductory section, combining and individual non-major fund financial statements, and statistical tables are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The combining and individual non-major fund
financial statements and schedules have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.
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