


















































COVCS, INC, (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Grants and entitlement revenues are recognized when compliance with matching requirements 
is met. A receivable is established when the related expenditures exceed revenue receipts, and 
a deferred revenue account is established when receipts exceed the related expenditures, 

Expenditures are recorded when incurred with the exception of certain accrued sick and 
personal pay, which are accounted for as expenditures when due. 

When both restricted and unrestricted resources are available for use, it is the School's policy to 
use restricted resources first, then unrestricted resources, as they are needed. 

Capital Assets 

Capital assets, which include property and equipment, are utilized for general School operations 
and are capitalized at actual or estimated cost. Donations of such assets are recorded at 
estimated fair value at the time of donation. Capital assets are reported in the applicable 
governmental activities column in the government-wide financial statements. 

Maintenance, repairs and minor renovations are recorded as expenditures when incurred. 
Major additions and improvements are capitalized. When assets used in the operation of the 
governmental funds are sold, the proceeds of the sale are recorded as revenues in the 
appropriate fund. The monetary threshold for capitalization of assets is $5,000. 

Fund Balance 

The fund balances have been reserved for that portion of the fund balance that is legally 
segregated or is not subject to future appropriation. Designations of unreserved fund balances 
indicate management's intention for future utilization of such funds and are subject to change by 
management. 

The School considers all unreserved fund balances to be designated as "reserves" for future 
operations or capital replacement as defined within Article X, Section 20 of the Constitution of 
the State of Colorado (see Note 7). 

When both restricted and unrestricted resources are available for use, it is the School 's policy to 
use restricted resources first, then unrestricted resources, as they are needed. 

Reserved Fund Balance 

Emergency Reserves have been provided for as required by Article X, Section 20 of the 
Constitution of the State of Colorado (see Note 7). $934,845 of the fund balance has been 
reserved in compliance with this requirement. 

Budgets and Budgetary Accounting 

The District conducts all necessary budgeting procedures for all schools in the District, 
maintaining separate budgets for each school. 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

The District adheres to the following procedures in establishing the budgetary data reflected in 
the financial statements: 

a. Budgets for all funds are required by the State. During June, the Superintendent of Schools 
for the District submits to the Board of Education a proposed budget for the fiscal year 
commencing July 1. The budget includes proposed expenditures and the means of 
financing them. 

b. Public hearings are conducted by the Board of Education to obtain taxpayers' comments. 

c. Prior to June 30, the budget is adopted by formal resolution. 

d. Expenditures may not legally exceed appropriations at the fund level. Authorization to 
transfer budgeted amounts between departments within any fund and the reallocation of 
budget line items within any department in the General Fund rests with the Superintendent 
of Schools. Revisions that alter the total appropriations of any fund must be approved by 
the Board of Education. Appropriations are based on total funds expected to be available in 
each budget year, including beginning fund balances and reserves as established by the 
Board of Education. Variances between budget and actual result from the non-expenditure 
of reserves, non-occurrence of events such as surplus land sales, scheduling of capital 
projects and normal operating variances. 

e. Budgets for all fund types are adopted on a basis consistent with GAAP. 

f. Budgeted amounts reported in the accompanying supplementary information are as 
originally adopted and as amended by the Superintendent of Schools and/or the Board of 
Education throughout the year. 

g. All appropriations lapse at the end of each fiscal year. 

h. The Board of Directors for the School annually approves the School's budget. The School's 
budget is also included in the budgeting process described above for the District. 

The School's budgeted and actual expenditures for the year ending June 30, 2010 represent the 
following: 

General Fund 

Budgeted Amounts 
Original Final 

Actual 
Expenditures 

Variance 
with Final 

Budget 
Positive 

(Negative) 

$ 39,067,267 $ 33,342,056 $ 29,694,021 $ 3,648,035 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

As of June 30, 2010, the GASS had issued the following statements not yet implemented by the 
Organization. The statements which might impact the Organization are as follows: 

• GASS Statement No. 54, Fund Balance Reporting and Governmental Fund Type 
Definitions, issued March 2009, will be effective for the Organization beginning with its 
year ending June 30, 2011 . This Statement is intended to improve the usefulness of 
information provided to financial report users about fund balances by providing clearer, 
more structured fund balance classifications, and by clarifying the definitions of existing 
governmental fund types. Fund balance information is among the most widely and 
frequently used information in state and local government financial reports. The GASS 
developed this standard to address the diversity of practice and the resulting lack of 
consistency that had evolved in fund balance reporting. To reduce confusion, the new 
standard establishes a hierarchy of fund balance classification based primarily on the 
extent to which a government is bound to observe spending constraints. 

The Organization's management has not yet determined the effect this Statement will have on 
the Organization's financial statements. 

NOTE 2 - CASH DEPOSITS 

Cash Deposits 

The School's deposits are governed by Colorado statute. The Colorado Public Deposit 
Protection Act (PDPA) requires that all units of local government deposit cash in eligible public 
depositories. Eligibility is determined by state regulators. Amounts on deposit in excess of 
federal insurance levels must be collateralized. The eligible collateral is determined by the 
PDPA. PDPA allows the institution to create a single collateral pool for all public funds. The 
pool for all uninsured public deposits as a group is to be maintained by another institution or 
held in trust. The market value of the collateral must be at least equal to the aggregate 
uninsured deposits. 

The State Regulatory Commissions for banks and financial services are required by statute to 
monitor the naming of eligible depositories and reporting of the uninsured deposits and assets 
maintained in the collateral pools. 

The cash balance pooled with District cash was held by several banking institutions in the State 
of Colorado and was fully collateralized, to the extent not covered by federal deposit insurance. 
The remaining cash balance which is not pooled with District cash was held by banking 
institutions in the State of Colorado and was fully covered by federal deposit insurance. 

At June 30, 2010, cash deposits consisted of the following: 

Restricted (Special Education) - Pooled cash on deposit with District 
Unrestricted - Pooled cash on deposit with District 
Total cash deposits 
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$ 225,000 
6,242,710 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 2 - CASH DEPOSITS (CONTINUED) 

Pursuant to the contract with our chartering district. $225.000 of the pooled cash on deposit is 
restricted to ensure compliance with and implementation of all District policies and requirements 
of federal and state law regarding special education. 

The School has no investments. See audited financial statements as of June 30, 2010 of 
Adams 12 Five Star Schools for further disclosure over pooled cash balances. 

NOTE 3 - STATE EQUALIZATION PAYABLE 

Revenue of the School is primarily provided by the Colorado Public School Finance Act of 1994. 
which provides funding to public schools on a full time equivalent (FTE) per pupil enrollment 
count. COVA performs a pupil enrollment count each October. The enrollment count is subject 
to audit by the Colorado Department of Education (CDE). 

The School has recorded a liability for fiscal years 2009 and 2010. representing 2.7% and 2.9%, 
respectively, of intergovernmental revenues. 

NOTE 4 - OPERATING LEASES 

On September 7, 2001, the School entered into a three year lease agreement with Metro North 
Ltd. for administrative office space. The lease was amended on December 21, 2007. The 
lease expires on February 28, 2013. Monthly lease payments are $8,738 through February 28, 
2008 and increase by $236 on March 1 of each year. Rent expense on the lease for June 30, 
2010 was $109,528. 

Year 

2011 
2012 
2013 

Lease 
Commitment 

$ 
$ 
$ 

111.471 
114,305 
77,462 

NOTE 5 - PUBLIC EMPLOYEES' RETIREMENT ASSOCIATION OF COLORADO 

Defined Benefit Pension Plan 

Plan Description 

The School contributes to the School Division Trust Fund (SDTF), a cost-sharing multiple­
employer defined benefit pension plan administered by the Public Employees' Retirement 
Association of Colorado (PERA). The SDTF provides retirement and disability, annual 
increases and death benefits for members or their beneficiaries. All employees of the School 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 5 - PUBLIC EMPLOYEES' RETIREMENT ASSOCIATION OF COLORADO (CONTINUED) 

are members of the SDTF. Title 24, Article 51 of the Colorado Revised Statutes (CRS), as 
amended, assigns the authority to establish benefit provisions to the State Legislature. PERA 
issues a publicly available annual financial report that includes financial statements and required 
supplementary information for the SDTF. That report may be obtained by writing to Colorado 
PERA, 1301 Pennsylvania Street, Denver, Colorado 80203 or by calling PERA at 303-832-9550 
or 1-800-759-PERA (7372). 

Funding Policy 

The School is required to contribute member and employer contributions to PERA at a rate set 
by statute. The contribution requirements of plan members and the School are established 
under Title 24, Article 51 , Part 4 of the CRS, as amended. The contribution rate for members is 
8.0 percent and for the School, it is 10.15 percent of covered salary. A portion of the School's 
contribution (1 .02 percent of covered salary) is allocated to the Health Care Trust Fund. The 
School is also required to pay an amortization equalization disbursement (AED) equal to 2.20 
percent of the total payroll for the calendar year 2010 (1.80 percent of total payroll for the 
calendar year 2009 and 1.40 percent of total payroll for the calendar year 2008). Additionally, 
the School is required to pay a supplemental amortization equalization disbursement (SAED) 
equal to 1.50 percent of the total payroll for the calendar year 2010 (1 .00 percent of total payroll 
for the calendar year 2009 and 0.50 percent of total payroll for the calendar year 2008). If the 
School rehires a PERA retiree as an employee or under any other work arrangement, it is 
required to report and pay employer contributions (including the AED and SAED) on the 
amounts paid for the retiree; however, no member contributions are required. For the years 
ending June 30, 2010, 2009 and 2008, the School employer contributions to the SDTF were 
$524,637, $467,703 and $345,976, respectively, equal to their required contributions for each 
year. 

Postemployment Health Care Benefits 

Plan Description 

The School also contributes to the Health Care Trust Fund (HCTF), a cost-sharing multiple­
employer postemployment healthcare plan administered by PERA. The HCTF provides a 
health care premium subsidy to PERA participating benefit recipients and their eligible 
beneficiaries. Title 24, Article 51, Part 12 of the CRS, as amended, assigns the Authority to 
establish the HCTF benefit provisions to the State Legislature. PERA issues a publicly available 
annual financial report that includes financial statements and required supplementary 
information for the HCTF. That report may be obtained by writing to Colorado PERA, 1301 
Pennsylvania Street, Denver, Colorado 80203 or by calling PERA at 303-832-9550 or 1-800-
759-PERA (7372). 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 5 - PUBLIC EMPLOYEES' RETIREMENT ASSOCIATION OF COLORADO (CONTINUED) 

Funding Policy 

The School is required to contribute at a rate of 1.02 percent of covered salary for all PERA 
members as set by statute. No member contributions are required. The contribution 
requirements for the School are established under Title 24, Article 51 , Part 4 of the CRS, as 
amended. The apportionment of the contribution to the HCTF is established under Title 24, 
Article 51, Section 208 of the CRS, as amended. The School's contributions to HCTF for the 
years ending June 30, 2010, 2009, and 2008 were $43,152, $41 ,567, and $33,350, 
respectively, equal to the required contributions for each year. 

NOTE 6 - RELATED PARTY TRANSACTIONS 

The District provides payroll and accounting services for the School. The School's cash is 
maintained by the District as part of the District's pooled cash. As compensation for central 
administrative costs incurred by the District on behalf of the School, the District retains the per 
pupil amount authorized by C.R.S. 22-30.5-112(2)(a.5). The District also retains from the 
School for purchased services which fall outside central administrative services as referenced 
above. The District retained $376,757 for the year ending June 30, 2010. The School believes 
this is fair compensation for the services rendered. 

The Executive Director and other key administrative personnel of the School are employed by 
K12, Inc. (see Note 9). 

NOTE 7 - TAX, SPENDING AND DEBT LIMITATIONS 

Article X, Section 20 of the Colorado Constitution, commonly known as the Taxpayer's Bill of 
Rights (TABOR) contains tax, spending, revenue and debt limitations which apply to the State of 
Colorado and all local governments. 

Spending and revenue limits are determined based on the prior year's Fiscal Year Spending 
adjusted for allowable increases based upon inflation and local grow1h. Fiscal Year Spending is 
generally defined as expenditures plus reserve increases with certain exceptions. Revenue in 
excess of the Fiscal Year Spending limit must be refunded unless the voters approve retention 
of such revenue. 

TABOR requires local governments to establish Emergency Reserves. These reserves must be 
at least 3% of Fiscal Year Spending (excluding bonded debt service). Local governments are 
not allowed to use the emergency reserves to compensate for economic conditions, revenue 
shortfalls, or salary or benefit increases. 

The School's management believes it is in compliance with the provisions of TABOR. However, 
TABOR is complex and subject to interpretation. Many of the provisions, including the 
interpretation of how to calculate Fiscal Year Spending limits will require judicial interpretation. 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
NOTES TO BASIC FINANCIAL STATEMENTS 

June 30, 2010 

NOTE 8 • RISK MANAGEMENT 

The School is exposed to various risks of loss related to torts, theft of, damage to, or destruction 
of assets; errors or omissions; injuries to employees; or acts of God. The School maintains 
commercial insurance for all risks of loss. Settled claims have not exceeded this commercial 
coverage in any of the past three fiscal years. 

NOTE 9 • COMMITMENTS 

On August 30, 2003 the School entered into a subcontracting agreement with K12, Inc. to 
provide the on·line education program. The agreement was subsequently amended in January 
2006 and in February 2009. The agreement terminates June 30, 2018. In addition to direct 
expenses incurred by K12, Inc., the School will pay K12, Inc. an administrative service fee of 
15% of Qualified Gross Revenues and Public Contributions and Grants, as defined in the 
contract. The School will also pay K12, Inc. a technology service fee of 10% of Qualified Gross 
Revenues and Public Contributions and Grants, as defined in the contract. Payments made to 
K12, Inc. during the year ended June 30, 2010 amounted to $22,027,317 for administrative 
services, technology services, courses, materials, computers and other direct expenses. At 
June 30, 2010, a liability of $1,378,990 was recorded in the General Fund for the remainder of 
the amount owed to K12, Inc. for the year. 

This information is an integral part of the accompanying financial statements. 
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REQUIRED SUPPLEMENTARY INFORMATION 
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COVCS, INC. (COLORADO VIRTUAL ACADEMY) 
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN 

FUND BALANCES· BUDGET AND ACTUAL· 
GENERAL FUND 

Year Ended June 30, 2010 

Budgeted Amounts 

Original Final Actual 

REVENUES 
Intergovernmental $ 39,042,267 $ 33,317,056 $ 31 ,161 ,495 
Investment earnings 25,000 25,000 28,535 

Total revenues 39,067,267 33,342,056 31 ,190,030 

EXPENDITURES 
Current: 

Instructional 30,876,615 26,419,904 23,521 ,200 
Support services 8,190,652 6,922,152 6,172,821 

Total expenditures 39,067,267 33,342,056 29,694,021 

REVENUE OVER EXPENDITURES 1,496,009 

FUND BALANCE· BEGINNING 
OF YEAR 1,362,195 1,621,183 1,621 ,183 

FUND BALANCE· END OF YEAR $ 1,362,195 $ 1,621,183 $ 3,117,192 
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Variance with 
Final Budget 

Positive 
(Negative) 

$ (2,155,561 ) 
3,535 

(2,152,026) 

2,898,704 
749,331 

3,648,035 

$ 1,496,009 



~Clifto ~ Gund~rson LLP 
Certified Public Accollnlants & Consultants 

Independent Auditor's 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 

Board of Directors 
COVCS, Inc. (Colorado Virtual Academy) 
Northglenn, Colorado 

We have audited the financial statements of the governmental activities for COVCS, Inc. 
(Colorado Virtual Academy) (the School), a discretely presented component unit of Adams 12 
Five Star Schools, Adams County, Colorado, as of and for the year ended June 30, 2010, and 
have issued our report thereon dated October 15, 2010. 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 School's internal control over financial 
reporting as iI basis for designing our auditing procedures for the purpose of expressing our 
opinion on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the entity's internal control over financial reporting. Accordingly, we do not 
express an opinion on the effectiveness of the entity's 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 entity's financial statements will not be prevented, or detected and 
corrected on a timely basis. 

Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and would not necessarily 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 COVCS, Inc. (Colorado Virtual 
Academy)'s financial statements are 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. 

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

Greenwood Village, Colorado 
October 15, 2010 
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