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Board of School Directors
West Chester Area School District
West Chester, Pennsyivania

We have qudited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remdaining fund information of West Chester Area School
District (the "District”), West Chester, Pennsylvania, as of and for the year ended June 30, 2011, which
collectively comprise the Dislrict's basic financial statements gs listed in the table of contents. These
financial statements are the responsibility of West Chester Area School District's management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducied our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmentf Auditing Standards,
issued by the Comptrolier General of the United States. Those standards require that we plan and perform
the audit fo obtain regsonable 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 faily, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of West Chester Area School District, West Chester,
Pennsylvania, as of June 30, 2011, and the respective changes in financial position and cash flows, where
applicable, thereof and the budgetary comparisons for the general fund for the year then ended in
conformity with accounting principles generally accepted in the United Siates of America,

In accordance with Government Auditing Standards, we have dlso issued our report dated November 14,
2011 on our consideration of West Chester Area School District's internat control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of infernal conirol over
financial reporiing and compliance and the resuits 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.

The management's discussion and analysis on pages 3 through 15 is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied cerifain limited procedures, which consisted

CERTIFIED PUBLIC ACCOUNTANTS



Board of School Directors
West Chester Area School District

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 ne opinion on
it.

Our audit was conducted for the purpose of forming opinions on the financiat statements that collectively
comprise West Chester Area School District's basic financial statements. The accompanying schedule of
expenditures of federal awards and certtain state grants is presented for purposes of additional analysis as
required by the U.S. Office of Management and Budget Circular A-133, "Audifs of Siates, Local
Governments and Nonprofit Organizations," and is not a required part of the basic financial statements.
Such information has been subjected to the audifing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

@WM;[@J@?LLP

BARBACANE, THORNTON & COMPANY LLP
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MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED
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INTRODUCTION

The discussion and analysis of the financial performance of West Chester Area School District (the
"District”) provides an overdll review of the District's financial activities for the fiscal year ended June
30, 2011. The intent of this discussion and analysis is to look at the District’s financial performance as
a whole. Readers also should review the financial statements and the notes to ihe financial
statements. '

Management’s Discussion and Analysis (MD&A) is an element of the reporting model adopted by the
Governmental Accounting Standards Board (GASB) in its Statement Number 34, "Basic Financial
Statemenfs - and Management's Discussion and Analysis - for State and Local Governments,” issued
June 1999. Compardative information between the current year and the prior year is required o be
presented in the MD&A.

FINANCIAL HIGHLIGHTS

. While revenues in 2010-2011 were relatively flat compared to the prior year, the prior year
revenues represented historical lows. In response, the District continued cost-cutting measures
to offset inflationary increases. As a result of these medasures, savings achieved through debt
refinancing almost compietely offset all other cost increases.

. In the budgeting process, the Board of School Directors balanced the budget in 2010-2011 with
a 0.51 mill increase (50.51 per $1,000 of assessed value) to the taxpayers within Chester County.
This represenied a 2.9 percent increase in millage.

. On an entity-wide basis, the District's fotal net assets were $38,39¢7,434 at June 30, 2011. This
represented an increase of §5,989,123 from the prior year.

. On a fund level reporting basis, the District’s General Fund iotal revenue, excluding other
financing sources, increased by $3,359,999, or 1.7 percent. This increase was driven primarily
by the increase in real estate tax millage. Other local revenues had small gains or losses that
were offsetting. State and federal revenues experienced a change. The Commonweaith of
Pennsylvania changed its funding scheme for subsidies and reduced state education subsidies
but replaced the funds with Federal American Recovery and Reinvestiment Act (ARRA} funds.
This resulted in decreases in state subsidies and offsetting increases in federal funds.

. On a fund reporing basis, compared to the prior yedar, the District's General Fund expenditures
increased $87,346, or 0.05 percent. The Distict made a commitment fo avoid cuiting
instructional programs. This is evident in the $2,852,701 increase in spending on instruction.
Facilities spending also increased as a result of a management initiative fo move more cyclical
facllities expenditures to the General Fund budget. These increases in spending were almost
completely offset by a $3,197,377 decrease in debt service expenditures that were the result of
effective debt management strategies.
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. The one-time savings achieved through debi management strategies was committed for
healthcare cost fluctuations. Because the District has a self-insured health plan, the District
experiences voldtility in annual healthcare costs. To help smooth the effect of this voldtility on
the annual budget, the District established a reserve fund.,

OVERVIEW OF FINANCIAL STATEMENTS

The accompanying financial statemenis have been prepared in accordance with GASB Statement
Number 34 and present both entity-wide and fund level financial statements using both the accrual
basis and modified accrual basis of accounting, respectively,

Entity-wide Financial Statements

The first two statemenis are entity-wide financial statements - the Statement of Net Assets and the
Statement of Activities. These provide both long-term and short-term information about the District’s
overall financial status.

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

The two entity-wide statements report the District's net assets and how they have changed. Net assets,
the difference between the District’s assels and liabilities, are one way to measure the District's
financial health or position.

Over time, increases or decreases in the District’s net assets are an indication of whether its financicl
health is improving or detericrating, respectively.

To assess the overall heatih of the District, the reader needs o consider additional nonfinancial
factors, such as changes in the District's property tax base and the performance of the students.

The entity-wide financial statements of the District are divided into two categories:
° Governmental Activities - All of the Districi's basic services are included here, such as instruction,
adminisiration and community services. Property taxes and state and federal subsidies and

grants finance most of these activities.

. Business-type Activities - The District operates a food service operation and charges fees o staff
and students io cover the costs of the food service operation.
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Fund Level Financial Statements

The remaining statements are fund financlal statements that focus on individual parts of the District's
operations in more detail than the entity-wide statements. The governmental funds statements tell how
the District’s general services were financed in the short term as well as what remains for future
spending. Proprietary fund statements offer short-term and long-term financial information about the
activities that the District operates like a business. For this District, this is our Food Service Fund.
Fiduciary fund statements provide information about financial relationships for which the District acts
solely as a trustee or agent for the benefit of others.

. Governmental Funds - Most of the District’s activities are reported in governmental funds, which
focus on the determination of financial position and change in financial position, not on income
determination. Governmenial funds are reported using the modified accrual accounting
method, which measures cash and all other financial assets that can readily be converied to
cash. The governmental fund statements provide a detdiled shori-term view of the District's
operations and the services it provides. Governmental fund information helps the reader
determine whether there are more or fewer financial resources that can be spent in the near
future to finance the District's programs. The relationship (or differences) between governmenial
activities (reported in the Statement of Net Assels and the Statement of Actlivities) and
governmental funds is reconciled in fhe financial statements.

. Proprietary Funds - These funds are used to account for District activilies that are similar fo
business operations in the private sector; or where the reporting is on determining net income,
financial position, changes in financial position and a significant portion of funding through user
charges. When the District charges customers for services it provides - whether to outside
customers or o other units in the District - these services generally are reported in proprietary
funds. The Food Service Fund is the District's proprietary fund and is the same as the business-
type activities repored in the entity-wide statements.

+ Fiduciary Funds - The District is the trustee, or fiduciary, for some scholarship funds. All of the
District's fiduciary activities are reported in a separate Statement of Fiduciary Net Assefs. These
activities are excluded from the District's other financial statements because the District cannot
use these assets to finance its operations.

The financial statements dlso include notes that expldain some of the information in the financial
statements and provide more detailed data.

FINANCIAL ANALYSIS OF THE DISTRICT - ENTITY-WIDE STATEMENTS
The District's total net assets were $38,397,434 at June 30, 2011. This represents an increase of

$5,989,123 over the prior year. The table on the following page presents condensed financial
information for the net assets of the District as of June 30, 2011 and 2010.
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Statement of Net Assels
June 30, 2011 and 2010

Governmental Activities Business-type Activities Totals
2011 2010 2011 2010 2011 2010

Current assets $ 60,395,867 § 55,315,255 $1,317,309 $1,587,492 $ 61,713,176 §$ 56,902,747
Capital assets - 300,120,945 308,961,704 184,236 129,768 300,305,181 309,001,472
Other assets 2,240,744 1,936,944 - - 2,240,744 1,936,944
TOTAL ASSETS 362,757,556 366,213,903 1,501,545 1,717,260 364,259,101 367,931,163
Current liabilities- 32,872,927 32,352,414 299,413 589,934 33,172,340 32,942,348
Noncurrent liabilities 292,689,327 302,580,504 - - 202,689,327 302,580,504
TOTAL LIABILITIES 325,562,254 334,932,918 299,413 589,934 325,861,667 335,522,852
Net assets:
Invested in capital assets,

net of related debt 7,083,089 9,418,873 184,236 129,768 7,267,325 9,548,641
Restricted for capital

projects 14,506,078 13,811,178 14,506,078 13,811,178

Unrestricted 15,606,135 8,050,934 1,017,896 997,558 16,624,031 9,048,492

TOTAL NET ASSETS $ 37195302 § 31,280,985 $1,202132 $1,127,326 $ 38,397,434 §$ 32,408,311

The govermnmental activities restricted net assefs in the amount of $14,506,078 are set aside to fund
the capital improvements, the replacement of and additions to public works and improvements, and
for deferred mdaintenance. The total untestricted net assets in the amount of $10,785,388 included
$1,017,896 which could be used for capital and other expenditures within the District’s food service
program. The unrestricted net assets were avgilable fo fund any unforeseen financial issues.

The results of this year's operations as a whole are reported in the Statement of Activities. All expenses
are reported in the first column. Specific charges, grants, revenues and subsidies that relate directly
to specific expense categories are presented to determine the final amount of the District's activities
that are supported by other general revenues. The largest revenues are property taxes, local faxes
and the state basic education subsicly.

The table on the following page presents condensed financial information for the Statement of
Activities in a different format so that the reader can see the total revenues for the year. Compared to
the prior year, the District's total revenues increased by $3,602,841, or 1.8 percent, The majority of the
increase was in properiy tax revenues. Propenry tax revenues which included current and interim real
estate taxes increased $3,206,534, or 2.3 percent, over the prior year. Other taxes, which included
real estafe transfer taxes and eamned income taxes, increased by 2.0 percent, or $391,725. Charges
for services increased by 8.8 percent, or $290,159. Expenses increased by $1,477,460, or 0.8
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percent. Increases were seen In instructional spending which increased $4,904,165, or 4.3 percent,
and in instructional student support {4.8 percent increase). These increases were partially offset by the
decreases in inferest on long-term debt (11.4 percent), which was the result of effeclive debt
management strategies; and operation and maintenance of plant service (9.0 percent decrease)
which is reflective of effective cost-cutting measures and reguicar spending dips in cyclical equipment
replacement schedules.

Statement of Activities
For the Years Ended June 30, 2011 and 2010

Governmental Activities Business-type Activities Totals
2011 2010 201 2010 2011 2010

REVENUES
Program services:

Charges for services $ 1,079,373 § 676346 $2511,962 $2624830 $ 3591335 $ 3,301,176

QOperating grants and ‘

contributions 22,377,251 22,493,608 786,657 663,190 23,163,908 23,156,798

General revenues:

Property taxes 145,008,645 141,802,111 - - 145,008,645 141,802,111

Other taxes 19,764,970 19,373,245 - - 19,764,970 19,373,245

Grants, subsidies and

contributions not restricted 12,573,663 12,479,116 - - 12,573,663 12,479,116

Other revenue 238,478 578,215 702 3,724 239,180 581,939
TOTAL REVENUES 201,042,380 197,402,641 3,289,321 3,201,744 204,341,703 200,894,385
EXPENSES
Instruction 117,972,385 113,068,220 - - 117,972,385 113,068,220
Instructional student support 15,740,734 15,022,492 - - 15,740,734 15,022,492
Administrative/financial support 13,956,105 14,429,452 - - 13,956,105 14,429,452
Cperation and maintenance ‘

of plant services 17,729,991 19,486,401 - - 17,728,991 18,486,401
Pupil transportation 13,469,612 13,674,801 - - 13,469,612 13,674,801
Student activities 4,055,872 4,237,269 - - 4,055,872 4,237,269
Commuinity services 127,041 125,654 - - 127,041 125,654
Interest on long-term debt 12,076,323 13,636,798 - - 12,076,323 13,636,798
Food service - - 3,224 515 3,149,556 3,224,515 3,149,556
TOTAL EXPENSES 105,128,063 193,681,087 3,224,515 3,149,566 188,352,580 196,830,643
CHANGE IN NET ASSETS $ 5914317 § 3,721,554 § 74806 § 142,188 § 5989123 § 3,863,742
EXPENSES

The fable on the following page presents condensed financial information on the expenses of the
District by function. The table illustrates both the gross and net costs of services. Unresfricted grants,
subsidies and contributions are deducted to reflect the amount needed to be funded by other
revenue sources, The amount needed to be funded by other revenue sources increased by
$1,021,284, or 0.65 percent more than the prior year. The table for business-type activity reflects
condensed financial activities of the food service program, the only business-type aclivity of the
District.
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Total Cost of Services

Net Cost of Services

2011 2010 2011 2010
Governmental-type Activities
Expenses - Governmental Activities:
Instruction $117,972,385 $113,068,220 $101,389,094 $ 98,908,834
Instructional student suppeort 15,740,734 15,022,492 14,695,954 13,427,964
Administrative and financial support 13,956,105 14,429,452 13,956,105 13,879,769
Operation and maintenance of plant services 17,729,991 19,486,401 16,455,311 17,478,785
Pupil transportation 13,469,612 13,674,801 9,035,177 9,096,821
Student activities 4,055,872 4,237,269 3,936,434 4,078,413
Community services 127,041 125,654 127,041 3,749
Interest on long-term debt 12,076,323 13,636,798 12,076,323 13,636,798
TOTAL EXPENSES $195,128,063 $193,681,087 171,671,439 170,511,133

Less: Grants, subsidies and

contributions not restricted (12,573,663} {12,479,116)
AMOUNT NEEDED TO BE FUNDED BY OTHER REVENUE SOURCES $159,097,776 $158,032,017
Business-type Activities
Expenses - Business-type Activities;
Food services $ 3224517 $ 3,149,556 $  (74,104) § (138,464)

THE DISTRICT FUNDS

General Fund

At June 30, 2011, the District reported a General Fund fund balance of $18,462,684, which represents
9.6 percent of total expenditures and was an increase of $6,391,679 over the prior year. Of this
amount, the District committed $1,558,100 for the purpose of healthcare rate stabilization. As o result
of self-insuring health insurance claims, the District experiences voldtility in annual health insurance
costs. To smocth these expenditures, the District established a health insurance rate stabilization fund
with a starting committed balance of $1,558,100. In previous years, the District had commiited
$1,200,000 for fuiure pension needs. The School Board of West Chester Area School District
consciously maintains a modest fund balance needed to respond to unforeseen confingencies. This
philosophy was established during a healthy and growing economy within the District and accurate
and timely forecasting which allows the District to constanily menitor economic trends within our
community. This philosophy conforms o the Board’s belief that the 1o burden should be aligned with
the current funding needs of the District.



WEST CHESTER AREA SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONTD)
June 30, 2011

REVENUE

Revenues, excluding other financing sources, total $200,193,748, an increase of $3,359,999, or 1.7
percent over the prior year revenues. The table below reflects a comparison of current year revenues
to prior year revenues:

Revenue Percentage Increase Percentage
2011 of Total from 2010 Increase
Local revenues $ 165,072,400 82.5% $ 3,130,121 1.9%
State sources 28,254,872 14.1% (735,352) -2.5%
Federal sources 6,866,476 3.4% 965,230 16.4%
$ 200,193,748 100.0% $ 3,359,999 1.7%

2010-11 Revenue

Local Sources
83%

State Sources
14%

Federal Sources
3%

The increase in 2010-11 revenue is driven primarily by an increase in real estate tax millage. The
2010-11 tax rate for Chester County properties was 18.36 mills which was a 0.51 mill increase from the
prior year tax rate. Earned income tax collections were up 3.8 percent, or $622,735. These increases
in tax revenue covered significant drops in other local revenues that were the result of the poor
economy. Interest earnings dropped 58.9 percent, or $169,555, from the very low prior year
earnings. Real estate transfer taxes were down 8.9 percent, or $240,844, and delinguent real estate
tax collections decreased 15.4 percent, or $510,515. In state revenues, state rental subsidy revenue
dropped 30.4 percent, or $470,025, as the result of bond refinancing. The District also experienced a
$130,678, or 2.9 percent, drop in the state transportation subsidy. The state refirement subsidy
increased $367,907 which is reflective of the increase in expenditures due to increases in the
employer confribution rate. The other significant change in revenue collections affected the state
and federal subsidies revenues. The Commonwealth of Pennsylvania continued its initiative to use the
federal ARRA funds to provide a portion of the 2010-11 basic education subsidy. In addition to the



WEST CHESTER AREA SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONT'D)
June 30, 2011

original planned ARRA funding, the state allocated another $494,143 in ARRA Educational Jobs funds
to the District which replaced state funds. The result was a reduction in state revenues and an
increase in federal revenues in the amount of $494,143 through the Education Jobs program. The
District also received an additional $181,391 in Title | ARRA funds which were passed through to the

Glen Mills School, $151,695 in additional IDEA ARRA funds and $234,363 in additional Title Il funds for
the District's use.

EXPENDITURES

General Fund expenditures, excluding transfers to other governmental funds, totaled $§191,447,860.
This was a small increase of $87,345 over the 2009-2010 expenditures, and it was $11,760,281 under
the approved budget. The expenditures were segregated into various programs depending on the
functions of the activity. These programs and the costs associated with each, as well as comparison
to the costs incurred in the prior year and the final 2010-2011 budget, are as follows:

Expenditures Percentage Increase Variance with
2011 of Total from 2010 Final Budget
Instruction $ 108,712,731 56.8% $ 2,852,701 $ 3,835,558
Support services 56,487,346 29.5% (219,042) 3,792,279
Noninstructional services 3,998,182 2.1% 30,728 682,993
Facilities acquisition and construction 1,010,208 0.5% 620,335 (315,669)
Debt service 21,239,393 11.1% (3,197,377) 3,765,120
TOTAL EXPENDITURES BY FUNCTION $ 191,447,860 100.0% $ 87,345 $ 11,760,281

2010-11 General Fund Expenses

=zcilities

Debt Sorvice

o

Non-nstructionel 1%
Sevices

2%
Instruction

S57%

Sapport Services
29%

The increase in General Fund expenditures from the prior year is due largely to cost-of-living increases.
One Iimportant factor in these cost-of-living increases was the increase in the state-mandated
employer pension rate. In 2010-2011, the state increased the employer pension contribution rate
from 4.78 percent to 5.64 percent. Drops in debt service and the steady spending in support service

- 10 -



WEST CHESTER AREA SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONTD)
June 30, 2011

expenditures were the direct result of management efforts to cut costs and services. These efforts
were taken to better balance the actual expenditures with the falling revenues. Facilities acquisition,
construction and improvement spending in the General Fund increased by $620,335, which was
greater than the approved budget. This increase in General Fund facility spending is the result of a
management decision to allocate more cyclical maintenance expenditures to the operating funds.

Capital Pr ts Fund

At June 30, 2011, the District reported a fund balance of $5,933,343, which was a decrease of
$2,383,459 from June 30, 2010. The Capifal Projects Fund was funded by bond funds. The District
was in the process of spending down the bond funds procured in previous years to fund the design
costs of the elementary school renovations and various other capital improvements. Additionally, the
General Fund transferred funds in the amount of $94,700 fo cover the cost of future capital outlays.
These cash inflows were offset by $2,478,159 in cash outflows primarily for the final secondary schooi
rencvation payments and design costs of the elementary school renovations.

Capital Reserve Fund

The Capital Reserve Fund had a fund balance of $14,506,078 af June 30, 2011 which was a
$694,900 increase from the prior year. The Capital Reserve Fund is funded by transfers from the
General Fund. In 2010-2011, the capital outflows from the Capital Reserve Fund were spent on
technology replacements. The Capital Reserve Fund received a transfer in of $2,582,101 from the
General Fund. This transfer represented the interest savings achieved by refinancing two existing
bond issues.

GENERAL FUND BUDGET

During the fiscal year, the Board of School Directors authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the District.  All
adjustments are confirmed again af the time the annual audit is accepted. This is done after the end
of the fiscal year in accordance with state law. A schedule showing the District's original and final
budget amounts compared with amounts actually paid and received is provided in the financial
statements. :

Due to legislative restrictions, the District must adopt a preliminary budget six months before the start of
the fiscal year. Subseciuent to the start of the fiscal year, it was evident that the downturn in the
economy would take a more serious toll on the District's revenues than originally expected. In
reaction to this anticipated drop in revenues, the District scaled back spending on all areas when
possible. This is evident when reviewing the District's actual revenue and expenditures versus the
approved budget. Total revenues were under budgetfed amounts by $1,922,452, or 1.0 percent.
Total expenditures were under budget by $11,760,281, or 5.8 percent.

“ 17 -
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CAPITAL ASSETS

At June 30, 2011, the District had $300,120,945 invesfed in a broad range of governmental capitat
assets, including land, buildings and furniture and equipment. This amount represents a net decrease
{including additions, deletions and depreciation) of $8,840,759, or 2.9 percent from lasi year.

The following schedule depicts the change in capital assels for the period July 1, 2010 through June

30, 2011.
Beginning Ending
Balance increases Decreases Transfers Balance

GOVERNMENTAL ACTIVITIES
Capital assets:
Land $ 33139690 $ 390484 § 370374 § - $ 33,159,800
Land improvements 9,245,746 11,843 - 5,195,062 14,452,651
Buildings 332,513,388 285,399 - 27,330,867 360,129,654
Construction-in-progress 31,741,721 2,499,315 - (32,525,929) 1,715,107
Furniture and equipment 31,886,521 853,623 1,026,701 - 31,713,443
TOTAL CAPITAL ASSETS 438,527,066 4,040,664 1,397,075 - 441 170,655
Accumulated depreciation for:
Land improvements 2,391,209 590,362 - - 2,981,571
Buildings 101,463,513 9,318,238 - - 110,781,751
Furniture and equipment 25,710,640 2,602,449 1,026,701 - 27,286,388
TOTAL ACCUMULATED DEPRECIATION 129,565,362 12,511,049 1,026,701 - 141,049,710
GOVERNMENTAL ACTIVITIES

CAPITAL ASSETS, NET $ 308,961,704 $(8,470,385) §$ 370,374 $ - $ 300,120,945
BUSINESS-TYPE ACTIVITIES
Capital assets:
Furniture and equipment $ 428,348 & 100,151 $ - 5 - $ 528,499
TOTAL CAPITALASSETS 428,348 100,151 - - 528,499
Accumulated depreciation for:
Furniture and equiprment 298,580 45,683 - - 344 263
TOTAL ACCUMULATED DEPRECIATION 298,580 45 883 - - 344,263
BUSINESS-TYPE ACTIVITIES

$ 120,768 § 54,468 $ - $ - $ 184,236

CAPITAL ASSETS, NET

DEBT ADMINISTRATION

As of June 30, 2011, the District had total outstanding bonds and related charges of $298,971,199, a
decrease of $8,888,434 over last year. During 2010-2011, the District refinanced $35,730,000 in
outstanding debt to take advantage of the favorable financing market conditions. The District
incurred no new debt in 2010-2011. Based upon a projection of future debt margins, the retirement
of principal on current issues and estimated future borrowing, the District is cerfain that it will not
exceed its debt limit.

- 12 -



WEST CHESTER AREA SCHOOL DiSTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONT'D)
June 30, 2011

Debi Service Schedule
June 30, 2011

Principal Principal
Outstanding Maturities/ Outstanding
July 1, 2010 Refinancing Additions June 30, 2011
General obligation note,
Series B of 2000 $ 6,618,000 $ 969,000 $ - $ 5,649,000
General obligation bonds,
Series of 2002 2,485,000 1,220,000 - 1,265,000
General obligation bonds,
Series of 2003 29,970,000 29,970,000 - -
General abligation bonds,
Series A of 2005 7,360,000 7,360,000 - -
General obligation bonds,
Series of 2006 34,980,000 5,000 - 34,975,000
General obligation bonds,
Series A of 2006 100,700,000 1,830,000 - 98,870,000
General obligation bonds,
Series AA of 2006 13,455,000 1,635,000 - 11,820,000
General obligation bonds,
Refunding Series of 2006 22,020,000 115,000 - 21,905,000
General obligation bonds,
Refunding Series A of 2006 37,550,000 135,000 - 37,415,000
General obligation bonds,
Series of 2007 9,655,000 355,000 - 9,300,000
General obligation bonds,
Refunding Series of 2009 5,410,000 1,010,000 - 4,400,000
General obligation note,
Series of 2009 10,000,000 5,000 - 9,695,000
General obligation bonds,
Refunding Series of 2010 22,330,000 2,065,000 - 20,265,000
General obligation bonds,
Refunding Series A of 2010 - 50,000 7,510,000 7,460,000
General obligation bonds,
Refunding Series AA of 2010 - - 28,220,000 28,220,000
302,533,000 46,724,000 35,730,000 291,539,000
Deferred amounts:
lssuance (discounts} premium 5,200,635 517,381 2,640,947 7,324,201
Refunding deferred charge 125,998 18,000 - 107,998
LONG-TERM DEBT $ 307,859,633 $ 47,259,381 $ 38,370,947 $ 298,971,199

OTHER LONG-TERM LIABILITIES
Other obligations include accrued vacation pay and severance for specific employees of the District.

More detailed information about long-term liabilities is included in the notes to the financial
statements.

- 13 -



WEST CHESTER AREA SCHOOQL. DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONTD)
June 30, 2011

THE DISTRICT'S FUTURE

In 2010-2011, the District started developing its 14-year long-term elementary school master plan
which inciudes renovations andfor additions fo each of its 10 elementary schools, This project was the
continuation of the District's secondary school renovation program that was recently completed.
While work on this plan continues, the District is cautious in this plan development due to the curent
financial environment. The District has always exercised caution in a conservative approach to
borrowing, including waiting until long-term bonds {20-year notes) were capable of being sold at
advantageous, fixed rates of interest,

The 2010-2011 fiscal year provided a number of challenges. First, the poor economy kept local
revenues at historical lows. Earned income tax revenues and invesiment earnings increased slightly
from the prior year collections but these collections were far below collections from two years ago.
Additionally, falling residential and commercial property values led to more successful assessment
appedls and a reduction in the tax base. In the near future, the District is not optimistic about the
recovery of these revenue streams and, therefore, the 2011-2012 budget was crafted conservatively.
Adding to the economic concerns, refirement rates stared their climb in 2010-2011 and are
expected to increase for the next 11 yeqrs. Rates increased from 5.64 percent in 2010-2011 1o 8.65
percent in 2011-2012 and are projected fo increase a maximum of 4.5 percent annually every year
until 2020-2021. To assist with this issue, the District established a reserve fund {0 help finance this
dramatic increase in pension costs. Along the same lines, the District's self-insured health insurance
costs are difficult io forecast. To help smooth the impact of these incteases and decreases in costs,
the District established a health insurance reserve. Lastly, 2011-2012 marked the end of the Ametrican
Recovery and Reinvestiment Act funding. While these revenue cuts were expecied and budgeted,
state budget restrictions lead to another $3.5 million in unexpected cuts.

As a result of these decreases in revenues and increases in current and future expenses, the District
continued to re-evaluate dll budgets during the 2011-2012 budget development process.
Recommendations of the Community Budget Task Force resulted in budget reductions of more than
$3.5 million in the 2011-2012 budget including a $1 million savings gained through a consolidated
transportation plan. Through these cuts and the use of $2.8 million of budgetary reserves, the District
was able to balance the budget with no fax increase in 2011-2012.

The District continues to forecast revenues and expenditures five years forward to address ali known
changes in collection patterns and spending needs.

STRATEGIC PLAN

In March 2008, West Chester Area School District adopted a new District mission and strategic goals
that focus its purpose and resources. A team of District stakeholders assembled to create the
following five strategies:
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WEST CHESTER AREA SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS - UNAUDITED (CONT'D)
June 30, 2011

1. West Chester Area School District will facilitate a personalized educational experience for all
students,
2. West Chester Area Schooi District will fortify the alighment between professional practice for all

employees and the personalized academic, social and emctional needs of all students.

3. West Chester Area Schocl District will create a physical environment that maximizes the
teaching/leaming experience.

4, West Chester Area Schooi District will improve intemal and external communications to foster
strong and inclusive relationships, celebrate achievements and recognize the contributions
made by aill members of the community.

5. West Chester Area School District will strengthen the integration of local, national and global
resources to benefit the students, staff and community of the District,

This Sfrategic Plan is a six-year comprehensive plan that will be in place through 2014,

The Strategic Planning Committee met on Thursday August 25, 2011 to conduct a progress report for
the plan. Information was presented to the West Chester Area School District Board at its Educalion
Committee on Monday, September 12, 2011,

The Strategic Plan is the guide o ensure we keep the focus on students and learning.

EINANCIAL MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents, students, investors and
creditors with a general overview of the District's finances and 1o show the Board's accountability for
the money it receives. If you have guestions about this report or wish fo request additional financia!
information, please contact Dr. Suzanne K. Moore, Director of Business Affairs at The West Chester Area
School District, 829 Paoli Pike, West Chester, PA 19380, (484) 266-1020.
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WEST CHESTER AREA SCHOOL DISTRICT

STATEMENT OF NET ASSETS
JUNE 30, 2011

The accompanying notes are an integral part of these financial statements.

-16-

Primary Government
Governmental Business-type
Activities Activities
ASSETS
Current Assets:
Cash and cash equivalents $ 21,186,043 $ 55,762
Investments 29,800,981 1,207,361
Bue from other governments 1,738,483 31,765
Other receivables 665,398 8,401
Taxes receivable 5,038,789 -
Prepaid expenses 1,966,173 -
inventories - 14,020
Total Current Assets 60,395,867 1,217,309
Noncurrent Assets:
Bond issuance costs 2,099,265 -
Other post-employment benefifs 141,479 -
Capital assets
Land 33,159,800 -
Construction-in-progress 1,715,107 -
Land improvements 14,452,651 -
Buiidings 360,129,654 -
Furniture and equipment 31,713,443 528,499
Less: Accumulated depreciation (141,049,710) (344,263)
Total Noncurrent Assels 302,361,689 184,236
TOTAL ASSETS $362,757 556 $ 1,501,545
LIABILITIES AND NET ASSETS
LIABILITIES
Current Liabilities:
Accounts payable and other current liabilities $ 18,041,988 $ 227,318
Accrued interest 2,252,622 -
Deferred revenues 19,317 72,095
Bonds and notes payable 12,559,000 -
Total Current Liabilities 32,872,927 299413
Noncurrent Liabilities:
Bonds and notes payable 286,412,199 -
Accrued severance and compensated
absences 6,277,128 -
Total Noncurrent Liabilities 292,689,327 -
TOTAL LIABILITIES 325,562,254 299,413
NET ASSETS
invested in capital assets, net of related debt 7,083,089 184,236
Restricted 14,506,078 -
Unrestricted 15,606,135 1,017,896
TOTAL NET ASSETS 37,195,302 1,202,132
TOTAL LIABILITIES AND NET ASSETS $362,757,556 $ 1,501,545

Total

$ 21,241,805
31,008,342
1,770,248
673,799
5,038,789
1,966,173
14,020

61,713,176

2,099,265
141,479

33,159,800
1,715,107
14,452,651
360,129,654
32,241,942
{141,393,873)

302,545,925
$364,259,101

$ 18,269,306
2,252,622
91,412
12,558,000

33,172,340

286,412,199

6,277,128

292,689,327

————e

325,861,667

7,267,325
14,506,078
16,624,031

38,397,434
$364,259,101
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WEST CHESTER AREA SCHOOL DISTRICT

RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS

TO STATEMENT OF NET ASSETS
JUNE 39, 2011

TOTAL FUND BALANCES FOR GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financiai resources
and therefore are not reported as assets in the governmental funds. The
cost of assets was $441,170,655 and the accumulated depreciation was
$141,049,710.

Some of the District's revenues will be collected after year end but are not
available soon enough to pay the current year's expenditures and therefore
are reported as deferred revenue in the governmental funds.

Debt issuances resulted in deferred charges which will be amortized over
the life of new debt but do not represent current rights and/or obligations.
These assets and liabilities consist of:

Unamortized bond issuance costs

Other post-employment benefits (OPEB) assets are not financial resources
and therefore are not reported in the governmental funds.

Long-term liabilities applicable to the governmental activities are not due
and payable in the current period and therefore are not reported in the
governmental funds.

Accrued interest $ (2,252,622)
Bonds and notes payable in future years (298,971,199
Accumulated compensated absences (6,277,128)

TOTAL NET ASSETS OF GOVERNMENTAL ACTIVITIES

The accompanying notes are an integral part of these financial statements.
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$ 38,902,105

300,120,945

3,432,457

2,099,265

141,479

(307,500,949)

$ 37,195,302
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WEST CHESTER AREA SCHOOL DISTRICT

RECONCILIATION OF STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - GOVERNMENTAL FUNDS TO STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2011

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the statement of activities are different
because:

Capital outlays are reported in governmental funds as expenditures. However, in the state-
ment of activities, the cost of those assets is capitalized and allocated over their estimated
useful lives as depreciation expense. In the current period, these amounts are:

Capital outlays $ 4,040,664
Depreciation expense (12,511,049)
Land disposition {370,374)

Because some amounts will not be collected for several months after the District fiscal
year ends, they are not considered as "available" revenues in the governmental funds.

Deferred tax revenues 882,098
Other post-employment benefits 141,479
Deferred federal subsidies (152,435)

The issuance of long-term debt (e.g. bonds, notes) provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt consumes current
financial resources of governmenta! funds. Neither transaction, however, has any effect on
net assets. This amount is the net effect of these differences in the treatment of long-term
debt and related items.

Debt issuance {35,730,000)
Refunded debt 37,330,000
Principal repayments 9,394,000

Governmental funds report issuance costs as expenditures, bond discounts as other financing
uses and bond premiums as other financing sources. However, these amounts are reported
on the statement of net assets as deferred charges and credits and are amortized over the life
of the debt.

In the statement of activities, certain operating expenses--compensated absences {vacations
and sick leave) and special termination benefits (early retirement)--are measured by the
amounts earned during the year. In the governmental funds, however, expenditures for these
items are measured by the amount of financial resources used (essentially, the amounts
actually paid). This is the amount by which current period amounts earned exceeded current
period compensated absences paid.

Interest on long-term debt in the statement of activities differs from the amount reported in the
governmental funds because interest is recognized as an expenditure in the funds when it is

due and thus requires the use of current financial resources. In the statement of activities,
however, interest expense is recognized as the interest accrues, regardless of when it is due.

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES

The accompanying notes are an integral part of these financial statements.

-27 -

$ 4,703,120

(8,840,759)

971,142

10,994,000

(1,943,245)

(82,257)

112,316

$ 65914317



WEST CHESTER AREA SCHOOL DISTRICT
BUDGETARY COMPARISON STATEMENT - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2011

Variance With
Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
REVENUES
Local sources $167,118,417 $165,958,517 $165,072,400 $ (886,117)
State sources 31,898,514 31,898,514 28,254,872 {3,643,642)
Federal sources 2,967,869 4,259,169 6,866,476 2,607,307
TOTAL REVENUES 201,984,800 202,116,200 200,193,748 (1,922,452}
EXPENDITURES
Current:
Instruction
Regular programs, etementary/secondary 81,026,614 78,606,075 76,804,108 1,801,967
Special programs, elementary/secondary 27,127,596 28,457,235 26,822,298 1,634,937
Vocational education programs 4,855,383 4,787,749 4,479,351 308,398
Other instructional programs 197,047 635,587 554,069 81,518
Nonpublic school programs - 32,269 31,549 720
Adult education programs 31,359 29,374 21,356 8,018
Total Instruction 113,237,998 112,548,289 108,712,731 3,835,558
Support services
Pupil personnel 7,503,790 7,452,945 7,169,537 283,408
Instructionat staff 5,776,234 5,888,403 5,601,386 287,017
Administration 10,571,150 10,567,760 9,970,175 587,585
Pupil health 2,066,948 2,026,161 1,950,128 76,033
Business 1,539,018 1,567,254 1,433,614 133,640
Operation and maintenance of plant services 17,163,625 18,539,467 15,320,813 1,218,554
Student transportation services 13,531,365 13,598,525 12,970,008 628,517
Central 2,328,967 2,492,110 1,936,078 556,032
Other support services 447,000 147,000 135,507 11,483
Total Support Services 60,628,097 80,279,625 56,487,346 3,792,279
Operation of noninstructional services
Student activities 4,454,509 4,579,131 3,908,060 670,071
Community services 107,636 102,044 89,122 12,822
Total Operation of Noninstructional Services 4,562,235 4,681,175 3,998,182 682,993
Facilities acquisition
Site acquisition 687,000 694,538 1,010,208 (315,669)
Debt service
Principal, interest and fiscal agent fees 23,961,310 25,004,513 21,239,393 3,765,120
TOTAL EXPENDITURES 203,076,641 203,208,141 191,447,860 11,760,281
EXCESS (DEFICIENCY) OF REVENUES OVER
{NDER) EXPENDITURES (1,091,841) (1,091,941) 8,745,888 9,837,829
CTHER FINANCING SOURCES (USES)
Refund of prior year revenues - {65,000} {1,760) 63,240
Refund of prior year expenditures - - 1,653 1,653
Proceeds from sale of assets - - 322,699 322,699
Transfers in 89,500 - - -
Transfers out - {2,676,801) (2,676,801) -
TOTAL OTHER FINANCING SOURCES (USES) 89,500 (2,741,801) (2,354,209) 387,592
NET CHANGE IN FUND BALANCE (DEFICIT) (1,002,341) (3,833,742) 6,391,679 10,225,421
FUND BALANCE, BEGINNING OF YEAR 12,071,005 12,071,005 12,071,005 -
FUND BALANCE, END OF YEAR $ 11,068,664 $ 8,237,263 $ 18,462,684 $10,225,421

The accompanying notes are an integral part of these financial statements.
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WEST CHESTER AREA SCHOOL DISTRICT
STATEMENT OF NET ASSETS - PROPRIETARY FUND

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Investments
Due from other governments
Other receivables
Inventoties
TOTAL CURRENT ASSETS

CAPITAL ASSETS:
Furniture and equipment, net

TOTAL ASSETS

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable and accrued liabilities

Deferred revenue
TOTAL LIABILITIES

NET ASSETS:
Invested in capital assets
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes are an integral part of these financial statements.

JUNE 30, 2011

-23.

Food

Service Fund

$ 55,762
1,207,361
31,765
8,401
14,020

1,317,309

184,236

$ 1,501,545

$ 227,318
72,085

299,413

184,236
1,017,896

1,202,132

$ 1,501,545



WEST CHESTER AREA SCHOOL DISTRICT
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS -

FOR THE YEAR ENDED JUNE 30, 2011

OPERATING REVENUES
Food service revenues
TOTAL OPERATING REVENUES

OPERATING EXPENSES
Professional and coniract services
Depreciation

Other operating costs

TOTAL OPERATING EXPENSES

OPERATING LOSS

NONOPERATING REVENUES

State sources

Federal sources

Local sources

interest income

TOTAL NONOPERATING REVENUES
CHANGE IN NET ASSETS

NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

The accompanying notes are an integral part of these financial statements.

PROPRIETARY FUND

-4 -

Food

Service Fund

$ 2,511,962

2,611,962

3,137,753
45,683
41,081

3,224,517

(712,555)

668,843
694,384
23,432
702

787,361

74,806

1,127,326

$ 1,202,132



WEST CHESTER AREA SCHOOL DISTRICT
STATEMENT OF CASH FLOWS - PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers

Payments to suppliers

NET CASH USED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
State sources

Federal sources

l.ocal sources

NET CASH PROVIDED BY NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Purchase of capital assets
NET CASH USED BY CAPITAL AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:

Sale of investment securities and deposits to investment pools
Interest income

NET CASH PROVIDED BY INVESTING ACTIVITIES

NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING LOSS TO NET CASH USED
BY OPERATING ACTIVITIES
Operating loss
Adjustments to recencile operating foss to net cash used by
operating activities:
Depreciation
Changes in assets and liabilities:
Decrease in other receivables
{Increase) in inventories
(Decrease) in accounts payable and accrued liabilities
Increase in deferred revenue
NET CASH USED BY OPERATING ACTIVITIES

SUPPLEMENTAL DISCLOSURE:
NONCASH NONCAFPITAL FINANCING ACTIVITY:
USDA donated commodities

The accompanying notes are an integral part of these financial statements.

- 95

Food
Service Fund

$ 2,524,647
(3,493,301)

{(968,654)

69,273
570,839
23,432
663,544

{100,151)
{100,151}

432,736
702
433,438

28,177
27,585

$ 565762

$ (712,555)

45,683

2,759
(14,020)
(314,467)

23,946

$ (968,654)

$ 118,138
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WEST CHESTER AREA SCHOOL DISTRICT
STATEMENT OF CHANGES IN NET ASSETS - FIDUCIARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2011

Private-
Purpose
Trust

ADDITIONS
Gifts and contributions $ 909,329
TOTAL ADDITIONS 909,329
DEDUCTIONS
Grants 857,538
TOTAL DEDUCTIONS 857,538
CHANGE IN NET ASSETS 51,791
NET ASSETS, BEGINNING OF YEAR 524,764
NET ASSETS, END OF YEAR $ 576,555

The accompanying notes are an integral part of these financial statements.
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NOTE 1

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The District's financial statements are prepared in accordance with generally accepted
accounting principtes ("GAAP"). The Governmental Accouniing Standards Board ("GASB") is
responsible for establishing GAAP for state and local governments through its pronouncements
(Statements and Interpretations}. Governments also are required to follow the pronouncements of
the Financial Accounting Standards Board ("FASB") issued through November 30, 1989 (when
applicable) that do not conflict with or contradict GASB pronocuncements. Afthough the District
has the option to apply FASB pronouncements issued after that date to its business-type activities
and enterprise funds, the District has chosen not to do so. The more significant accounting
policies established in GAAP and used by the District are discussed below.

Reporting Entity

The District is governed by an elected Board of Directors. Generally accepted accounting
principles require that the financial sfatements present the District and its component units,
enfities for which the District is considered to be financially accountable. Blended componeni
units, although legally separate entities, are, in substance, part of the school district's operations
and, therefore, dafa from these units are requited to be combined with data of the primary
school district. Each discretely presented component unit, on the other hand, is required to be
reported in a separate column in the entity-wide financial statements to emphasize 1t is legally
separate from the school district. Based on the application of these principles, there are no
component units presented in the District's financial statements.

Entity-wide and Fund Fingnciat Statements

The entity-wide financial statements (i.e., the siatement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the District and its component
units. For the most parl, the effect of interfund acfivity has been removed from these statements.
Govemmental activities, which nhormally are supported by taxes and intergovernmental revenues,
are reported separately from business-type activities, which rely fo a significant extent on fees
and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use or directly benefif from goods, services or privileges
provided by a given function or segment; and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reporfed instead as general
revenues.

Separate financial statements are provided for governmental funds, proprietary funds and
fiduciary funds even though the lafter are excluded from the entity-wide financial statements.
Major individual governmental funds and major individuat enterprise funds are reported as
separate columns in the fund financial statements,
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NOTE 1

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (conf'd}

Measurement Focus, Basis of Accounting and Financial Siatement Presentation

The entity-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the propietary fund and fiduciary fund
financial statements. Revenues are recorded when edrned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property faxes are recoghized
as revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been met,

Governmental fund financial statements are reported using the curent financial resources
measurement focus and the medified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered 1o be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the District considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related {0 compensated absences and claims and
judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses and interest associated with the curmrent fiscal period are
all considered to be susceptible to accrual and, therefore, have been recognized as revenues of
the current fiscal period. Only a pertion of special assessments receivable due within the current
fiscal pericd is considered to be susceptible o accrual as revenue of the cunment period. All other
revenue items are considered o be measurable and availabile only when cash is received by the
District.

The Districi reports the following major government funds:

General Fund - The General Fund is the District's primary operating fund. It accounts for all
financial resources, except those required to be accounted for in another fund. In 2010-2011,
the athletic fund (nonmajor governmental fund) was eliminated and consolidated with the
general fund.

Capital Projects Fund - The Capital Projects Fund is used to account for financial resources 1o be
used or the acquisition or construction of major capital assets other than those financed by
enterprise operations.

Capital Reserve Fund - The Capital Reserve Fund is used to account for proceeds of specific
revenue resources that are legally restricted to expenditures for future capital projects.

The District reports the following major proprietary fund:

Food Service Fund - The Food Service Fund [an Enterprise Fund) is used to account for the
operations of the District's school cafeterias that are financed and operated in a manner similar
to a private business enterprise wherein the intent of the governing body is that the cost of
providing goods or services to the school population on a continuing basis will be recovered or
financed primarily through user charges.
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NOTE 1

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Additionally, the District reports the following fund types:

Fiduciary Funds - Fiduciary Funds are used to account for assets held by the District in a trustee
capacity or as an agent for individuals, private organizations or other governments. These
include private-purpose trust funds and agency funds. Private-purpose hust funds account for
resources, including both principal and earnings, which must be expended in accordance with a
trust agreement and are accounied for in esseniially the same manner as proprietary funds.
Agency funds are purely custodial and thus do not involve measurement of the results of
operations.

For purposes of the statement of cash flows of proprietary funds, cash equivalents include all
highly liquid debt instruments with original maturities of three months or less.

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

Assets. Liabilities and Net Assets or Equity

Deposifs and investments

Under Section 440-1 of the Public School code of 1949, as amended, the District is permitted to
invest funds consisten? with sound business practices in the following types of investmenis;

- Obligations of (a) the United States of America or any of its agencies or instrumentalities
backed by the full faith and credit of the United States of America; (b) the Commonwealth
of Pennsylvania or any of its agencies or instrumentalities backed by the full faith and credif
of the Commonwealth; or (¢) any political subdivision of the Commonwealth of
Pennsylvania or any of its agencies or instrumentdlities backed by the full faith and credit of
the political subdivision.

- Deposits in savings accounts or time deposits or share accounts of institutions insured by the
Federal Deposit Insurance Corporation {"FDIC") or the Federal Savings and Loan Insurance
Corporation {"FSLIC"} fo the extent that such accounts are so insured and, for any amounts
above the insured maximum, provided that approved collaieral as provided by law
therefore shall be pledged by the depository.

Receivables and Payables

Activity between funds that are representative of lending/borrowing anangements outstanding at
the end of the fiscal year is referred to as either "due toffrom other funds® {i.e., the current portion
of inferfund loans) or "advances toffrom other funds" {i.e., the noncurrent portion of interfund
loans), All other cuistanding balances between funds are reported as "due toffrom other funds."
Any residual balances outstanding between the governmental activities and business-type
activilies are reported in the entity-wide financial stalements as "internal balances.”
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NOTE 1

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

All trade and property tax receivables are shown net of any allowance for uncollectibles. There
are no allowances at June 30, 2011.

Taxes are fevied on July 1 and payabie in the following periods:

Discount Period - July 1 to August 31 - 2% of gross levy
Flat Period - September 1 to Oclober 31

Pencity Period - November 1 to collection - 10% of gross levy
Lien Date - January 15

Capital Assels

Capital assets, which include property, plant and equipmenti, are reported in the applicable
govemnmental or business-type activilies columns in the entity-wide financial statements. Capital
assets are defined by the District as assets with an initial, individual cost of more than $5,000
{amount not rounded) and an estimated useful life in excess of one year. Such assefs are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation. The costs of
normal maintenance and repairs that do net add o the value of the assets or materially extend
assets' lives are not capitalized.

Maijor outlays for capital assets and improvements are capitalized as projects are consfructed.
Interest incurred during construction is not capitalized.

Property, plant and equipment is depreciated using the straight-line method over the following
estimated useful lives:

Bulldings 20-40 years
Land improvements 20 years
Furniture and equipment 3-10 years
Compensaled Absences

It is the District's policy to permit employees to accumulate eamed but unused vacation and sick
pay benefits. The liability for unpaid accumulated sick leave is accounted for in the accrued
severance pay. This time is paid out only through severance pay calculations.

District employees who are required to work on a 12-month scheduie are credited with vacation
at rates which vary with iength of service or job classification. Vacation must be taken in the year
subsequent to when it was earned. If separation of service occurs in the year subsequent to
earning, then the unused balance of the amount earned in the prior year is paid at separation.
The liability of June 30 represenis vacation earned at that date that will be taken in the
subseguent year.

~ 3] -



NOTE 1

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (contf'd)

Accrued Severance Pay

Administrative, instructional, secretarial and support personnel who have completed at least 15
years of credited District service and retire under the normal PSERS guidelines, receive severance
pay in the form of compensaiion. Administrative personnel receive $45 - 580 per day for every
day of accumulated sick and personal days at refirement. Instructional personnel receive $45 -
$80 per day. Secrefarial and support personnel receive $75 per day for every day of
accumulated sick and personal days at refirement to a moximum $10,000 of compensation.
Severance pay generally is liquidated by the General Fund.

Long-term Obligations

In the entity-wide financial statements and proprietary fund types in the fund financial statements,
iong-term debt and other long-term obligations are reported as liabilities in the applicable
governmenial activities, business-type activities or proprietary fund type statement of net assets.
Bond premiums and discounts, as well as issuance costs, cre deferred and amortized over the life
of the bonds using the straighi-line method which approximates the effective interest method.
Bonds payable are reported net of the applicable bond premium or discount. Bond issuance
costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are reporied
as other financing sources while discounts on debt issuances are reported as other financing
uses. Issuance costs, whether or not withheld from the actual debt proceeds received, are
reported as debt service expenditures.

Fund Equity

As of June 30, 2011, fund badlances of the governmental funds are classified, if applicable, as
follows:

Nonspendable — that portion of the fund balance that cannot be spent because it is either in a
nonspendable form or legally or contractually required to be maintagined intact.

Restricted — that portion of the fund baiance that is constrained to be used for a specific purpose
as per an external party or law.

Committed — that portion of the balance that is o be used for a specific purpose as per School
Board moticn. These constraints can be removed or changed by equal level action. Action to
constrain resources should occur prior to the fiscal year end. Direction from the School Board
can commit specific doliar amounts, percentages or funds related o a specific activity.

-3y -



NCTE 1

NOTE 2

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Assigned - that portion of the fund balance that is intended to be used for a specific purpose as
per the Property and Finance Committee, the Superintendent or the Business Manager.

Unassigned - that portion of the fund balance that represents expendable available financial
resources. It is the residual after the nonspendable, restricted, committed and assigned portions
are deducted from the fotal fund balance.

As of June 30, 2011, fund balances dare composed of the following:

Capital Capital Total
General Projects Reserve Governmental
Fund Fund Fund Funds
Restricted:
Capital projects $ - S 5,838,643 $ 14,506,078 $ 20,344,721
Committed:
PSERS 1,200,000 - - 1,200,000
Heaithcare 1,558,100 - - 1,558,100
Assigned:
Renovations - 294,700 - 94,700
Gate receipts 95,549 - - 95,549
Unassigned 15,609,035 - - 15,609,035

Total fund balances $ 18,462,684 $ 5,933,343 $ 14,506,078 § 38,902,105

When an expenditure is incurred for purposes for which both restricted and unrestricted fund
balances are avallable, the District considers restricted funds to have been spent first. When an
expenditure is incurred for which commifted, assigned or unassigned fund balances are
available, the District considers amounts o have been spent first out of committed funds, then
ossigned funds and, finally, unassigned funds, as needed, unless the Board has provided
otherwise in its commitment or assighment actions. '

BUDGETARY INFORMATION

Budgets are adopted on a basis consistent with generally accepted accounting principles. An
annual appropriated budget is adopted for the general fund. All annual appropriafions lapse at
fiscal year end. Project-tength financial plans are adopted for all capital projects funds.

The District follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. The business manager submits o the School Board a proposed operating budget for the
fiscal year commencing the following July 1. The operating budget includes proposed
expenditures and the means of financing them. '

2. Public hearings are conducted at the District offices to obtain taxpayer comments.
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NOTE 2

NOTE 3

NOTE 4

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

BUDGETARY INFORMATION (cont'd)

3. Priorto July 1, the budget is legally enacted through passage of an ordinance.

4. Formal budgetary integration is employed as a mangagement control device during the year
for the general fund.

5. Budgeted amounts are as originally adopted, or as amended by the School Board.

DEPOSITS

Statutes authorize the District fo invest in U.S. Treasury bills; short-term obligations of the U.S.
government or its agencies; deposits in savings accounts or time deposits insured by the FDIC or
the National Credit Union Share insurance fund, and for any amounts above the insured
maximum, provided that approved collateral is pledged by the depository; obligations of the
United States of America, the Commonwealth of Pennsylvania, any of its agencies or
instrumentalities or any of its political subdivisions backed by the full faith and credit of the
political subdivision; or approved local government investment pools or mutual funds.

Custodial Credit Risk

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may
not be returned. The District does not have a poelicy for cusiodial credit risk. At June 30, 2011, the
carrying amount of the District's deposits was $22,122,053 and the bank balance was
$23,048,762. Ofthe bank balance, $500,000 was covered by federal depository insurance. The
remaining balance was fully collateralized. This collateral was held by the depository’s agent on
a pooled basis not in the District’s name.

INVESTMENTS

Statutes authotize the District to invest in U.S. Treasury bills; shori-term obligations of the U.S.
government or its agencies; deposits in savings accounts or time deposits insured by the FDIC or
the National Credit Union Share insurance fund, and for any amounts above the insured
maximum, provided that approved collateral is pledged by the depository; obligations of the
United States of America, the Commonwedalth of Pennsylvania, any of its agencies or
instrumentalities or any of its political subdivisions backed by the full faith and credit of the
political subdivision; or approved local government invesiment pools or mutual funds.

As of June 2011, the Distict had the following investmenits.

Pooled Investiments:
Pennsylvania School District Liquid Asset Fund ("PSDLAF")

General fund accounts $§ 8,238,612
Capital reserve fund account 11,562,880
Totat Pennsylvania School District Liquid Asset Fund 19,801,492
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NOTE 4

NOTE 5

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

INVESTMENTS {cont'd)

{(continued)

Pennsylvania Local Government Investment Trust ("PLGIT")
Capital project fund account 5,907,717
Capital reserve fund account 13,889

Total Pennsylvania Local Government Investment Trust

5,921,606

Pennsylvania Trecsurer's Investiment Program  (*PTIPY)

Generat fund account 3,999,564
Capital reserve fund account 78,31¢
Food service fund account 1,207,361

Total Pennsylvania Treasurer's Investment Program

5,285,244

TOTAL POOLED INVESTMENTS $ 31,008,342

Although not registered with the Securities and Exchange Commission and not subject to
regulatory oversight, PSDLAF, PLGIT and PTIP act like money market mutual funds in that ifs
objective is to maintain a stable net asset value of $1 per share, is rated by a nationally
recognized statistical rating organization and is subject to an independent annual audit. As of
June 30, 2011, each was rated as AAA by a nationally recognized statistical rating agency.

JAXES RECEIVABLE
Taxes receivable as of year end for the District, in the aggregate, are as follows:

General Fund

Real estate faxes § 3,725,114
Transfer taxes 278,470
Earned income taxes 1,035,205

Net Taxes Receivable $ 5,038,789

The District's evaluation of taxes resulted in no allowance for uncollectible accounts, as all faxes
are deemed to be collectible through tax liens.

Governmental funds report deferred revenue in connection with receivables for revenues that are
not considerad to be available to liquidate liabilities of the current period. Governmental funds
also defer revenue recognition in connection with resources that have been received but not yet
earned. Atthe end of the curnrent fiscal year, the various components of deferred revenue and
unearned revenue reported in the governmental funds were as follows:

Delinquent redl estate taxes S 3,432,457
Other deferred revenue 19,317
TOTAL $ 3,451,774
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NOTE 6

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2011 was as follows:

GOVERNMENTAL ACTIVITIES

Capital assets not being
depreclated:

Land

Construction-in-progress

Total Capital Assets Not Being
Depreciated

Capital assets being depreciated:

Land improvements

Buildings

Furnifure and equipment

Total Capital Assets Being
Depreciated

Accumulated depreciafion for:
Land improvements

Buildlings

Fumiture and equipment

Total accumulated depreciation

Total Capital Assets Being
Depreciated, Net

Governmental Activities, Net

BUSINESS-TYPE ACTIVITIES
Capital assets:

Furniture and equipment
Total Capital Assets

Accurmulated depreciation for:
Furniture and equipment
Tolal Accumulated Depreciation

Business-type Activities
Cuapital Assels, Net

Beginning Ending
Balance Increases Decreqases Transfers Balance

$ 33139690 § 390484 $370374 § - § 33,159,800
31,741,721 2,492,315 - _[32,525,929) 1,715,107
64,881,411 2,889,799 370,374 (32,525,929) 34,874,907
2,245,746 11,843 - 5,195,062 14,452,651
332,513,388 285,399 - 27,330,867 360,129,654
31,886,521 853,623 1,026,701 - 31,713,443
373,645,655 1,150,865 1,026,701 32,525,929 406,295,748
2,391,209 990,362 - - 2,981,571
101,463,513 2,318,238 - - 110,781,751
25,710,640 2,602,449 1,026,701 - 27,286,388
129,565,362 12,511,049 1,026,701 - 141,049,710
244,080,293  (11,360,184) 370,374 32,525,929 265,246,038
$308,961,704 $(8,470,385) $370,374 § - $300,120,945
$ 428,348 - § 100,151 § - 8 - § 528,499
428,348 100,151 - - 528,499
298,580 45,683 - - 344,263
298,580 45,683 - - 344,263
$ 129,768 § 54,468 § - § - % 184,236
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NOTE 6

NOTE 7

NOTE 8

WEST CHESTER AREA SCHQOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

CAPITAL ASSETS (cont'd)
Depreciation expense was charged to functions/programs of the District as follows:

Governmental activities:

Insiruction $ 7,792,157
Instructional student support 1,094,498
Administrative and financial support services 1,092,002
Operation and maintenance of plant services 1,314,506
Pupil transportation 928,252
Student activities 280,880
Community services 8,754
Total Depreciation Expense - Governmental Activities $12,511,049
Business-type Activities - Food Service $ 45,683

INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

The composition of interfund balances as of June 30, 2011 is as follows:

Interfund Interfund

Receivables Payables
General fund $ 56,471 5 -
Capiial reserve fund - 45,628
Capital projects fund - 10,843
TOTAL $ 56,471 § 56,471

Interfund receivables and payables exist as a result of a fime lag between dates when goods
and services were provided and payments between funds were made. All will be paid within one
year. The general fund transferred $94,700 and $2,582,101 to the capital projects and capital
reserve funds, respectively, for the year ended June 30, 2011.

LONG-TERM DEBT

The following summarizes the changes in the long-term liabilities of govemmental activities for the
year ended June 30, 2011:

Principal Principal
Qutstanding Maturities/ Qutstanding
July 1, 2010 Refinancing Additions June 30, 2011
General cbligaiion note,
Series B of 2000 $ 6,618,000 § 969,000 5 - $ 5,649,000
General obligation bonds,
Series of 2002 2,485,000 1,220,000 - 1,265,000
General cbligation bonds,
Series of 2003 29,970,000 29,970,000
General obligation bonds,

Series A of 2005 7,360,000 7,360,000 -
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NOTE 8

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT (cont'd)

(continued)

General obligation bonds,
Series of 2006

General obligation bonds,
Series A of 2006

General obligation bonds,
Series AA of 2006

General obligation bonds,
Refunding Series of 2006

General obligation bonds,
Refunding Series A of 2006

General obligation bonds,
Series of 2007

General obligation bonds,
Refunding Series of 2009

General obligation note,
Series of 2009

General obligation bonds,
Refunding Series of 2010

General cbligation bonds,
Refunding Series A of 2010

General obligation bonds,

Refunding Series AA of 2010

Deferred amounis:

Issuance fdiscounts] premium
Refunding deferred charge

LONG-TERM DEBT

General Obligation Bonds

Principal Principal
Outstanding Maturities/ Quistanding
July 1, 2010 Refinancing Additions June 30, 2011

34,980,000 5,000 | - 34,975,000
100,700,000 1,830,000 - 28,870,000

13,455,000 1,635,000 - 11,820,000

22,020,000 115,000 - 21,905,000

37,550,000 135,000 - 37,415,000

9,655,000 355,000 - 9,300,000
5,410,000 1,010,000 - 4,400,000
10,000,000 5,000 - 9,995,000
22,330,000 2,065,000 - 20,265,000

- 50,000 7,510,000 7,460,000

- - 28,220,000 28,220,000
302,533,000 46,724,000 35,730,000 291,539,000
5,200,635 517,381 2,640,947 7,324,201
125,998 18,000 - 107,998
$307.859,633 § 47,259,381 $ 38,370,947 5298,971,199

Series of 2002, criginal principal amount of $30,000,000,
maturing April 15, 2004 through April 15, 2022, bearing
interest ranging from 3.00% to 5.00%, interest payable

semi-annually on April 15 and October 15.

Series of 2006, original principal amount of $35,000,000,
maturing May 15, 2007 through May 15, 2030, bearing
interest ranging from 3.25% to 5.00%, interest payable

semi-annually on May 15 and November 15.

Series A of 2006, original principal amount of $100,810,000,

maturing May 15, 2007 through May 15, 2030, bearing
inferest ranging from 3.50% to 5.00%, interest payable

semi-annually on May 15 and November 15.
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WEST CHESTER AREA SCHOGL DISTRICT

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEB] (cont'd)

Series AA of 2006, original principal amount of $18,390,000,

maturing October 1, 2006 through October 1, 2020, bearing

interest ranging from 3.75% to 4.00%, interest payable

semi-annually on Aprii 1 and October 1. 11,820,000

Refunding Series of 2004, original principal amount of

$§22 245,000, maturing April 15, 2007 through April 15, 2024,

bearing interest ranging from 4.00% to 4.25%, inferest

payable semi-annually on April 15 and October 15. 21,905,000

Refunding Series A of 2006, original principal amount of

$37,935,000, maturing February 1, 2007 through February 1,

2027, bearing interest ranging from 3.50% to 4.50%, interest

payable semi-annudlly on February 15 and August 15, 37,415,000

Series of 2007, original principal amount of $10,000,000,

maturing February 15, 2009 through February 15, 2029,

bearing interest ranging from 3.625% fo 4.125%, interest

payable semi-annually on February 15 and August 15. 2,300,000

Series of 2009, original principal amount of $10,700,000,

maturing September 15, 2009 through September 15, 2016,

bearing interest ranging from 1.75% to 3.00%, interest

payable semi-annually on March 15 and September 15. 4,400,000

Refunding Series of 2010, original principal amount of

$22,330,000, maturing November 15, 2010 through Novermnber

15, 2017, bearing interest ranging from 1.25% to 2.625%,

interest payable semi-annually on May 15 and November 15.

This cutrent refunding was undertaken to reduce total debt

payments and resultad in an economic gain of $1,134,140. 20,265,000

Refunding Series A of 2010, original principal amount of

47,510,000, maturing May 15, 2011 through May 15,

2022, bearing interest ranging from 2.00% 1o 4.00%,

inferest payable semi-annually on May 15 and November 15.

This current refunding was underiaken to reduce total debt

payments and resulied in an economic gain of $558,655. 7,460,000

Refunding Series AA of 2010, original principal amount of
$28,220,000, maturing March 15, 2012 through March

15, 2022, bearing interest ranging from 2.00% to 5.00%,

interest payable semi-annually on March 15 and September 15.
This current refunding was underiaken to reduce total debt

payments and resulted in an economic gain of $2,271,178. 28,220,000
TOTAL BONDS 275,895,000
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NOTE ¢

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT (cont'd)

General Obligatfion Notes

Series B of 2000, original principal amount of $13,461,000,

maturing November 25, 200t through November 25, 2015,

bearing interest at a raie not o exceed 15%. Inierest fo be
paid monthly.

Series of 2009, original principal amount of $10,000,000,
maturing September 15, 2010 through March 15, 2015,
bearing interest ot a rate not fo exceed 25%. Interest to
be paid monthly.

TOTAL NOTES

TOTAL BONDS AND NOTES

5,649,000

2,995,000
15,644,000

29 9

Presented below is a summary of the bonds and notes debt service requirements to maturity by

year;

Principal

Year Ending June 30, Maturities
2012 $ 12,559,000
2013 13,322,000
2014 13,767,000
2015 14,240,000
2016 13,761,000
2017-2021 76,980,000
2022-2026 24,960,000
2027-2030 51,950,000

$291,539,000

CHANGES IN_OTHER LONG-TERM LIABILITIES
Other long-term liabilities are summarized as follows:

Balance
July 1, 2010
Accrued compensated
absences $ 1,579,591
Accrued severance 4,615,280

$ 6,194,871

- 40 -

Interest

__ Moturities

$ 12,061,002
11,679,073
11,243,123
10,775,894
10,310,808
43,450,650
24,756,335

4,834,328

$129,111,213

Additions

(Deletions)

$  (106,988)

_ 189245
$ 82,257

Total
Maturities

$ 24,620,002
25,001,073
25,010,123
25,015,894
24,071,808

120,430,650
119,716,335
56,784,328

$420,650,213

Balance
June 30, 2011

$ 1,472,603
4,804,525

S 6,277,128
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NOTE 11

NOTE 12

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

CONTINGENT LIABILITIES

Amounts received or receivable from grantor agencies are subject to audit and adjustment by
grantor agencies, principally, the federal government, Any disallowed claims, including amounfs
already collected, may consfitute a liability of the applicable funds. The amount, if any, of
expenditures which may be disallowed by the grantor cannot be determined at this time
although the District expects such amounts, if any, to be immaterial.

CONSTRUCTION COMMITMENTS

As of June 30, 2011, the District had construction projects yet to be complefed. The commitments
and amounts completed o date are as follows:

Completed
Contract as of
Amount 06/30/2011 Commitments
Renovations $1,592,341 $ 914,362 $ 677,979

In addition, the Diskrict has incurred cosis totaling $800,745 for project costs that were not under a
formal contract as of June 30, 2011.

RISK MANAGEMENT

The District self-insures worker's compensation through its Insurance Consortium. The District's
Insurance Consortium is an association consisting of school districts, intermediate units and
vocational-technical schools of the Commonwealth of Pennsylvania. The District obtained a self-
insurance exemption from the Commonwedalth of Pennsylvania, Depariment of Labor and
Industry, Bureau of Worker's Compensation, which allows the District fo self-insure workers'
compensation.

Each year the District is required to deposit funds into the central fund. The District then is billed
monthly for actual claims for the current year paid during the previous month up to the level of
retention. After the level of retention is reached, claim payments are made from the central fund.
At the end of each fiscal year, reserves are established or adjusted on all outstanding claims.
Funds in the central fund at the end of the fiscal year are not refunded.

Additionally, the District self-insures group denlal, vision and prescription coverage. The District

has accrued a three-month value for potential claims under dental, vision and prescription
coverage.
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WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

EMPLOYEE RETIREMENT SYSTEMS AND PENSION PLANS

School districts in the Commonweailth of Pennsylvania participate in a siate-administered pension
program. Under the program, contributions are made by each of three parties - the school
district, the state and the employee. All full{ime employees of the District, and part-time
employees who meet certain minimum employment requirements, participate in the program.

The District's contributions for the years ended June 30, 2011, 2010 and 2009 totaled $5,035,278,
$4,203,795 and $4,111,269, respectively. Total covered payroll was $89,277,970, and total

payroli was $90,547,776 for the current year. The following is a summary of plan benefit and
assel information:

Plan Descripfion
Name of Plan - The Public School Employees' Retirement System of Pennsylvania {the "System").

Type of Plan - Governmental cost-sharing multiple-employer defined-benefit plan.

Benefits - Retirement and disabiiity, legislative mandated ad hoc cost-of-living adjustments,
health care insurance premium assistance o qualified annuitants.

Authority - The Public School Employee's Refirement Code {Act No. 96 of October 2, 1975, as
amended), 24 Pa. C.5. 8101-8535.

Annual Financial Report - The Systemn issues a comprehensive annual financial report that
includes financiatl statements and required supplementary information for the plan. A copy of the
report may be obtained by writing to Public School Employees' Refirement System, PO. Box 125,
Harrisburg, PA 17108-0123.

Funding Policy

Authority - The contribution policy is established in the Public School Employee's Retirement Code
and requires contributions by active members, employers and the Commonwealth.

Contribution Rates - Members contribute from 5.25 to 7.50 percent of their qualifying
compensation, depending on when their employment began.

Contribufions required of employers are based upon an actuarial valuation. For the fiscal year
ended June 30, 2011, the rate of employer coniribution was 5.64 percent of covered payroll.
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WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

OTHER POST-EMPLOYMENT BENEEITS

Plan Description

The District provides a defined-benefit post-employment healthcare benefit, which provides
medical benefits to eligible retirees and their spouses. The District has four bargaining units which
participate in this plan: the West Chester Education Suppott Personnel, the Custodial Bargaining
Unit, the teachers and the administrators. In addition, the nonbargaining staff members
participate in the plan. All except adminisirators are eligible to receive post-retirement benefits
at age 50 with 15 years of service in the District. For administrators, the eligibility requirements are
age 50 with 10 years of service in the Distiict and at least five years of service as an administrator.
The employee must refire from service to receive the post-empioyment benefits and not work for
ancther school district.

The hedlth insurance plan is a single-employer, defined-benefit OPEB plan. The medical,
prescription drug, dental and vision benefits are self-insured. Only the PC-65 product is fully
insured. The medical benefits are administered through Blue Cross and the prescription drug
benefits through Caremark. Separate financial statements are not issued for the plan. The term
life insurance is purchased from U.S. Life; the Universal Life coverage is purchased from Genworth
Financial.

Funding Policy

As established by either collective bargaining or schoel policy, all groups except for
administrators are entitled o receive, at refirement, the single coverage provided to active
employees in the Personal Choice 10/20/70 plan. Administrators receive both refiree and spousal
coverage. For all other eligible retirees, the coverage is provided for the refiree only. A retiree
can elect a higher coverage but the retiree must pay the difference in the premium cost. The
District is responsible for funding the balance of the benefits. Teachers hired after July 1, 2003 do
not recelve post-retirement healthcare coverage but instead receive a $20,000 credit to a Health
Reimbursement Account af refirement.

As of July 1, 2010, the District has no segregated assets to fund this liability. It is the intention of
the District to pay the premium each year as It comes due.

Funding Progress

The schedule of funding progress of OPEB is as follows:

Actuarial
Accrued UAAL as a
Actuarial Liability Unfunded Percentage
Actuarial Value of (AAL) - AAL Funded Covered of Covered
Vaiuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (@) (b) (b-a) (a/b) (€] [(b-a)/c]
7/1/2010 $ - $26,658,307 526,658,307 0.00% $86,718,957 30.74%
7/1/2008 5 - 534,304,681 $34,304,681 0.00% 587,772,879 39.08%
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WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

OTHER POST-EMPLOYMENT BENEFITS (cont'd)

The actuarial valuation of an ongeing plan involves estimates of the value of reported amounts
and assumptions about the probability of occurrences of events far into the future. Examples
include assumptions about future employment and mortality. Amounts determined regarding the
funded status of the plan and the annual required contributions of the employer are subject to
continual revisions as actual results are compared with past expectations and new estimates are
made into the future. The schedule of funding progress, presented as required supplemental
information following the notes fo the financial statements, presents information about the
actuarial value of the plan assets. In subsequent years, this schedule will present multi-year trend
information about whether the actuarial value of plan assets is increasing or decreasing over time
relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan and
include the types of benefits provided at the time of each valuation and the historical sharing of
benefit costs between the employer and plan members to that point. The actuariai methods and
assumptions used include techniques that are designed to reduce the effects of short-tem
volatility in actuarial accrued liabilities and the actual value of assets, consistent with the long-
term perspective of the calculations. In the July 1, 2010 actuarial valuation, the following
actuarial assumptions were used:

Interest - 4.5% compounded annudily net of investment expenses
Amortization method - Level dollar method at the valuation interest rate
Amortization period - 30vyears

Salary increases - 4% cost of living + merit 0.25% to 3% per year
Actuarial valuation cost method - Entry age normal

Annual OPEB Cost and Net OPEB Obligations

The District's annual other post-employment benefit ("OPEB") cost (expense) is calculated based
on the annual required contribution ("ARC") of the employer. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal costs each year and fo
amortize any unfunded actuarial liabilities over a period not to exceed 30 years. The following
table shows the componenits of the District's annual OPEB cost for the year, the amount actually
contributed fo the plan and the changes in the District's net OPEB obligation.

Annua! OPEB Cost:

Normal cost $ 1,450,855
Amortization of unfunded actuarial accrued liability 1,103,119
Interest on net OPEB obiligation {14,613)
Funding adjustment 13,438
ANNUAL OPEB COST $ 2,552,799
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NOTE 15

NOTE 16

NOTE 17

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

OTHER POST-EMPLOYMENT BENEFITS (cont'd)

Net OPEB Obligation (Asset):

Normal OPEB obligation July 1, 2010 $  (324,735)
OPEB cost for year ended June 30, 2011 2,552,799
Contribution for year ended June 30, 2011 ) {2,369,543)
NET OPEB OBLIGATION {ASSET) § (141,479

EXCESS OF EXPENDITURES OVER APPROPRIATIONS

The following general fund function incurred expenditures in excess of appropriations in the
following amount for the year ended June 30, 2011:

Facilities acquisition $ 315,669

This spending overage was the result of a noncash fransaction property swap. While expenditures
were incurred for this property transaction, offsetting revenue was recorded which was also noi
budgeted.

ON-BEHALF PAYMENTS FOR FRINGE BENEFITS

The District recognizes as revenue and expenses confributions made by the Commonwedlth of
Pennsylvania to be used for District employees’ social security and pension contributions. On-
behalf payments to the District totaled $3,319,175 and $2,511,061 for social security and
retirement contributions, respectively. These contributions are recorded in the General Fund as
revenue and expendifures.

SUBSEQUENT EVENTS

On October 24, 2011, the District issued $9,585,000 of General Obligation bonds at interest rates
between 0.40 and 3.22 percent. Interest is payable semi-annually beginning February 15, 2012,
The bonds mature beginning February 15, 2013 and continuing through May 15, 2029. The
proceeds of the bonds were used to refund dll the District's outstanding General Obligation
bonds, Series 2007,

The District has evaluated all subsequent events through November 14, 2011, the daie the
financial statements were available fo be issued.
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Barbacane, Thornton & Company LLP
200 Springer Building
3411 Silverside Road

REPORT ON INTERNAL CONTROL Wilmingron, Delasare 19810
OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED g ;gﬁjggjggf
ON AN AUDIT OF FINANCIAL STATEMENTS warsebtepa.com

PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Novernber 14, 2011

Board of School Directors
West Chester Area School District
West Chester, Pennsylvanid

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of West Chester Area School District, West
Chester, Pennsylvania as of and for the year ended June 30, 2011, which collectively comprise West
Chester Area School District's basic financial statements, and have issued our report thereon dated
November 14, 2011.

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 Audifing Standards,
issued by the Comptroller General of the United States.

Interngl Control Over Financidl Reporting

In planning and performing our audit, we considered West Chester Area School District’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the District's infernal control over financial reporting. Accordingly, we do not eéxpress an opinion on the
effectiveness of West Chester Area School District’s infemnal confrol over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
rnonagement or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on g timely basis. A material weakness is a deficiency, or a
combinatfion 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, ona
timely basis.

Our consideration of infernal control ever financial repoting was for the limifed purpose described in the
first paragraph of this section and was not designed tfo identify all deficiencies in internal control over
financial reporting that might be deficiencies, significani deficiencies or material weaknesses. We did not
identify any deficiencies in intermnal control over financial reporting that we consider fo be material
weaknesses, as defined above.
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Board of School Directors
West Chester Area School District

Compliance and Other Matters

As part of obtaining reasonable assurance about whether West Chester Area School District'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 cur tests disclosed an instance of noncompliance or other matters that is required o be
reported under Government Auditing Sfandards, which is described in the accompanying schedule of
findings and recommendations as item #11-1.

We noted a matter involving the internal control over financial reporting that we have reported fo
management of West Chester Area School District in a separate lefter dated November 14, 2011.

West Chester Area School District's response fo the finding identified in our audit is described in the
accompanying schedule of findings and recommendations. We did not audit West Chester Area School
District's response and, accordingly, express no opinioch on it

This report is infended solely for the information and use of the Board of School Direciors, management

and federal awarding agencies and pass-through entities; and s not infended to be and should not be
used by anyone other than these specified pariies.

OndncaneThoton § Grfomy LLP

BARBACANE, THORNTON & COMPANY LLP
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Barbacane, Thornton & Company LLP

REPORT ON COMPLIANCE 20 Do I
WITH REQUIREMENTS THAT COULD HAVE A Wilmingon, Delswere 19810
DIRECT AND MATERIAL EFFECT ON EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL Lo ATS A
OVER COMPLIANCE IN ACCORDANCE o btcpa.com

WITH OMB CIRCULAR A-133

November 14, 2011

Board of Scheoo! Directors
West Chester Area School District
West Chester, Pennsylvania

Compliance

We have cudited the compliance of West Chester Area School District, West Chester, Pennsylvania, with the
types of compliance requirements described in the OMB Circular A-133 Compliance Supplement that
could have a direct and material effect on each of its major federal programs for the year ended June
30, 2011. West Chester Area School District's major federal programs are identified in the summatry of
auditors’ resulls section of the accompanying schedule of findings and recommendations. Compliance
with the requirements of laws, regulations, confracts and grants applicable to each of its major federal
programs is the responsibility of West Chester Area School District’s management. Our responsibility is to
express an opinion on West Chester Areq Schoaol District’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United Siates of America; the standards applicable to financial audits contained In Government Audifing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133. Those
standards and OMB Circuiar A-133 require that we plan and perform the audit to obiain reascnable
assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An qudit includes
examining, on a test basis, evidence about West Chester Area Schoot District's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasenable basis for our opinion. Our audit does not provide a legal
determination on West Chester Area School District's compliance with those requirements.

In our opinion, West Chester Area Schoo! District complied, in all material respects, with the requirements
referred to above that could have a direct and material effect on each of its major federal programs for
the year ended June 30, 2011.

internal Control Qver Compliance

The management of West Chester Area School District, West Chester, Pennsyivania, is responsible for
establishing and maintaining effective intemal control over compliance with requirements of laws,
regulations, contracts and grants applicable to federal programs. In planning and performing our audit,
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To the Board of School Directors
West Chester Areq School District

we considered West Chester Area School District’s internal control over compliance with requiremenis that
couid have a direct and mafterial effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to fest and report on internal
confrol over compliance in accordance with OMB Circutar A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of West Chester Area School District's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control does not
aliow management or employees, in the normal course of performing their assigned functions, o prevent,
or detect and cormect, noncompliance with a type of compliance requirement of a federal program on a
timely basis. A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis.

Our consideration of internal control was for the limited purpose describad in the first paragroph of this
section and was not designed to identify all deficiencies in infernal control that might be deficiencies,
significant deficiencies or material weaknesses. We did not identify any deficiencies in intemal control
over compliance that we consider o be material weaknesses as defined above.

This report is infended solely for the information and use of the Board of School Directors, management
and federal awarding agencies and pass-through entities; and is not infended to be and should not be
used by anyone other than these specified parties,

émmﬁJé’;«% LLP

BARBACANE, THORNTON & COMPANY LLP

S A9 -



WEST CHESTER AREA SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND RECOMMENDATIONS

PART A - SUMMARY OF AUDITORS’ RESULTS

Financial Statements
Type of auditors' report issued [unqualified, qualified, adverse or disclaimer]:

Unqgudlified

Internal control over financial reporting:

«  Material weakness(es) identified? Yes X _No
= Significant deficiency(ies) identified? Yes X__ None reporied
. Noncomplichce maierial to financial
statements noted? Yes X __No
Federal Awards

internal control over major programs:
»  Maierial weakness{es) identified? Yes X__No
« Significant deficiency(ies) idenfified? Yes X__ None reporied

Type of auditors' report issued on compliance for major programs [unqualified, qualified, adverse or
disclaimer]:

Ungualified

Any audit findings disclosed that are
required fo be reperied in accordance
with Section 510(a} of OMB Circular A-133? Yes X__No

Identification of major programs:

CFDA Number(s) Name of Federgl Program or Cluster
84.010, 84.38¢9 Title |, Part A Cluster
84.027, 84.391 Special Education Cluster (IDEA)
State Fiscal Stabilizafion Fund [SFSF) - Education
84.394 State Granis, Recovery Act
10.553, 10.555 Child Nufrition Cluster
84.367 Improving Teacher Quality State Grants
8§4.410 Educadtion Jobs Fund

Doliar threshold used to distinguish between
Type A and Type B programs: $ 300.000

Auditee qualified as low-risk auditee? Yes X No
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WEST CHESTER AREA SCHOOL DISTRICTY

SCHEDULE OF FINDINGS AND RECOMMENDATIONS

PART B - FINDINGS RELATED TO FINANCIAL STATEMENTS

STATUS OF PRIOR YEAR FINDINGS

None.

CURRENT YEAR FINDINGS AND RECOMMENDATIONS

PERSONMEL FILES

Finding

Condition

During our current year audit, we sampled 40 personnel files fo ensure that proper documentation was
being maintained for existing employees. We noted that nine individuals selected in our sample did not
have Form I-9, "Employment Eligibility Verification."

Ciriteria

In accordance with federal iaw, employers are required to have employees verify his or her identity and
employment authorization through completion of Form I-9, "Employment Eligibility Verification." Employers
are required to maintain these forms for employees hired after November 6, 1984,

Effect

The District is noncompliant with federal law and may have hired individuals who are not authorized fo
work in the United States.

Cause
Inconsistent implementation of Human Resources policies during the hiring process.

Recommendation

We recommend thai the District review dll personnel records for existing employees to ensure that
appropriate documentation is completed and maintained.
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WEST CHESTER AREA SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (cont'd)
CURRENT YEAR FINDINGS AND RECOMMENDATIONS
Cornrective Action
The Human Resources depariment will conduct o full review of ali active employee files. The review will be

completed for Form I-9, as well as several other required documents. Human Resources plans fo finish the
project by the end of the 2011-2012 school year,

PART C - FINDINGS RELATED TO FEDERAL AWARDS

STATUS OF PRIOR YEAR FINDINGS

ELIGIBILITY (CHILD NUTRITION CLUSTER]

Finding

During our prior year audit, we nofed that two students, out of our sample of 40, were not eligible fo
receive the level of benefits granted. In accordance with the Compliance Supplement for the Child
Nutrition Cluster, annual certification of ¢ child's eligibility for free or reduced price meadls is required.
Improper classification of students with respect to eligibility causes inaccurate monthly reimbursement
claims, as these claims are a function of eligibility class and number of meals provided. This was the result
of inconsistent implementation of procedures.

Recommendation

We recommended that the District examine and improve its process for approval of eligibility
determinations to ensure that students are appropriately classified as paid, reduced or free for consistency
with USDA income eligibility guidelines.

Staius

During our cutreni year audit, we noted that the District complied with eligibility requirements. This finding
is no longer applicable.

VERIEICATION TESTING (CHILD NUTRITION CLUSTER}
Einding

During our prior year audit, we noted that special tests and provisions related to CFR Part 243.6 for
verification festing were not properly performed. One of the applications selected for vetification was
incomplete, and another was not error prone. The resulting deficiencies caused improper population
sampling and approval of incomplete meal benefit forms.  This was the result of inconsistent
implementation of procedures.
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WEST CHESTER AREA SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (cont’'d)

STATUS OF PRIOR YEAR FINDINGS

Recommendation

We recommended that the District review prescribed verification procedures provided by the Pennsylvania
Department of Education and OMB Circular A-133 to improve its process for sampling approved
applications. In addition, applications for free or reduced meals that are not fully completed should be
denied.

Status

During our current year audit, we noted that the District complied with verification testing requirements.
This finding is no longer applicable.

CURRENTY YEAR FINDINGS AND RECOMMENDATIONS

None.
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NOTE A

NOTE B

NOTEC

NOTED

WEST CHESTER AREA SCHOOL DISTRICT

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND CERTAIN STATE GRANTS

BASIS OF PRESENTATION

The Schedule of Expenditures of Federal Awards and Certain State Granis reflects federal
expenditures for all individual grants which were active during the fiscal year. Additionally, the
Schedule reflects expenditures for certain state grants.

BASIS OF ACCOUNTING

The District uses the modified accrual method of recording transactions except as noted for the
accounting of donated commodities in Note C. Revenues are recorded when measurable and
available. Expenditures are recorded when incurred.

NONMONETARY FEDERAL AWARDS - DONATED COMMODITIES

The Commonweaith of Pennsylvania distributes federal surplus food to insfitutions (schools,
hospitals and prisons) and to the needy. Expenditures reported in the Schedule of Expenditures
of Federal Awards and Certain State Grants under CFDA #10.555 (Value of USDA Commodities)
represent surplus food consumed by the District during the 2010-2011 fiscal year. The District
has food commodities totaling $14,020 in inventory as of June 30, 2011.

ACCESS PROGRAM

The ACCESS Program is a@ medical assistance program that reimburses locat educational
agencies for direct eligible health-related services provided to enrolled special needs students.
Reimbursements are federal source revenues but are classified as fee-for-service and are not
considered federal financial assistance. The amount of ACCESS funding recognized for the
year ended June 30, 2011 was $625,766.
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