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INDEPENDENT AUDITORS' REPORT

(to be determineq)

Board of School Directors
Quakertown Community School District
Quakertown, Pennsylvania

We have audited the accompanying financial statements of the governmental activities, the business-type
activitles, each major fund and the aggregate remaining fund information of Quakertown Community
School District (the "District"), Quakertown, Pennsylvania, as of and for the year ended June 30, 2010, which
collectively comprise the District's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of Quakerfown Community Schoof District's management, Our
responsibility Is to express opinions on these financial statements based on our audit, The prior year
summarized comparative information has been derived from the District's 2009 financial statements and, in
our report dated March 29, 2010, we expressed unqualified opinions on the respective financial
statements of the governmental activities, the business-type activities, each major fund and the aggregate
remaining fund information.,

We conducted our audit in accordance with auditing standards generaily accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptrolier General of the United States. Those standards require that we pian and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, An audit includes examining, on a test basls, 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 basls for our opinions.

In our opinion, the financial statements referred fo above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remalning fund information of Quakertown Community School District, Quakertown,
Pennsylvania, as of June 30, 2010, and the respective changes in iis financial position and its 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 States of America.

In accordance with Government Auditing Standards, we have also issued our report dated (to be
determined), on our consideration of Quakertown Community School District's internal 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
internal control over financial reporting and compliance and the resuits of that testing, and not fo provide
an opinion on the intemnal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and shouid be considered in
assessing the resulfs of our audit.
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Board of School Direciors
Quakertown Community School District

The management's discussion and analysis on pages 3 through 10 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 certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on
it.

Our audit was conducted for the purpose of forming opinions on the financial statemenis that collectively
comprise Quakertown Community School District's basic financial statements. The accompanying
schedule of expenditures of federal awards and certain state grants Is presented for purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, "Audits of States, Local
Governments and Nonprofit Organizations,” and is not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures appilied 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.

BARBACANE, THORNTON & COMPANY LLP
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March 29, 2010

Board of School Directors
Quakertown Community School District
Quakertown, Pennsylvania

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of Quakertown Community
School District (the "District"), Quakertown, Pennsylvania, as of and for the year ended June 30, 2009, which
collectively comprise the District's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of Quakertown Community School District's management. Our
responsibility is to express opinions on these financial statements based on our audit. The prior year
summarized comparative information has been derived from the District's 2008 financial statements and, in
our report dated March 26, 2009, we expressed unqualified opinions on the respective financial
statements of the governmental activities, the business-type activities, each major fund and the aggregate
remaining fund information.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of Quakertown Community School District, Quakertown,
Pennsylvania, as of June 30, 2009, 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 States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 29,
2010, on our consideration of Quakertown Community School District’s internal control over financiatl
reporting and on our tests of its compliance with cerfain provisions of laws, regulations, contracts, grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

BARBACANE
THORNION
- &COMPANY

CERTIFIED PUBLIC ACCOUNTANTS



Board of School Directors
Quakertown Community School District

The management’s discussion and analysis on pages 3 through 10 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 certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on
it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Quakertown Community School District's basic financial statements. The accompanying
schedule of expenditures of federal awards and certain state grants is presented for purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, "Audits of States, Local
Governments and Nonprofit Organizations," and is not a required part of the basic financial statements.
Such information has been subjected to the auditing 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.

Basbacanes Tt f%

BARBACANE, THORNTON & COMPANY



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management's Discussion and Analysis - Unaudited

The Management's Discussion and Analysis (‘MD&A") of the financial performance of Quakertown
Community School District (the "District") provides an overall review of the District’s financial activities for
the fiscal year ended June 30, 2009. The intent of this section is to look at the District’s performance
as a whole; however, it also should be read in conjunction with the basic financial statements and the
accompanying notes.

FINANCIAL ANALYSIS

The increase in net assets of the governmental activities was $1,655,842 and the increase in the net
assets of the business-type activities was $71,741, for a total net asset increase of $1,727,583.

The District expended $9,127,270 on capital assets during the year.

As of June 30, 2009, $17,909,222 in total net assets, of which $6,712,427 was unrestricted, was
available to meet the District’s ongoing obligations to employees and creditors.

The actual results of the District's General Fund for 2008-2009 show that revenues and other financing
sources collected during the year were under budget by $1,156,921, and expenditures were under
budget by $5,248,518. The General Fund reported a positive fund balance of $7,220,338 as of June
30, 2009, or 8.83 percent of the 2009-2010 $81.8 million operating budget.

DATA ANALYSIS: THE BASIC FINANCIAL STATEMENTS

The MD&A infroduces the District's basic financial statements that consist of a series of financial
statements and notes to those statements. These statements are organized so that the reader, by
considering the entity-wide financlal statements, can understand the District as an entire operating
entity. The statements then proceed to provide an increasingly detailed look at specific financial
activities.

The first two statements 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 remaining statements are fund financial 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
general District services were financed in the short term as weil as what remains for future spending.
Proprietary fund statements offer short- and long-term financial information about the activities that the
District operates like a business. These activities consist of food service operations. Fiduciary fund
statements provide information about financial relationships where the District acts solely as a trustee
or agent for the benefit of others, to whom the resources in question belong.

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



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management's Discussion and Analysis - Unaudited (cont'd)

Entity-wide Reporting Process

The MD&A is only one of the components of the District’s financial statements., Two statements that
provide comprehensive information about the entire District are the following:

e Statement of Net Assets — identifies what kinds of assets the District owns, what kinds of debits it
owes and the composition of the net assets that remain.

o Statement of Activities — identifies the costs of providing public school services and the
resources obtained to finance the services.

The basis of accounting used in these entity-wide statements is full accrual with an economic
resources focus. All assets and liabilities, both financial and capital, and shon-term and long-term are
presented. This basis of accounting takes into account all the current year's revenues and expenses
regardiess of when cash is received or paid.

In the Statement of Net Assets and the Statement of Activities, the District is divided into two distinct
kinds of activities:

e Governmental Activities — Most of the District's programs and services are reported here
including instruction, support services, operation and maintenance of plant services, pupil
transportation and extracurricular activities. Property taxes and state and federal subsidies
and grants finance most of these activities.

+ Business-type Activities - The District operates a food service operation which charges fees to
staff and students to cover some of the costs of the food service operation. State and federal
breakfast and lunch programs further subsidize the costs of operation.

DISTRICT FUND REPORTING

Fund financial statements provide the next level of detail about a district’s funds. These statements
focus on the District’'s most significant funds. There are three kinds of fund financial statements -
governmental, proprietary and fiduciary funds.

Governmental funds - The District's major governmental funds are the general fund and the capital
projects fund. These funds are reported using the modified accrual accounting method, which
measures cash and all other financial assets that can readily be converted to cash. The
governmental fund statements include only short-term information: the most readily available assets
and currently due liabilities, and the resources that flow into and out of a schooi district during the
year. 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 governmental activities (reported in the Statement of Net Assets
and the Statement of Activities) and governmentatl funds is reconciled in the financial statements.



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management’s Discussion and Analysis - Unaudited (cont'd)

Proprietary funds - These funds are used to account for the District activities that are similar to 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. The
District's proprietary fund reports the finances of the food service operation. This fund uses the same
basis of accounting as business-type activities; therefore, these statements will essentially match entity-
wide statement reporting of business-type activities reported in the entity-wide statements, but provide
more detail and additional information, such as cash flows.

Fiduclary funds - The District is the trustee, or fiduciary, for some scholarship funds. In addition, the
District accounts for funds held on behalf of its students. All of the District's fiduciary activities are
reported in separate statements of fiduciary net assets. The District excludes these activities from its
other financial statements because the District cannot use these assets to finance its operations.

FINANCIAL ANALYSIS OF THE DISTRICT

The District's statement of net assets and statement of activities for its governmental and business-type
activities (combined) as of June 30, 2009 and 2008 are summarized below.

STATEMENT OF NET ASSETS
June 30, 2009 and 2008
2009 2008 Variance
ASSETS
Current and other assets $ 19,004,392 $ 25,258,251 $ (6,253,859)
Capital assets:
Land 1,177,235 1,177,235 -
Land improvements 5,487,475 5,462,235 25,240
Buildings and improvements 109,731,089 109,218,676 512,413
Furniture and equipment 19,111,655 18,475,786 635,869
Construction-in-progress 8,771,413 817,665 7,953,748
Totat Capital Assets 144,278,867 135,151,597 9,127,270
Less: Accumulated depreciation (44,414,844) (39,977,577 (4,437,267)
Capital Assets, Net 99,864,023 95,174,020 4,690,003
TOTAL ASSETS $ 118,868,415 $ 120,432,271 $ (1,563,856)
LIABILITIES AND NET ASSETS
Current liabilities $ 4,844,266 $ 4,486,706 $ 357,560
Long-term liabilities:
Due within one year 4,098,000 4,089,000 9,000
Due after one year 92,016,927 95,674,926 (3,657,999)
Total Liabilities 100,959,193 104,250,632 (3,291,439)
Net assets:
Invested in capital assets,
net of related debt 11,196,795 10,194,255 1,002,540
Unrestricted 6,712,427 5,987,384 725,043
Total Net Assets 17,909,222 16,181,639 1,727,583

TOTAL LIABILITIES AND NET ASSETS

$ 118,868,415

$ 120,432,271

$ (1,563,856)



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management’s Discussion and Analysis - Unaudited (cont'd)

Net assets may serve over time as a useful indicator of a government's financial position. In the case
of the District, assets exceeded liabilities by $17,909,222 at the close of the 2008-2009 fiscal year.

The largest portion of the District's total net assets (63 percent) reflects its investment in capital assets
net of related debt. The District uses capital assets to provide services; consequently, these assets are
not available for future spending. Although the District's investment in capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be provided from
other sources since the capital assets themselves cannot be used to liquidate these liabilities.

The District reported an increase in its unrestricted net assets as a result of the current year operations.
The District's investment in capital assets net of related debt increased as a result of the debt
associated with acquiring the capital assets being refired faster than the District's assets are
depreciated.

STATEMENT OF ACTIVITIES
For the Years Ended June 30, 2009 and 2008
2009 2008 Variance

REVENUES
Program Revenues:

Charges for services $ 2,042,672 $ 1,990,567 $ 52,105

Operating grants and contributions 7,285,141 7,646,670 (361,529)

Capital grants and contributions 547,787 595,497 (47,710)
General revenues 73,388,438 71,442,235 1,946,203
TOTAL REVENUES 83,264,038 81,674,969 1,589,069
EXPENDITURES
Governmental activities 79,613,727 78,980,875 632,852
Business-type activities 1,922,728 1,993,078 (70,350)
TOTAL EXPENDITURES 81,536,455 80,973,953 562,502
CHANGE IN NET ASSETS 1,727,583 701,016 1,026,567
NET ASSETS, BEGINNING OF YEAR 16,181,639 15,480,623 701,016
NET ASSETS, END OF YEAR $ 17,909,222 $ 16,181,639 $ 1,727,583

The cost of all District activities in 2008-2009 was $81,536,455. The amount that taxpayers ultimately
financed for these activities through tax revenues was $58,965,787, or 72 percent. A majority of the
other costs was paid by government agencies and organizations that subsidized funding with
intergovernmental aid and contributions (22,570,668, or 28 percent).

Increases in program revenues were related to the increase in subsidies received for basic educaiion
and special education. In addition, general revenues increased due primarily to real estate tax
revenues which increased commensurate with the growth in assessed property values and the
increased millage rate and increased funding of property tax relief from the Commonwealth of
Pennsylvania. Increases in revenues were offset by an increase in expenses for salaries and benefits,
depreciation expense and interest on long-term debt. Overall, revenues exceeded expenses and net
assets increased by $1,727,583.



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management’s Discussion and Analysis - Unaudited (cont'd)

General Fund Revenues

The District receives its General Fund revenues from three major sources, categorized as local, state
and federal. The primary source of revenue, 74 percent, is from local sources, most of which comes
from real estate taxes. State revenues account for 24 percent of the budget, and federal revenues
two percent.

The largest increase in revenues came from state property tax reduction (state gaming funds). The
second largest increase came from real estate taxes. This increase was realized as a result of the
increased millage rate of 4.5 percent, and an increase in assessed values of 1.6 percent due to the

new properties added to the tax rolls.

2008-2009 2007-2008 Variance
Local Revenues
Real estate taxes $ 47,706,664 $ 47,042,877 $ 663,787
Interim real estate taxes 388,756 773,725 (384,969)
Earned income taxes 8,121,630 8,075,100 46,530
Other 4,029,143 4,741,009 (711,866)
60,246,193 60,632,711 (386,518)
State Revenues
Basic instructional subsidy 8,837,219 8,584,029 253,190
Special education 2,561,497 2,489,748 71,749
Transportation 1,514,431 1,486,899 27,532
Social security and retirement 2,468,531 2,957,943 (489,412)
Other 3,926,339 1,725,451 2,200,888
19,308,017 17,244,070 2,063,947
Federal Revenues
Title | 500,855 590,367 (89,512)
I.D.E.A. 732,213 724,190 8,023
Other 155,510 210,506 (54,996)
1,388,578 1,525,063 (136,485)
Other sources 23,409 30,622 (7.213)
TOTAL $ 80,966,197 $ 79,432,466 $ 1,533,731
General Fund Expenditures
The expenses of the District are categorized into four major areas.
2008-2009 2007-2008 Variance
Instruction $ 47,716,791 $ 48,158,954 $ (442,163)
Support services 24,915,457 23,881,179 1,034,278
Noninstructional services 959,890 1,047,551 (87,661)
Debt service/other 6,724,474 7,108,049 (383,575)
$ 80,316,612 $ 80,195,733 $ 120,879



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management’s Discussion and Analysis - Unaudited (cont'd)

The largest area of expenditures is the instruction to the students, represented on the first line above.
Support services include guidance, attendance, psychological and social services, tax collection,
legal fees, administrative expenses, staff and curriculum development, heailth, transporation,
technology, and operation and maintenance of buildings and grounds.

Noninstructional services include student activities, athletics and community services such as crossing
guards.

Fund Balance

The fund balance for the General Fund increased by $649,585. This is the difference between the
revenues of $80,966,197 and the expenses of $80,316,612, as shown above. In other words, the
revenues exceeded the expenses by $649,585. The fund balance, as a percentage of total
expenditures, was 9.0 percent,

The recommended fund balance level is between five percent and seven percent. During the
budget process for the 2008-2009 fiscal year, the Board of School Directors (the "Board") intended to
bring the fund balance within that range. However, the interest on debt was lower than anticipated,;
and a concerted District-wide effort curbed all expenditures except those critical to the operations of
the schools due to the decrease in anticipated revenues, reflective of the downturn in the economy.
This resulted in a higher fund balance than expected.

2008-2009 2007-2008 Variance
Ending fund balance § 7,220,338 § 6,570,753 § 649,585

General Fund Budget Information

The District's budget is prepared in accordance with Pennsylvania law and is based on the modified
accrual basis of accounting. The most significant budgeted fund is the General Fund. However, the
Board also maintains budgets for the Capital Projects Fund and the Food Service Fund.

The final budget for expenditures reflects required changes in functional categories due to spending
patterns.  All budget transfers at the function level are approved by the Board. The budgetary
comparison statement for the general fund provides more detail on these adjustments in the financial
statements.

Capital Assets

The District has $99,864,023 invested in capital assets net of depreciation, with $99,837,035 attributed
to governmental activities.  Acquisitions for governmental activities fotaled $9,112,920 and
depreciation was $4,425,276. The majority of the acquisitions were for the renovations and additions
to Richland Elementary School. Detailed information regarding capital asset activity is included in the
notes to the basic financial statements (Note 5).



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management’s Discussion and Analysis - Unaudited (cont'd)

Debt

At June 30, 2009, the District had $94,230,000 in outstanding notes and bonds payable. The District
paid $4,089,000 in principal on outstanding debt during the fiscal year. Other long-term obligations
include accrued sick leave and retirement severance for employees of the District. Detailed
information regarding long-term debt is included in the notes to the financial statements (Note 6).

Labor Relations

The Quakerfown Community Education Association (QCEA), an affiliation of the National Education
Association, represents the professional staff of the Quakertown Community School District and is under
contract through 2011. The Quakertown Educational Support Personnel Association (QESPA), an
affiliation of the National Education Association, represents the support staff of Quakertown
Community School District and is under contract through 2011.

Strategic Plan

In August 2007, the District adopted a comprehensive Strategic Plan for 2007 through fall of 2013 that
focused on the purpose and resources of the District. With the help of board members, administrators,
teachers, support staff, parents, community members, business leaders and students, five goals were
adopted at that time. The District is committed to implementing those goals.

e Continue, develop, implement and support effective programs and strategies that meet the
specific needs of every student and that result in increased student achievement.
implement and support methods for improved communication with all stakeholders.
Provide a variety of staff development programs that empower the staff to grow professionally

and that support District initiatives.
e Review processes and procedures to ensure efficient and effective use of District resources.

Continue planning and implementation to provide safe, physicaily sound and appropriate
facilities for all students and staff.
e Create and support an educational and work environment that welcomes and celebrates

diversity.

The community will need to support the goals of this plan financially over the next five years. The costs
associated with student achievement, improving community relations, continued professional
development, renovation of District facilities and support for diversity initiatives will be included in

future budgets.
Major Financial Issues and Future Challenges

Enroliment at Quakerfown Community School District increased by 358 students during the last 10
years. While the number of new homes being built has slowed significantly, the student population is
expected to continue to grow over the next five years.

To accommodate past growth, the District opened a new middle school in the fall of 2004. A new
elementary school was opened in the fall of 2005, and the former middle school was renovated and
opened as the Freshman Center in the fall of 2005, relieving the overcrowding at the high school.



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
Management's Discussion and Analysis - Unaudited {cont'd)

While the new buildings accommodated the increased student population, the District must now look
at the condition of its older buildings. Richland Elementary School is currently being renovated,
including small additions to replace four modular classrooms, to comply with ADA and to increase the
size of the kitchen. Renovations have been completed to the building at 100 Commerce Drive, the
District Services Center, which now houses the administrative staff and an alternative school. The area
formerly used for the District offices Is now used for two new programs: Options Academy and Infinity
Cyber School.

The expected reauthorization of the Elementary and Secondary Education Act, now known as "No
Child Left Behind," requires the District o expend additional funds for the purpose of getting 100
percent of its students to score "proficient" or higher on the Pennsylvania School System of Assessment
("PSSA") by the year 2014. Additional resources dlready have been added to the budget in the areas
of math, reading and special education to help students demonstrate proficiency on the PSSA. Once
results are given, all of the District's schools must develop learning environments in which ail students
become proficient. Expenses associated with extended day instruction, instructional support using
technology, technology used for student data analysis and additional assistance for students with
special needs, non-English speakers and lower socioeconomic students continues to require future
spending.

The declining economy experienced by the entire nation had a significant impact on the District.
General Fund revenues came in under budget by more than $1.1 million. As a result, the District
halted all expenditures except those that were critical to its operations. Thus, General Fund
expenditures also came in under budget by over $5.2 million. In addition, the District’s 2009-2010
budget was lower than the 2008-2009 budget by over $3.3 million.

The economy also has impacted the mandated Pennsylvania State Retirement System in that
anticipated return on its investments has not been realized, thus impacting the state and district
contribution. The local contribution has risen 1o 8.22 percent this year, which is a 72 percent increase,
and is expected to rise to 33 percent in the next few years.

In June 2006, Act 1 of 2006, the Taxpayer Relief Act, was passed by the Pennsyivania State
Legislature. As a result, future school district tax increases that exceed the state-mandated index plus
allowable exceptions will require a referendum. There continues to be no provision for unfunded
mandates by the state or federal government. Additionally, rising health care and future construction
costs could have a serious impact on a district’s ability to adequately educate its students.

Contacting the District Financial Management

The financial reports are designed 1o provide our citizens, taxpayers, parents, students, investors and
creditors with a general overview of the District’s finances and to show the Board’s accountability for
the money it receives. If you have questions about this report or wish to request additional financiatl
information, please contact Sylvia C. Lenz, Business Administrator, at Quakertown Community School
District, 100 Commerce Drive, Quakertown, PA 18951, {215) 529-2031.

-10-



QUAKERTOWN COMMUNITY SCHOOL DISTRICT

STATEMENT OF NET ASSETS

JUNE 30, 2009

(With Summarized Comparative Data for June 30, 2008)

ASSETS

Cash and cash equivalents

Taxes receivable, net of allowance
Internal balances

Due from other governments
Other receivables

Inventories

Deferred charges on long term debt
L.and

Land improvements
Construction-in-progress
Buildings and improvements
Furniture and equipment
Accumulated depreciation

TOTAL ASSETS

LIABILITIES AND NET ASSETS
LIABILITIES:
Accounts payable
Accrued salaries, payroll withholdings and benefits
Accrued interest payable
Deferred revenues
Other current liabilities
Long-term liabilities
Portion due or payable within one year:
Notes payable
Bonds payable
Portion due or payable after one year:
Notes payable
Bonds payable
Accumulated compensated absences
Other post-empioyment benefits
TOTAL LIABILITIES

NET ASSETS:

Invested in capital assets, net of related debt
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

Governmental Business-type Totals

Activities Activities 2009 2008
$ 14,056,725 $ 298,468 $ 14,355,193 $ 20,437,525
2,032,057 - 2,032,057 2,055,122
139,951 (139,951) - -
1,402,363 46,473 1,448,836 1,793,994
333,182 10,457 343,639 306,124
- 80,782 80,782 77,600
743,885 - 743,885 587,886
1,177,235 - 1,177,235 1,177,235
5,487,475 - 5,487,475 5,462,235
8,771,413 - 8,771,413 817,665
109,731,089 - 109,731,089 109,218,676
18,549,772 561,883 19,111,655 18,475,786
(43,879,949) (534,895) (44,414,844) (39,977,577)
$118,545,198 $ 323,217 $118,868,415 $120,432,271
$ 2,778,430 $ - $ 2,778,430 $ 1,903,332
1,781,331 - 1,781,331 2,134,167
256,243 - 256,243 324,229
166 - 166 95,322
E 28,096 28,096 29,656
3,418,000 - 3,418,000 3,304,000
680,000 - 680,000 785,000
61,417,000 - 61,417,000 64,835,000
28,715,000 - 28,715,000 29,115,000
1,768,738 - 1,768,738 1,724,926
116,189 - 116,189 -
100,931,097 28,096 100,959,193 104,250,632
11,169,807 26,988 11,196,795 10,194,255
6,444,294 268,133 6,712,427 5,987,384
17,614,101 295,121 17,909,222 16,181,639
$118,545,198 $ 323,217 $118,868,415 $120,432,271

The accompanying notes are an integral part of these financial statements.
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QUAKERTOWN COMMUNITY SCHOOL DISTRICT
RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS
TO STATEMENT OF NET ASSETS
JUNE 30, 2009

TOTAL GOVERNMENTAL FUND BALANCES $ 12,039,225

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

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds. These assets consist of:

Land $ 1,177,235
Land improvements 5,487,475
Construction-in-progress 8,771,413
Buildings and improvements 109,731,089
Furniture and equipment 18,549,772
Accumulated depreciation (43,879,949) 99,837,035

Some liabilities are not due and payable in the current period and therefore
are not reported in the funds. Those liabilities consist of:

Notes payable (64,835,000)
Bonds payable (29,395,000)
Accumulated compensated absences (1,768,738)
Accrued interest (256,243)
Other post-employment benefits (116,189) (96,371,170)

Refunded debt and bond issuance costs resulted in deferred charges and
credits which will be amortized over the life of the new debt but do not
represent current rights. 743,885

Some of the District's revenues will be collected after year end but are not
available soon enough to pay for the current period's expenditures and
therefore are deferred in the funds. 1,365,126

NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 17,614,101

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

-14-
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QUAKERTOWN COMMUNITY 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, 2009

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS
Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported in governmentatl funds as expenditures which are recorded as either
District-wide or function-specific (i.e., instruction, pupil services). However, in the statement of
activities, the cost of those assets is allocated over their estimated useful lives as depreciation
expense. This is the amount by which capital outlays ($9,112,920) exceeded depreciation
($4,425,276) in the period.

Because some property, occupation and per capita taxes will not be collected for several months
after the District's fiscal year ends, they are not considered as "available" revenues in the govern-
mental funds. Deferred tax revenues increased by this amount this year.

Issuance of long-term debt provides current financial resources to governmental funds, but has
no effect of net assets.

Governmental funds report bond issuance cost, discounts and deferred amounts on refunding as
expenditures and bond premiums as revenue. 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), other post-employment benefits 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 paid exceeded
current period compensated absences earned.

Repayment of bond principal is an expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets.

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.
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$ (7,002,877)

4,687,644

98,091

(9,135,000)

155,999

(160,001)

12,944,000

67,986

$ 1,655,842



QUAKERTOWN COMMUNITY SCHOOL DISTRICT

BUDGETARY COMPARISON STATEMENT - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2009

REVENUES

Local sources

State sources
Federal sources
TOTAL REVENUES

EXPENDITURES
Instruction;
Regular programs
Special programs
Vocational programs
Other instructional programs
Adult education programs
Total Instruction
Support services:
Pupil personnel services
Instructional staff services
Administrative services
Pupil health
Business services
Operation and maintenance of plant services
Student transportation services
Central and other support services
Other support services
Total Support Services
Operation of Noninstructional activities:
Student Activities
Community Services
Total Operation of Noninstructional Activities
Debt service
TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Sale of/Compensation for capital assets
Refund of prior year expenditures
Budgetary reserve

TOTAL OTHER FINANCING SOURCES
NET CHANGE IN FUND BALANCE
FUND BALANCE, BEGINNING OF YEAR

FUND BALANCE, END OF YEAR

Variance with

Final Budget

Budgeted Amounts Actual Positive
Original Final (GAAP Basis) (Negative)
$61,103,564 $61,103,564 $60,246,193 $ (857,371)
19,564,352 19,564,352 19,308,017 (256,335)
1,439,269 1,439,269 1,388,578 (50,691)
82,107,185 82,107,185 80,942,788 (1,164,397)
35,144,672 35,276,053 33,831,193 1,444,860
9,132,554 9,336,487 9,323,029 13,458
2,537,050 2,537,050 2,537,050 -
2,159,843 2,180,552 2,016,251 164,301
12,003 12,003 9,268 2,735
48,986,122 49,342,145 47,716,791 1,625,354
2,441,587 2,452,009 2,254,719 197,290
3,653,718 3,702,750 2,945,553 757,197
4,227,280 4,263,461 4,054,583 208,878
981,600 981,899 887,631 94,268
701,074 894,299 892,237 2,062
7,307,431 7,514,480 6,906,282 608,198
3,418,225 3,936,575 3,934,584 1,991
3,333,196 3,450,745 2,982,568 468,177
59,500 59,600 57,300 2,300
26,123,611 27,255,818 24,915,457 2,340,361
1,036,877 1,041,217 945,717 95,500
11,000 18,317 14,173 4,144
1,047,877 1,059,534 959,890 99,644
8,300,855 7,891,700 6,708,541 1,183,159
84,458,465 85,549.197 80,300,679 5,248,518
(2.351,280) (3,442,012) 642,109 4,084,121
g - 23,409 23,409
- - (15,933) (15,933)

600,000 - - -
600,000 - 7,476 7,476
(1,751,280) (3,442,012) 649,585 4,091,597
5,688,656 5,955,169 6,570,753 615,584
$ 3,937,376 $ 2,513,157 $ 7,220,338 $ 4,707,181

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

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Due from other governments
Other receivables
Inventories

Total Current Assets

CAPITAL ASSETS:

Furniture and equipment

Accumulated depreciation
Capital Assets, Net

TOTAL ASSETS

JUNE 30, 2009

(With Comparative Data for June 30, 2008)

Major Fund

Food Service Fund

80,782
436,180

(534,895)
26,988

$ 463,168

LIABILITIES AND NET ASSETS:

CURRENT LIABILITIES

Due to other funds

Other current liabilities
Total Liabilities

NET ASSETS:

168,047

Invested in capital assets, net of related debt

Unrestricted
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

295,121

2009

$ 298,468
46,473
10,457

561,883

$ 139,951
28,096

26,988
268,133

$ 463,168

The accompanying notes are an integral part of these financial statements.
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2008

$ 225144
41,028
18,603
77,600

362,375

547,533
(522,904)

24,629

$ 387,004

$ 133,968
29,656

163,624

24,629
198,751

223,380

$ 387,004



QUAKERTOWN COMMUNITY SCHOOL DISTRICT

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS -
PROPRIETARY FUND

FOR THE YEAR ENDED JUNE 30, 2009

(With Comparative Data for the Year Ended June 30, 2008)

OPERATING REVENUES
Food service revenues
Total Operating Revenues

OPERATING EXPENSES

Salaries

Employee benefits

Other purchased services

Supplies

Depreciation

Other operating expenses
Total Operating Expenses

OPERATING LOSS
NONOPERATING REVENUES
Earnings on investments

State sources

Federal sources
Total Nonoperating Revenues

CHANGE IN NET ASSETS
NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Major Fund

Food Service Fund

2009

$ 1,370,326

1,370,326

758,799
180,567
113,722
851,967
11,991
5,682

1,922,728

(552,402)

1,976
96,355
525,812

624,143

71,741

223,380

$ 295121

The accompanying notes are an integral part of these financial statements.
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2008

$ 1,321,561

1,321,561

734,794
192,002
78,402
960,939
17,718
9,223

1,993,078

(671,517)

8,650
105,317
442,246

556,213

(115,304)

338,684

$ 223,380



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
STATEMENT OF CASH FLOWS - PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2009
(With Comparative Data for the Year Ended June 30, 2008)

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers

Payments to suppliers

Payments to employees

Payments for other operating expenses

NET CASH USED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
State sources

Federal sources
NET CASH PROVIDED BY NONCAPITAL FINANCING ACTVITIES

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:
Earnings on investments
NET CASH PROVIDED BY INVESTING ACTIVITIES

NET INCREASE 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 reconcile operating loss to net cash used by
operating activities:
Depreciation
Donated commodities
(Increase) Decrease in:
Other receivables
Inventories
Increase (Decrease) in:
Due to other funds
Other current liabilities
Deferred revenues
NET CASH USED BY OPERATING ACTIVITIES

SUPPLEMENTAL DISCLOSURE:
NONCASH NONCAPITAL FINANCING ACTIVITY:
USDA donated commodities

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

2009

$1,401,123
(830,235)
(939,366)
(35,338)

(403,816)

103,408
386,106

489,514

(14,350)

—_(14,350)

1,976
1,976

73,324

225,144

_$ 208,468

$ (552,402)
11,991
132,653

2,701
(3,182)

5,983
(1,560)

$ (403,816)

$ 132,653

2008

$1,291,048
(800,351)
(926,796)
(9,223)

(445,322)

102,628
355,730

458,358

(695)
(695)

8,650
8,650

20,991

204,153

$ 225,144

$ (671,517)

17,718
84,319

(9,428)
16,747

133,968
3,956
(21,085)

$ (445,322)

$ 84,319



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
STATEMENT OF NET ASSETS - FIDUCIARY FUNDS
JUNE 30, 2009

Private-
Purpose
Trust
ASSETS
Cash and cash equivalents $ 151,203
TOTAL ASSETS $ 151,203
LIABILITIES AND NET ASSETS
LIABILITIES:
Due to student groups $ -
Total Liabilities =
NET ASSETS:
Reserved for trust 151,203
TOTAL LIABILITIES AND NET ASSETS $ 151,203

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

-] £

Agency

$ 290,118

$ 290,118

$ 290,118

290,118

$ 290,118



QUAKERTOWN COMMUNITY SCHOOL DISTRICT
STATEMENT OF CHANGES IN NET ASSETS - FIDUCIARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2009
(With Comparative Data for the year Ended June 30, 2008)

Private-Purpose Trust

2009 2008

ADDITIONS

Local contributions $ 10,538 $ 8,338
TOTAL ADDITIONS 10,538 8,338
DEDUCTIONS

Fees paid and scholarships awarded 11,100 12,495
TOTAL DEDUCTIONS 11,100 12,495
CHANGE IN NET ASSETS (562) (4,157)
NET ASSETS, BEGINNING OF YEAR 151,765 155,922
NET ASSETS, END OF YEAR $ 151,203 $ 151,765

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

QUAKERTOWN COMMUNITY SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Quakertown Community School District (the "District") operates seven elementary schools, two
middle schools, one freshmen center and one senior high school to provide education and
related services to the residents of Quakertown, Richlandtown and Trumbauersville Boroughs and
Haycock, Milford and Richland Townships. The District operates under current standards
prescribed by the Pennsylvania Department of Education in accordance with the provisions of
the School Laws of Pennsylvania as a school district of the second class. The District operates
under a locally elected nine-member Board form of government.

The financial statements of the District have been prepared in accordance with generally
accepted accounting principles ("GAAP") as applied to governmental units. The Governmental
Accounting Standards Board ('GASB") is the authoritative standard-setting body for the
establishment of governmental accounting and financial reporting principles.

Reporting Entity

GASB Statement No. 14, "The Financial Reporting Entity," as amended by GASB Statement No. 39,
established the criteria for determining the activities, organizations and functions of government
to be included in the financial statements of the reporting entity. In evaluating the District as a
reporting entity, management has addressed all potential component units which may or may
not fall within the District's financial accountability. The criteria used to evaluate component units
for possible inclusion as part of the Disirict's reporting entity are financial accountability and the
nature and significance of the relationship. The District is considered to be an independent
reporting entity and has no component units.

Basis of Presentation

Entity-wide Financlal Statements

The statement of net assets and the statement of activities display information about the District as
a whole. These statements distinguish between activities that are governmental and those that
are considered business-type. These statements include the financial aciivities of the primary
government, except for fiduciary funds.

The entity-wide financial statements are prepared using the economic resources measurement
focus and the accrual basis of accounting as further defined under proprietary funds below. This
is the same approach used in the preparation of the proprietary fund financial statements but
differs from the manner in which governmental fund financial statements are prepared.
Therefore, governmental fund financial statements include a reconciliation with brief explanations
to better identify the relationship between the entity-wide statements and the statements of
governmental funds.

The entity-wide statement of activities presents a comparison between expenses and program

revenues for each function of the business-type activities of the District and for each
governmental program. Expenses are those that are specifically associated with a service or
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NOTE 1

QUAKERTOWN COMMUNITY SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

program and are, therefore, clearly identifiable to a particular function. Program revenues
include charges paid by the recipients of the goods or services offered by the programs and
grants and contributions that are restricted to meeting the operational or capital requirements of
a particular function. Revenues which are not classified as program revenues are presented as
general revenues. The comparison of program revenues and expenses identifies the extent to
which each program is self-financing or draws from the general revenues of the District.

Except for interfund activity and balances between the funds that underlie governmental
activities and the funds that underlie business-type activities, which are reported as transfers and
internal balances, the effect of interfund activity has been removed from these statements.

The entity-wide financial statements report net assets in one of three components. Invested in
capital assets, net of related debt, consists of capital assets, net of accumulated depreciation,
and reduced by the outstanding balances of borrowings attributable to acquiring, constructing
or improving those assets. Net assets are reported as restricted when constraints placed on net
asset use are either externally imposed by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments or imposed by law through constitutional
provisions or enabling legisiation. Those restrictions affect net assets arising from the capital
projects fund. Unrestricted net assets consist of net assets that do not meet the definition of
"invested in capital assets, net of related debt" or "restricted."

Fund Financlal Statements

During the school year, the District segregates transactions related to certain District functions or
activities in separate funds in order to qid financial management and to demonsirate legal
compliance. Fund financial statements report detailed information about the District. The focus
of governmental and enterprise fund financial statements is on major funds rather than reporting
funds by type. Each magjor fund is presented in a separate column. Fiduciary fund financial
statements are presented by fund type.

Governmental Funds

All governmental funds are accounted for using the modified accrual basis of accounting and
the current financial resources measurement focus. Under this basis, revenues are recognized in
the accounting period in which they become measurable and available. Expenditures are
recognized in the accounting period in which the fund liability is incurred, if measurable. The
District reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another fund.

The Capital Projects Fund is used to account for the acquisition, construction and renovation of
major capital facilities and their related capital assets.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Revenue Recognition

In applying the "susceptible to accrual concept" under the modified accrual basis, revenues are
considered 1o be available when they are collectible within the current period or scon enough
thereafter to pay liabilities of the current period. For this purpose, the government considers tax
revenue to be available if collected within 60 days of the end of the fiscal period. Revenue from
federal, state and other grants designated for payment of specific District expenditures is
recognized when the related expenditures are incurred; accordingly, when such funds are
received, they are reported as deferred revenues until earned.

Other revenues, including certain other charges for services and misceillaneous revenues, are
recorded as revenue when received in cash because they are generally not measurable until
actually received.

Expenditure Recognition

The measurement focus of governmental fund accounting is on decreases in net financial
resources (expenditures) rather than expenses. Most expenditures are measurable and are
recorded when the related fund liability is incurred. However, principal and interest on general
long-term debt which has not matured are recognized when paid. Liabilities for compensated
absences and special termination benefits are recognized as fund liabilities to the extent they
mature each period. Allocations of costs, such as depreciation and amortization, are not
recognized in the governmental funds.

Proprietary Funds

Proprietary funds are accounted for using the accrual basis of accounting. These funds account
for operations that are financed primarily by user charges. The economic resource focus
concerns determining costs as a means of maintaining the capital investment and management
control. Revenues are recognized when they are earned and expenses dre recognized when
they are incurred. Allocations of certain costs, such as depreciation, are recorded in proprietary
funds. The District allocates "building-wide costs" to the proprietary fund. Specifically, general
fund expenditures that partially benefit the proprietary fund (utilities, janitorial services, insurance,
etc.) are proportionately recognized within the proprietary fund. Similarly, the proprietary fund
recognizes a cost for the building space it occupies and is included in other operating expenses.

These funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering
goods in connection with the proprietary fund's principal ongoing operations. The principal
operating revenues of the District's proprietary fund are food service charges. Operating
expenses for the District's proprietary fund include food production costs, supplies and
administrative costs. All revenues or expenses not meeting this definition are reported as
nonoperating revenues and expenses.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989
are followed in both the entity-wide and proprietary fund financial statements to the extent that
those standards do not conflict with or contradict guidance of GASB. Governments also have the
option of following subsequent private-sector guidance for their business-type activities and
enterprise funds, subject to this same limitation. The District has elected not to foliow subsequent
private-sector guidance.

Fiduciary Funds

Fiduciary funds account for the assets held by the District as a trustee or agent for individuals,
private organizations and/or governmental units and are, therefore, not available to support the
District's own programs. The District accounts for these assets in a private-purpose trust and
agency fund. The private-purpose trust fund accounts for activities in various scholarship
accounts whose sole purpose is to provide annual scholarships to particular students as
described by donor stipulations. The agency fund accounts for funds held on behalf of students
of the District. The measurement focus and basis of accounting for the private-purpose frust is the
same as for proprietary funds, while the agency fund is custodial in nature {assets equal liabilities)
and do not involve measurement of results of operations.

Cash and Cash Equivalents

The District's cash and cash equivalents are considered to be cash on hand, demand deposits
and short-term investments with original maturities of three months or less from the date of
acquisition,

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either "due to/from other funds" (i.e., the current
portion of interfund loans) or "advances to/from other funds" (i.e., the noncurrent portion of
interfund loans). Any residual balances outstanding between the governmental activities and
business-type activities are reported in the entity-wide financial statements as "internal balances."

The District experiences very small losses from uncollectible property taxes. Property taxes
constitute a lien against real property and usually can be collected in full when fitle transfers.
Only balances that remain after tax sales are written off each year. Accordingly, an allowance
for doubtful accounts has not been established by the District for property taxes receivable.

Delinquent occupation and per capita taxes receivable are presented net of allowances for
estimated uncollectibles of $3,840,060. The allowance for doubtful accounts is calculated on a
percentage of outstanding amounts based on historical collection trends. Management believes
that the District has adequately provided for probable future losses.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {cont'd)

Property Taxes

Taxes are levied on July 1 and are payabile in the following periods:

July 1 - August 31 - Discount period, 2% of gross levy
September 1 - October 31 - Face Period

November 1 to collection - Penalty Period, 10% of gross levy
January 15 - lien Date

Assessed valuations of property are determined by the Bucks County Board of Assessments, and
the District is responsible for collection. The tax on real estate for public school purposes for fiscal
year 2008-2009 was 125.5 mills ($125.50 for $1,000 of assessed valuation).

Inventories

All inventories are valued at the lower of cost (first-in, first-out method) or market.

Capital Assets

Capital assets, which include property, plant and equipment, are reported in the applicable
governmental or business-type activities columns in the entity-wide and proprietary fund financial
statements. Capital assets are defined by the District as assets with an initial, individual cost of
more than $1,000 and an estimated useful life in excess of one year. Such assets are recorded at
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair
value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materidlly extend assets’ lives are not capitalized.

Maijor outlays for capital assets and improvements are capitalized as projects are constructed,
inclusive of ancillary costs.

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

Land improvements 20-40 years
Buildings and improvements 20-40 years
Furniture and equipment 5-10 years

Compensated Absences

Employees are permitted to accumuiate unused allowable sick leave without limitation. Retiring
employees shall be entitled to a retirement severance based upon the employee's daily rate,
maximum number of days stated in the applicable contract and the number of accumulated
sick days. Unused allowable vacation days do not accumulate and must be used within six
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months of each fiscal year end. The liability for these compensated absences is recorded as
long-term debt in the entity-wide financial statements. The current portion of this debt is based on
historical trends. In the fund financial statements, governmental funds report only the compen-
sated absence liability payable from expendable available financial resources.

Long-term Obligations

In the entity-wide financial statements and proprietary fund financial statements, long-term debt
and other long-term obligations are reported as liabilities. Bond premiums and discounts are
deferred and amortized over the life of the bonds. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt. Deferred amounts on refunding are
recorded as a decrease to debt payable and amortized over the life of the old debt or the life of
the new debt, whichever is shorter. All amounts are amortized using the straight-line method.

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 and discounts paid on debt
issuances are reported as other financing sources and uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures
except for refundings paid from proceeds, which are reported as other financing uses.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use
for a specific purpose. When both restricted and unrestricted resources are available for use, it is
the District's policy to use restricted resources first and then unrestricted resources as they are
needed.

Comparative Data

Comparative totfals for the prior year have been presented in the accompanying financial
statements in order to provide an understanding of changes in the District's financial position and
operations. Certain amounts presented in the prior year have been reclassified in order to be
consistent with the current year's presentation. However, presentation of prior year totals by fund
and activity type have not been presented in each of the statements since their inclusion would
make the statements unduly complex and difficult to read. Summarized comparative information
should be read in conjunction with the District's financial statements for the year ended June 30,
2008, from which the comparative data was derived.

Use of Estimates in the Preparation of Fingncial Statements

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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STEWARDSHIP_ COMPLIANCE AND ACCOUNTABILITY

Budgetary Information

An annual budget is adopted prior to the beginning of each year for the general fund on the
modified accrual basis of accounting. The general fund is the only fund for which a budget is
legally required, aithough project-length financial plans are adopted for all capital projects
funds.

The District is required to publish notfice by advertisement at least once in two newspapers of
general circulation in the municipdlities in which it is located, and within 20 days of final action,
that the proposed budget has been prepared and is available for public inspection at the
administrative offices of the District. Notice that public hearings will be held on the proposed
operating budget must be included in the advertisement; such hearings are required to be
scheduled at least 10 days prior to the date final action on adoption is taken by the Board,

Legal budgetary control is maintained at the sub-function/major object level. The Board may
make transfers of funds appropriated to any particular item of expenditure by legislative action in
accordance with the Pennsylvania School Code. Management may amend the budget at the
sub-function/sub-object level without Board approval. Appropriations lapse at the end of the
fiscal period. Budgetary information reflected in the financial statements is presented at or below
the level of budgetary control and include the effect of approved budget amendments.

DEPOQSITS

Statutes authorize the District to invest in U.S. Treasury bills, time or share accounts of institutions
insured by the Federal Deposit Insurance Corporation or in certificates of deposit when they are
secured by proper bond or collateral, repurchase agreements, State Treasurer's 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 policy for custodial credit risk. At June 30, 2009, the
carrying amount of the District's deposits was $14,796,514 and the bank balance was
$17,551,991. Of the bank balance, $250,000 was covered by federal depository insurance, and
$3,461,723 was collateralized with U.S. Treasury securities held at the Federal Reserve Bank in the
District's name.

The remaining cash deposits of the District are in the Pennsylvania Local Government Investment
Trust ("PLGIT". Although not registered with the Securities and Exchange Commission and not
subject to regulatory oversight, PLGIT acts like a money market mutual fund in that its 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 o an independent annual audit. As of June 30, 2009, PLGIT
was rated as AAA by a nationally recognized statistical rating agency.
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DEFERRED REVENUES

Governmental funds report deferred revenue in connection with receivables for revenues that are
not considered to be available to liquidate liabilities of the current period. Governmental funds
also defer revenue recognition with resources that have been received, but not yet earned. At
the end of the current fiscal year, deferred revenue reported in the governmental funds resuited
from delinquent property taxes receivable, federal grants received that have not satisfied
eligibility requirements and revenue received but not yet earned.

Deferred revenue in the entity-wide financial statements represents resources that have been
received but not yet earned.

CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2009 was as follows:

GOVERNMENTAL ACTIVITIES:
Capital assets not being depreciated:

Land

Construction-in-progress
Total Capital Assets Not Being Depreciated

Capital assets being depreciated:

Land improvements

Buildings and improvements
Furniture and equipment
Total Capital Assets Being Depreciated

Less accumulated depreciation for:

Land improvements

Buildings and improvements
Furniture and equipment
Total accumulated depreciation

Total Capital Assets Being Depreciated, Net
GOVERNMENTAL ACTIVITIES, NET

BUSINESS-TYPE ACTIVITIES:
Capital assets being depreciated:

Furniture and equipment $
Total Capital Assets Being Depreciated

Less accumulated depreciation for:

Furniture and equipment
Total accumulated depreciation

BUSINESS-TYPE ACTIVITIES, NET $

Beginning Ending
Balance Increases Decreases Balance
$ 1,177,235 § -5 $ 1,177,235

817,665 7,953,748 8,771,413
1,994,900 7,953,748 9,948,648
5,462,235 25,240 5,487,475

109,218,676 512,413 109,731,089
17,928,253 621,519 18,549,772
132,609,164 1,159,172 133,768,336
1,955,133 251,710 2,206,843
25,432,150 2,719,334 28,151,484
12,067,390 1,454,232 13,521,622
39,454,673 4,425,276 43,879,949
93,154,491 (3,266,104) 89,888,387
$ 95,149,391 $ 4,687,644 $ $ 99,837,035

547,533 § 14,350 § $§ 561,883

547,533 14,350 561,883

522,904 11,991 534,895

522,904 11,991 534,895

24,629 $ 2,359 § $ 26,988

- 30 -



NOTE 5

NOTE 6

QUAKERTOWN COMMUNITY SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

CAPITAL ASSETS (conf'd)

Depreciation expense was charged to functions/programs of the District as follows:

Governmental activities:

Instruction § 222,888
instructional student support 123,034
Administrative and financial support services 910,842
Operation and maintenance of plant services 3,138,585
Student activities 29,927
Total Depreciation Expense - Governmental Activities § 4,425,276
Business-type Activities - Food Service $ 11,991

GENERAL LONG-TERM DEBT

The following summarizes the changes in the long-term liabilities of governmental activities for the

year ended June 30, 2009:

Balance Balance
July 01, 2008 Additions Reductions June 30, 2009

Notes payable $ 68,139,000 $ - $ 3,304,000 $ 64,835,000
Bonds payable 29,900,000 9,135,000 9,640,000 29,395,000
Accumulated

compensated absences 1,724,926 43,812 1,768,738
Other post-employment - 116,189 116,189
TOTALS $ 99,763,926 $ 9,295,001 $12,944,000 $ 96,114,927
Payments of long-term debt are expected to be funded by the general fund.
General Obligation Notes
Series B of 1997, maturing through October 2017, bearing
interest at 4.20%, payable monthly. $ 2,375,000
Series of 1999, maturing through July 2009, with interest at
variable rates, payable monthly. Interest rates change on
a weekly basis and are determined by the Bond Market
Association Index. 97,000
Series of 2000, maturing through March 2017, bearing
interest at 4.38%, payable monthly. 7,233,000
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Series B of 2000, maturing through July 2021, with interest
at variable rates, payable monthly. Interest rates change
on a weekly basis and are determined by the Bond Market
Association Index.

Series C of 2000, maturing through August 2025, with interest
at variable rates, payable monthly. Interest rates change
on a weekly basis and are determined by the Bond Market
Association Index.

Series of 2002, maturing through November 2023, with interest
at variable rates, payable monthly. Interest rates change

on a weekly basis and are determined by the Bond Market
Association Index.

Series of 2003, maturing through October 2025, with interest
at variable rates, payable monthly. Interest rates change
on a weekly basis and are determined by the Bond Market
Association Index.

Series of 2004 Emmaus/PLGIT Bond Pool, maturing through
August 2023, with interest at variable rates, payable monthly.
Interest rates change on a weekly basis and are determined
by the Bond Market Association Index.

Series of 2006, maturing through April 2016, bearing interest
at 4.02%, payable monthly.

General Obligation Bonds

Series A of 2004, maturing through August 2025, bearing
interest ranging from 3.25% to 4.60%, interest payable
semi-annually in February and August.

Series of 2008, maturing through November 2024, bearing
interest at 3.90%, payable semi-annually.

Series of 2009, maturing through August 2025, bearing
inferest ranging from 2.00% to 4.13%, interest payable
semi-annually in February and August. This series of
2009 provided funds to refund the Series 2003 and
2003A bonds. This current refunding was undertaken to
reduce total debt service payments over the next 17
years by $350,695 and resulted in an economic gain
of $287,767.

TOTAL
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3,491,000

9,710,000

21,913,000

4,400,000

11,800,000

3,816,000

10,260,000

10,000,000

9,135,000

$94,230.000
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Presented below is a summary of debt service requirements to maturity by years:

Principal Interest Total
Year Ending June 30, Maturities Maturities Maturities

2010 $ 4,098,000 $ 2,527,288 § 6,625,288
2011 4,659,000 2,510,821 7,169,821
2012 4,855,000 2,410,897 7,265,897
2013 5,034,000 2,201,354 7,235,354
2014 5,222,000 2,026,217 7,248,217
2015-2019 29,431,000 7,985,252 37,416,252
2020-2024 36,511,000 10,155,400 46,666,400
2025-2026 4,420,000 1,491,805 5,911,805
$ 94,230,000 $ 31,309,034 $125,539,034

PENSION PLAN

Plan Description

The District contributes to the Public School Employees' Retirement System ("PSERS"), a
governmental cost-sharing multipie-employer defined benefit pension plan administered by the
Commonwealth of Pennsylvania Public School Employees' Retirement System. The PSERS provides
retirement and disability, legislatively mandated ad hoc cost-of-living adjustments and certain
health care insurance premium assistance to plan members and beneficiaries. The Public School
Employees’ Retirement Code (Act No. 96, of October 2, 1975, as amended) provides the authority
to establish and amend benefit provisions. The PSERS issues a comprehensive annual financial
report that includes financial 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 17108-0125.

Funding Policy

The contribution policy is established in the Public School Employees' Retirement Code and
requires contributions by active members, employers and the Commonweaith. Individual
employees contribute between 6.25 and 7.5 percent of salary depending on their membership
status. Contributions required of employers are based upon an actuarial valuation. For fiscal
yvear ended June 30, 2009, the rate of employer contribution was 4.76 percent of covered
payroll. The District's contributions to PSERS for the years ended June 30, 2007, 2008 and 2009
were $2,554,135, $2,964,487 and $1,973,957, respectively, equal to the required contribution for
each year. The Commonwealth contributes to PSERS by reimbursing the District 50 percent of its
contribution each year.
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JOINT VENTURE

The District is a participating member of the Upper Bucks County Area Vocational-Technical
School (the "Vo-Tech"). The Vo-Tech is governed by a joint board consisting of school directors
from each member district and one nonmember representative. The board of directors from
each member district must approve the Vo-Tech's annual budget. Each member pays a private
share of the operating costs and debt service of the Vo-Tech based on the student membership
from each district. The financial statemenits of the Vo-Tech School are available from the Vo-Tech
business office located at 3115 Ridge Road, Perkasie, PA 18944.

During 2005, the Vo-Tech issued $4,305,000 of School Lease Revenue Bonds through the State
Public School Building Authority for capital improvements to the facilities owned and operated by
the Vo-Tech and to repay the outstanding 1996 Emmaus General Authority Bond Pool Note, Series
2002. The bonds are secured by sublease rental payments and are guaranteed by three
participating school districts. The District's portion of these bonds is scheduled to be paid through
the year ended June 30, 2026.

Future rental payments are scheduled as follows:

Year Ending June 30,

2010 $§ 96,515

2011 96,439

2012 96,223

2013 95,874

2014 95,402
2015-2019 479,906
2020-2024 479,241
2025-2026 191,405

Total 1,631,005

Less: Interest requirements (474,705)
Outstanding rental payments $ 1,156,300

INTERNAL RECEIVABLES AND PAYABLES

The composition of interfund balances as of June 30, 2009 is as follows:

Receivable To Amount Payable From Amount
General Fund $ 139,951 Food Service Fund $ 139,951

Interfund balances between funds represent temporary loans recorded at year end subsequent
to a final allocation of expenses. The balances generally are paid shorily after year end.
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CONTINGENCIES AND COMMITMENTS

Government Grants and Awards

The District participates in both state and federally assisted grant programs. These programs are
subject to program compliance audits by the grantors or their representatives. The District is
potentially liable for any expenditures which may be disallowed pursuant to the terms of these
grant programs. Management is not aware of any material items of noncompliance which would
result in the disallowance of program expenditures.

Litigation

Certain litigation claims are pending against the District. In the opinion of District management
and legal counsel, the potential losses, if any, on such claims would not have a materially
adverse effect on the District's finances.

Capital Improvement Commitments

As of June 30, 2009, the District had outstanding construction projects to be completed.
Construction commitments and the amounts completed to date are as follows:

Project Completed to
Amount June 30, 2009 Commitments
Administrative office building $§ 2,312,700 $ 1,787,770 $ 524,930
Richland Elementary School
addition and renovation 12,566,000 5,886,600 6,679,400
$14,878,700 $ 7,674,370 $ 7,204,330

In addition, the District has incurred costs in the amount of $1,097,043 for other projects that were
not under a formal construction commitment as of June 30, 2009.

RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets: errors and omissions; injuries to employees; and natural disasters. Significant losses are
covered by commercial insurance for all major programs except for workers' compensation, for
which the District is a parficipant in the SDIC consortium which manages the risk for all
participants. For insured programs, there were no significant reductions in insurance coverages
during the 2008-2009 year. Seftlement amounts have not exceeded insurance coverage for the
current year or the three prior years.

PRIOR PERIOD ADJUSTMENT

During the current year, the District recorded an adjustment to the beginning net assefs of the
governmental activities as of June 30, 2008 resulting in a decrease of $89,494 in net assets. The
adjustment was made to agree the District's capital asset records to the records maintained by a
third-party appraisal company. In addition, the District has restated prior year comparative
information as of June 30, 2008 to reflect changes based on the adjustment.
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POST-EMPLOYMENT HEALTHCARE PLAN

Plan Description

Effective for the 2008-2009 fiscal year, the District has implemented GASB Statement No. 45,
“Accounting and Financial Reporting by Employers for Post-employment Benefits Other Than
Pensions," for certain post-employment healthcare benefits provided by the District. This
Statement generally provides for prospective implementation - i.e., that employers set the
beginning net OPEB obligation at zero as of the beginning of the initial year. Accordingly, for
financial reporting purposes, no liability is reported for the post-employment benefits liability at
the date of transition.

The District's post-employment heaithcare plan is a single-employer defined benefit healthcare
plan. The plan provides medical insurance benefits to eligible refirees and their spouses. The
Board of School Directors assigns the authority to establish and amend benefit provisions. The
plan does not issue any financial report and is not included in the report of any public employee
retirement system or any other entity.

Funding Policy

The contribution requirements of plan members are established and may be amended by the
Board of School Directors. The required contribution is based on projected pay-as-you-go
financing requirements, with any additional amount to prefund as determined annually by the
Board of School Directors. For fiscal year 2009, the District contributed $462,160 to the plan for
current premiums.

Annual OPEB Cost and Net QPEB Obligation

The District's annual other post-employment benefit cost (expense) is calculated based on the
annual required contribution of the employer (‘ARC"), an amount actuarially determined in
accordance with the parameters of GASB Statement No. 45. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal costs each year and
amottize any unfunded actuarial liabilities (or funding excess) over a period not to exceed 30
years. The following table shows the components of the District's OPEB cost for the year, the
amount actually contributed to the plan and changes in the District's net OPEB obligation to the
plan.

Annual required contribution § 578,349
interest on net OPEB obligation -
Adjustment to annual required contribution -

Annual OPEB cost (expense) 578,349
Contributions made (462,160)
Increase in net OPEB obligation 116,189

Net OPEB obligation - beginning of year -

Net OPEB obligation - end of year $ 116,189
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Funded Status and Funding Progress

As of May 1, 2008, the most recent actuarial valuation date, the plan was 0.00 percent funded.
The actuarial accrued liability for benefits was $5,662,472, and the actuarial value of assets was
$0, resulting in an unfunded actuarial accrued liability ("UAAL") of $5,662,472. The covered
payroil (@annual payroll of active employees covered by the plan) was $35,136,366, and the ratio
of the UAAL to the covered payroll was 16.12 percent.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far info the future. Examples include
assumptions about future empioyment, mortality and heaithcare cost trends. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the
plan as understood by the employer and the plan members) and include the types of benefits
provided at the time of each valuation and the historical pattern of sharing of benefit costs
between the employer and plan members to that point. The actuarial methods and assumptions
used include techniques that are designed to reduce the effects of short-term volatility in
actuarial liabilities and the actuarial value of assets, consistent with the long-term perspective of
the calculations.

In the May 1, 2008 actuarial valuation, the entry age actuarial cost method was used. The
actuarial assumptions included a 4.50 percent investment rate of return and an annual
heaithcare cost trend rate of 8.5 percent in 2008, reduced by decrements to an ultimate rate of
five percent in 2015 or later. The UAAL is being amortized based on the level dollar, 30-year open
period. The remaining amortization period at June 30, 2009 was 29 years,

SUBSEQUENT EVENTS

On December 15, 2009, the District issued bonds in the amount of $20,865,000 for the purposes
of partially refunding outstanding General Obligation Note, Series of 2002.

The District has evaluated all subsequent events through March 29, 2010, the date the financial
statements were available to be issued.
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200 Springer Building
3411 Silverside Road

REPORT ON INTERNAL CONTROL Wilmington, Delaware 19810

OVER FINANCIAL REPORTING AND ON 302.478.8940
COMPLIANCE AND OTHER MATTERS BASED —_—
ON AN AUDIT OF FINANCIAL STATEMENTS FAX£30244477.1607

www.btcpa.com

PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

March 29, 2010

Board of School Directors
Quakertown Community School District
Quakertown, Pennsylvania

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of Quakertown Community School District,
Quakertown, Pennsylvania as of and for the year ended June 30, 2009, and have issued our report

thereon dated March 29, 2010.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Conirol Over Financial Reporting

In planning and performing our audit, we considered Quakerfown Community School District's intermnal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Quakertown Community School District's infernal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the District's internal conirol over

financiai reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, fo prevent or detect misstatfements
on atimely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the District's ability to initiate, authorize, record, process or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the District's financial statements that is more than inconsequential
will not be prevented or detected by the District's infernal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the District's internal control,

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
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Board of School Directors
Quakertown Community School District

control over financial reporting that we consider o be material weaknesses, as defined above. However,
we noted other matters involving the internal control over financial reporting which we have reported fo
management of Quakerfown Community School District in a separate letter dated March 29, 2010.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Quakertown Community Schoo! 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 our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters involving the internal control over financial reporting which we have reported to
management of Quakertown Community School District in a separate lefter dated March 29, 2010.

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.

Gaitrcanes Toint ,x%
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March 29, 2010

Board of School Directors
Quakertown Community School District
Quakertown, Pennsylvania

Compliance

We have audited the compliance of Quakertown Community School District, Quakertown, Pennsylvania,
with the types of compliance requirements described in the U.S. Office of Management and Budget
(*OMB") Circular A-133 Compliance Supplement that are applicable to its major federal program for the
year ended June 30, 2009. Quakertown Community School District’s major federal program is idenfified in
the summary of auditors' results section of the accompanying schedule of findings and recommendations.
Compliance with the requirements of laws, regulations, contracts and grants applicable to its major
federal program is the responsibility of Quakertown Community School District's management. Our
responsibility is fo express an opinion on Quakeriown Community School District's compliance based on

our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, “Audits of
States, Local Governments and Nonprofit Organizations.” Those standards and OMB Circular A-133 require
that we plan and perform the audit to obtain reasonable 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 audit includes examining, on a test basis, evidence about
Quakertown Community School 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
reasonable basis for our opinion. Our audit does not provide a legal determination on Quakertown
Community School District's compliance with those requirements.

In our opinion, Quakertown Community School District complied, in all material respects, with the
reguirements referred to above that are applicable to its major federal program for the year ended June
30, 2009.

Internal Contirol Over Compliance

The management of Quakeriown Community School District, Quakertown, Pennsylvania, is responsible for
establishing and maintaining effective internal 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
Quakertown Community School District

we considered Quakerfown Community School District’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance 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 Quakertown Community School District's
internal control over compliance.

A control deficiency in an entity's internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a confrol deficiency, or combination of controi
deficiencies, that adversely affects the entity's ability to administer a federal program such that there is
more than a remote likelihood that noncompliance with a type of compliance requirement of a federal
program that is more than inconsequential will not be prevented or detected by the entity's internal
control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity's internal control.

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

This report is intended solely for the information and use of the Board of School Directors, management

and federal awarding agencies and pass-through entities; and is not intended to be and should not be
used by anyone other than these specified parties.

BARBACANE, THORNTON & COMPANY
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QUAKERTOWN COMMUNITY SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND RECOMMENDATIONS

PART A - SUMMARY OF AUDITORS’ RESULTS

1.

The auditors' report expresses unqualified opinions on the financial statements of Quakertown
Community School District.

No significant deficiencies relating to the audit of the financial statements are reported in the "Report
on Internal Control over Financial Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance with Government Auditing Standards."

No instances of noncompliance relating to the financial statements of Quakertown Community
School District were disclosed during the audit.

No significant deficiencies relating to the audit of the major federal award program are reported in
the "Report on Compliance with Requirements Applicable to Each Major Program and on Internal
Control over Compliance in Accordance with OMB Circular A-133."

The auditors’ report on compliance for the major federal award program for Quakertown Community
School District expresses an unqualified opinion.

The auditee is considered to be a low-risk auditee. The dollar threshold for determining a Type A
program is $300,000.

The program tested as a major program was:

Program Name CFDA #
Special Education - Grants to States (IDEA, Part B) 84.027

PART B - FINDINGS RELATED TO FINANCIAL STATEMENTS

STATUS OF PRIOR YEAR FINDINGS

None.

CURRENT YEAR FINDINGS AND RECOMMENDATIONS

None.
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QUAKERTOWN COMMUNITY SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTD)

PART C - FINDINGS RELATED TO FEDERAL AWARDS

STATUS OF PRIOR YEAR FINDINGS

None.

CURRENT YEAR FINDINGS AND RECOMMENDATIONS

None.
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NOTE A

NOTE B

NOTE C

NOTE D

QUAKERTOWN COMMUNITY SCHOOL DISTRICT

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

SCOPE OF THIS SCHEDULE

The Schedule of Expenditures of Federal Awards and Certain State Grants 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 Commonwealth of Pennsylvania distributes federal surplus food to institutions (schools,
hospitals and prisons) and to the needy. Expenditures reported in the Schedule of
Expenditures of Federal Awards under CFDA #10.555 National School Lunch - Commodities
represent surplus food consumed by the District during the 2008-2009 fiscal year.

ACCESS PROGRAM

The ACCESS Program is a medical assistance program that reimburses local educational
agencies for direct eligible heaith-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, 2009 was $8,810.
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