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Henri Matisse, “Notes of a Painter” (1908)

A painter who addresses the public not just in order to present his works, but to reveal some of
his ideas on the art of painting, exposes himself to several dangers.

In the first place, knowing that many people like to think of painting as an appendage of
literature and therefore want it to express not general ideas suited to pictorial means, but
specifically literary ideas, I fear that one will look with astonishment upon the painter who
ventures to invade the domain of the literary man. As a matter of fact, I am fully aware that a
painter”’s best spokesman is his work.

However, such painters as Signac, Desvallieres, Denis, Blanche, Guerin and Bernard
have written on such matters and been well received by various periodicals. Personally, I shall
simply try to state my feelings and aspirations as a painter without worrying about the writing.

But now I foresee the danger of appearing to contradict myself. I feel very strongly the tie
between my earlier and my recent works, but I do not think exactly the way I thought yesterday.
Or rather, my basic idea has not changed, but my thought has evolved, and my modes of
expression have followed my thoughts. I do not repudiate any of my paintings but there is not
one of them that I would not redo differently, if I had it to redo. My destination is always the
same but I work out a different route to get there.

Finally, if I mention the name of this or that artist it will be to point out how our manners
differ, and it may seem that I am belittling his work. Thus I risk being accused of injustice
towards painters whose aims and results I best understand, or whose accomplishments I most
appreciate, whereas I will have used them as examples, not to establish my superiority over
them, but to show more clearly, through what they have done, what I am attempting to do. What
I am after, above all, 1s expression. Sometimes it has been conceded that I have a certain
technical ability but that all the same my ambition is limited, and does not go beyond the purely
visual satisfaction such as can be obtained from looking at a picture. But the thought of a painter
must not be considered as separate from his pictorial means, for the thought is worth no more
than its expression by the means, which must be more complete (and by complete I do not mean
complicated) the deeper is his thought. I am unable to distinguish between the feeling I have
about life and my way of translating it.

Expression, for me, does not reside in passions glowing in a human face or manifested by
violent movement. The entire arrangement of my picture is expressive: the place occupied by the
figures, the empty spaces around them, the proportions, everything has its share. Composition is
the art of arranging in a decorative manner the diverse elements at the painter’s command to
express his feelings. In a picture every part will be visible and will play its appointed role,
whether it be principal or secondary. Everything that is not useful in the picture is, it follows,
harmful. A work of art must be harmonious in its entirety: any superfluous detail would replace
some other essential detail in the mind of the spectator.

Composition, the aim of which should be expression, is modified according to the surface
to be covered. If [ take a sheet of paper of a given size, my drawing will have a necessary
relationship to its format. I would not repeat this drawing on another sheet of different
proportions, for example, rectangular instead of square. Nor should I be satistied with a mere
enlargement, had I to transfer the drawing to a sheet the same shape, but ten times larger. A
drawing must have an expansive force which gives life to the things around it. An artist who
wants to transpose a composition from one canvas to another larger one must conceive it anew in
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order to preserve its expression; he must alter its character and not just square it up onto the
larger canvas.

Both harmonies and dissonances of color can produce agreeable effects. Often when I start to
work I record fresh and superficial sensations during the first session. A few nears ago 1 was
sometimes satisfied with the result. But today if I were satisfied with this, now that I think I can
see further, my picture would have a vagueness in it: I should have recorded the fugitive
sensations of a moment which could not completely define my feelings and which I should
barely recognize the next day.

I want to reach that state of condensation of sensations which makes a painting. I might
be satisfied with a work done at one sitting, but I would soon tire of it, therefore, I prefer to
rework it so that later I may recognize it as representative of my state of mind. There was a time
when I never left my paintings hanging on the wall because they reminded me of moments of
over-excitement and I did not like to see them again when I was calm. Nowadays I try to put
serenity into my pictures and rework them as long as I have not succeeded.

Suppose I want to paint a woman’s body: first of all I imbue it with grace and charm, but
I know that I must give something more. I will condense the meaning of this body by seeking its
essential lines. The charm will be less apparent at first glance, but it must eventually emerge
from the new image which will have a broader meaning, one more fully human. The charm will
be less striking since it will not be the sole quality of the painting, but it will not exist less for its
being contained within the general conception of the figure.

Charm, lightness, freshness—such fleeting sensations. I have a canvas on which the colors are
still fresh and I begin to work on it again. The tone will no doubt become duller. I will replace
my original tone with one of greater density, an improvement, but less seductive to the eve.

The Impressionist painters, especially Monet and Sisley, had delicate sensations, quite
close to each other: as a result their canvases all look alike. The word “impressionism” perfectly
characterizes their style, for they register fleeting impressions. It is not an appropriate
designation for certain more recent painters who avoid the first impression, and consider it
almost dishonest. A rapid rendering of a landscape represents only one moment of its existence
[durée]. 1 prefer, by insisting upon its essential character, to risk losing charm in order to obtain
greater stability.

Underlying this succession of moments which constitutes the superficial existence of
beings and things, and which is continually modifving and transforming them, one can search for
a truer, more essential character, which the artist will seize so that he may give to reality a more
lasting interpretation. When we go into the seventeenthr and eighteenth-century sculpture rooms
in the Louwre and look, for example, at a Puget, we can see that the expression is forced and
exaggerated to the point of being disquicting. It is quite a different matter if we go to the
Luxembourg; the attitude in which the sculptors catch their models is always the one in which
the development of the members and tensions of the muscles will be shown to greatest
advantage. And yet movement thus understood corresponds to nothing in nature: when we
capture it by surprise in a snapshot, the resulting image reminds us of nothing that we have seen.
Movement seized while it is going on is meaningful to us only if we do not isolate the present
sensation either from that which precedes it or that which follows it.

There are two ways of expressing things; one is to show them crudely, the other is to
evoke them through art. By removing oneself from the literal representation of movement one
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attains greater beauty and grandeur. Look at an Egyptian statue: it looks rigid to us, yet we sense
in it the image of a body capable of movement and which, despite its rigidity, is amimated. The
Greeks too are calm: a man hurling a discus will be caught at the moment in which he gathers his
strength, or at least, if he is shown in the most strained and precarious position implied by his
action, the sculptor will have epitomized and condensed it so that equilibrium is re-established,
thereby suggesting the idea of duration. Movement is in itself unstable and is not suited to
something durable like a statue, unless the artist is aware of the entire action of which he
represents only a moment.

I must precisely define the character of the object or of the bodythat I wish to paint. To
do so, I study my method very closely: If I put a black dot on a sheet of white paper, the dot will
be visible no matter how far away I hold it: it is a clear notation. But beside this dot I place
another one, and then a third, and already there is confusion. In order for the first dot to maintain
its value I must enlarge it as I put other marks on the paper.

If upon a white canvas I set down some sensations of blue, of green, of red, each new
stroke diminishes the importance of the preceding ones. Suppose I have to paint an interior: 1
have before me a cupboard; it gives me a sensation of vivid red, and I put down a red which
satisfies me. A relation is established between this red and the white of the canvas. Let me put a
green near the red, and make the floor yellow; and again there will be relationships between the
green or yellow and the white of the canvas which will satisfy me. But these different tones
mutually weaken one another. It is necessary that the various marks I use be balanced so that
they do not destroy each other. To do this I must organize my ideas; the relationships between
the tones must be such that it will sustain and not destroy them. A new combination of colors
will succeed the first and render the totality of my representation. I am forced to transpose until
finally my picture may seem completely changed when, after successive modifications, the red
has succeeded the green as the dominant color. I cannot copy nature in a servile way; I am forced
to interpret nature and submit it to the spirit of the picture. From the relationship I have found in
all the tones there must result a living harmony of colors, a harmony analogous to that of a
musical composition.

For me all is in the conception. I must therefore have a clear vision of the whole from the
beginning. I could mention a great sculptor who gives us some admirabk pieces: but for him a
composition is merely a grouping of fragments, which results in a confusion of expression. Look
instead at one of Cézanne’s pictures: all is so well arranged that no matter at what distance you
stand or how many figures are represented you will always be able to distinguish each figure
clearly and to know which limb belongs to which body. If there is order and clarity in the picture,
it means that from the outset this same order and clarity existed in the mind of the painter, or that
the painter was conscious of their necessity. Limbs may cross and intertwine, but in the eves of
the spectator they will nevertheless remain attached to and help to articulate the right body: all
confusion has disappeared. The chief function of color should be to serve expression as well as
possible. I put down my tones without a preconceived plan. If at first, and perhaps without my
having been conscious of it, one tone has particularly seduced or caught me, more often than not
once the picture is finished I will notice that I have respected this tone while I progressively
altered and transformed all the others. The expressive aspect of colors imposes itself on me in a
purely instinctive way. To paint an autumn landscape I will not try to remember what colors suit
this season, I will be inspired only by the sensation that the season arouses in me: the icy purity
of the sour blue sky will express the season just as well as the nuances of foliage. My sensation
itself may vary, the autumn may be soft and warm like a continuation of summer, or quite cool
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with a cold sky and lemonyellow trees that give a chilly impression and already announce
winter.

My choice of colors does not rest on any scientific theory; it is based on observation, on
sensitivity, on felt experiences. Inspired by certain pages of Delacroix, an artist like Signac is
preoccupied with complementary colors, and the theoretical knowledge of them will lead him to
use a certain tone in a certain place. But I simply try to put down colors which render my
sensation. There is an impelling proportion of tones that may lead me to change the shape of a
figure or to transform my composition. Until I have achieved this proportion in all the parts of
the composition I strive towards it and keep on working. Then a moment comes when all the
parts have found their definite relationships, and from then on it would be impossible for me to
add a stroke to my picture without having to repaint it entirely.

In reality, I think that the very theory of complementary colors is not absolute. In
studying the paintings of artists whose knowledge of colors depends upon instinct and feeling,
and on a constant analogy with their sensations, one could define certain laws of color and so
broaden the limits of color theory as it is now defined.

What interests me most is netther still life nor landscape, but the human figure. It is that
which best permits me to express my almost religious awe towards life. I do not insist upon all
the details of the face, on setting them down one-by-one with anatomical exactitude. If T have an
Italian model who at first appearance suggests nothing but a purely animal existence, 1
nevertheless discover his essential qualities, I penetrate amid the lines of the face those which
suggest the deep gravity which persists in every human being. A work of art must carry within
itself its complete significance and impose that upon the beholder even before he recognizes the
subject matter. When I see the Giotto frescoes at Padua I do not trouble myself to recognize
which scene of the life of Christ I have before me, but I immediately understand the sentiment
which emerges from it, for it is in the lines, the composition, the color. The title will only serve
to confirm my impression.

What I dream of is an art of balance, of purity- and serenity, devoid of troubling or depressing
subject-matter, an art which could be for every mental worker, for the businessman as well as the
man of letters, for example, a soothing, calming influence on the mind, something like a good
armchair which provides relaxation from physical fatigue.

Often a discussion arises as to the value of different processes, and their relationship to
different temperaments. A distinction is made between painters who work directly from nature
and those who work purely from imagination. Personally, I think neither of these methods must
be preferred to the exclusion of the other. Both may be used in turn by the same individual, either
because he needs contact with objects in order to receive sensations that will excite his creative
faculty, or his sensations are already organized. In either case he will be able to arrive at that
totality which constitutes a picture. In any event I think that one can judge the vitality and power
of an artist who, after having received impressions directly from the spectacle of nature, is able
to organize his sensations to continue his work in the same frame of mind on different days, and
to develop these sensations; this power proves he is sufficiently master of himself to subject
himself to discipline.

The simplest means are those which best enable an artist to express himself. If he fears
the banal he cannot avoid it by appearing strange, or going in for bizarre drawing and eccentric
color. His means of expression must derive almost of necessity from his temperament. He must
have the humility of mind to believe that he has painted only what he has seen. I like Chardin’s
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way of expressing it: “T apply color until there is a resemblance.” Or Cézanne’s: “T want to
secure a likeness,” or Rodin’s: “Copy nature!” L.eonardo said: “He who can copy can create.”
Those who work in a preconceived style, deliberately turning their backs on nature, miss the
truth. An artist must recognize, when he is reasoning, that his picture is an artifice; but when he
is painting, he should feel that he has copied nature. And even when he departs from nature, he
must do it with the conviction that it is only to interpret her more fully.

Some may say that other views on painting were expected from a painter, and that I have
only come out with platitudes. To this I shall reply that there are no new truths. The role of the
artist, like that of the scholar, consists of seizing current truths often repeated to him, but which
will take on new meaning for him and which he will make his own when he has grasped their
deepest significance. If aviators had to explain to us the research which led to their leaving earth
and rising in the air, they would merely confirm very elementary principles of physics neglected
by less successful inventors.

An artist always profits from information about himself, and T am glad to have learned
what i1s my weak point. M. Péladan in the Reviue Hébdomadaire reproaches a certain number of
painters, amongst whom I think I should place myself, for calling themselves “Fauves,” and yet
dressing like everyone c¢lse, so that they are no more noticeable than the floor-walkers in a
department store. Does genius count for so little? If it were only a question of myself that would
set M. Péladan’s mind at ease, tomorrow I would call myself Sar and dress like a necromancer.

In the same article this excellent writer claims that I do not paint honestly, and I would be
justifiably angry if he had not qualified his statement by saying, “I mean honestly with respect to
the ideal and the rules.” The trouble is that he does not mention where these rules are. I am
willing to have them exist, but were it possible to learn them what sublime artists we would
have!

Rules have no existence outside of individuals: otherwise a good professor would be as
great a genius as Racine. Any one of us is capable of repeating fine maxims, but few can also
penetrate their meaning. [ am ready to admit that from a study of the works of Raphael or Titian
a more complete set of rules can be drawn than from the works of Manet or Renoir, but the rules
followed by Manet and Renoir were those which suited their temperaments and I prefer the most
minor of the ir paintings to all the work of those who are content to imitate the Venus of Urbino
or the Madonna of the Goldfinch. These htter are of no value to anyone, for whether we want to
or not, we belong to our time and we share in its opinions, its feelings, even its delusions. All
artists bear the imprint of their time, but the great artists are those in whom this is most
profoundly marked. Our epoch for instance is better represented by Courbet than by Flandrin, by
Rodin better than by Frémiet. Whether we like it or not, however insistently we call ourselves
exiles, between our period and ourselves an indissoluble bond is established, and M. Péladan
himself cannot escape it. The aestheticians of the future may perhaps use his books as evidence if
they get it in their heads to prove that no one of our time understood anything about the art of
Leonardo da Vinci.
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American Institute of Certified Public Accountants Private Companies Practice Section
www.herbein.com

To the Board of School Directors
21°% Century Cyber Charter School
Downingtown, Pennsylvania

Independent Auditor's Report

We have audited the accompanying financial statements of the governmental activities and each major
fund of the 21 Century Cyber Charter School, as of and for the year ended June 30, 2010, which
collectively comprise the 21% Century Cyber Charter School’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the 21 Century Cyber Charter
School's management. Our responsibility is to express opinions on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An Audit also includes assessing the accounting
principles used and the 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 and each major fund of the 21% Century
Cyber Charter School, as of June 30, 2010, and the respective changes in financial position thereof 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
December 13, 2010 on our consideration of the 21% Century Cyber Charter School’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

HERBEIN+COMPANY, INC.

2763 Century Boulevard ~ Reading, PA 19610 » Telephone: 610-378-1175  Facsimile: 610-378-0999
reading@herbein.com

Other Offices: PITTSBURGH GREENSBURG
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CERTIFIED PUBLIC ACCOUNTANTS

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

ﬁmﬂzwﬂku&mw .

Reading, Pennsylvania
December 13, 2010
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B 21st CENTURY

21ST CENTURY CYBER CHARTER SCHOOL

MANAGEMENT’S DISCUSSION AND ANALYSIS
Required Supplementary Information
June 30, 2010

The discussion and analysis of 21st Century Cyber Charter School’s (Charter
School) financial performance provides an overall review of the Charter School’s
financial activities for the fiscal year ended June 30, 2010. The intent of this discussion
and analysis is to look at the Charter School’s financial performance as a whole. Readers
should also review the financial statements and the notes to the basic financial statements
to enhance their understanding of the Charter School’s financial performance.

The Management Discussion and Analysis (MD&A) is an element of the
reporting model adopted by the Governmental Accounting Standards Board (GASB) in
their Statement No. 34 Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments issued June 1999.

FINANCIAL HIGHLIGHTS

The 21st Century Cyber Charter School’s financial results for the 2009-2010
school year resulted in a fund balance of $2,502,416 at June 30, 2010. The June 30, 2009
fund balance was $1,410,727.

Governmental fund total assets at June 30, 2010 were $3,048,951 compared to the
June 30, 2009 balance of $2,151,505.

The primary source of revenue for the Charter School is tuition charged to school
districts at rates set by the districts.

At June 30, 2009, the 21% Century Cyber Charter School elected the early
adoption of GASB 45 — Accounting for Other Post Employment benefits. The liability
associated with this adoption is reflected in the government-wide financial statements.

MD&A 1
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Figure 1

Required Components of 21st Century Cyber Charter School’s Financial Report

Management Discussion and
Analysis

Basic Financial Statements

iGovernment-wide
Financial Statements

Fund Financial
[Statements

Notes to the Financial
Statements

OVERVIEW OF FINANCIAL STATEMENTS

Figure 2 summarizes the major features of the Charter School’s financial
statements. The remainder of this overview section of Management’s Discussion and

Analysis highlights the structure and contents of each of the statements.

MD&A 2
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Figure 2

21st Century Cyber Charter School's
Government-wide and Fund Financial Statements

Fund Statements

Government-wide Statements

Governmental
Funds

Scope

Entire 21st Century Cyber
Charter School (except fiduciary
funds)

The activities of the Charter
School that are not proprietary or
fiduciary, such as education,
administration and community
services

Required financial
statements

Statement of net assets
Statement of activities

Balance Sheet

Statement of revenues,
expenditures, and changes in
fund balance

Accounting basis and
measurement focus

Accrual accounting and economic
resources focus

Modified accrual accounting and
current financial resources focus

Type of asset/liability
information

All assets and liabilities, both
financial and capital, and short-
term and long-term

Only assets expected to be used
up and liabilities that come due
during the year or soon
thereafter; no capital assets
included

Type of inflow/outflow
information

All revenues and expenses during
year, regardless of when cash is
received or paid

Revenues for which cash is
received during or soon after the
end of the year; expenditures
when goods or services have
been received and payment is
due during the year or soon
thereafter

MD&A 3
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Government-wide Statements

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

The two government-wide statements report the Charter School’s net assets and
how they have changed. Net assets, the difference between assets and liabilities, are one
way to measure the Charter School’s financial health or position. Over time, increases or
decreases in net assets are an indication of whether the Charter School’s financial health
is improving or deteriorating.

Governmental activities — All of the Charter School’s basic services are included
here, such as instruction, administration and pupil health.

Fund Financial Statements

The fund financial statements provide more detailed information about the
Charter School’s funds. The Charter School has no non-major, proprietary or fiduciary
funds and reports all activity as governmental funds.

Government Funds — Includes the Charter School’s basic services and generally (1)
focuses on how cash and other financial assets can readily be converted into cash inflows
and outflows and (2) identifies balances left at year-end that are available for spending.
Financial results are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets. The governmental fund
statements provide a detailed short-term view of the Charter School’s operations and the
services provided. Governmental fund information helps the reader determine the level
of financial resources that can be spent in the near future to finance the Charter School’s
programs. The relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and the Statement of Activities) and governmental funds is
reconciled in the financial statements.

MD&A 4
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FINANCIAL ANALYSIS OF THE 21ST CENTURY CYBER CHARTER SCHOOL AS
A WHOLE

The Charter School’s total net assets were $2,577,035 as of June 30, 2010.

Figure 3
Condensed Statement of Net Assets

June 30, 2010

Governmental Activities

2009 2010

Current and other

assets $1,822,796 $2,871,953
Capital Assets $ 328709 $ 176,998
Total Assets $2,151,505 $3,048,951
Current and other

liabilities $ 424,351 $ 369,536
Long-term liabilities $ 81988 $ 102,380
Total Liabilities $ 506,339 $ 471,916
Net Assets

Invested in capital assets, net of related debt $ 328,709 $ 176,998
Unrestricted $1.316 457 $2.400.037
Total Net Assets $1,645,166 $2,577,035
Total Liabilities and Net Assets $2,151,505 $,3,048,951

Current assets at June 30, 2010 included cash of $2,132,189 and
intergovernmental and other receivables of $712,675 and prepaid expenses of $27,089.
The Charter School ended the 2009-2010 school year with a positive cash balance
because partial subsidy reimbursements were received from the Pennsylvania Department
of Education prior to year-end for districts that did not pay charter school tuition directly.
The intergovernmental receivables were lower as a direct result of the subsidy payment.
Net capital assets decreased from 2008-2009 due to disposals and depreciation of the
asset values.

Total liabilities decreased in 2009-2010. Accounts payable balances were
$150,010, a decrease of $82,789 from the prior year balance of $232,799. Accrued
salaries and benefits increased from $170,816 at June 30, 2009 to $201,582 at June 30,
2010, a direct result of the 2009-2010 staffing additions. The compensated absences
accrual which reflects the value of unused vacation time decreased from $65,723 to
$60,107 as of June 30, 2010. The Charter School elected early adoption of GASB 45 —
Accounting for Other Post Employment Benefits as of June 30, 2009. The long term
liability related to this adoption increased by $13,716 to $42,273 at the end of 2009-2010
school year.

MD&A 5
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Figure 4

Changes in Net Assets from Operating Results

June 30, 2010

Revenues
Program Revenues
Charges for services

Operating grants and
contributions

Capital grants and
contributions

General Revenues
Total Revenues
Expenses

Instruction - Regular Programs
Instruction - Special Programs

Support Services
Total Expenses

Increase (Decrease) in Net Assets

Beginning Net Assets

Ending Net Assets

2009
$4,604,733
$ 187,699

0
$ 0
$ 4,792,432

$2,387,346
$ $371,128

$2,220,947
$4,979,421

($ 186,989) )

$1,832,155

$1,645,166

Governmental Activities
2010

$ 6,032,499
$ 240,836
0
$ 0
$6,273,335

$3,171,599
$ 450,155

$1,719,712
$5,341,466

$ 931,869

$1,645,166

$2,577,035

Growing enrollments generated approximately $1,442,000 of additional tuition
revenue in 2009-2010 compared to the 2008-09 school year.

Total expenses in 2009-2010 were approximately $362,000 higher than in 2008-
2009, mainly due to the increase in staffing levels required to serve the increased student

enrollments.

BUDGET HIGHLIGHTS

During the fiscal year, the Board authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the 21st
Century Cyber Charter School. A schedule showing the Charter School’s original and
final budget amounts compared with amounts actually paid and received is provided in

the financial statements.

MD&A 6

664




Actual 2009-2010 revenues were $408,658 higher than expected primarily
in tuition revenue from school districts. Expenditures were $641,420 lower than the final
budget as overall spending levels were less than anticipated. Several new staff positions
budgeted for 2009-2010 were not filled during the school year.

The budgetary reserve includes amounts that will be funded for operating
contingencies such as unpredictable changes in the cost of goods and services and the
occurrence of events which are unknown during the time of the budget process, but
which nonetheless may require expenditures by the Charter School during the year of
operation.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At June 30, 2010, the Charter School had $ 176,998 invested in furniture and
computer equipment.

Figure 5
Capital Assets (net of depreciation)
June 30, 2010
Governmental Activities

2009 2010
Building Improvements $ 93,251 $ 0
Furniture & Computer
Equipment $235,458 $176,998
Total $328,709 $176,998

Debt Administration
The 21st Century Cyber Charter School has no debt as of June 30, 2010

ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21* Century Cyber Charter School is continuing to increase its teaching staff in
2010-2011 in order to accommodate increased enrollments and to expand class offerings
and related services. Student enrollments are growing at a steady rate and that growth is
projected to continue over the next several years.

MD&A 7
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The Charter School spent approximately $329,000 in 09-10 to purchase computer
hardware and software. These purchases were necessary to outfit new staff, to replace
obsolete equipment and to provide new and updated software for students and staff.
Another $120,000 was authorized in early 2010-11 to purchase and re-configure
workstations for the new staff members.

The Board of Trustees has maintained the agreement between 21CCCS and the Chester
County Intermediate Unit to provide accounting, human resource and other services for
the foreseeable future. Several CCIU staff members now work at the school each week
to better service the school’s needs.

The Board of Trustees in 2010 agreed to create an instructional systems design (ISD)
department to allow for an expanded online curriculum development. This team will
allow the Charter School to expand the development of rich online curriculum that will
continue to be the intellectual property of the Charter School. Administration also added
additional teaching assistances and tutors during the 2010-11 school year to focus on
student achievement.

21* Century Cyber Charter School and the Chester County Intermediate Unit have an
agreement, which has established a virtual program to offer online classes to students
enrolled in school districts throughout the Commonwealth. The program now offers
online courses for original credit course, credit recovery and independent study during
the school year and summer school.

To date, no legislation has been passed regarding cyber charter school funding.
Management has been told that 21CCCS was selected as the most efficient and effective
cyber charter school in the Commonwealth based on achieving Annual Yearly Progress
five years in a row while maintaining lower costs per student than many other cyber
charter schools. The latest proposals recommend using 21CCCS’s costs or similar costs
as the basis for a standard statewide tuition rate. The Board of Trustees has approved a
program stabilization fund to provide financial assistance to the Charter School, if
needed, when the legislation is approved.

CONTACTING THE 21ST CENTURY CYBER CHARTER SCHOOL FINANCIAL
MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents,
students, investors and creditors with a general overview of the Charter School’s finances
and to show accountability for the money received. If you have questions about this
report or wish to request additional financial information, please contact the Open
Records Officer, 21st Century Cyber Charter School, 805 Springdale Drive, Exton, PA
19341, 484-875-5400.

MD&A 8
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21%' CENTURY CYBER CHARTER SCHOOL
STATEMENT OF NET ASSETS

June 30, 2010

Governmental
Activities
ASSETS
CURRENT ASSETS
Cash $ 2,132,189
Intergovernmental Receivables 667,473
State Subsidies Receivable 34,047
Other Receivables, Net 11,155
Prepaid Expenses 27,089
TOTAL CURRENT ASSETS 2,871,953
NONCURRENT ASSETS
Capital Assets, Net of Depreciation 176,998
TOTAL ASSETS $ 3,048,951
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts Payable $ 150,011
Accrued Liabilities 17 944
Accrued Salaries and Benefits 201,582
TOTAL CURRENT LIABILITIES 369,537
LONG-TERM LIABILITIES
Compensated Absences 60,107
Other Post Employment Benefits 42273
TOTAL LONG-TERM LIABILITIES 102,380
TOTAL LIABILITIES 471,917
NET ASSETS
Invested in Capital Assets, Net of Related Debt 176,998
Unrestricted 2,400,036
TOTAL NET ASSETS 2,577,034
TOTAL LIABILITIES AND NET ASSETS $ 3,048,951
See accompanying notes. 3
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21°' CENTURY CYBER CHARTER SCHOOL

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2010

Functions/Programs

Governmental Activities:
Instruction:
Regular
Special
Total Instructional Services

Support Services:
Instructional Student Support
Administration and Financial

Support Services
Total Support Services

Total Governmental Activities

Net (Expense)

Revenue and

Changes in

Program Revenue Net Assets

Operating
Charges for Grants and Governmental
Expenses Services Contributions Activities
$ 3,171,599 $ 3,456,850 $ 134,170 $ 419,421
450,155 486,762 30,078 66,685
3,621,754 3,943,612 164,248 486,106
670,320 737,656 38,168 105,504
1,049,392 1,351,231 38,420 340,259
1,719,712 2,088,887 76,588 445,763
$ 5,341,466 $ 6,032,499 $ 240,836

Change in Net Assets 931,869
Net Assets - Beginning 1,645,165
Net Assets - Ending $ 2,577,034

See accompanying notes.
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21°'CENTURY CYBER CHARTER SCHOOL
BALANCE SHEET - GOVERNMENTAL FUND

June 30, 2010

General
Fund
ASSETS
Cash $ 2,132,189
Intergovernmental Receivables 667,473
State Subsidies Receivable 34,047
Other Receivables, Net 11,155
Prepaid Expenses 27,089

TOTAL ASSETS $ 2,871,953

LIABILITIES AND FUND BALANCE

LIABILITIES
Accounts Payable $ 150,011
Accrued Liabilities 8,700
Accrued Salaries and Benefits 201,582
Deferred Revenue 9,244
TOTAL LIABILITIES 369,537
FUND BALANCE
Reserved for Prepaid Expenditures 27,089
Unreserved, Designated
New Initiatives Fund 250,000
Program Stabilization Fund 500,000
Curriculum Development 70,000
Future Equipment & Furniture Purchases 127,771
Facility Fund 750,000
PSERS Stabilization Fund 65,928
Unreserved 711,628
TOTAL FUND BALANCE 2,502,416
TOTAL LIABILITIES AND FUND BALANCE $ 2,871,953
See accompanying notes. 5
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215 CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SHEET TO THE
STATEMENT OF NET ASSETS

June 30, 2010

TOTAL FUND BALANCES - GOVERNMENTAL FUND $ 2,502,416

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

Capital assets used in governmental activities are not financial resources and
therefore, are not reported as assets in governmental funds. The cost of the
assets is $322,033 and the accumulated depreciation is $145,035. 176,998

Long-term liabilities are not due and payable in the current period and
therefore, are not reported as liabilities in the governmental funds. Long-term
liabilities at year-end consist of:

Other Post Employment Benefits § (42,273)

Accumulated Compensated Absences (60,107) (102,380)
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 2,577,034
See accompanying notes. 6
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21° CENTURY CYBER CHARTER SCHOOL

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUND

For the Year Ended June 30, 2010

General Fund

REVENUES
Local Sources $ 6,110,624
State Sources 162,711
TOTAL REVENUES 6,273,335
EXPENDITURES
Current:
[nstruction - Regular Programs 2,964,465
Instruction - Special Programs 419,993
Support Services 1,797,188
TOTAL EXPENDITURES 5,181,646
NET CHANGE IN FUND BALANCE 1,091,689
FUND BALANCE AT BEGINNING OF YEAR 1,410,727
FUND BALANCE AT END OF YEAR $ 2,502,416
See accompanying notes. 7
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21°* CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2010

NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUNDS $1,091,689

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

Governmental funds report capital outlays as expenditures.
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 exceeded
depreciation in the current period:

Capital Qutlays $ 21,631
Less: Depreciation Expense (90,622)
Loss on Disposal of Fixed Assets (82,718) (151,709)

In the statement of activities, the cost of compensated absences
is recorded as additional long-term liabilities. This is the amount
of the decrease in compensated absences in the current year. 5615

Post employment benefits are recognized when they are paid on
the fund statements. With the implementation of GASB #45, an
estimated liability for future benefits due will be phased in over
several years. This amount represents the difference between

the estimated annual cost and the amount paid. (13,726)
CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 931,869
See accompanying notes. 8
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Charter School have been prepared in conformity with generaily
accepted accounting principles (GAAP) as applied to government units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial principles. The more significant of the government’s accounting policies are
described below.

Organization
The 21° Century Cyber Charter School (Charter School) was originally chartered through West Chester

Area School District. The Charter School was established in April, 2001 and began operations in July,
2001. Effective July 1, 2008, the Charter School became chartered directly through the Pennsylvania
Department of Education.

The Charter School is located in Exton, Pennsylvania and was established to provide services to
students located in Pennsylvania.

The Charter School is governed by a board made up of the executive directors of the Bucks, Chester,
Delaware and Montgomery County Intermediate Units, two school district Superintendents from each
county and one parent member.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts on the financial statements and the disclosures of contingencies. Actual results
could differ from those estimates.

Reporting Entity

The financial statements of the Charter School include all funds, functions, and activities of the Charter
School. The elected Board of Trustees has no oversight responsibility for any other government entity.
The criteria for such oversight responsibility are financial interdependency, selection of governing
authority, designation of management, ability to significantly influence operations, accountability for
fiscal matters and scope of public service. Based on the foregoing criteria, there are no organizations
to be considered part of the Charter School’s reporting entity.

Basis of Presentation

Government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) report information on all of the nonfiduciary activities of the Charter School. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities which generally rely, to a significant extent, on fees and
charges for support. This Charter School presently only has governmental activities.
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21°* CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable within a
specific function or segment. Indirect expenses are allocated to functions/programs based on
percentage of expenses in those particular functions/programs. Program revenues include charges to
customers who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment. In addition, program revenues include grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment. Other
items not properly included among program revenues are reported instead as general revenues.

Fund financial statements are also provided in the report for all of the governmental funds (the general
fund) of the Charter School. The major individual governmental fund is reported as a separate column
in the fund financial statements. Nonmajor funds would be aggregated and presented in a single
column. The Charter School has no nonmajor funds, proprietary funds or fiduciary funds.

Fund Accounting

The Charter School uses funds to report on its financial position and the results of its operations. Fund
accounting is designed to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain government functions or activities. A fund is a separate
accounting entity with a self-balancing set of accounts.

The Charter School uses the following major fund:

Governmental Fund

The focus of Governmental Fund Types is measured upon determination of financial position and
changes in financial position (sources, uses and balances of financial resources) rather than upon
net income.

General Fund - The General Fund is the general operating fund of the Charter School. It is
used to account for all financial resources.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met. Net assets (total assets less total liabilities) are used as a practical measure of economic
resources and the operating statement includes all transactions and events that increased or
decreased net assets. Depreciation is charged as expense against current operations and
accumulated depreciation is reported in the Statement of Net Assets.

10
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
Revenue from federal, state, and other grants designated for payment of specific Charter School
expenditures is recognized when the related expenditures are incurred; accordingly, when such funds
are received, they are recorded as deferred revenues until earned. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service expenditures,
as well as expenditures related to compensated absences and claims and judgments, would be
recorded only when payment is due.

Net Assets
The terminology implemented for the individual components of net assets is as follows:

¢ Invested in capital assets:
Represents the net book value of property and equipment, net of any related debt.

¢ Restricted:
Represents assets restricted for specific uses. The Charter School has no restricted assets.

e Unrestricted:
Represents net assets available for general operations.

When both restricted and unrestricted funds are available for expenditure, the decision as to which
funds are to be used first is left to the discretion of the Charter School Board of Trustees.

Receivables

As all of the intergovernmental and state receivables are due from local school districts and the
Pennsylvania Department of Education (PDE), management believes that they are fully collectible.
Thus, no allowance has been deemed necessary or recorded in the accompanying financial
statements.

Tuition Revenue - School Districts

Local sources revenue includes tuition revenue which represents the tuition paid by various school
districts for the students enrolled in the Charter School who reside within that particular school district.
This revenue is earned and recognized during the applicable school year.

Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the effective interest
method. Bonds payable are reported net of the applicable bond premium or discount. Bond issuance
costs are reported as deferred charges and amortized over the term of the related debt.

11
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215 CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

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 while discounts on debt issuances are reported as other financial uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as debt
service expenditures.

The Charter School has not issued any bonds. The only long-term obligation at year end is related to
compensated absences.

Capital Assets
Capital assets consist of building improvements, furniture and computer equipment which are reported

in the governmental activities in the government-wide financial statements. Capital assets are defined
as an asset with an initial individual cost of $1,500 or more and an estimated useful life in excess of one
year. These assets are recorded at historical cost and estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation. Building improvements, furniture and computer equipment are depreciated using the straight-
line method over three to seven years.

Subsequent Events

In preparing these financial statements, the Charter School has evaluated events and transactions for
potential recognition or disclosure through December 13, 2010, the date the financial statements were
available to be issued.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Data

Budgets are adopted on a basis consistent with generally accepted accounting principles. Annual
appropriated budgets are adopted for the general fund. All annual appropriations lapse at fiscal year
end. The Charter School’s 2010 - 2011 budget was prepared and approved by the Board of Trustees
prior to submitting the budget to the Pennsylvania Department of Education in May, 2010.

12
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 3 - CASH AND CASH EQUIVALENTS AND INVESTMENTS

Under Section 440.1 of the Public School Code of 1949, as amended, the Charter School is permitted
to invest funds in the following types of investments:

Obligations of (a) the United States of America or any of its agencies or instrumentalities backed
by the full faith and credit of the United States of America, (b) the Commonwealth of Pennsylvania
or any of its agencies or instrumentalities backed by the full faith and credit of the Commonwealth,
or (c) any political subdivision of the Commonwealth of Pennsylvania or any of its agencies or
instrumentalities backed by the full faith and credit of the political subdivision.

Deposits in savings accounts or time deposits or share accounts of institutions insured by the
Federal Deposit Insurance Corporation to the extent that such accounts are so insured and, for
any amounts above the insured maximum, provided that approval collateral as provided by law
therefore shall be pledged by the depository.

The deposit and investment policy of the Charter School adheres to state statutes. There were no
deposits or investment transactions during the year that were in violation of either the state statutes or
the policy of the Charter School.

The 21% Century Cyber Charter School’s cash and investments at June 30, 2010 are as follows:

Pooled Cash and Investments $ 2,132,189

All of the Charter School’'s deposits are in the PA Local Government Investment Trust (PLGIT).
Although not registered with the Securities and Exchange Commission and not subject to regulatory
oversight, the fund acts like money market mutual funds 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 to an independent annual audit.

Interest Rate Risk
The Charter School does have a formal investment policy that limits investment maturities as a means
of managing its exposure to fair value losses arising from increasing interest rates.

Credit Risk
The Charter School has no investment policy that would limit its investment choices to certain credit
ratings. As of June 30, 2010, the Charter School’s investments were rated as:

Standard
Investment & Poor's
PA Local Government Investment Trust AAA
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21°' CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 3 - CASH AND CASH EQUIVALENTS AND INVESTMENTS - CONTINUED

Custodial Credit Risk

For an investment, custodial credit is the risk that, in the event of the failure of the counterparty, the
Authority will not be able to recover the value of its investments or collateral security that are in the
possession of an outside party. The Charter School has no investment subject to custodial credit risk.

NOTE 4 - INTERGOVERNMENTAL RECEIVABLES

The intergovernmental receivables balance of $667,473 is composed of receivables from numerous
school districts and the Pennsylvania Department of Education as of June 30, 2010. Balances not
remitted by the school districts will be withheld from the School’s basic education subsidy and paid by
the Pennsylvania Department of Education.

NOTE 5 - CAPITAL ASSETS

Following is a summary of changes in the capital assets during the fiscal year ended June 30, 2010:

Balance Deletions/ Balance
June 30, 2009 Additions Transfers June 30, 2010
Governmental Activities

Building Improvements $ 189,155 $ - $ (189,155) % -
Furniture and Computer Equipment 351,049 21,631 (50,647) 322,033
Leased Computers 330,880 - (330,880) -
Total Capital Assets 871,084 21,631 (570,682) 322,033

Accumulated Depreciation
Building Improvements (95,907) (27,022) 122,929 -
Furniture and Computer Equipment (115,590) (63,600) 34,155 (145,035)
Leased Computers (330,880) - 330,880 -
(542,377) (90,622) 487,964 (145,035)

GOVERNMENTAL ACTIVITIES,
CAPITAL ASSETS,NET $ 328,707 $ (68,991) $ (82,718) $ 176,998
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21°* CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 5 - CAPITAL ASSETS - CONTINUED

Depreciation expense was charged to function/programs as follows:

Instruction:
Regular Education $ 51,928
Special Education 7,312
Instructional Student Support 11,083
Administrative and Financial Support 15,171
Operation and Maintenance of Plant 5,128

5 0062

NOTE 6 - LEASES

During the 08/09 year, the Charter School entered into an operating-type lease agreement for office
space that expires August 31, 2013. The Charter School is also responsible for payment of utilities and
real estate taxes and must also meet certain minimum insurance requirements.

Total rent charged to expense during 2010 for this commitment was $169,095.

Future minimum payments under operating leases that have remaining terms in excess of one year as
of June 30, 2010 are:

2011 $ 187,095

2012 197,345

2013 206,995

2014 17,316
15
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 7 - COMPENSATED ABSENCES LIABILITY

Compensated Absences:

Vested or accumulated vacation, sick leave, or sabbatical leave that is expected to be liquidated with
expendable available financial resources is reported as an expenditure and a fund liability of the
governmental fund that will pay it. Amounts of vested or accumulated vacation, sick leave, or
sabbatical leave that are not expected to be liquidated with expendable available financial resources
are reported in governmental activities. No liability is recorded for nonvesting accumulated rights to
receive sick pay benefits. However, a liability is recognized for a portion of accumulating sick leave
benefits that is estimated will be taken as “terminal leave” prior to retirement. The Charter School has
calculated the amount to be provided for compensated absences as of June 30, 2010 to be $60,107.

Balance Balance Current
July 1, 2009 Additions - Reductions  June 30, 2010 Portion

$ 65723 $ 39636 $ (45252) $ 60,107 S -

Future liabilities will be paid by the general fund.

NOTE 8 - PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM (PSERS)

Plan Description:

The Charter School contributes to a governmental cost-sharing multiple employer defined benefit
pension plan administered by PSERS. Benefit provisions of the plan are established under the
provisions of The Public School Employees’ Retirement Code and may be amended by an act of the
Pennsylvania State Legislature. The plan provides retirement, disability, death benefits, legislatively
mandated ad hoc cost-of-living adjustments, and health care insurance premium assistance to
qualifying plan members and beneficiaries. It also provides for refunds of a member's accumulated
contribution upon termination of a member’s employment in the public school sector. PSERS issues a
publicly available 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’ Retirement System, PO Box 125, Harrisburg, PA 17108-0125. The report is also
available in the publications Section of the PSERS site on the internet at www.psers.state.pa.us.
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 8 - PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM (PSERS) - CONTINUED

Funding Policy:
The contribution policy is established in the Public School Employees’ Retirement Code and requires

contributions by active employees and participating employers. Active members who joined the
System prior to July 22, 1983, contribute at 5.25% (Membership Class TC) or at 6.50% (Membership
Class TD) of the member's qualifying compensation. Members joining PSERS on or after July 22, 1983
and who were active or inactive as of July 1, 2001, contribute at 6.25% (Membership Class TC) or at
7.50% (Membership Class TD) of the member's qualifying compensation. Members joining PSERS
after June 30, 2001 contribute at 7.50% (automatic Membership Class TD). For all new hires and for
members who elected Class TD membership, the higher contribution rates began with service rendered
on or after January 1, 2002.

The contributions required of participating employers are based upon an actuarial valuation and are
expressed as a percentage of annual covered payroll during the period for which the amount is
determined. For the fiscal year ended June 30, 2010, the rate of employer contribution was 4.78
percent of covered payroll. The 4.78 percent rate is composed of a pension contribution rate of 4.00
percent for pension benefits and 0.78 percent for health insurance premium assistance. The Charter
School's contribution to PSERS for the fiscal years ended June 30, 2010, 2009 and 2008 was
$119,683, $97,796 and $129,924, respectively.

NOTE 9 - POST EMPLOYMENT BENEFITS

Plan Description:

The 21% Century Cyber Charter School administers a single-employer defined benefit healthcare plan
(the Retiree Health Plan). The plan provides lifetime healthcare insurance for eligible retirees and their
spouses through the Charter School's health insurance plan, which covers both active and retired
members. Benefit provisions are established through negotiation with the Charter School and the
unions representing the Charter School's employees. The Retiree Health Plan does not issue a
publicly available financial report and the Charter School is implementing GASB Statement 45
prospectively.
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21%* CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 9 - POST EMPLOYMENT BENEFITS - CONTINUED

Funding Policy:

Contribution requirements also are negotiated between the Charter School and union representatives.
The required contribution is based on pay as you go financing. For administrators with less than twenty
years with the Charter School, the retired plan member contributes the premium in excess of the flat-
dollar Charter School contribution for medical insurance determined at the member’s retirement for the
retired plan member and their spouse. For administrators with twenty years or more with the Charter
School the retired plan member must pay premiums for vision. The retired plan member must pay 50%
of the cost of term life insurance. The premium sharing for medical insurance is limited to half of the
retirees years of service and after that time the retired plan member is responsible for paying 100% of
the premiums for medical insurance, and long-term care insurance is provided based on years of
service with the Charter School paying 100% of the cost. Over age 65, the retiree must pay the
premium in excess of the flat-dollar Charter School contribution determined at age 65. In addition,
long-term care insurance is only provided for a period equal to half of the retiree’s service.

Project staff are allowed to continue coverage for themselves and dependents until the member
reaches Medicare age. The retiree is responsible for payment equal to the premium determined for the
purposes of COBRA.

Annual OPEB Cost and Net OPEB Obligation:

The Charter School’s annual other postemployment benefit (OPEB) 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 45. The ARC represents a level of funding that, if
paid on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial liabilities (or funding excess) over a period not to exceed thirty years. The following table
shows the components of the Charter School’'s annual OPEB cost for the year, the amount actually
contributed to the plan, and changes in the Charter School’s net OPEB obligation:

Annual required contribution $ 14,459
Interest on net OPEB obligation 1,285
Adjustment to annual required contribution (2,018)
Annual OPEB Cost 13,726
Contributions made (estimated) -
Estimated increase in net OPEB obligation 13,726
Net OPEB obligation - beginning of year 28,547
Net OPEB obligation - end of year $ 42273
18
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21°* CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 9 - POST EMPLOYMENT BENEFITS - CONTINUED

The Charter School’'s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan,
and the net OPEB obligation as of June 30, 2010 was as follows:

Percentage
of Annual
Fiscal Year Annual OPEB Cost Net OPEB
Ended OPEB Cost Contributed Obligation
6/30/2010 $ 13,726 0.0% $ 42,273
6/30/2009 14,088 0.0% 28,547
6/30/2008 14,059 0.0% 14,459

Funded Status and Funding Progress:

As of July 1, 2007, the most recent actuarial valuation date, the plan was unfunded. The actuarial
accrued liability for benefits was $27,679, and the actuarial value of assets was $0, resulting in an
unfunded actuarial accrued liability (UAAL) of $27,679. The covered payroll (annual payroll of active
employees covered by the plan) was $1,451,354, and the ratio of the UAAL to the covered payroll was
1.91%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. 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. The schedule of funding progress, presented as required supplementary
information following the notes to the financial statements, presents information about actuarial value of
plan assets and actuarial accrued liabilities for benefits.

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 accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.

In the July 1, 2007, actuarial valuation, the entry age actuarial cost method was used. The actuarial
assumptions included a 4.5% investment rate of return (net of administrative expenses) and an annual
healthcare cost trend rate of 9% initially, decreasing 0.5% per year to an ultimate rate of 5% in 2015
and later. The unfunded actuarial accrued liability is being amortized using single period amortization
as of the end of the year based on level dollar, blended period of six years for active liability and seven
years for retiree liability.
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 10 - FUND BALANCE DESIGNATIONS

The Charter School received Board approval to designate $ 1,763,699 from the June 30, 2010 fund
balance for the following items:

e $250,000 to fund new initiatives that are innovative and will enhance the Charter School’s
offerings

e $500,000 for program stabilization should legislation pass reducing charter school tuition

reimbursements

$70,000 for the development of new online courses

$7,771 to purchase computer equipment & hardware

$120,000 to purchase and install furniture for staff expansion

$750,000 to establish a new building fund for future relocation

$65,928 for the PSERS stabilization fund

NOTE 11 - RISK MANAGEMENT

The Charter School is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; error and omissions; injuries to employees; and natural disasters. Significant
losses are covered by commercial insurance for all major programs except for unemployment
compensation, for which the Charter School retains risk of loss. For insured programs, there were no
significant reductions in insurance coverages for the 2009-10 year. Settlement amounts have not
exceeded insurance coverage for the current year.

In an effort to contain costs related to commercial insurance, the Charter School through the Chester
County Intermediate Unit has established an Internal Service Fund to account for and finance its
uninsured risks of loss. Under this program, the Charter School through the Chester County
Intermediate Unit is self-insured for unemployment compensation purposes. All funds of the Charter
School participate in the program and make payments to the Internal Service Fund based on estimates
of amounts needed to pay prior and current year claims and to establish a reserve for unexpected
losses.

NOTE 12 - JOINT AGREEMENT

The Charter School entered into an agreement with the Chester County Intermediate Unit on April 25,
2002. The Chester County Intermediate Unit provides the Charter School with human resources,
accounting, payroll, telecommunication and janitorial services. In exchange, the Charter School will
pay Chester County Intermediate Unit an annual fee based on total activity. The arrangement was
modified effective November, 2008 when the Charter School moved to a separate location. Total fees
paid for the year ended June 30, 2010 was $201,830.
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21%* CENTURY CYBER CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

June 30, 2010

NOTE 13 - NEW ACCOUNTING STANDARDS

The Government Accounting Standards Board (GASB) has issued the following standards which have
not yet been implemented:

e« Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions. The
objective of this statement is to enhance the usefulness of fund balance information and
classifies fund balances into the following categories - nonspendable, restricted, committed,
assigned and unassigned. The Charter School is required to implement Statement No. 54 by
the year ended June 30, 2011.

e Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer
Plans which is required to be implemented by the year ended June 30, 2012.

s Statement No. 59, Financial Instruments Omnibus which is required to be implemented by the
year ended June 30, 2011.

The Charter School has not yet completed the analyses necessary to estimate the financial statement
impact of these new pronouncements.
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21°' CENTURY CYBER CHARTER SCHOOL

BUDGETARY COMPARISON SCHEDULE
GENERAL FUND

For the Year Ended June 30, 2010

Original Final
Budget Budget Actual Variance
REVENUES
Local Sources $ 5,783,794 $ 5,700,324 $ 6,110,624 $ 410,300
State Sources 207,360 164,353 162,711 (1,642)
TOTAL REVENUES 5,991,154 5,864,677 6,273,335 408,658
EXPENDITURES
Instruction
Regular Programs 3,266,975 3,049,362 2,964,465 84,897
Special Programs 475,217 524,236 419,993 104,243
Total Instruction 3,742,192 3,573,598 3,384,458 189,140
Support Services
Pupil Personnel Services 385,412 352,244 322,989 29,255
Instructional Staff Services 425,940 362,253 293,263 68,990
Administrative Services 1,338,870 1,523,313 1,166,824 356,489
Pupil Health 13,307 11,658 14,112 (2,454)
Total Support Services 2,163,529 2,249,468 1,797,188 452 280
TOTAL EXPENDITURES 5,905,721 5,823,066 5,181,646 641,420
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES 85,433 41,611 1,091,689 1,050,078
OTHER FINANCING SOURCES (USES)
Budgetary Reserve (80,000) {40,000) - (40,000)
REVENUES AND OTHER
FINANCING SOURCES OVER
(UNDER) EXPENDITURES AND
OTHER FINANCING USES % 5,433 $ 1,611 1,091,689 $ 1,090,078
FUND BALANCE, BEGINNING 1,410,727
FUND BALANCE, ENDING $ 2,502,416
See note to required supplementary information. 22
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21 CENTURY CYBER CHARTER SCHOOL

SCHEDULE OF FUNDING PROGRESS -
POST EMPLOYMENT BENEFITS PLAN

Actuarial

Accrued UAAL as a
Actuarial Liability Unfunded Percentage
Actuarial Value of (AAL) - AAL Funded Covered of Covered

Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)
Governmental Activities ~ 7/1/2007 $ - $ 27,679 $ 27,679 0.00% $ 1,451,354 1.91%

See note to required supplementary information. 23
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21 CENTURY CYBER CHARTER SCHOOL
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

June 30, 2010

BUDGETARY DATA

The budget for the general fund is adopted on the modified accrual basis of accounting which is
consistent with generally accepted accounting principles.
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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

To the Board of School Directors
21°t Century Cyber Charter School
Downingtown, Pennsylvania

We have audited the financial statements of the governmental activities and each major fund of 21%
Century Cyber Charter School as of and for the year ended June 30, 2010, which collectively comprise
the 21% Century Cyber Charter School’s basic financial statements and have issued our report thereon
dated December 13, 2010. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered 21%' Century Cyber Charter School's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the 21% Century Cyber Charter School’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the 21% Century Cyber Charter
School’s internal control over financial reporting.

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

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

HERBEIN+COMPANY, INC.

2763 Century Boulevard ~ Reading. PA 19610 Telephone: 610-378-1175  Facsimile: 610-378-0999
reading@herbein.com

Other Offices: PITTSBURGH GREENSBURG
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether 21% Century Cyber Charger School’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 other matters that we reported to management of the 21% Century Cyber Charter
School in a separate letter dated December 13, 2010.

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

M+W,W.

Reading, Pennsylvania
December 13, 2010
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INDEPENDENT AUDITOR'S REPORT

To the Board of School Directors
21% Century Cyber Charter School
Downingtown, Pennsylvania

We have audited the accompanying financial statements of the governmental activities and each major
fund of the 21% Century Cyber Charter School, as of and for the year ended June 30, 2011, which
collectively comprise the 21% Century Cyber Charter School’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the 21%' Century Cyber Charter
School’'s management. Our responsibility is to express opinions on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the 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 and each major fund of the 21 Century
Cyber Charter School, as of June 30, 2011, and the respective changes in financial position thereof for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 10 to the financial statements, the 21 Century Cyber Charter School adopted the
provisions of Governmental Accounting Standards Board Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions, beginning with the year ended June 30, 2011.

In accordance with Government Auditing Standards, we have also issued our report dated January 3,
2012 on our consideration of the 21% Century Cyber Charter School’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

HERBEIN4-COMPANY, INC.

2763 Century Boulevard ~ Reading, PA 19610 Telephone: 610-378-1175  Facsimile: 610-378-0999
reading@herbein.com

Other Offices: PITTSBURGH GREENSBURG
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Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, the budgetary comparison schedule, and the schedule of
funding progress and employer contributions be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have appiied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Wolitins + Lonpantdue

Reading, Pennsylvania
January 3, 2012

695



ES 21st CENTURY

21ST CENTURY CYBER CHARTER SCHOOL

MANAGEMENT’S DISCUSSION AND ANALYSIS
Required Supplementary Information
June 30, 2011

The discussion and analysis of 21st Century Cyber Charter School’s (Charter
School) financial performance provides an overall review of the Charter School’s
financial activities for the fiscal year ended June 30, 2011. The intent of this discussion
and analysis is to look at the Charter School’s financial performance as a whole. Readers
should also review the financial statements and the notes to the basic financial statements
to enhance their understanding of the Charter School’s financial performance.

The Management Discussion and Analysis (MD&A) is an element of the
reporting model adopted by the Governmental Accounting Standards Board (GASB) in
their Statement No. 34 Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments issued June 1999.

FINANCIAL HIGHLIGHTS

The 21st Century Cyber Charter School’s financial results for the 2010-2011
school year resulted in a fund balance of $3,080,193 at June 30, 2011. The June 30, 2010
fund balance was $2,502,416.

Governmental fund total assets at June 30, 2011 were $4,391,248 compared to the
June 30, 2010 balance of $3,048,951.

The primary source of revenue for the Charter School is tuition charged to school
districts at rates set by the districts.

At June 30, 2009, the 21* Century Cyber Charter School elected the early
adoption of GASB 45 — Accounting for Other Post Employment benefits. The liability
associated with this adoption is reflected in the government-wide financial statements.

MD&A 1
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Figure 1

Required Components of 21st Century Cyber Charter School’s Financial Report

IManagement Discussion and
Analysis

Basic Financial Statements

Government-wide
Financial Statements

Fund Financial
Statements

Notes to the Financial
Statements

OVERVIEW OF FINANCIAL STATEMENTS

Figure 2 summarizes the major features of the Charter School’s financial
statements. The remainder of this overview section of Management’s Discussion and

Analysis highlights the structure and contents of each of the statements.

MD&A 2
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Figure 2

21st Century Cyber Charter School's
Government-wide and Fund Financial Statements

Fund Statements

Government-wide Statements

Governmental
Funds

Scope

Entire 21st Century Cyber
Charter School (except fiduciary
funds)

The activities of the Charter
School that are not proprietary or
fiduciary, such as education,
administration and community
services

Required financial
statements

Statement of net assets
Statement of activities

Balance Sheet

Statement of revenues,
expenditures, and changes in
fund balance

Accounting basis and
measurement focus

Accrual accounting and economic
resources focus

Modified accrual accounting and
current financial resources focus

Type of asset/liability
information

All assets and liabilities, both
financial and capital, and short-
term and long-term

Only assets expected to be used
up and liabilities that come due
during the year or soon
thereafter; no capital assets
included

Type of inflow/outflow
information

All revenues and expenses during
year, regardless of when cash is
received or paid

Revenues for which cash is
received during or soon after the
end of the year; expenditures
when goods or services have
been received and payment is
due during the year or soon
thereafter

MD&A 3

698




Government-wide Statements

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

The two government-wide statements report the Charter School’s net assets and
how they have changed. Net assets, the difference between assets and liabilities, are one
way to measure the Charter School’s financial health or position. Over time, increases or
decreases in net assets are an indication of whether the Charter School’s financial health
is improving or deteriorating.

Governmental activities — All of the Charter School’s basic services are included
here, such as instruction, administration and pupil health.

Fund Financial Statements

The fund financial statements provide more detailed information about the
Charter School’s funds. The Charter School has no non-major, proprietary or fiduciary
funds and reports all activity as governmental funds.

Government Funds — Includes the Charter School’s basic services and generally (1)
focuses on how cash and other financial assets can readily be converted into cash inflows
and outflows and (2) identifies balances left at year-end that are available for spending.
Financial results are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets. The governmental fund
statements provide a detailed short-term view of the Charter School’s operations and the
services provided. Governmental fund information helps the reader determine the level
of financial resources that can be spent in the near future to finance the Charter School’s
programs. The relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and the Statement of Activities) and governmental funds is
reconciled in the financial statements.

MD&A 4
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FINANCIAL ANALYSIS OF THE 21ST CENTURY CYBER CHARTER SCHOOL AS
A WHOLE

The Charter School’s total net assets were $3,258,596 as of June 30, 2011.

Figure 3
Condensed Statement of Net Assets

June 30, 2011

Governmental Activities

2010 2011

Current and other

assets $2,871,953 $4,063,960
Capital Assets $ 176,998 $ 327,288
Total Assets $3,048,951 $4,391,248
Current and other

liabilities $ 369,536 $ 989,758
Long-term liabilities $ 102,380 $ 142,894
Total Liabilities $ 471,916 $ 1,132,652
Net Assets

Invested in capital assets, net of related debt $ 176,998 $ 327,288
Unrestricted $2.,400,037 $2,931,308
Total Net Assets $2,577,035 $3,258,596
Total Liabilities and Net Assets $3,048,951 $ 4,391,248

Current assets at June 30, 2011 included cash of $2,757,197, intergovernmental
and other receivables of $1,267,968, prepaid expenses of $26,224 and deposits of
$12,571. The intergovernmental receivables were higher than 2009-2010 year-end
balances because enrollments increased by over 24% in 2010-11. The Charter School
purchased additional furniture and computer hardware and software to accommodate the
increased staff and students in 2010-2011 which resulted in a $150,290 increase in net
capital assets.

Total liabilities increased in 2010-2011. Accounts payable balances were
$699,399 compared to the prior year balance of $150,011. The increase of $549,388 was
the result of amounts due to the Chester County Intermediate Unit for services rendered
and expenses paid on behalf of 21CCCS as well as additional purchases in May-June
2011 of laptop, software licenses & equipment. Accrued salaries and benefits increased
from $201,582 at June 30, 2010 to $272,458 at June 30, 2011, a direct result of the 2010-
2011 staffing additions. The compensated absences accrual which reflects the value of
unused vacation time increased from $60,107 to $74,676 (current portion $5,991 + long-
term portion $68,685) as of June 30, 2011. The long term liability related to GASB 45 —
Accounting for Other Post Employment Benefits increased by $31,936 to $74,209 at the
end 0f 2010-2011 school year.

MD&A 5

700



Figure 4
Changes in Net Assets from Operating Results

June 30, 2011

Governmental Activities

Revenues 2010 2011
Program Revenues
Charges for services $6,032,499 $ 7,153,500
Operating grants and
contributions $ 240,836 $ 262,696
Capital grants and
contributions 0 0
General Revenues $ 0 $ 0
Total Revenues $6,273,335 $7,416,196
Expenses
Instruction - Regular Programs $ 3,171,599 $4,100,171
Instruction - Special Programs $ 450,155 $ 522,751
Support Services $1,719,712 $2,111,712
Total Expenses $ 5,341,466 $6,734,634
Increase (Decrease) in Net Assets $ 931,869 $ 681,562
Beginning Net Assets $1,645,165 $2,577,034
Ending Net Assets $2,577,034 $3,258,596

Growing enrollments generated approximately $1,121,000 of additional tuition
revenue in 2010-2011 compared to the prior school year.

Total expenses in 2010-2011 were approximately $1,393,000 higher than in 2009-
2010 due to increased staffing levels required to serve the additional enrollments,
increased demand for special education services, the purchase of additional computer
equipment, furniture, and peripheral supply items for student use.

BUDGET HIGHLIGHTS

During the fiscal year, the Board authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the 21st
Century Cyber Charter School. A schedule showing the Charter School’s original and
final budget amounts compared with amounts actually paid and received is provided in
the financial statements.

MD&A 6
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Actual 2010-2011 revenues were less than 1% lower than budgeted
amounts. Expenditures were $523,051 lower than the final budget as overall spending
levels were less than anticipated. Several new staff positions budgeted for 2010-2011
were not filled during the school year or were filled later than planned. The Charter
School experienced savings in the following areas: postage costs partly due to more
efficient shipping procedures; computer equipment as a result of management’s decision
to delay the purchase of new laptops; and textbooks due to improved class scheduling and
better resource planning.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At June 30, 2011, the Charter School had $ 327,288 invested in furniture and
computer equipment.

Figure 5
Capital Assets (net of depreciation)
June 30, 2011
Governmental Activities

2010 2011
Building Improvements $ 0 $ 20,706
Furniture & Computer
Equipment $ 176,998 $ 306,582
Total $ 176,998 $ 327,288

Debt Administration
The 21st Century Cyber Charter School had no debt as of June 30, 2011.

ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21% Century Cyber Charter School is continuing to increase its teaching staff in
2011-2012 in order to accommodate increased enrollments and to expand class offerings
and related services. Management has expanded the role of teaching assistants which
allows teachers to service more students. In addition, as enrollments have increased, so
has the demand for special education services. Several of the new teaching positions
hired in 2010-11 and 2011-12 required special education certifications.

MD&A 7
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In May 2011, the Board of Trustees approved a two-year lease for additional office space
at 782 Springdale Drive in Exton to house the Charter School’s growing staff. The
Middle School teaching staff and new principal along with the Instructional Systems
Design group moved into the new location in August 2011. Work areas in the Charter
School’s main location at 805 Springdale Drive were reconfigured for the High School
staff and principal, Special Education and Marketing areas. Management has already
begun the search to find a suitable location for the entire school when both leases expire
on August 31, 2013.

21CCCS was notified in June 2011 that its charter had been renewed effective July 1,
2011 for another 5 years. The Charter School also made Annual Yearly Progress (AYP)
in 2010-2011, one of only two cyber charter schools in Pennsylvania to do so. The
Charter School is the only statewide cyber charter to have achieved AYP for five
consecutive years (2004-2005 through 2008-2009).

In 2006, the 21 Century Cyber Charter School and the Chester County Intermediate Unit
entered into an agreement that established a virtual program to offer online classes to
students enrolled in school districts throughout the Commonwealth. The program, under
the name of Brandywine Virtual Academy (BVA), offers online courses for original
credit course and credit recovery during the school year and summer school. The Charter
School staff had managed the program since BVA’s inception. In early 2011-12, the
CCIU took on a larger role and began managing BVA’s day-to-day operations and
expanding its services. The Charter School’s new role is to provide instructional services
(teachers and curriculum) only to BVA students.

The Board of Trustees has maintained the agreement between 21CCCS and the CCIU to
provide accounting, human resources, instructional systems design and other services for
the foreseeable future. Several CCIU staff members continue to work at the school each
week to better service the Charter School’s needs.

To date, no legislation has been passed regarding cyber charter school funding. The
Board of Trustees has approved a program stabilization fund to provide financial
assistance to the Charter School, if needed, when the legislation is approved.

CONTACTING THE 21ST CENTURY CYBER CHARTER SCHOOL FINANCIAL
MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents,
students, investors and creditors with a general overview of the Charter School’s finances
and to show accountability for the money received. If you have questions about this
report or wish to request additional financial information, please contact the Open
Records Officer, 21st Century Cyber Charter School, 805 Springdale Drive, Exton, PA
19341, 484-875-5400.
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21 CENTURY CYBER CHARTER SCHOOL

STATEMENT OF NET ASSETS

June 30, 2011

ASSETS

CURRENT ASSETS
Cash
Intergovernmental Receivables
State Subsidies Receivable
Other Receivables, Net
Prepaid Expenses
Deposits

NONCURRENT ASSETS
Capital Assets, Net of Depreciation

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts Payable
Accrued Liabilities
Accrued Salaries and Benefits
Current Portion of Compensated Absences

LONG-TERM LIABILITIES
Compensated Absences
Other Post-Employment Benefits

NET ASSETS
Invested in Capital Assets
Unrestricted

TOTAL CURRENT ASSETS

TOTAL ASSETS

TOTAL CURRENT LIABILITIES

TOTAL LONG-TERM LIABILITIES

TOTAL LIABILITIES

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

Governmental
Activities

$ 2,757,197
1,206,080
56,759

5129

26,224
12,571

4,063,960

327,288

$ 4,391,248

$ 699,399
11,910
272,458
5,991

989,758

68,685
74,209

_ 142894

1,132,652

327,288

2,931,308
3,258,596

$ 4,391,248

See accompanying notes.
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21 CENTURY CYBER CHARTER SCHOOL
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2011

Net (Expense)
Revenue and
Changes in
Program Revenue Net Assets
Operating
Charges for Grants and Governmental
Functions/Programs Expenses Services Contributions Activities
Governmental Activities:
Instruction:
Regular $ 4,100,171 $ 4,252,704 $ 139,211 $ 291,744
Special 522,751 517,250 59,371 53,870
Total Instructional Services 4,622,922 4,769,954 198,582 345614
Support Services:
Instructional Student Support 750,299 772,578 33,129 55,408
Administration and Financial
Support Services 1,361,413 1,610,968 30,985 280,540
Total Support Services 2,111,712 2,383,546 64,114 335,948
Total Governmental Activities $ 6,734,634 $ 7,153,500 $ 262,696
Change in Net Assets 681,562
Net Assets - Beginning 2,577,034
Net Assets - Ending $ 3,258,596
See accompanying notes. 4
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21°'CENTURY CYBER CHARTER SCHOOL

BALANCE SHEET - GOVERNMENTAL FUND

June 30, 2011

ASSETS
Cash
Intergovernmental Receivables
State Subsidies Receivable
Other Receivables, Net
Prepaid Expenses
Deposits

TOTAL ASSETS

LIABILITIES
Accounts Payable
Accrued Liabilities
Accrued Salaries and Benefits

TOTAL LIABILITIES

FUND BALANCE
Nonspendable Prepaid Expenditures
Committed Fund Balance:
Future Building Fund
Future Capital Equipment/Software/Furniture Purchases
Future Curriculum Development Costs
New Initiatives Fund
Future Program Stabilization Fund
Minimum Lease Obligation
Assigned Fund Balances:
Encumbrances
PSERS Retirement Rate Increases
Unassigned Fund Balance

TOTAL FUND BALANCE

TOTAL LIABILITIES AND FUND BALANCE

General
Fund

$ 2,757,197
1,206,080
56,759

5129
26,224
12,571

$ 4,063,960

$ 699,399
11,910

272,458

983,767

26,224

750,000
100,000

75,000
150,000
950,000
561,055

16,065
247,058

204,791
3,080,193

$ 4,063,960

See accompanying notes.
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21 CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF GOVERNMENTAL FUND BALANCE SHEET TO THE
STATEMENT OF NET ASSETS

June 30, 2011

TOTAL FUND BALANCES - GOVERNMENTAL FUND $ 3,080,193

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

Capital assets used in governmental activities are not financial resources and
therefore, are not reported as assets in governmental funds. The cost of the
assets is $538,679 and the accumulated depreciation is $211,391. 327,288

Long-term liabilities are not due and payable in the current period and
therefore, are not reported as liabilities in the governmental funds. Long-term
liabilities at year-end consist of:
Other Post-Employment Benefits  $ (74,209)

Accumulated Compensated Absences (74,676) (148,885)
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 3,258,596
See accompanying notes. 6
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21 CENTURY CYBER CHARTER SCHOOL

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUND

For the Year Ended June 30, 2011

REVENUES
Local Sources
State Sources

TOTAL REVENUES
EXPENDITURES
Current:
Instruction - Regular Programs
Instruction - Special Programs
Support Services
TOTAL EXPENDITURES

NET CHANGE IN FUND BALANCE

FUND BALANCE AT BEGINNING OF YEAR

FUND BALANCE AT END OF YEAR

General Fund

$ 7,223,343

192,853

7,416,196

4,065,408
494,814

2,278,197

6,838,419

577,777

2,502,416

$ 3,080,193

See accompanying notes.
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21*'CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF THE GOVERNMENTAL FUND STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2011

NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUND

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

Governmental funds report capital outlays as expenditures.
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 exceeded

depreciation in the current period:

Capital Outlays
Less: Depreciation Expense
Loss on Disposal of Fixed Assets

In the statement of activities, the cost of compensated absences
is recorded as additional long-term liabilities. This is the amount

of the increase in compensated absences in the current year.

Post-employment benefits are recognized when they are paid on
the fund statements. With the implementation of GASB #45, an
estimated liability for future benefits due will be phased in over
several years. This amount represents the difference between

the estimated annual cost and the amount paid.

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES

$ 225207
(72,972)

(1,945)

$ 577,777

150,290

(14,569)

(31,936)

$ 681,562

See accompanying notes.
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21* CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Charter School have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to government units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial principles. The following is a summary of the more significant policies and
practices of the Charter School:

Organization
The 21% Century Cyber Charter School (Charter School) was originally chartered through West Chester

Area School District. The Charter School was established in April 2001 and began operations in July
2001. Effective July 1, 2006, the Charter School became chartered directly through the Pennsylvania
Department of Education. The current charter expires June 30, 2015.

The Charter School is located in Exton, Pennsylvania and was established to provide services to
students located in Pennsylvania.

The Charter School is governed by a board made up of the executive directors of the Bucks, Chester,
Delaware and Montgomery County Intermediate Units, two school district superintendents from each
county and one parent member.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts on the financial statements and the disclosures of contingencies. Actual results
could differ from those estimates.

Reporting Entity

In evaluating the Charter School as a reporting entity, management has addressed all potential

component units for which the Charter School may or may not be financially accountable, and as such,

be includable within the Charter School's financial statements. The Charter School is financially

accountable if it appoints a voting majority of the organization governing board and (1) it is able to

impose its will on the organization or (2) there is a potential for the organization to provide specific .
financial benefits to or impose specific financial burden on the Charter School. Additionally, the primary

government is required to consider other organizations for which the nature and significance of their

relationship with the primary government are such that exclusion would cause the reporting entity’s

financial statement to be misleading or incomplete.

Based upon the application of these criteria, the Charter School has determined it has no component
units.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Basis of Presentation

The Charter School’s financial statements consist of government-wide statements, including a
statement of net assets, a statement of activities, and fund financial statements which provide a more
detailed level of financial information.

Government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) report information on all of the nonfiduciary activities of the Charter School. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities which generally rely, to a significant extent, on fees and
charges for support. This Charter School presently only has governmental activities.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable within a
specific function or segment. Indirect expenses are allocated to functions/programs based on
percentage of expenses in those particular functions/programs. Program revenues include charges to
customers who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment. In addition, program revenues include grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment. Other
items not properly included among program revenues are reported instead as general revenues. The
comparison of direct expenses with program revenues identifies the extent to which each governmental
function is self-financing on the extent it is covered by general revenues of the Charter School.

Fund financial statements are also provided in the report for all of the governmental funds (the
general fund) of the Charter School. The major individual governmental fund is reported as a separate
column in the fund financial statements. Nonmajor funds would be aggregated and presented in a
" single column. The Charter School has no nonmajor funds, proprietary funds or fiduciary funds.

Fund Accounting

The Charter School uses funds to report on its financial position and the results of its operations. Fund
accounting is designed to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain government functions or activities. A fund is a separate
accounting entity with a self-balancing set of accounts.

Governmental Fund

The focus of Governmental Fund Types is measured upon determination of financial position and
changes in financial position (sources, uses and balances of financial resources) rather than upon
net income.

The Charter School uses the following major fund:

General Fund - The General Fund is the general operating fund of the Charter School. It is
used to account for all financial resources.

10
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardiess of the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met. Net assets (total assets less total liabilities) are used as a practical measure of economic
resources and the operating statement includes all transactions and events that increased or
decreased net assets. Depreciation is charged as expense against current operations and
- accumulated depreciation is reported in the Statement of Net Assets.

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
Revenue from federal, state, and other grants designated for payment of specific Charter School
expenditures is recognized when the related expenditures are incurred; accordingly, when such funds
are received, they are recorded as deferred revenues until earned. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service expenditures,
as well as expenditures related to compensated absences and claims and judgments, would be
recorded only when payment is due.

Revenues - Exchange and Nonexchange Transactions

Revenue resulting from exchange transactions, in which each party gives and receives essentially
equal value, is recorded on the accrual basis when the exchange takes place. On a modified accrual
basis, revenue is recorded in the fiscal year in which the resources are measurable and become
available. Available means that the resources will be collected within the current fiscal year or are
expected to be collected soon enough thereafter to be used to pay liabilities of the current fiscal year.

Receivables
As all of the intergovernmental and state receivables are due from local school districts and the
Pennsylvania Department of Education (PDE), management believes that they are fully collectible.
Thus, no allowance has been deemed necessary or recorded in the accompanying financial
statements.

Tuition Revenue - School Districts

Local sources revenue includes tuition revenue which represents the tuition paid by various school
districts for the students enrolled in the Charter School who reside within that particular school district.
This revenue is earned and recognized during the applicable school year.

11
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the effective interest
method. Bonds payable are reported net of the applicable bond premium or discount. Bond issuance
costs are reported as deferred charges and amortized over the term of the related debt.

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

The Charter School has not issued any bonds. The only long-term obligation at year-end is related to
compensated absences and other post-employment benefits.

Capital Assets

Capital assets consist of building improvements, furniture and computer equipment which are reported
in the governmental activities in the government-wide financial statements. Capital assets are defined
as an asset with an initial individual cost of $1,500 or more and an estimated useful life in excess of one
year. These assets are recorded at historical cost and estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation. Building improvements, furniture and computer equipment are depreciated using the straight-
line method over three to seven years.

Net Assets Government-Wide Financial Statements and Proprietary Fund Balance

Net assets represent the difference between assets and liabilities. Net assets invested in capital
assets, net of related debt consists of capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowings used for the acquisition, construction or improvement of those
assets. Net assets are reported as restricted when there are limitations imposed on their use either
through the enabling legisiation adopted by the Charter School or through external restrictions imposed
by creditors, grantors or laws or regulations of other governments.

12
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Governmental Fund Balances
In the governmental fund financial statements, fund balances are classified as follows:

Nonspendable Fund Balance - Amounts that are not in a spendable form such as inventory and
prepaid expenses or are required to be maintained intact such as the principal of an endowment.
The nonspendable portion of fund balance must be identified before any other categories are -
determined.

Restricted Fund Balance - Amounts that can be spent only for the specific purposes stipulated by
external resource providers such as grantors or enabling legislation. Restrictions may be
changed or lifted only with the consent of the resource providers.

Committed Fund Balance - Amounts that can be used only for a specific purpose determined by a
formal action of the board of trustees, the government’s highest level of decision-making authority.
The formal action to commit fund balance to a specific purpose must occur prior to the end of the
reporting period, but the amount which will be subject to the constraint may be determined in the
subsequent period. Committed funds may only be changed or lifted by the same formal action
taken to commit them.

Assigned Fund Balance - Amounts that the Charter School intends to use for a specific purpose.
Assignments of fund balance are made by the director/CEO or designee any time prior to the
issuance of the audited financial statements.

Unassigned Fund Balance - Amounts that are not included within any other classification noted.
Unassigned amounts are the portion of fund balance not obligated or specifically designated and
is available for any purpose. Positive amounts are reported only in the General Fund.

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

Any expenditure incurred for a purpose in which restricted and unrestricted fund balance amounts are
available are satisfied through restricted fund balance amounts before unrestricted fund balance
amounts. When an expenditure is incurred for a purpose in which unrestricted fund balance amounts
are available under committed, assigned or unassigned fund balances, there are no restrictions placed
on the order of the unrestricted fund balances used. The order of the unrestricted fund balances used
for disbursements is at the discretion of the director/CEQ.

13
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Data

Budgets are adopted on a basis consistent with generally accepted accounting principles. Annual
appropriated budgets are adopted for the general fund. All annual appropriations lapse at fiscal year
end. The Charter School’s 2010/2011 budget was prepared and approved by the Board of Trustees
prior to submitting the budget to the Pennsylvania Department of Education in May 2011.

NOTE 3 - CASH AND CASH EQUIVALENTS AND INVESTMENTS

Cash

Custodial Credit Risk - Deposit

Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits may not be
returned to it. The Charter School does not have a policy for custodial credit risk. As of June 30, 2011,
the carrying amount of the Charter School's deposits was $2,757,197 and the bank balance was
$2,757,197. Of the bank balance $250,000 was covered by federal depository insurance and
$2,507,197 of the Charter School’'s bank balance was exposed to custodial credit risk because it was
uninsured and collateral held by the depository’s agent was not in the Charter School’'s name.

NOTE 4 - INTERGOVERNMENTAL RECEIVABLES

The intergovernmental receivables balance of $1,206,080 is composed of receivables from numerous
school districts and the Pennsylvania Department of Education as of June 30, 2011. Balances not
remitted by the school districts will be withheld from the School's basic education subsidy and paid by
the Pennsylvania Department of Education.
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21 CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 5 - CAPITAL ASSETS

Following is a summary of changes in the capital assets during the fiscal year ended June 30, 2011:

Balance
June 30, 2010

Deletions/
Additions Transfers

Balance

June 30, 2011

Governmental Activities

Leasehold Improvements $ - $ 20,764 $ - $ 20,764
Furniture and Computer Equipment 322,033 204,443 (8,561) 517,915
Total Capital Assets 322,033 225,207 (8,561) 538,679
Accumulated Depreciation
Leasehold Improvements - (58) - (58)
Furniture and Computer Equipment (145,035) (72,914) 6,616 (211,333)
(145,035) (72,972) 6,616 (211,391)
GOVERNMENTAL ACTIVITIES,
CAPITAL ASSETS, NET $ 176,998 $ 152,235 $ (1,945) $ 327,288
Depreciation expense was charged to function/programs as follows:
Instruction:
Regular Education $ 43,351
Special Education 5,272
Support Services:
Instructional Student Support 7,873
Administrative and Financial Support Services 16,476
$ 72972
15
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 6 - LEASES

During the 2008/2009 school year, the Charter School entered into an operating-type lease agreement
for office space at 805 Springdale Drive, Exton, PA that expires August 31, 2013. The Charter School
is responsible for payment of utilities and real estate taxes and must also meet certain minimum
insurance requirements.

Total rent charged to expense during 2011 for this commitment was $187,200.

In May 2011, the Charter School entered into a short-term lease agreement for office space at 782
Springdale Drive, Exton, PA that commences August 1, 2011 and expires August 31, 2013. The
Charter School is responsible for payment of utilities and must meet certain minimum insurance
requirements. Real estate taxes and maintenance fees are included in the rental amount.

Future minimum payments under both operating leases that have remaining terms in excess of one
year are as follows for the years ended June 30:

2012 $ 233,130

2013 280,722

2014 47,203
_$ 561055

NOTE 7 - COMPENSATED ABSENCES LIABILITY

Compensated Absences:

Vested or accumulated vacation, sick leave, or sabbatical leave that is expected to be liquidated with
expendable available financial resources is reported as an expenditure and a fund liability of the
governmental fund that will pay it. Amounts of vested or accumulated vacation, sick leave, or
sabbatical leave that are not expected to be liquidated with expendable available financial resources
are reported in governmental activities. No liability is recorded for nonvesting accumulated rights to
receive sick pay benefits. However, a liability is recognized for a portion of accumulating sick leave
benefits that is estimated will be taken as “terminal leave” prior to retirement. The Charter School has
calculated the amount to be provided for compensated absences as of June 30, 2011 to be $74,676.

Balance Balance Current
July 1, 2010 Additions Reductions  June 30, 2011 Portion

$ 60,107 $ 56,931 $ (42,362) % 74,676 $ 5991

Future liabilities will be paid by the general fund.
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21t CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 8 - PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM (PSERS)

Plan Description:

The Charter School contributes to a governmental cost-sharing multiple employer defined benefit
pension plan administered by PSERS. Benefit provisions of the Plan are established under the
provisions of The Public School Employees’ Retirement Code and may be amended by an act of the
Pennsylvania State Legislature. The Plan provides retirement, disability, death benefits, legislatively
mandated ad hoc cost-of-living adjustments, and health care insurance premium assistance to
qualifying plan members and beneficiaries. It also provides for refunds of a member’'s accumulated
contribution upon termination of a member’s employment in the public school sector. PSERS issues a
publicly available 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’ Retirement System, PO Box 125, Harrisburg, PA 17108-0125. The report is also
available in the publications Section of the PSERS site on the internet at www.psers.state.pa.us.

Funding Policy:
The contribution policy is established in the Public School Employees’ Retirement Code and requires

contributions by active employees and participating employers. Active members who joined the
System prior to July 22, 1983, contribute at 5.25 percent (Membership Class TC) or at 6.50 percent
(Membership Class TD) of the member's qualifying compensation. Members joining PSERS on or after
July 22, 1983 and who were active or inactive as of July 1, 2001, contribute at 6.25 percent
(Membership Class TC) or at 7.50 percent (Membership Class TD) of the member's qualifying
compensation. Members joining PSERS after June 30, 2001 contribute at 7.50 percent (automatic
Membership Class TD). For all new hires and for members who elected Class TD membership, the
higher contribution rates began with service rendered on or after January 1, 2002.

The contributions required of participating employers are based upon an actuarial valuation and are
expressed as a percentage of annual covered payroll during the period for which the amount is
determined. For the fiscal year ended June 30, 2011, the rate of employer contribution was 5.64
percent of covered payroll. The 5.64 percent rate is composed of a pension contribution rate of 5.00
percent for pension benefits and 0.64 percent for health insurance premium assistance. The Charter
School’s contribution to PSERS for the fiscal years ended June 30, 2011, 2010, and 2009 was
$160,982, $119,683, and $97,796, respectively.

NOTE 9 - POST-EMPLOYMENT BENEFITS

Plan Description:

The 21° Century Cyber Charter School administers a single-employer defined benefit healthcare plan
(the Retiree Health Plan). The Plan provides lifetime healthcare insurance for eligible retirees and their
spouses through the Charter School's health insurance plan, which covers both active and retired
members. The Retiree Health Plan does not issue a publicly available financial report and the Charter
School is implementing GASB Statement 45 prospectively.

17
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 9 - POST-EMPLOYMENT BENEFITS - CONTINUED

Funding Policy:
The required contribution is based on pay as you go financing. For administrators with less than twenty

years with the Charter School, the retired plan member contributes the premium in excess of the flat-
dollar Charter School contribution for medical insurance determined at the member’s retirement for the
retired plan member and their spouse. For administrators with twenty years or more with the Charter
School the retired plan member must pay premiums for vision. The retired plan member must pay 50
percent of the cost of term life insurance. The premium sharing for medical insurance is limited to half
of the retirees years of service and after that time the retired plan member is responsible for paying 100
percent of the premiums for medical insurance, and long-term care insurance is provided based on
years of service with the Charter School paying 100 percent of the cost. Over age 65, the retiree must
pay the premium in excess of the flat-dollar Charter School contribution determined at age 65. In
addition, long-term care insurance is only provided for a period equal to half of the retiree’s service.

Project staff are allowed to continue coverage for themselves and dependents until the member
reaches Medicare age. The retiree is responsible for payment equal to the premium determined for the
purposes of COBRA.

Annual OPEB Cost and Net OPEB Obligation:

The Charter School's annual other post-employment benefit (OPEB) 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 45. The ARC represents a level of funding that, if
paid on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial liabilities (or funding excess) over a period not to exceed thirty years. The following table
shows the components of the Charter School's annual OPEB cost for the year, the amount actually
contributed to the plan, and changes in the Charter School’s net OPEB obligation:

Annual required contribution ' $ 33,101

Interest on net OPEB obligation 1,902

Adjustment to annual required contribution (3,067)
Annual OPEB Cost 31,936
Contributions made (estimated) -
Estimated increase in net OPEB obligation 31,936
Net OPEB obligation - beginning of year 42,273
Net OPEB obligation - end of year $ 74,209

18

719



215 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 9 - POST-EMPLOYMENT BENEFITS - CONTINUED

The Charter School’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan,
and the net OPEB obligation as of June 30 was as follows:

Percentage
of Annual
Fiscal Year Annual OPEB Cost Net OPEB
Ended OPEB Cost Contributed Obligation
6/30/2011 $ 31,936 0.0% $ 74,209
6/30/2010 13,726 0.0% 42,273
6/30/2009 14,088 0.0% 28,547

Funded Status and Funding Progress:

As of July 1, 2010, the most recent actuarial valuation date, the plan was unfunded. The actuarial
accrued liability for benefits was $99,374, and the actuarial value of assets was $0, resulting in an
unfunded actuarial accrued liability (UAAL) of $99,374. The covered payroll (annual payroil of active
employees covered by the plan) was $2,337,687, and the ratio of the UAAL to the covered payroll was
4.25%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. 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. The schedule of funding progress, presented as required supplementary
information following the notes to the financial statements, presents information about actuarial value of
plan assets and actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions:

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understood by the empioyer 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 accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.
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21%' CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 9 - POST-EMPLOYMENT BENEFITS - CONTINUED

In the July 1, 2010 actuarial valuation, the entry age normal cost method was used. The actuarial
assumptions included a 4.5 percent investment rate of return (net of administrative expenses) and an
annual healthcare cost trend rate of 7.5 percent initially, decreasing 0.5 percent per year to an ultimate
rate of 5.5 percent in 2014. Rates gradually decrease from 5.3 percent in 2015 to 4.2 percent in 2099
and later based on the Society of Actuaries Long-Run Medical Cost Trend Model. The unfunded
actuarial accrued liability is being amortized using single period amortization as of the end of the year
based on level dollar, 22-year open period. This is the weighted average of service until retirement
(active liability) and payment period (retired liability).

NOTE 10 - FUND BALANCE

Effective July 1, 2010, the District adopted Governmental Accounting Standards Board Statement No.
54, Fund Balance Reporting and Governmental Fund Type Definitions to be in conformity with generally
accepted accounting principles. The statement established a hierarchy for classifying fund balances
into specifically defined classifications resulting in the Charter School adopting a fund balance policy
effective for the June 30, 2011 reporting period. Details of the Charter School’s governmental fund
balance reporting and policy can be found in Note 1, Surmmmary of Significant Accounting Policies. Fund
balance classifications for the year ended June 30, 2011 were as follows:

General Fund

The general fund has a nonspendable fund balance of $26,224, committed funds of $750,000 for future
building costs, $100,000 for capital equipment, $75,000 for curriculum development, $150,000 for new
initiatives, $950,000 for program stabilization and $561,055 for future minimum lease obligations;
assigned funds of $16,065 for encumbrances, $247,058 for PSERS retirement stabilization, and
unassigned fund balance of $204,791. The commitments were authorized by the board of trustees’
motion to set aside resources to fund the commitments noted above. The assignments were
authorized by the board through adoption of the 2011/2012 general fund budget.

NOTE 11 - RISK MANAGEMENT

The Charter School is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; error and omissions; injuries to employees; and natural disasters. Significant
losses are covered by commercial insurance for all major programs except for unemployment
compensation, for which the Charter School retains risk of loss. For insured programs, there were no
significant reductions in insurance coverages for the 2010/11 school year. Settlement amounts have
not exceeded insurance coverage for the current year.
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21°* CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 11 - RISK MANAGEMENT - CONTINUED

In an effort to contain costs related to commercial insurance, the Charter School through the Chester
County Intermediate Unit has established an Internal Service Fund to account for and finance its
uninsured risks of loss. Under this program, the Charter School through the Chester County
Intermediate Unit is self-insured for unemployment compensation purposes. All funds of the Charter
School participate in the program and make payments to the Internal Service Fund based on estimates
of amounts needed to pay prior and current year claims and to establish a reserve for unexpected
losses.

NOTE 12 - JOINT AGREEMENT

The Charter School entered into an agreement with the Chester County Intermediate Unit on April 25,
2002, whereby the CCIU would provide the Charter School with office space, human resources,
accounting, payroll, telecommunication, and janitorial services. In exchange, the Charter School would
pay the CCIU an annual fee based on total activity. The arrangement was modified effective November
2008, when the Charter School moved to a separate location. Total fees paid under this agreement for
the year ended June 30, 2011 was $269,983.

In addition, the Charter School pays consulting fees for specific CCIU employees to provide services to
the Charter School. These consulting fees are based on a percentage of salaries and benefits for the
following positions: accounting supervisor, accounts payable bookkeeper, human resource generalist,
special ed supervisor, and instructional systems designer. Total fees paid for these services for the
year ended June 30, 2011 were $339,380. The CCIU billed the Charter School an additional $69,635
for miscellaneous services including special education evaluations and services, book shipping
services, Moodle access and design, and instructional equipment repair.

In September 2009, Chester County Intermediate Unit and the 21% Century Cyber Charter School
entered into a cooperative agreement to provide online courses to students enrolled in the Brandywine
Virtual Academy (BVA). BVA was created to provide individual students with courses necessary to
graduate from high school for enrichment or remediation purposes. Under the agreement, 21st Century
Cyber Charter School provides both credited and noncredited courses and the Intermediate Unit takes
care of marketing the BVA program and related services. The agreement covers a three-year term
through June 2012 and may be renewed.

In 2010/2011, the Charter School billed the Chester County Intermediate Unit $152,912 for providing
instruction and curriculum for the CCIU’s Brandywine Virtual Academy. The Charter School also
received $8,614 to provide a math teacher on a limited basis to a CCIU vocational-technical school.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE 13 - NEW ACCOUNTING PRONOUNCEMENTS

The Government Accounting Standards Board (GASB) has issued the following standards which have
not yet been implemented:

Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer
Plans which is required to be implemented by the year ended June 30, 2012. The objective of
this statement is to address issues related to the use of the alternative measurement method
and the frequency and timing of measurements by employers that participate in agent multiple-
employer other postemployment benefit (OPEB) plans.

Statement No. 60, Service Concession Arrangements which is required to be implemented by
the year ended June 30, 2013. The objective of this statement is to address how to account for
and report service concession arrangements, a type of public-private or public-public
partnership that governments are increasingly entering into. At this time, the Charter School
does not have any service concession arrangements in place.

Statement No 61, The Financial Reporting Entity - Omnibus which is required to be
implemented by the year ended June 30, 2013. The objective of this statement is to improve
financial reporting for a governmental financial reporting entity to better meet user needs and
address reporting entity issues. This statement modifies certain requirements for inclusion of
component units in the financial reporting entity, and amends the criteria for reporting
component units as if they were part of the primary government in certain circumstances. The
statement also clarifies the reporting of equity interests in legally separate organizations.

Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflow of
Resources, and Net Position which is required to be implemented by the year ended June 30,
2013. The objective of this statement is to provide a framework that will serve to standardize
the presentation of deferred balances and their effects on a government’s net position and
address uncertainty related to their display.

The Charter School has not yet completed the analysis necessary to estimate the financial statement
impact of these new pronouncements.
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21°'CENTURY CYBER CHARTER SCHOOL

BUDGETARY COMPARISON SCHEDULE

GENERAL FUND

For the Year Ended June 30, 2011

Original Final
Budget Budget Actual Variance
REVENUES
Local Sources $ 7,225,163 $ 7,231,303 $ 7,223,343 $ (7,960)
State Sources 306,228 254,110 192,853 (61,257)
TOTAL REVENUES 7,531,391 7,485,413 7,416,196 (69,217)
EXPENDITURES
Instruction
Regular Programs 3,944,395 4,337,159 4,065,408 271,751
Special Programs 519,387 441,433 494,814 (63,381)
Total Instruction 4,463,782 4,778,592 4,560,222 218,370
Support Services
Pupil Personnel Services 580,155 382,030 361,163 20,867
Instructional Staff Services 475,959 539,377 362,978 176,399
Administrative Services 1,903,970 1,634,296 1,539,815 94,481
Pupil Health 12,645 27,175 14,241 12,934
Total Support Services 2,972,729 2,682,878 2,278,197 304,681
TOTAL EXPENDITURES 7,436,511 7,361,470 6,838,419 523,051
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES 94,880 123,943 577,777 453,834
OTHER FINANCING SOURCES (USES)
Budgetary Reserve (80,000) - - -
REVENUES AND OTHER
FINANCING SOURCES OVER
(UNDER) EXPENDITURES AND
OTHER FINANCINGUSES $ 14,880 123,943 577,777 $ 453,834
FUND BALANCE, BEGINNING 2,502,416
FUND BALANCE, ENDING $ 3,080,193
See note to required supplementary information. 23
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21 CENTURY CYBER CHARTER SCHOOL

SCHEDULE OF FUNDING PROGRESS AND EMPLOYER CONTRIBUTIONS -
POST-EMPLOYMENT BENEFITS PLAN

SCHEDULE OF FUNDING PROGRESS

Actuarial
Accrued UAAL as a
Actuarial Liability Unfunded Percentage
Actuarial Value of (AAL) - AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b - a) (alb) (c) (b-a)/c)
Governmental Activities 7/1/2010 $ - $ 99,374 $ 99,374 0.00% $ 2,337,687 4.25%
Governmental Activities 7/1/2007 - 27,679 27,679 0.00% 1,451,354 1.91%
SCHEDULE OF EMPLOYER CONTRIBUTIONS
Annual
Required Percentage
Year Contribution ~ Contributed
Annual Required Contribution 2011 $ 33,101 0.00%
2010 13,726 0.00%
2009 14,088 0.00%
See note to required supplementary information. 24
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215 CENTURY CYBER CHARTER SCHOOL
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

June 30, 2011

BUDGETARY DATA

The budget for the general fund is adopted on the modified accrual basis of accounting which is
consistent with generally accepted accounting principles.
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CERTIFIED PUBLIC ACCOUNTANTS

Members of PKF North America, Pennsylvania Institute of CPAs,
American Institute of Certified Public Accountants Private Companies Practice Section
www.herbein.com

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

To the Board of School Directors
21° Century Cyber Charter School
Downingtown, Pennsylvania

We have audited the financial statements of the governmental activities and each major fund of 21%
Century Cyber Charter School as of and for the year ended June 30, 2011, which collectively comprise
the 21% Century Cyber Charter School’'s basic financial statements and have issued our report thereon
dated January 3, 2012. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the 21%' Century Cyber Charter School is responsible for establishing and maintaining
effective internal control over financial reporting. In planning and performing our audit, we considered
21% Century Cyber Charter School's internal control over financial reporting as a basis for designing our
auditing procedures for the purpose of expressing our opinions on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the 21* Century Cyber Charter School’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the 21 Century Cyber Charter School’s internal control over financial reporting.

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

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

HERBEIN+COMPANY, INC.

2763 Century Boulevard ~ Reading, PA 19610 Telephone: 610-378-1175  Facsimile: 610-378-0999
reading@herbein.com

Other Offices: PITTSBURGH GREENSBURG
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CERTIFIED PUBLIC ACCOUNTANTS

Compliance and Other Matters ’

As part of obtaining reasonable assurance about whether 21% Century Cyber Charger School’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 that we reported to management of the 21°' Century Cyber Charter School in
a separate letter dated January 3, 2012. '

This report is intended solely for the information and use of the audit committee, management, and the
board of school directors and is not intended to be and should not be used by anyone other than these
specified parties.

Uotesir +VAW,W.

Reading, Pennsylvania
January 3, 2012
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21st CENTURY

21ST CENTURY CYBER CHARTER SCHOOL

MANAGEMENT’S DISCUSSION AND ANALYSIS
Required Supplementary Information
June 30, 2012

The discussion and analysis of 21st Century Cyber Charter School’s (Charter
School) financial performance provides an overall review of the Charter School’s
financial activities for the fiscal year ended June 30, 2012. The intent of this discussion
and analysis is to look at the Charter School’s financial performance as a whole. Readers
should also review the financial statements and the notes to the basic financial statements
to enhance their understanding of the Charter School’s financial performance.

The Management Discussion and Analysis (MD&A) is an element of the
reporting model adopted by the Governmental Accounting Standards Board (GASB) in
their Statement No. 34 Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments issued June 1999.

FINANCIAL HIGHLIGHTS

The 21st Century Cyber Charter School’s financial results for the 2011-2012
school year resulted in a fund balance of $3,772,998 at June 30, 2012. The June 30,
2010-2011 fund balance was $3,080,193.

Governmental fund total assets at June 30, 2012 were $5,264,504 compared to the
June 30, 2011 balance of $4,391,248.

The primary source of revenue for the Charter School is tuition charged to school
districts at rates set by the districts.

MD&A 1

734



Figure 1

Required Components of 21st Century Cyber Charter School’s Financial Report

Management Discussion and
IAnalysis

Basic Financial Statements

Government-wide
IFinancial Statements

Fund Financial
IStatements

Notes to the Financial
Statements

OVERVIEW OF FINANCIAL STATEMENTS

Figure 2 summarizes the major features of the Charter School’s financial
statements. The remainder of this overview section of Management’s Discussion and

Analysis highlights the structure and contents of each of the statements.

MD&A 2
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Figure 2

21st Century Cyber Charter School's
Government-wide and Fund Financial Statements

Fund Statements

Government-wide Statements

Governmental
Funds

Scope

Entire 21st Century Cyber
Charter School (except fiduciary
funds)

The activities of the Charter
School that are not proprietary or
fiduciary, such as education,
administration and community
services

Required financial
statements

Statement of net assets
Statement of activities

Balance Sheet

Statement of revenues,
expenditures, and changes in
fund balance

Accounting basis and
measurement focus

Accrual accounting and economic
resources focus

Modified accrual accounting and
current financial resources focus

Type of asset/liability
information

All assets and liabilities, both
financial and capital, and short-
term and long-term

Only assets expected to be used
up and liabilities that come due
during the year or soon
thereafter; no capital assets
included

Type of inflow/outflow
information

All revenues and expenses during
year, regardless of when cash is
received or paid

Revenues for which cash is
received during or soon after the
end of the year; expenditures
when goods or services have
been received and payment is
due during the year or soon
thereafter

MD&A 3
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Government-wide Statements

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

The two government-wide statements report the Charter School’s net assets and
how they have changed. Net assets, the difference between assets and liabilities, are one
way to measure the Charter School’s financial health or position. Over time, increases or
decreases in net assets are an indication of whether the Charter School’s financial health
is improving or deteriorating.

Governmental activities — All of the Charter School’s basic services are included
here, such as instruction, administration and pupil health.

Fund Financial Statements

The fund financial statements provide more detailed information about the
Charter School’s funds. The Charter School has no non-major, proprietary or fiduciary
funds and reports all activity as governmental funds.

Government Funds — Includes the Charter School’s basic services and generally (1)
focuses on how cash and other financial assets can readily be converted into cash inflows
and outflows and (2) identifies balances left at year-end that are available for spending.
Financial results are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets. The governmental fund
statements provide a detailed short-term view of the Charter School’s operations and the
services provided. Governmental fund information helps the reader determine the level
of financial resources that can be spent in the near future to finance the Charter School’s
programs. The relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and the Statement of Activities) and governmental funds is
reconciled in the financial statements.

MD&A 4
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FINANCIAL ANALYSIS OF THE 21ST CENTURY CYBER CHARTER SCHOOL AS
A WHOLE

The Charter School’s total net assets were $4,070,178 as of June 30, 2012.

Figure 3
Condensed Statement of Net Assets
June 30, 2012

Governmental Activities

2011 2012

Current and other
assets $ 4,063,960 $ 4,772,551
Capital Assets $ 327,288 $ 491953
Total Assets $ 4,391,248 $ 5,264,504
Current and other
liabilities $ 989,758 $ 1,016,853
Long-term liabilities $ 142,894 $ 177473
Total Liabilities $ 1,132,652 $ 1,194,326
Net Assets
Invested in capital assets, net of related debt $ 327,288 $ 491,953
Unrestricted $ 2,931,308 $ 3,578,225
Total Net Assets $ 3,258,596 $ 4,070,178
Total Liabilities and Net Assets $ 4,391,248 $ 5,264,504

Current assets at June 30, 2012 included cash of $3,598,460, intergovernmental
and other receivables of $1,107,907, prepaid expenses of $53,613 and deposits of 12,571.
The intergovernmental receivables were lower as a result of subsidy payment. The
Charter School purchased additional furniture for additional office space, computer
hardware and software, which resulted in a $164,665 increase in net capital assets.

Total liabilities increased in 2011-2012. Accounts payable balances were
$635,740, compared to the prior year balance of $699,399. The decrease of $63,659 a
result of amounts due for services rendered and expenses paid on behalf of 21CCCS as
well as additional purchases. Accrued salaries and benefits increased from $272,458 at
June 30, 2011 to $339,830 at June 30, 2012, a direct result of the 2011-2012 staffing
additions. The compensated absences accrual, which reflects the value of unused vacation
time increased from $74,676 to $89,508 (current portion $17,300 + long-term portion
$72,208) as of June 30, 2012. The long term liability related to GASB 45 — Accounting
for Other Post Employment Benefits increased by $74,209 to $105,265 at the end of
2011-2012 school year.

MD&A 5
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Figure 4
Changes in Net Assets from Operating Results
June 30, 2012
Governmental Activities
Revenues 2011 2012
Program Revenues
Charges for services $ 7,153,500 $ 8,088,896
Operating grants and
confributions 262,696 269,049
Capital grants and
contributions 0 0
General Revenues 0 0
Total Revenues $ 7,416,196 $ 8,357,946
Expenses
Instruction - Regular Programs $ 4,099,915 $ 4,453,704
Instruction - Special Programs 522,981 550,458
Support Services 2,111,739 2,542,202
Total Expenses $ 6,734,635 $ 7,546,364
Increase (Decrease) in Net Assets $ 681,561 $ 811,582
Beginning Net Assets 2,577,035 3,258,596
Ending Net Assets $ 3,258,596 $ 4,070,178

Growing enrollments generated approximately $935,000 of additional tuition
revenue in 2011-2012 compared to the prior school year.

Total expenses in 2011-2012 were approximately $811,000 higher than in 2010-
2011 due to increased staffing levels required to serve the additional enrollments,
increased demand for special education services, the purchase of additional computer
equipment, furniture, and peripheral supply items for student use.

BUDGET HIGHLIGHTS

During the fiscal year, the Board authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the 21st
Century Cyber Charter School. A schedule showing the Charter School’s original and
final budget amounts compared with amounts actually paid and received is provided in
the financial statements.

MD&A 6
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Actual 2011-2012 revenues were less than 3% lower than budgeted
amounts. Expenditures were $290,406 lower than the final budget as overall spending
levels were less than anticipated. Some new and current staff positions budgeted for
2011-2012 were not filled during the school year or were filled later than planned. The
Charter School experienced savings in the following other areas: postage costs partly due
to more efficient shipping procedures; computer equipment as a result of management’s
decision to delay the purchase of new laptops; savings on various software cost.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2012, the Charter School had $ 491,953 invested in furniture and
computer equipment.

Figure 5
Capital Assets (net of depreciation)

June 30, 2012

Governmental Activities

2011 2012
Building Improvements $ 20,706 $ 20,014
Furniture & Computer
Equipment 306,582 471,939
Total $ 327,288 $ 491,953

Debt Administration
The 21st Century Cyber Charter School had no debt as of June 30, 2012.

ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21% Century Cyber Charter School is continuing to increase its teaching staff in
2012-2013 in order to accommodate increased enrollments and to expand class offerings
and related services. Management has expanded the role of teaching assistants which
allows teachers to service more students. In addition, as enrollments have increased, so
has the demand for special education services. Several of the new teaching positions
2011-12 required special education certifications and in 2012-2013 an increase in special
education teachers will help bridge the gap from increased student enrollment for special
education.

MD&A 7
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In May 2011, the Board of Trustees approved a two-year lease for additional office space
at 782 Springdale Drive in Exton to house the Charter School’s growing staff. The
Middle School teaching staff and new principal along with the Instructional Systems
Design group moved into the new location in August 2011. Work areas in the Charter
School’s main location at 805 Springdale Drive were reconfigured for the High School
staff and principal, Special Education and Marketing areas. Management has already
begun the search to find a suitable location for the entire school when both leases expire
on August 31, 2013. In August 2012, with the increase of enrollment and growing staff
in the Administration team, Instructional Systems Design group, Marketing and teacher
subject area were relocated to the current location 782 Springdale Drive in Exton. The
Middle School teaching staff and principal moved to the main location at 805 Springdale
Drive, allowing one central location for all teaching staff while a search is conducted for
new High School principal.

21CCCS was notified in June 2011 that its charter had been renewed effective July 1,
2011 for another 5 years. The Charter School also made Annual Yearly Progress (AYP)
in 2010-2011, one of only two cyber charter schools in Pennsylvania to do so and
repeated AYP achievement as one of only three cyber charter schools in Pennsylvania
with 2011-2012 school year. The Charter School is the only statewide cyber charter to
have achieved AYP for five consecutive years (2004-2005 through 2011-2012).

In 2006, the 21* Century Cyber Charter School and the Chester County Intermediate Unit
entered into an agreement that established a virtual program to offer online classes to
students enrolled in school districts throughout the Commonwealth. The program, under
the name of Brandywine Virtual Academy (BVA), offers online courses for original
credit course and credit recovery during the school year and summer school. The Charter
School staff had managed the program since BVA’s inception. In early 2011-12, the
CCIU took on a larger role and began managing BVA’s day-to-day operations and
expanding its services. The Charter School’s new role is to provide instructional services
(teachers and curriculum) only to BVA students.

The Board of Trustees has maintained the agreement between 21CCCS and the
CCIU to provide accounting, human resources, and other services for the foreseeable
future. Several CCIU staff members continue to work at the school each week to better
service the Charter School’s needs.

The Pennsylvania School Employees Retirement System (PSERS) retirement rate
for 2011-12 was 8.65% of qualified wages. The 2011-2012 rate is an increase over the
2010-2011 PSERS rate of 5.64%. The employer contribution rate for fiscal year 2013-
2014 will be 16.93%. This rate was determined by PSERS’ actuary and is subject to
certification by the PSERS Board of Trustees at its meeting on December 6, 2012.

PSERS has developed tentative projections for the employer contribution rate for future
years that range from 16.69 % to 26.96%. These tentative projections are based on the

actual investment returns and potential actuarial experience losses for the 2011-2012
fiscal year and will have a significant impact on future operations.
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To date, no legislation has been passed regarding cyber charter school funding. The
Board of Trustees has approved a program stabilization fund to provide financial
assistance to the Charter School, if needed, when the legislation is approved.

CONTACTING THE 21ST CENTURY CYBER CHARTER SCHOOL FINANCIAL
MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents,
students, investors and creditors with a general overview of the Charter School’s finances
and to show accountability for the money received. If you have questions about this
report or wish to request additional financial information, please contact the Open
Records Officer, 21st Century Cyber Charter School, 805 Springdale Drive, Exton, PA
19341, 484-875-5400.
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21°' CENTURY CYBER CHARTER SCHOOL
STATEMENT OF NET ASSETS

June 30, 2012

ASSETS

CURRENT ASSETS
Cash
Intergovernmental Receivables
State Subsidies Receivable
Prepaid Expenses

Deposits
TOTAL CURRENT ASSETS
NONCURRENT ASSETS
Capital Assets, Net of Depreciation
TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts Payable
Accrued Liabilities
Accrued Salaries and Benefits
Current Portion of Compensated Absences

TOTAL CURRENT LIABILITIES
LONG-TERM LIABILITIES
Compensated Absences
Other Post Employment Benefits
TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES

NET ASSETS
Invested in Capital Assets
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See accompanying notes.
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Governmental

Activities

$ 3,598,460
1,060,767
47,140
53,613
12,571

4,772,551

491,953

$ 5,264,504

$ 635740
23,983
339,830
17,300

1,016,853

72,208

105,265

177,473

1,194,326

491,953

3,578,225
4,070,178

$ 5,264,504



21* CENTURY CYBER CHARTER SCHOOL

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2012

Functions/Programs

Governmental Activities:
Instruction:
Regutar
Special
Total Instructional Services

Support Services:
Instructional Student Support
Administration and Financial

Support Services
Total Support Services

Total Governmental Activities

See accompanying notes.

Net (Expense)
Revenue and

Changes in
Program Revenue Net Assets
Operating
Charges for Grants and Governmental
Expenses Services Contributions Activities
$ 4,453,704 $ 4,331,974 $ 123,937 $ 2,207
550,458 693,656 68,540 211,738
5,004,162 5,025,630 192,477 213,945
1,049,209 1,046,704 38,478 35,973
1,492,993 2,008,302 38,094 553,403
2,542,202 3,055,006 76,572 589,376
$ 7,546,364 $ 8,080,636 $ 269,049 803,321
General Revenues:
Investment Earnings 8,261
Change in Net Assets 811,582
Net Assets - Beginning 3,258,596
Net Assets - Ending $ 4,070,178
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21 CENTURY CYBER CHARTER SCHOOL
BALANCE SHEET - GOVERNMENTAL FUND

June 30, 2012

ASSETS
Cash
Intergovernmental Receivables
State Subsidies Receivable
Prepaid Expenses
Deposits

TOTAL ASSETS

LIABILITIES
Accounts Payable
Accrued Liabilities
Accrued Salaries and Benefits

TOTAL LIABILITIES

FUND BALANCE
Nonspendable Fund Balance, Prepaid Expenditures, and Deposits
Committed Fund Balance:
Future Building Fund
Future Capital Equipment/Software/Furniture Purchases
Future Curriculum Development Costs
New Initiatives Fund
Future Program Stabilization Fund
Minimum Lease Obligation
Assigned Fund Balances:
Encumbrances
PSERS Retirement Rate Increases
Unassigned Fund Balance

TOTAL FUND BALANCE

TOTAL LIABILITIES AND FUND BALANCE

See accompanying notes.

745

General
Fund

$ 3,598,460
1,060,767
47,140
53,613
12,571

$ 4,772,551

$ 635,740
23,983
339,830

999,653

66,184

750,000
60,000
75,000

300,000

1,150,000

305,303

21,219
360,371
684,921

3,772,998

$ 4,772,551




21 CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF GOVERNMENTAL FUND BALANCE SHEET TO THE
STATEMENT OF NET ASSETS

June 30, 2012

TOTAL FUND BALANCES - GOVERNMENTAL FUND $ 3,772,998

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

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported as assets in governmental funds. The cost of the
assets is $798,160 and the accumulated depreciation is $306,207. 491,953

Long-term liabilities are not due and payable in the current period and, therefore,
are not reported as liabilities in the governmental funds. Long-term liabilities at
year-end consist of:
Other Post Employment Benefits  $ (89,508)
Accumulated Compensated Absences (105,265) (194,773)

TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 4,070,178

See accompanying notes. 6

746



21 CENTURY CYBER CHARTER SCHOOL

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUND

For the Year Ended June 30, 2012

General Fund

REVENUES
Local Sources $ 8,200,609
State Sources 157,337
TOTAL REVENUES 8,357,946

EXPENDITURES

Current:

Instruction - Regular Programs 4,111,649
Instruction - Special Programs 650,893
Support Services 2,902,599
TOTAL EXPENDITURES 7,665,141
NET CHANGE IN FUND BALANCE 692,805
FUND BALANCE AT BEGINNING OF YEAR 3,080,193

FUND BALANCE AT END OF YEAR $ 3,772,998

See accompanying notes.
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21 CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF THE GOVERNMENTAL FUND STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2012

NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUND $ 692,805

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

Governmental funds report capital outlays as expenditures.
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 exceeded
depreciation in the current period:

Capital Outlays $ 263,881
Less: Depreciation Expense (99,216) 164,665

In the statement of activities, the cost of compensated absences
is recorded as additional long-term liabilities. This is the amount
of the change in compensated absences in the current year. (14,832)

Post employment benefits are recognized when they are paid on
the fund statements. With the implementation of GASB #45, an
estimated liability for future benefits due will be phased in over
several years. This amount represents the difference between
the estimated annual cost and the amount paid. (31,056)

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 811,582

See accompanying notes.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2012
The 21% Century Cyber Charter School (Charter School) was originally chartered through West Chester
Area School District. The Charter School was established in April 2001 and began operations in July
2001. Effective July 1, 20086, the Charter School became chartered directly through the Pennsylvania

Department of Education. The current charter expires June 30, 2015.

The Charter School is located in Exton, Pennsylvania and was established to provide services to
students located in Pennsylvania.

The Charter School is governed by a board made up of the executive directors of the Bucks, Chester,

Delaware and Montgomery County Intermediate Units, two school district superintendents from each
county, and three parent members.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the 21st Century Cyber Charter School (Charter School) conform to
generally accepted accounting principles as applicable to governments. The Governmental Accounting
Standards Board (GASB) is the authoritative standard-setting body for the establishment of
governmental accounting and financial reporting principles. The following is a summary of the more
significant policies and practices of the Charter School.

A. Reporting Entity

In evaluating the Charter School as a reporting entity, management has addressed all potential
component units for which the Charter School may or may not be financially accountable, and
as such, be includable within the Charter School's financial statements. The Charter School is
financially accountable if it appoints a voting majority of the organization governing board and
(1) it is able to impose its will on the organization or (2) there is a potential for the organization
to provide specific financial benefits to or improve specific financial burden on the Charter
School. Additionally, the primary government is required to consider other organizations for
which the nature and significance of their relationship with the primary government are such that
exclusion would cause the reporting entity's financial statement to be misleading or incomplete.

Based upon the application of these criteria, the 21%' Century Cyber Charter School has
determined it has no component units.

B. Measurement Focus and Basis of Accounting
The basic financial statements of the Charter School are comprised of the following:
e Government-wide financial statements

e Fund financial statements
e Notes to financial statements
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

1. Government-wide financial statements (i.e., the statement of net assets and the statement
of activities) report information on all of the nonfiduciary activities of the Charter School.
Governmental activities, which normally are supported by intergovernmental revenues, are
reported separately from business-type activities which rely to a significant extent on fees and
charges for support. The Charter School presently only has governmental activities.

Government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Under the accrual basis of
accounting, revenues, expenses, gains, losses, assets, and liabilities resulting from exchange
and exchange-like transactions are recognized when the exchange takes place. Revenues,
expenses, gains, losses, assets, and liabilities resulting from nonexchange transactions are
recognized in accordance with the requirements of GASB Statement No. 33, “Accounting and
Financial Reporting for Nonexchange Transactions.”

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function or segment. Program revenues include charges to
customers who purchase, use, or directly benefit from goods, services, or privileges provided
by a given function or segment. In addition, program revenues include grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Other items not properly included among program revenues
are reported instead as general revenues. The comparison of direct expenses with program
revenues identifies the extent to which each governmental function is self-financing on the
extent it is covered by general revenues of the Charter School.

2. Fund financial statements The underlying accounting system of the Charter School is
organized and operated on the basis of separate funds, each of which is considered to be a
separate accounting entity. The operations of each fund are accounted for with a separate set
of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and
expenditures or expenses, as appropriate. Governmental resources are allocated to and
accounted for in individual funds based upon the purposes for which they are to be spent and
the means by which spending activities are controlled.

The financial statements for governmental funds are presented after the government-wide
financial statements. These statements display information about major funds individually and
nonmajor funds in the aggregate for governmental and enterprise funds.

10
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

When both restricted and unrestricied resources are combined in a fund, expenses are
considered to be paid first from restricted resources, and then from unrestricted resources.

Governmental funds

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collected within the current period or soon enough thereafter
to pay liabilities of the current period. For this purpose, the Charter School considers
revenues to be available if they are collected with 60 days of the end of the current fiscal
period.

Revenue from federal, state, and other grants designated for payment of specific school
Charter School expenditures is recognized when the related expenditures are incurred;
accordingly, when such funds are received, they are recorded as deferred revenues until
earned. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is
due.

Under the current financial resources measurement focus, only current assets and current
liabilities are generally included on the balance sheet. The reported fund balance is
considered to be a measure of “available spendable resources.”

Governmental funds operating statements present increases (revenues and other
financing sources) and decreases (expenditures and other financing uses) in net current
assets. Accordingly, they are said to present a summary of sources and uses of “available
spendable resources” during a period.

Amounts expended to acquire capital assets are recorded as expenditures in the year that
resources were expended, rather than as fund assets. The proceeds of long-term debt
are recorded as other financing source rather than as a fund liability. However, debt
service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

11
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

C. Basis of Presentation

The determination of major funds is based on minimum criteria as set forth in GASB Statement
No. 34, “Basic Financial Statements - and Management's Discussion and Apalysis - for State
and Local Governments.” The nonmajor funds are combined in a column in the fund financial
statements. The following is the Charter School’s major fund:

1. Government Fund Types

General Fund - The general fund is the general operating fund of the Charter School. It is
used to account for all financial resources. All activities of the Charter School are accounted
for through this fund.

D. Budgetary Data
Budgets are adopted on a basis consistent with generally accepted accounting principles.
Annual appropriated budgets are adopted for the general fund. All annual appropriations lapse
at fiscal year-end. The Charter School's 2011-2012 budget was prepared and approved by the
board of trustees prior to submitting the budget to the Pennsylvania Department of Education.
All budget amounts presented in the accompanying financial statements have been adjusted for
legally authorized revisions of the annual budget during the year. Appropriations, except
unexpended grant appropriations and encumbrances, lapse at the end of each fiscal year.

E. Investments and Cash Equivalents

Investments are carried at market value.

Cash equivalents in the basic financial statements include all highly-liquid investments with an
original maturity of three months or less.

F. Receivables
As all of the intergovernmental and state receivables are due from local school districts and the
Pennsylvania Department of Education (PDE), management believes that they are fully

collectible. Thus, no allowance has been deemed necessary or recorded in the accompanying
financial statements.

12
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

G. Tuition Revenue - School Districts

Local sources revenue includes tuition revenue which represents the tuition paid by various
school districts for the students enrolled in the Charter School who reside within that particular
school district. This revenue is earned and recognized during the applicable school year.

H. Capital Assets

Capital assets consist of building improvements, furniture, and computer equipment which are
reported in the governmental activities in the government-wide financial statements. Capital
assets are defined as an asset with an initial individual cost of $1,500 or more and an estimated
useful life in excess of one year. These assets are recorded at historical cost and estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated
fair market value at the date of donation.

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

All reported capital assets are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Leasehold improvements 20-50
Furniture and computer equipment 5-20

13
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

I. Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the statement of net assets. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the effective interest
method. Bonds payable are reported net of the applicable bond premium or discount. Bond
issuance costs are reported as deferred charges and amortized over the term of the related
debt.

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

The Charter School has not issued any bonds. The only long-term obligation at year-end is
related to compensated absences and other post employment benefits.

J. Unearned and Deferred Revenues

Revenues that are received but not earned are deferred in the government-wide financial
statements. In the Charter School's governmental funds, deferred revenues arise when
potential revenue does not meet both the “measurable” and “available” criteria for recognition in
the current period. Deferred and unearned revenues also arise when resources are received by
the government before it has legal claim to them. In subsequent periods, when both revenue
recognition criteria are met, or when the Charter School has legal claim to the resources, the
liability for unearned revenue is removed from the governmental funds’ balance sheet and
revenue is recognized.

K. Net Assets

Government Accounting Standards requires the classification of net assets into the three
components shown below, which are defined as follows:

Invested in capital assets, net of related debt - This category groups all capital assets,
including infrastructure, into one component of net assets. Accumulated depreciation and

the outstanding balances of debt that are attributable to the acquisition, construction, or
improvements of these assets reduce the balance in this category.

14
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Restricted net assets - This category presents external restrictions imposed by creditors,
grantors, contributors or laws or regulations of other governments and restrictions imposed
by law through constitutional provisions or enabling legislation.

Unrestricted net assets - This category represents net assets of the Charter School, which
are not restricted for any project or other purpose.

L. Governmental Fund Balances

Government Accounting Standards has established accounting and financial standards for all
governments that report governmental funds. The standards established criteria for classifying
funds balances into specifically defined classifications is as follows:

Government Accounting Standards has established accounting and financial standards for all
governments that report governmental funds. The standards established criteria for classifying
funds balances into specifically defined classifications as follows:

Nonspendable Fund Balance - Amounts that are not in a spendable form such as inventory
and prepaid expenses or are required to be maintained intact such as the principal of an
endowment. The nonspendable portion of fund balance must be identified before any other
categories are determined.

Restricted Fund Balance - Amounts that can be spent only for the specific purposes stipulated
by external resource providers such as grantors or enabling legislation. Restrictions may be
changed or lifted only with the consent of the resource providers.

Committed Fund Balance - Amounts that can be used only for a specific purpose determined
by a formal action (resolution) of the board of school directors, the government’s highest level
of decision-making authority. The formal action (resolution) to commit fund balance to a
specific purpose should occur prior to the end of the reporting period, but the amount which will
be subject to the constraint may be determined in the subsequent period. Committed funds
may only be changed or lifted by the same formal action (resolution) taken to commit them.

Assigned Fund Balance - Amounts that the Charter School intends to use for a specific purpose.
The authority to make assignments of fund balance is designated by the board of school
directors to the director/fCEO or designee through the adopted fund balance policy.
Assignments may be made any time prior to the issuance of the audited financial statements.

Unassigned Fund Balance - Amounts that are not inciuded within any other classification noted.
Unassigned amounts that are the portion of fund balance not obligated or specifically
designated and are available for any purpose.
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

M. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

NOTE 2 - CASH AND CASH EQUIVALENTS

Deposits

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 to it. The Charter School does not have a policy for custodial credit risk. As of June 30, 2012,
the carrying amount and the bank balance of the Charter School’s deposits was $3,598,460. Of the
bank balance, $250,000 was covered by federal depository insurance and $3,348,460 of the Charter
School’s bank balance was exposed to custodial credit risk because it was uninsured and collateral
held by the depository’s agent was not in the Charter School’'s name.

NOTE 3 - INTERGOVERNMENTAL RECEIVABLES

The intergovernmental receivables balance of $1,060,767 is comprised of receivables from numerous
districts and the Pennsylvania Department of Education as of June 30, 2012. Balances not remitted by
the school districts will be withheld from the school's basic education subsidy and paid by the
Pennsylvania Department of Education.
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21°' CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 4 - CAPITAL ASSETS

Following is a summary of changes in the capital assets during the fiscal year ended June 30, 2012:

Balance Deletions/ Balance
June 30, 2011 Additions Transfers June 30, 2012
Governmental Activities
Leasehold Improvements $ 20,764 $ - $ - $ 20,764
Furniture and Computer Equipment 517,915 263,881 (4,400) 777,396
Total Capital Assets 538,679 263,881 (4,400) 798,160
Accumulated Depreciation
Leasehold Improvements (58) (692) - (750)
Furniture and Computer Equipment (211,333) (98,524) 4,400 (305,457)
(211,391) (99,216) 4,400 (306,207)
GOVERNMENTAL ACTIVITIES,
CAPITAL ASSETS,NET $§ 327288 $ 164665 § - $ 491953
Depreciation expense was charged to function/programs as follows:
Instruction:
Regular Education $ 52,249
Special Education 8,966
Support Services:

Instructional Student Support 12,749

Administrative and Financial Support Services 25,252

$ 99216
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 5 - LEASES

During the 2008/2009 school year, the Charter School entered into an operating-type lease agreement
for office space at 805 Springdale Drive, Exton, PA that expires August 31, 2013. The Charter School
is responsible for payment of utilities and real estate taxes and must also meet certain minimum
insurance requirements.

Total rent charged to expense during 2012 for this commitment was $197,911.

In May 2011, the Charter School entered into a short-term lease agreement for office space at 782
Springdale Drive, Exton, PA that commences August 1, 2011 and expires August 31, 2013. The
Charter School is responsible for payment of utilities and must meet certain minimum insurance
requirements. Real estate taxes and maintenance fees are included in the rental amount.

Total rent charged to expense during 2012 for this commitment was $42,741.

Future minimum payments under both operating leases that have remaining terms in excess of one
year are as follows for the years ending June 30:

2013 $ 258,100
2014 47,203
$ 305,303

NOTE 6 - COMPENSATED ABSENCES LIABILITY

Compensated Absences

Vested or accumulated vacation, sick leave, or sabbatical leave that is expected to be liquidated with
expendable available financial resources is reported as an expenditure and a fund liability of the
governmental fund that will pay it. Amounts of vested or accumulated vacation, sick leave, or
sabbatical leave that are not expected to be liquidated with expendable available financial resources
are reported in governmental activities. No liability is recorded for nonvesting accumulated rights to
receive sick pay benefits. However, a liability is recognized for a portion of accumulating sick leave
benefits that is estimated will be taken as “terminal leave” prior to retirement. The Charter School has
calculated the amount to be provided for compensated absences as of June 30, 2012 to be $89,508.

Balance Balance Current
July 1, 2011 Additions Reductions  June 30, 2012 Portion

$ 74676 $ 75393 $ (60,561) % 89,508 $ 17,300

Future liabilities will be paid by the general fund.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 7 - PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM (PSERS)

Plan Description

The Charter School contributes to a governmental cost-sharing multiple employer defined benefit
pension plan administered by PSERS. Benefit provisions of the Plan are established under the
provisions of The Public School Employees’ Retirement Code and may be amended by an act of the
Pennsylvania State Legislature. The Plan provides retirement, disability, death benefits, legislatively
mandated ad hoc cost-of-living adjustments, and health care insurance premium assistance to
qualifying plan members and beneficiaries. It also provides for refunds of a member's accumulated
contribution upon termination of a member's employment in the public school sector. PSERS issues a
publicly available 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’ Retirement System, PO Box 125, Harrisburg, PA 17108-0125. The report is also
available in the publications Section of the PSERS site on the internet at www.psers.state.pa.us.

Funding Policy

The contribution policy is set by the code and requires contributions by active employees and by
participating employers. Active members who joined the system prior to July 22, 1983, contribute at
5.25 percent (Membership Class TC) or at 6.50 percent (Membership Class TD) of the member's
qualifying compensation. Members joining PSERS on or after July 22, 1983 and who were active or
inactive as of July 1, 2001, contribute at 6.25 percent (Membership Class TC) or at 7.50 percent
(Membership Class TD) of the member's qualifying compensation. Members joining PSERS after
June 30, 2001 and who were active or inactive as of June 30, 2011 contribute at 7.50 percent
(automatic Membership Class TD). For all new hires and for members who elected Class TD
membership, the higher contribution rates began with service rendered on or after January 1, 2002.
Members joining PSERS on or after July 1, 2011 contribute at 7.50 percent (Membership Class TE) or
at 10.30 percent (Membership Class TF). Both membership classes TE and TF contain a “shared risk”
which allows for an increase in the contribution percentage up to an additional 2.00 percent based on
market results.

The contributions required of participating employers are based upon an actuarial valuation and are
expressed as a percentage of annual covered payroll during the period for which the amount is
determined. For the fiscal year ended June 30, 2012, the rate of employer contribution was 8.65
percent of covered payroll. The 8.65 percent rate is comprised of a pension contribution rate of 8.00
percent for pension benefits and 0.65 percent for health insurance premium assistance. The Charter
School’s contribution to PSERS for the fiscal years ended June 30, 2012, 2011, and 2010 was
$292,214, $160,982, and $119,683, respectively.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 8 - POST EMPLOYMENT BENEFITS

Plan Description

The 21 Century Cyber Charter School administers a single-employer defined benefit healthcare plan
(the Retiree Health Plan). The Plan provides lifetime healthcare insurance for eligibie retirees and their
spouses through the Charter School’'s health insurance plan, which covers both active and retired
members. The Retiree Health Plan does not issue a publicly available financial report and the Charter
School is implementing GASB Statement 45, prospectively.

Funding Policy

The required contribution is based on pay-as-you-go financing. For administrators with less than
twenty years with the Charter School, the retired plan member contributes the premium in excess of the
flat-dollar Charter School contribution for medical insurance determined at the member’s retirement for
the retired plan member and their spouse. For administrators with twenty years or more with the
Charter School the retired plan member must pay premiums for vision. The retired plan member must
pay 50 percent of the cost of term life insurance. The premium sharing for medical insurance is limited
to half of the retirees years of service and after that time the retired plan member is responsible for
paying 100 percent of the premiums for medical insurance, and long-term care insurance is provided
based on years of service with the Charter School paying 100 percent of the cost. Over age 65, the
retiree must pay the premium in excess of the flat-dollar Charter School contribution determined at age
65. [n addition, long-term care insurance is only provided for a period equal to half of the retiree’s
service.

Project staff are allowed to continue coverage for themselves and dependents until the member
reaches Medicare age. The retiree is responsible for payment equal to the premium determined for the
purposes of COBRA.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 8 - POST EMPLOYMENT BENEFITS - CONTINUED

Annual OPEB Cost and Net OPEB Obligation

The Charter School’s annual other post employment benefit (OPEB) 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 45. The ARC represents a level of funding that, if
paid on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial liabilities (or funding excess) over a period not to exceed thirty years. The following table
shows the components of the Charter School’s annual OPEB cost for the year, the amount actually
contributed to the plan, and changes in the Charter School's net OPEB obligation:

Annual required contribution $ 33,101
Interest on net OPEB obligation 3,339
Adjustment to annual required contribution (5,384)
Annual OPEB Cost 31,056
Contributions made (estimated) -
Estimated increase in net OPEB obligation 31,056
Net OPEB obligation - beginning of year 74,209
Net OPEB obligation - end of year $ 105,265

The Charter School’'s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan,
and the net OPEB obligation as of June 30 was as follows:

Percentage
of Annual
Fiscal Year Annual OPEB Cost Net OPEB
Ended OPEB Cost Contributed Obligation
6/30/2012 $ 31,056 0.0% $ 105,265
6/30/2011 31,936 0.0% 74,209
6/30/2010 13,726 0.0% 42,273

Funded Status and Funding Progress

As of July 1, 2010, the most recent actuarial valuation date, the plan was unfunded. The actuarial
accrued liability for benefits was $99,374, and the actuarial value of assets was $0, resulting in an
unfunded actuarial accrued liability (UAAL) of $99,374. The covered payroll (annual payroll of active
employees covered by the plan) was $2,337,687, and the ratio of the UAAL to the covered payroll was
4.25%.
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21° CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 8 - POST EMPLOYMENT BENEFITS - CONTINUED

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. 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. The schedule of funding progress, presented as required supplementary
information following the notes to the financial statements, presents information about actuarial value of
plan assets and actuarial accrued liabilities for benefits.

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 accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.

In the July 1, 2010 actuarial valuation, the entry age normal cost method was used. The actuarial
assumptions included a 4.5 percent investment rate of return (net of administrative expenses) and an
annual healthcare cost trend rate of 7.5 percent initially, decreasing 0.5 percent per year to an ultimate
rate of 5.5 percent in 2014. Rates gradually decrease from 5.3 percent in 2015 to 4.2 percent in 2099
and later based on the Society of Actuaries Long-Run Medical Cost Trend Model. The unfunded
actuarial accrued liability is being amortized using single period amortization as of the end of the year
based on level dollar, 22-year open period. This is the weighted average of service until retirement
(active liability) and payment period (retired liability).

NOTE 9 - FUND BALANCE

Details of the Charter School's governmental fund balance reporting and policy can be found in Note 1,
Summary of Significant Accounting Policies. Fund balance classifications for the year ended June 30,
2011 were as follows:

General Fund

The general fund has a nonspendable fund balance of $53,613 of prepaid expenses and $12,371 of
deposits, committed funds of $750,000 for future building costs, $60,000 for capital equipment, $75,000
for curriculum development, $300,000 for new initiatives, $1,150,000 for program stabilization, and
$305,303 for future minimum lease obligations; assigned funds of $21,219 for encumbrances, $360,371
for PSERS retirement stabilization, and unassigned fund balance of $684,921. The commitments were
authorized by the board of school directors’ motion to set aside resources to fund the commitments
noted above. The assignments were authorized by the board through adoption of the 2012/2013
general fund budget.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 9 - FUND BALANCE - CONTINUED

Spending Policy
The Charter School’s policy is to first use restricted fund balance when an expenditure is incurred for
purposes for which both restricted and unrestricted fund balance is available.

The Charter School’s policy states there are no restrictions placed on the order of the unrestricted fund
balances used when an expenditure is incurred for a purpose in which unrestricted fund balance
amounts are available under committed, assigned or unassigned fund balance. The decision will be
made at the discretion of the director/CEOQO.

Minimum Fund Balance Policy

The Charter School’s unassigned fund balance of the general fund may be used for any purpose at the
discretion of the director/CEO and/or designee. The minimum balance cannot fall below zero.

NOTE 10 - RISK MANAGEMENT

The Charter School is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; error and omissions; injuries to employees; and natural disasters. Significant
losses are covered by commercial insurance for all major programs except for unemployment
compensation, for which the Charter School retains risk of loss. For insured programs, there were no
significant reductions in insurance coverages for the 2011/12 school year. Settlement amounts have
not exceeded insurance coverage for the current year.

In an effort to contain costs related to commercial insurance, the Charter School through the Chester
County Intermediate Unit has established an internal service fund to account for and finance its
uninsured risks of loss. Under this program, the Charter School through the Chester County
Intermediate Unit is self-insured for unemployment compensation purposes. The Charter School
makes payments to the internal service fund based on estimates of amounts needed to pay prior and
current year claims and to establish a reserve for unexpected losses.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 11 - JOINT AGREEMENT

The Charter School entered into an agreement with the Chester County Intermediate Unit on April 25,
2002, whereby the CCIU would provide the Charter School with office space, human resources,
accounting, payroll, telecommunication, and janitorial services. In exchange, the Charter School would
pay the CCIU an annual fee based on total activity. The arrangement was modified effective November
2008, when the Charter School moved to a separate location. Total fees paid under this agreement for
the year ended June 30, 2012 was $299,171.

In addition, the Charter School pays consulting fees for specific CCIU employees to provide services to
the Charter School. These consulting fees are based on a percentage of salaries and benefits for the
following positions: accounting supervisor, accounts payable bookkeeper, human resource generalist,
and instructional systems designer. Total fees paid for these services for the year ended June 30,
2012 were $236,140. The CCIU billed the Charter School an additional $61,449 for miscellaneous
services including special education evaluations and services, book shipping services, Moodle access
and design, and instructional equipment repair.

In September 2009, Chester County Intermediate Unit and the 21* Century Cyber Charter School
entered into a cooperative agreement to provide online courses to students enrolled in the Brandywine
Virtual Academy (BVA). BVA was created to provide individual students with courses necessary to
graduate from high school for enrichment or remediation purposes. Under the agreement, 21st Century
Cyber Charter School provides both credited and noncredited courses and the Intermediate Unit takes
care of marketing the BVA program and related services. The agreement covers a three-year term
through June 2012 and may be renewed.

In 2011-2012, the Charter School billed the Chester County Intermediate Unit $447,734 for providing
instruction, curriculum, and other related expenses for the CCIU’s Brandywine Virtual Academy.

NOTE 12 - NEW ACCOUNTING PRONOUNCEMENTS

The Government Accounting Standards Board (GASB) has issued the following standards which have
not yet been implemented:

e Statement No. 60, Service Concession Arrangements which is required to be implemented by
the year ended June 30, 2013. The objective of this statement is to address how to account for
and report service concession arrangements, a type of public-private or public-public
partnership that governments are increasingly entering into. At this time, the Charter School
does not have any service concession arrangements in place.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2012

NOTE 12 - NEW ACCOUNTING PRONOUNCEMENTS - CONTINUED

e Statement No 61, The Financial Reporting Entity - Omnibus which is required to be
implemented by the year ending June 30, 2013. The objective of this statement is to improve
financial reporting for a governmental financial reporting entity to better meet user needs and
address reporting entity issues. This statement modifies certain requirements for inclusion of
component units in the financial reporting entity, and amends the criteria for reporting
component units as if they were part of the primary government in certain circumstances. The
statement also clarifies the reporting of equity interests in legally separate organizations.

e Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflow of
Resources, and Net Position which is required to be implemented by the year ending June 30,
2013. The objective of this statement is to provide a framework that will serve to standardize
the presentation of deferred balances and their effects on a government’s net position and
address uncertainty related to their display.

¢ Statement No. 65, ltems Previously Reported as Assets and Liabilities, which is required to be
implemented by the year ending June 30, 2013. The objective of this statement is to improve
financial reporting by clarifying the appropriate use of the financial statement elements deferred
outflows of resources and deferred inflows of resources to ensure consistency in financial
reporting. This statement also restricts the use of the term “deferred” only to those items
designated as deferred outflows or deferred inflows of resources by the standards.

e Statement No. 67, Financial Reporting for Pension Plans, which is required to be implemented
by the year ending June 30, 2014. The objective of this statement is to improve financial
reporting by enhancing financial statement note disclosure and required supplementary
information for government pension plans.

e Statement No. 68, Accounting and Financial Reporting for Pensions, which is required to be
implemented by the year ending June 30, 2015. The objective of this statement is to improve
accounting and financial reporting by governments for pensions. This statement establishes
standards for measuring and recognizing liabilities, deferred outflows of resources, deferred
inflows of resources, and expenditures. This statement also enhances note disclosure and
required supplementary information for government pension plans. This pronouncement
applies to employers that have a legal obligation to make contributions directly to a pension
plan.

The Charter School has not yet completed the analysis necessary to estimate the financial statement
impact of these new pronouncements.
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21*CENTURY CYBER CHARTER SCHOOL

BUDGETARY COMPARISON SCHEDULE
GENERAL FUND

For the Year Ended June 30, 2012

Original Final
Budget Budget Actual Variance
REVENUES
Local Sources $ 8,691,624 $ 8,431,667 $ 8,200,609 $ (231,058)
State Sources 379,338 160,611 157,337 (3,274)
TOTAL REVENUES 9,070,962 8,592,278 8,357,946 (234,332)
EXPENDITURES
Instruction
Regular Programs 5,107,627 4,310,593 4,111,649 198,944
Special Programs 718,557 636,725 650,893 (14,168)
Total Instruction 5,826,184 4,947,318 4,762,542 184,776
Support Services
Pupil Personnel Services 399,434 403,590 402,577 1,013
Instructional Staff Services 707,741 606,184 559,459 46,725
Administrative Services 2,103,471 1,970,228 1,910,655 59,573
Pupil Health 34,132 28,227 29,908 (1,681)
Total Support Services 3,244,778 3,008,229 2,902,599 105,630
TOTAL EXPENDITURES 9,070,962 7,955 547 7,665,141 290,406
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES $ - $ 636,731 692,805 $ 56,074
FUND BALANCE, BEGINNING 3,080,193
FUND BALANCE, ENDING $ 3,772,998
See note to required supplementary information. 26

767



21° CENTURY CYBER CHARTER SCHOOL

SCHEDULE OF FUNDING PROGRESS AND EMPLOYER CONTRIBUTIONS -

POST EMPLOYMENT BENEFITS PLAN

SCHEDULE OF FUNDING PROGRESS

Actuarial
Accrued UAAL as a
Actuarial Liability Unfunded Percentage
Actuarial Value of (AAL) - AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b - a) (a/b) (©) ((b-a)/c)
Governmental Activities  7/1/2010  $ - $ 99,374 $ 99,374 0.00% $ 2,337,687 4.25%
Governmental Activities 7/1/2007 - 27,679 27,679 0.00% 1,451,354 1.91%
SCHEDULE OF EMPLOYER CONTRIBUTIONS
Percent
of OPEB
Annual 21 cces Cost Net OPEB
Year OPEB Cost  Contributions  Contributed Obligation
2012 $ 31,056 $ - 0.00% $ 105,265
2011 31,936 - 0.00% 74,209
2010 13,726 - 0.00% 42,273
2009 14,088 - 0.00% 28,547
2008 14,459 - 0.00% 14,459
See note to required supplementary information. 27
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215 CENTURY CYBER CHARTER SCHOOL
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

June 30, 2012

BUDGETARY DATA

The budget for the general fund is adopted on the modified accrual basis of accounting which is
consistent with generally accepted accounting principles.
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21st CENTURY

21ST CENTURY CYBER CHARTER SCHOOL

MANAGEMENT’S DISCUSSION AND ANALYSIS
Required Supplementary Information
June 30, 2013

The discussion and analysis of 21st Century Cyber Charter School’s (Charter
School) financial performance provides an overall review of the Charter School’s
financial activities for the fiscal year ended June 30, 2013. The intent of this discussion
and analysis is to look at the Charter School’s financial performance as a whole. Readers
should also review the financial statements and the notes to the basic financial statements
to enhance their understanding of the Charter School’s financial performance.

The Management Discussion and Analysis (MD&A) is an element of the
reporting model adopted by the Governmental Accounting Standards Board (GASB) in
their Statement No. 34 Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments issued June 1999.

FINANCIAL HIGHLIGHTS

The 21st Century Cyber Charter School’s financial results for the 2012-2013
school year resulted in a Governmental Fund balance of $4.372,726 at June 30, 2013.
The June 30, 2011-2012 fund balance was $3,772,998.

Governmental fund total assets at June 30, 2013 were $5,479,465 compared to the
June 30, 2012 balance of $4,772,551.

The primary source of revenue are payvments from school districts for students
that live in the district who attend the cyber charter school.
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Figure 1

Required Components of 21st Century Cyber Charter School’s Financial Report

Management Discussion and
Analysis

Basic Financial Statements

Government-wide
Financial Statements

Fund Financial
Statements

Notes to the Financial
Statements

OVERVIEW OF FINANCIAL STATEMENTS

Figure 2 summarizes the major features of the Charter School’s financial
statements. The remainder of this overview section of Management’s Discussion and

Analysis highlights the structure and contents of each of the statements.
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Figure 2

21st Century Cyber Charter School's
Government-wide and Fund Financial Statements

Fund Statements

Government-wide Statements

Governmental
Funds

Scope

Entire 21st Century Cyber
Charter School (except fiduciary
funds)

The activities of the Charter
School that are not proprietary or
fiduciary, such as education,
administration and community
services

Required financial
statements

Statement of net position
Statement of activities

Balance Sheet

Statement of revenues,
expenditures, and changes in
fund balance

Accounting basis and
measurement focus

Accrual accounting and economic
resources focus

Modified accrual accounting and
current financial resources focus

Type of asset/liability
information

All assets and liabilities, both
financial and capital, and short-
term and long-term

Only assets expected to be used
up and liabilities that come due
during the year or soon
thereafter; no capital assets
included

Type of inflow/outflow
information

All revenues and expenses during
year, regardless of when cash is
received or paid

Revenues for which cash is
received during or soon after the
end of the year; expenditures
when goods or services have
been received and payment is
due during the year or scon
thereafter
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Government-wide Statements

The government-wide statements report information about the Charter School as a
whole using accounting methods similar to those used by private sector companies. The
Statement of Net Position includes all government assets and liabilities. Current year
revenues and expenses are accounted for in the Statement of Activities regardless of
when cash is received or paid.

The two government-wide statements report the Charter School’s net position and
how they have changed. Net position, the difference between assets and liabilities, are
one way to measure the Charter School’s financial health or position. Over time,
increases or decreases in net position are an indication of whether the Charter School’s
financial health is improving or deteriorating.

Governmental activities — All of the Charter School’s basic services are included
here, such as instruction, administration and pupil health.

Fund Financial Statements

The fund financial statements provide more detailed information about the
Charter School’s funds. The Charter School has no non-major, proprietary or fiduciary
funds and reports all activity as governmental funds.

Government Funds — Includes the Charter School’s basic services and generally (1)
focuses on how cash and other financial assets can readily be converted into cash inflows
and outflows and (2) identifies balances left at year-end that are available for spending.
Financial results are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets. The governmental fund
statements provide a detailed short-term view of the Charter School’s operations and the
services provided. Governmental fund information helps the reader determine the level
of financial resources that can be spent in the near future to finance the Charter School’s
programs. The relationship (or differences) between governmental activities (reported in
the Statement of Net Position and the Statement of Activities) and governmental funds is
reconciled in the financial statements.
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FINANCIAL ANALYSIS OF THE 21ST CENTURY CYBER CHARTER SCHOOL AS

A WHOLE

The Charter School’s total net position was $4.559,950 as of June 30, 2013.

Figure 3
Condensed Statement of Net Position
June 30, 2013
Governmental Activities

2012 2013
Current and other
assets $ 4,772,551 $ 5479465
Capital Assets $ 491953 $ 398406
Total Assets 3 5,264,504 $ 5,877,871
Current and other
liabilities $ 1,016,853 $ 1,106,739
Long-term liabilities $ 177473 $ 211182
Total Liabilities $ 1,194326 $ 1,317,921
Net Position
Invested in capital assets, net of related debt $ 491953 $ 398,406
Unrestricted $ 3578225 $ 4161.544
Total Net Position $ 4,070,178 $ 4,559,950
Total Liabilities and Net Position 3 5,264,504 $ 5,877,871

Current assets at June 30, 2013 included cash of $4,182.335, intergovernmental
and other receivables of $1,232,196, prepaid expenses of $27,363 and deposits of
$37,571. The intergovernmental receivables were higher as a result of increased subsidy
payments. The Charter School disposed of, computer hardware and software, which
resulted in a $93,546 decrease in net capital assets.

Total liabilities increased in 2012-2013. Accounts payable balances were
$610,194, compared to the prior year balance of $635,740. The decrease of $25,546 is a
result of amounts due for services rendered and expenses paid on behalf of 21CCCS as
well as additional purchases. Accrued salaries and benefits increased from $339,830 at
June 30, 2012 to $484,778 at June 30, 2013, a result of the 2012-2013 staffing additions.
The compensated absences accrual, which reflects the value of unused vacation time
decreased from $89.508 to $75,716 (current portion is zero + long-term portion $75,716)
as of June 30, 2013. The long term liability related to GASB 45 — Accounting for Other
Post Employment Benefits increased by $103,265 to $135,466 at the end of 2012-2013
school year.
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Figure 4
Changes in Net Position from Operating Results
June 30, 2013
Governmental Activities
Revenues 2012 2013
Program Revenues
Charges for services $ 8,088,636 $ 8525204
Operating grants and
contributions $ 269,049 $ 366,364
Capital grants and
contributions 0 0
Investment Earnings $ 8,261 $ 9.062
Total Revenues $ 8,357,946 $ 8,900,630
Expenses
Instruction - Regular Programs $ 4,453,704 $ 4887154
Instruction - Special Programs $ 550,458 $ 684,951
Support Services 3 2542202 $ 2838753
Total Expenses 3 7.546.3864 $ 8410858
Increase (Decrease) in Net Position $ 811,582 $ 489,772
Beginning Net Position $ 3,258,596 $ 4070178
Ending Net Position $ 4,070,178 $ 4,559,950

Growing enrollments in the Charter School and partnerships generated
approximately $403,000 of additional tuition revenue in 2012-2013 compared to the prior
school year.

Total expenses in 2012-2013 were approximately $861,000 higher than in 2011-
2012 due to increased staffing levels required to serve the additional enrollments,
increased demand for special education services, the purchase of additional computer
equipment, and peripheral supply items for student use.
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BUDGET HIGHLIGHTS

During the fiscal year, the Board authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the 21st
Century Cyber Charter School. A schedule showing the Charter School’s original and
final budget amounts compared with amounts actually paid and received is provided in
the financial statements.

Actual 2012-2013 revenues were less than .7% lower than budgeted amounts.
Expenditures were $438,622 lower than the final budget as overall spending levels were
less than anticipated. Some new and current staff positions budgeted for 2012-2013 were
not filled during the school year or were filled later than planned. The high school
principal position was filled in the 2013-14 school year. The Charter School experienced
savings in the following other areas: postage costs partly due to more efficient shipping
procedures and discounted services, conferences/travel were held to a minimum.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At June 30, 2013, the Charter School had $ 398,406 invested in furniture and
computer equipment.

Figure 5
Capital Assets (net of depreciation)

June 30, 2013

Governmental Activities

2012 2013
Building
Improvements $ 20,014 $ 19,322
Furniture & Computer
Equipment $ 471,939 $ 379,084
Total $ 491,953 $ 398,406

Debt Administration
The 21st Century Cyber Charter School had no debt as of June 30, 2013.
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ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21% Century Cyber Charter School is continued to increase its teaching staff in 2012-
2013 in order to accommodate increased enrollments and to expand class offerings and
related services. Management has expanded the role of teaching assistants which allows
teachers to service more students. In addition, as enrollments have increased, so has the
demand for special education services. Several of the new teaching positions in 2011-12
required special education certifications and in 2012-2013 an increase in special
education teachers has helped to bridge the gap from the increase in student enrollment
for special education.

In August 2012, with the increase of enrollment and growing staff in the Administration
team, Instructional Systems Design group, Marketing and teacher subject area were
relocated to the current location 782 Springdale Drive in Exton. The Middle School
teaching staft and principal moved to the main location at 805 Springdale Drive, allowing
one central location for all teaching staff. Both leases expire on August 31, 2013;
therefore the leases were amended in 2012-13 to extend the lease agreement to June 30,
2014. On October 31, 2013 the process was completed for the settlement of the property
located at 126 Wallace Avenue in Downingtown. The anticipated move in will be
Spring/Summer of 2014,

21CCCS was notified in June 2011 that its charter had been renewed effective July 1,
2011 for another 5 years. The Charter School also made Annual Yearly Progress (AYP)
in 2010-2011, one of only two cyber charter schools in Pennsylvania to do so and
repeated AYP achievement as one of only three cyber charter schools in Pennsylvania
with 2011-2012 school year. The Charter School is the only statewide cyber charter to
have achieved AYP for five consecutive years (2004-2005 through 2008-2009).
Beginning in 2012 the Department of Education recalculated the figures to determine
Annual Yearly Progress. The new recalculation classifies charters as districts and not as
individual schools when calculating AYP.

In 2006, the 21% Century Cyber Charter School and the Chester County Intermediate Unit
entered into an agreement that established a virtual program to offer online classes to
students enrolled in school districts throughout the Commonwealth. The program, under
the name of Brandywine Virtual Academy (BVA), offers online courses for original
credit course and credit recovery during the school year and summer school. The Charter
School staff had managed the program since BVA’s inception, in early 2011-12, the
CCIU took on a larger role and began managing BVA’s day-to-day operations and
expanding its services. The Charter School’s new role is to provide instructional services
(teachers and curriculum) only to Partnership students.

The Board of Trustees has maintained the agreement between 21CCCS and the
CCIU to provide accounting, human resources, and other services. The Board of
Trustees determined this agreement will end as of June 30, 2014. Several CCIU staff
members continue to work with the school daily to service the Charter School’s needs.
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The Pennsylvania School Employees Retirement System (PSERS) retirement rate
for 2012-13 was 12.36% of qualified wages. The 2012-2013 rate is an increase over the
2011-2012 PSERS rate of 8.65%. The employer contribution rate for fiscal year 2014-
2015 will be 21.40%. This rate was determined by PSERS” actuary and is subject to
certification by the PSERS Board of Trustees.

PSERS has developed tentative projections for the emplover contribution rate for future
years that range from 16.69 % to 26.96%. These tentative projections are based on the
actual investment returns and potential actuarial experience losses for the 2012-2013
fiscal year and will have a significant impact on future operations.

To date, no legislation has been passed regarding cyber charter school funding. The
Board of Trustees has approved a program stabilization fund to provide financial
assistance to the Charter School, if needed, when the legislation is approved.

CONTACTING THE 21ST CENTURY CYBER CHARTER SCHOOIL FINANCIAL
MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents,
students, investors and creditors with a general overview of the Charter School’s finances
and to show accountability for the money received. If you have questions about this
report or wish to request additional financial information, please contact the Open
Records Officer, 21st Century Cyber Charter School, 805 Springdale Drive, Exton, PA
19341, 484-875-5400.
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21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2013
The 21 Century Cyber Charter School (Charter School) was originally chartered through West
Chester Area School District. The Charter School was established in April 2001 and began operations
in July 2001. Effective July 1, 2006, the Charter School became chartered directly through the

Pennsylvania Department of Education. The current charter expires June 30, 2015.

The Charter School is located in Exton, Pennsylvania and was established to provide services to
students located in Pennsylvania.

The Charter School is governed by a board made up of the executive directors of the Bucks, Chester,

Delaware and Montgomery County Intermediate Units, two school district superintendents from each
county, and three parent members.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The Charter School used guidance contained in generally accepted accounting principles to
evaluate the possible inclusion of related entities (authorities, boards, councils, etc) within its
reporting entity. The criteria used by the Charter School for inclusion are financial
accountability and the nature and significance of the relationships. In determining
accountability in a given case, the Charter School reviews the applicability of the following
criteria. The Charter School is financially accountable for:

e Organizations that make up the legal Charter School entity.

+ Legally separate organizations if Charter School officials appoint a voting majority of the
organizations’ governing body and the Charter School is able to impose its will on the
organization, or if there is a potential for the organization to provide specific financial
benefits to, or impose specific financial burdens on, the Charter School as defined
below.

Impose its will — If the Charter School can significantly influence the programs,
projects or activities of, or the level of services performed or provided by, the
organization.

Financial benefit or burden — exists if the Charter School (1) is entitled to the
organization’s resources; (2) is legally obligated or has otherwise assumed the
obligation to finance the deficits of, or provide support to, the organization; or (3) is
obligated in some manner for the debt of the organization.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

A. Reporting Entity — {continued)

o QOrganizations that are fiscally dependent on the Charter School. Fiscal dependency is
established if the organization is unable to adopt its budget, levy taxes, set rates or
charges, or issue bonded debt without approval by the Charter School.

Based on the foregoing criteria, the 21* Century Cyber Charter School has determined it has
ho component units.

B. Basis of Presentation — Government-Wide Financial Statements

Government-wide financial statements (i.e., the statement of net position and the statement of
activities) display information about the reporting entity, except for its fiduciary activities. All
fiduciary activities are reported only in the fund financial statements. The government-wide
statements include separate columns for the governmental and business-type activities of the
primary government, as well as any discretely presented component units. Governmental
activities, which normally are supported by intergovernmental revenues and other
honexchange transactions, are reported separately from business-type activities which rely to a
significant extent on fees and charges for support. Likewise, the primary government is
reported separately from the legally separate component units for which the primary
government is financially accountable. The Charter School presently only has governmental
activities.

Governmental activities are supported by intergovernmental revenues. The statement of
activities demonstrates the level to which the direct expenses of a given function to the Charter
School are offset by the program revenues related to that function. Direct expenses are those
that are directly related to and clearly identified with a function. Program revenues include
charges to customers or others who purchase, use or directly benefit from services or goods
provided by a given function or grants and contributions that are restricted to meet the
operational or capital requirements of a function. Other items not properly included among
program revenues are reported instead as general revenues.

C. Basis of Presentation — Fund Financial Statements

The fund financial statements provide information about the government’s funds, including its
fiduciary funds. Separate financial statements are provided for governmental funds, proprietary
funds, and fiduciary funds. The emphasis of fund financial statements is on major
governmental and enterprise funds, each displayed in a separate column. All remaining
governmental funds are aggregated and reported as nonmajor funds. Major individual
governmental and enterprise funds are reported as separate columns in the financial
statements.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

C. Basis of Presentation — Fund Financial Statements — continued
The Charter School reports the following major governmental fund:

General Fund: The general fund is the general operating fund of the Charter School. It is
used to account for all financial resources. All activities of the Charter School are accounted
for through this fund.

The Charter School does not currently have any enterprise or fiduciary funds.
D. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment is determined by the applicable measurement
focus and basis of accounting. Measurement focus indicates the type of resources being
measured such as current financial resources or economic resources. The basis of accounting
indicates the timing of transactions or events for recognition in the financial statements.

The government-wide financial statements are repored using the economic resources
measurement focus, and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measureable and available. Revenues are considered to be
available when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the Charter School considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated
absences, and claims and judgments, are recorded only when payment is due. General capital
asset acquisitions are reported as expenditures in governmental funds. Issuance of long-term
debt and acquisitions under capital leases are reported as other financing sources.

Interest associated with the current fiscal period is considered to be susceptible to accrual and
s0 has been recognized as revenue of the current fiscal period. Expenditure-driven grants are
recognized as revenue when the qualifying expenditures have been incurred and all other
eligibility requirements have been met, and the amount is received during the period or within
the availability period for this revenue source (within 60 days of year-end). All other revenue
items are considered to be measureable and available only when cash is received by the
Charter School.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

E. Budgetary Information

1. Budgetary Basis of Accounting

Annual budgets are adopted on a basis consistent with generally accepted accounting
principles for the general fund. All annual appropriations, except unexpended grant
appropriations and encumbrances, lapse at fiscal year-end. The Charter School’'s 2012-2013
budget was prepared an approved by the board of directors prior to submitting the budget to
the Pennsylvania Department of Education.

All budget amounts presented in the accompanying financial statements have been adjusted
for legally authorized revisions of the annual budget during the year.

F. Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund
Balance

1.

Cash and Cash Equivalents

The Charter School’s reporting entity considers all highly-liquid investments with a maturity
of three months or less when purchased to be cash equivalents.

Receivables

As all of the intergovernmental and state receivables are due from local school districts and
the Pennsylvania Department of Education (PDE), management believes that they are fully
collectible. Thus, no allowance has been deemed necessary or reported in the
accompanying financial statements.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items in both the government-wide and fund financial statements. The
costs of prepaid items is recorded as expenditures/expenses when consumed rather than
when purchased.

Capital Assets, Depreciation, and Amortization

The Charter School’'s property, plant, and equipment with useful lives of more than one
year are stated at historical cost and comprehensively reported in the government-wide
financial statements. The reported value excludes normal maintenance and repairs which
are essentially amounts spent in relation to capital assets that do not increase the capacity
or efficiency of the item or extend its useful life beyond the original estimate. In the case of
donations, the Charter School values these capital assets at the estimated fair value of the
item at the date of donation.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F. Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund
Balance - continued

4. Capital Assets, Depreciation, and Amortization - continued:

The Charter School generally capitalizes assets with a cost of $1,500 or more as purchase
and construction outlays occur. Assets purchased or constructed with long-term debt may
be capitalized regardless of the threshold established. The costs of hormal maintenance
and repairs that do not add to the asset value or materially extend useful lives are not
capitalized. Capital assets are depreciated using the straight-line method. When capital
assets are disposed, the cost and applicable accumulated depreciation are removed from
the respective accounts, and the resulting gain or loss is recorded in operations.

Estimated useful lives, in years, for depreciable assets are as follows:

Assets Years
Leasehold improvements 20-50
Furniture and computer equipment 5-20

Interest costs incurred during the construction phase of capital assets are capitalized when
incurred by proprietary funds and similar component units on debt where proceeds were
used to finance the construction of assets.

5. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies to a
future period(s) and so will not be recognized as an outflow of resources
(expensel/expenditure) until then.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position that applies to a
future period(s) and so will not be recognized as an inflow of resources (revenue) until that
time.

The Charter School has no items that qualify for reporting in these categories.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F. Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund
Balance - continued

6. Unearned Revenues

Revenues that are received but not earned are presented as unearned revenues in the
government-wide, governmental and enterprise funds financial statements. Unearned
revenues arise when resources are received prior to the incurrence of qualifying
expenditures. In subsequent periods, when both revenue recognition criteria are met, or
when the Charter School has legal claim to the resources, the liability for unearned revenue
is removed from the respective financial statements and revenue is recognized.

7. Net Position

Government Accounting Standards requires the classification of net position into the three
components shown below which are defined as follows:

Net investment in capital assets - This category groups all capital assets, including
infrastructure, into one component of net position. Accumulated depreciation and the
outstanding balances of debt that are attributable to the acquisition, construction, or
improvements of these assets reduce the balance in the category.

Restricted net position - This category presents external restrictions imposed by
creditors, grantors, contributors or laws or regulations of other governments and
restrictions imposed by law through constitutional provisions or enabling legislation.

Unrestricted net position - This category represents net position of the Charter School,
which are not restricted for any project or other purpose.

8. Net Position Flow Assumption

Sometimes the Charter School will fund outlays for a paricular purpose from both restricted
and unrestricted resources. |n order to calculate the amounts to report as restricted - net
position and unrestricted - net position in the government-wide financial statements, a flow
assumption must be made about the order in which the resources are considered to be
applied.

It is the Charter School's policy to consider restricted - net position to have been depleted
before unrestricted - net position is applied.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F. Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund
Balance — continued

2

10.

Fund Balance Flow Assumptions

Sometimes the government will fund outlays for a particular purpose from both restricted
and unrestricted resources (the total of committed, assigned, and unassighed fund
balance). In order to calculate the amounts to report as restricted, committed, assigned,
and unassighed fund balance in the governmental fund financial statements, a flow
assumption must be made about the order in which the resources are considered to be
applied. The Charter School’s policy states there are no restrictions placed on the order of
the unrestricted fund balances used when an expenditure is incurred for a purpose in which
unrestricted fund balance amounts are available under committed, assigned or unassigned
fund balance. The decision will be made at the discretion of the director/CEQ.

Fund Balance Policies

Fund balance of governmental funds is reported in various categories based on the nature
of any limitations requiring the use of resources for specific purposes. The Charter School
itself can establish limitations on the use of resources through either a commitment
(committed fund balance) or an assignment (assigned fund balance).

The committed fund balance classification includes amounts that can be used only for the
specific purposes determined by a formal action of the Charter School's highest level of
decision-making authority. The board of directions is the highest level of decision-making
authority for the Charter School that can, by adoption of a resolution prior to the end of the
fiscal year, commit fund balance. Once adopted, the limitation imposed by the motion
remains in place until a similar action is taken (the adoption of another resolution) to
remove or revise the limitation.

Amounts in the assigned fund balance classification are intended to be used by the
government for specific purposes but do not meet the criteria to be classified as committed.
The director/CEQO or designee may assign fund balance. Unlike commitments,
assignments generally only exist temporarily. In other words, an additional action does not
nhormally have to be taken for the removal of an assignment. Conversely, as discussed
above, an additional action is essential to either remove or review a commitment.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

G. Revenues and Expenditures

1.

Program Revenues

Amounts reported as program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given
function or segment and 2) grants and contributions (including special assessments) that
are restricted to meeting the operations or capital requirements of a particular function or
segment. Other internally dedicated resources are reported as general revenues rather
than as program revenues.

Tuition Revenue - School Districts

Local sources revenue includes tuition revenue which represents the tuition paid by various
school districts for the students enrolled in the Charter School who reside within that
particular school district. This revenue is earned and recognized during the applicable
school year.

Compensated Absences

The Charter School allows employees to accumulate sick and vacation leave based on
contractual agreements. An employee must be with the Charter School for ten years
before they are eligible for a pay-out of sick days. Once eligible, employees are paid at
50% of their per diem rate, up to a maximum of $7,500.

H. Other Use of Estimates

The preparation of the financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, results could differ from those estimates.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 2 - CASH AND CASH EQUIVALENTS

Deposits

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 to it. The Charter School does not have a policy for custodial credit risk. As of June 30,
2013, the carrying amount and the bank balance of the Charter School’s deposits was $4,182,335. Of
the bank balance, $250,000 was covered by federal depository insurance and $3,932,335 of the
Charter School’s bank balance was exposed to custodial credit risk because it was uninsured and
collateral held by the depository’'s agent was not in the Charter School’s name.

NOTE 3 - INTERGOVERNMENTAL RECEIVABLES

As all of the intergovernmental and state receivables are due from local school districts and the
Pennsylvania Department of Education (PDE), management believes that they are fully collectible.
Thus, no allowance has been deemed necessary or recorded in the accompanying financial
statements.

The intergovernmental receivables balance of $1,144,561 is comprised of receivables from numerous
districts and the Pennsylvania Department of Education as of June 30, 2013. Balances not remitted
by the school districts will be withheld from the school’s basic education subsidy and paid by the
Pennsylvania Department of Education.

NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013 was as follows:

Beginning Decrease/ Ending
Balance Increase Transfers Balance
Governmental Activities
Capital assets being depreciated:
Leasehold Improvements 3 20,764 % - % - % 20,764
Furniture and Computer Equipment 777,396 26,934 (76,663) 727,667
Total at historical cost 798,160 26,934 (76,663) 748,431
Less accumulated depreciation for:
Leasehold Improvements (750) (692) - (1,442)
Furniture and Computer Equipment (305,457) (109,998) 66,870 (348,583)
Total accumulated depreciation (306,207) (110,688) 66,870 (350,025)
GOVERNMENTAL ACTIVITIES,
CAPITAL ASSETS, NET $ 491,953 $ (83754) 3 (9,793) $ 398,406
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 4 - CAPITAL ASSETS - CONTINUED

Depreciation expense was charged to function/programs of the governmental activities of the primary
government as follows:

Instruction:
Regular Education $ 61544
Special Education 9133
Support Services:
Instructional Student Support 13,956
Administrative and Financial Support Services 26,055

TOTAL DEPRECIATION EXPENSE -
GOVERNMENTAL ACTIVITIES $ 110,688

NOTE 5 - LEASES

During the 2008/2009 school year, the Charter School entered into an operating-type lease agreement
for office space at 805 Springdale Drive, Exton, PA that expires August 31, 2013. The Charter School
is responsible for payment of utilities and real estate taxes and must also meet certain minimum
insurance requirements.

Total rent charged to expense during 2013 for this commitment was $211,235.

In May 2011, the Charter School entered into a short-term lease agreement for office space at 782
Springdale Drive, Exton, PA that commences August 1, 2011 and expires August 31, 2013. The
Charter School is responsible for payment of utilties and must meet certain minimum insurance
requirements. Real estate taxes and maintenance fees are included in the rental amount.

Total rent charged to expense during 2013 for this commitment was $62,437.

During the 2012/2013 fiscal year the Charter School extended both leases through June 30, 2014.

Future minimum payments under both operating leases that have remaining terms in excess of one
year are as follows for the years ending June 30:

2014 $ 286,812
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 7 - PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM (PSERS) - CONTINUED

Funding Policy

The contribution policy is set by the code and requires contributions by active employees and by
participating employers. Active members who joined the system prior to July 22, 1983, contribute at
5.25 percent (Membership Class TC) or at 6.50 percent (Membership Class TD) of the member’s
qualifying compensation. Members joining PSERS on or after July 22, 1983 and who were active or
inactive as of July 1, 2001, contribute at 6.25 percent (Membership Class TC) or at 7.50 percent
(Membership Class TD) of the member's qualifying compensation. Members joining PSERS after
June 30, 2001 and who were active or inactive as of June 30, 2011 contribute at 7.50 percent
(automatic Membership Class TD). For all new hires and for members who elected Class TD
membership, the higher contribution rates began with service rendered on or after January 1, 2002.
Members joining PSERS on or after July 1, 2011 contribute at 7.50 percent (Membership Class TE) or
at 10.30 percent (Membership Class TF). Both membership classes TE and TF contain a “shared risk”
which allows for an increase in the contribution percentage up to an additional 2.00 percent based on
market results.

The contributions required of participating employers are based upon an actuarial valuation and are
expressed as a percentage of annual covered payroll during the period for which the amount is
determined. For the fiscal year ended June 30, 2013, the rate of employer contribution was 12.36
percent of covered payroll. The 12.36 percent rate is comprised of a pension contribution rate of
11.50 percent for pension benefits and 0.86 percent for health insurance premium assistance. The
Charter School's contribution to PSERS for the fiscal years ended June 30, 2013, 2012, and 2011 was
$441,565, $292 214, and $160,982, respectively.

NOTE 8 - POSTEMPLOYMENT BENEFITS

Plan Description

The 21° Century Cyber Charter School administers a single-employer defined benefit healthcare plan
(the Retiree Health Plan). The Plan provides lifetime healthcare insurance for eligible retirees and
their spouses through the Charter School’s health insurance plan, which covers both active and retired
members. The Retiree Health Plan does not issue a publicly available financial report.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 9 - FUND BALANCE

Fund balance classifications for the general fund were as follows for the year ended June 30, 2013:

Nonspendable

Prepaid Expenditures $ 27,363
Deposits 37,571
Committed
Future Building Fund 1,400,000
Future Capital Equipment Costs 60,000
Future Curriculum Development 44 000
New Initiatives Fund 300,000
Future Program Stabilization Fund 1,400,000
Minimum Lease Obligation 263,209
Assigned
Encumbrances 26,938
PSERS Retirement Rate Increases 360,371
Unassigned 453,274

Total Fund Balance $ 4,372,726

The commitments were authorized by the board of school directors’ motion to set aside resources to
fund the commitments noted above. The assignments were authorized by the board through adoption
of the 2013/2014 general fund budget.

NOTE 10 - RISK MANAGEMENT

The Charter School is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; error and omissions; injuries to employees; and natural disasters. Significant
losses are covered by commercial insurance for all major programs except for unemployment
compensation, for which the Charter School retains risk of loss. For insured programs, there were no
significant reductions in insurance coverages for the 2012/13 school year. Settlement amounts have
not exceeded insurance coverage for the current year.

In an effort to contain costs related to commercial insurance, the Charter School through the Chester
County Intermediate Unit has established an internal service fund to account for and finance its
uninsured risks of loss. Under this program, the Charter School through the Chester County
Intermediate Unit is self-insured for unemployment compensation purposes. The Charter School
makes payments to the internal service fund based on estimates of amounts needed to pay prior and
current year claims and to establish a reserve for unexpected losses.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 11 - JOINT AGREEMENT

The Charter School entered into an agreement with the Chester County Intermediate Unit on April 25,
2002, whereby the CCIU would provide the Charer School with office space, human resources,
accounting, payroll, telecommunication, and janitorial services. In exchange, the Charter School
would pay the CCIU an annual fee based on total activity. The arrangement was modified effective
November 2008, when the Charter School moved to a separate location. Total fees paid under this
agreement for the year ended June 30, 2013 was $319,169.

In addition, the Charter School pays consulting fees for specific CCIU employees to provide services
to the Charter School. These consulting fees are based on a percentage of salaries and benefits for
the following positions: accounting supervisor, accounts payable bookkeeper, and human resource
generalist. Total fees paid for these services for the year ended June 30, 2013 were $182,198. The
CCIU billed the Charter School an additional $56,085 for miscellaneous services including special
education evaluations and services, book shipping services, Moodle access and design, and
instructional equipment repair.

Subsequent to year end, the board of school directors issued a directive to management to terminate
the contract with the CCIU for administrative support no later than 2014.

In September 2009, Chester County Intermediate Unit and the 21 Century Cyber Charter School
entered into a cooperative agreement to provide online courses to students enrolled in the Brandywine
Virtual Academy (BVA). BVA was created to provide individual students with courses necessary to
graduate from high school for enrichment or remediation purposes. Under the agreement, 21st
Century Cyber Charter School provides both credited and noncredited courses and the Intermediate
Unit takes care of marketing the BVA program and related services. The original agreement covered
a three-year term through June 2012 and was renewed in September 2012 for a 1-year term ending
June 2013.

Subsequent to year end, the Charter School renewed the agreement for an additional one year term
ending June 30, 2014.

In 2012-2013, the Charter School billed the Chester County Intermediate Unit $460,953 for providing
instruction, curriculum, and other related expenses for the CCIU’'s Brandywine Virtual Academy.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 12 - NEW ACCOUNTING PRONOUNCEMENTS

Effective June 30, 2013, the Charter School adopted Governmental Accounting Standards Board
Statements No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflow of
Resources, and Net Position and No. 65, ltems Previously Reported as Assets and Liabilities, to be in
conformity with generally accepted accounting principles.

Statement No. 63 establishes guidance for reporting deferred outflows of resources, deferred inflows
of resources, and net position in a statement of financial position. The statement provides a
framework that specifies where deferred outflows of resources and deferred inflows of resources, as
well as assets and liabilities, should be displayed. The statement also discusses how net position, no
longer net assets, should be displayed.

Statement No. 65 establishes guidance to improve financial reporting by clarifying the appropriate use
of the financial statement elements deferred outflows of resources and deferred inflows of resources to
ensure consistency in financial reporting. This statement also restricts the use of the term “deferred”
only to those items desighated as deferred outflows or deferred inflows of resources by the standards.
The adoption of this standard resulted in no restatement to the Charter School’s beginning net position
as of July 1, 2012.

NOTE 13 - NEW ACCOUNTING STANDARDS

The Government Accounting Standards Board (GASB) has issued the following standards which have
not yet been implemented:

o Statement No. 67, Financial Reporting for Pension Plans, which is required to be implemented
by the year ending June 30, 2014. The objective of this statement is to improve financial
reporting by enhancing financial statement note disclosure and required supplementary
information for government pension plans.

o Statement No. 68, Accounting and Financial Repotting for Pensions, which is required to be
implemented by the year ending June 30, 2015. The objective of this statement is to improve
accounting and financial reporting by governments for pensions. This statement establishes
standards for measuring and recognizing liabilities, deferred outflows of resources, deferred
inflows of resources, and expenditures. This statement also enhances note disclosure and
required supplementary information for government pension plans. This pronouncement
applies to employers that have a legal obligation to make contributions directly to a pension
plan.

The Charter School has not yet completed the analysis necessary to estimate the financial statement
impact of these new pronouncements.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2013

NOTE 14 - SUBSEQUENT EVENTS

On October 31, 2013 the Charter School completed settlement on the purchase of a new
administrative building at 126 Wallace Avenue in Downingtown, PA 19335. The total purchase cost
was $1,420,600, which includes building, settlement costs, taxes, and transfers. The building
purchase was funded using cash on hand.

On December 10, 2013 the Charter School board of school directors approved bids to various
construction companies totaling approximately $1,350,000 for the renovation of the new administration
offices. The commitment will be funded through cash on hand and future borrowing of long term debt.
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21® CENTURY CYBER CHARTER SCHOOL

SCHEDULE OF FUNDING PROGRESS AND EMPLOYER CONTRIBUTIONS -

POSTEMPLOYMENT BENEFITS PLAN

Schedule of Funding Progress

Actuarial
Accrued UAAL asa
Actuarial Liability Unfunded Percentage
Actuarial Value of (AAL) - AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b -a) (a/b) (c) {((b-a)/c)
Governmental Activities  7/1/2010 $ - $ 99374 $ 99,374 0.00% $ 2,337,687 4.25%
7/1/2007 - 27,679 27,679 0.00% 1,451,354 1.91%
Schedule of Employer Contributions
Percent
of OPER
Annual Employer Cost Net OPEB
Year OPEB Cost  Contributions  Contributed Obligation
2013 $ 30201 $ - 0.00% $ 135,466
2012 31,056 - 0.00% 105,265
2011 31,936 - 0.00% 74,209
2010 13,726 - 0.00% 42,273
2009 14,088 - 0.00% 28,547
2008 14,459 - 0.00% 14,459
See note to required supplementary information. 28
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21% CENTURY CYBER CHARTER SCHOOL
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

June 30, 2013

BUDGETARY DATA

The budget for the general fund is adopted on the modified accrual basis of accounting which is
consistent with generally accepted accounting principles.
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Figure 1

Required Components of 21st Century Cyber Charter School’s Financial Report

Management Discussion and
IAnalysis

Basic Financial Statements

Required
Supplementary
Information

Government-wide
Financial
Statements

Fund Financial Statements

Notes to the Financial
Statements

OVERVIEW OF FINANCIAL STATEMENTS

Figure 2 summarizes the major features of the Charter School’s financial statements.

The

remainder of this overview section of Management’s Discussion and Analysis highlights the structure
and contents of each of the statements.
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Figure 2

21st Century Cyber Charter School's
Government-wide and Fund Financial Statements

Fund Statements

Government-wide Statements

Governmental
Funds

Scope

Entire 21st Century Cyber
Charter School (except fiduciary
funds)

The activities of the Charter
School that are not proprietary or
fiduciary, such as education,
administration and community
services

Required financial
statements

Statement of net position
Statement of activities

Balance Sheet

Statement of revenues,
expenditures, and changes in
fund balance

Accounting basis and
measurement focus

Accrual accounting and economic
resources focus

Modified accrual accounting and
current financial resources focus

Type of asset/liability
information

All assets and liabilities, both
financial and capital, current and
noncurrent, and deferred inflows
and outflows of resources

Only assets expected to be used
up and liabilities that come due
during the year or scon
thereafter; no capital assets or
noncurrent liabilities included

Type of inflow/outflow
information

All revenues and expenses during
year, regardless of when cash is
received or paid

Revenues for which cash is
received during or socon after the
end of the year; expenditures
when goods or services have
been received and payment is
due during the year or soon
thereafter
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Government-wide Statements

The government-wide statements report information about the Charter School as a
whole using accounting methods similar to those used by private sector companies. The
Statement of Net Position includes all governmental assets and liabilities. Current year
revenues and expenses are accounted for in the Statement of Activities regardless of
when cash is received or paid.

The two government-wide statements report the Charter School’s net position and
how it has changed. Net position, the difference between assets and liabilities, is one way
to measure the Charter School’s financial health or position. Over time, increases or
decreases in net position are an indication of whether the Charter School’s financial
health is improving or deteriorating.

Governmental activities — All of the Charter School’s basic services are included
here, such as instruction, administration and pupil health.

Fund Financial Statements

The fund financial statements provide more detailed information about the
Charter School’s funds. The Charter School has no non-major governmental, proprictary
or fiduciary funds and reports all activity as governmental funds.

Governmental Funds — Includes the Charter School’s basic services and generally (1)
focuses on how cash and other financial assets can readily be converted into cash inflows
and outflows and (2) identifies balances left at year-end that are available for spending.
Financial results are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets. The governmental fund
statements provide a detailed short-term view of the Charter School’s operations and the
services provided. Governmental fund information helps the reader determine the level
of financial resources that can be spent in the near future to finance the Charter School’s
programs. The relationship (or differences) between governmental activities (reported in
the Statement of Net Position and the Statement of Activities) and governmental funds is
reconciled in the financial statements.
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FINANCIAL ANALYSIS OF THE 21ST CENTURY CYBER CHARTER SCHOOL AS
A WHOLE

The Charter School’s total net position was $3,850,695 as of June 30, 2014.

Figure 3
Condensed Statement of Net Position

June 30, 2014

Governmental Activities

2013 2014

Current and other

assets $ 5,479,465 $ 5,028,548
Capital Assets $ 3984086 $ 3.886897
Total Assets $ 5,877,871 $ 8,915,445
Current and other

liabilities $ 1,106,739 $ 2,371,651
Long-term liabilities $ 211182 $ 693,099
Total Liabilities $ 1,317,921 $ 3,064,750
Net Position

Invested in capital assets, net of related debt $ 3984086 $ 3,475,638
Unrestricted $ 4161544 $ 2375057
Total Net Position $ 4,559 950 $ 5,850,695
Total Liabilities and Net Position 3 5,877,871 $ 8,915,445

Current assets at June 30, 2014 included cash of $3,503,534, intergovernmental
and other receivables of $1,431,138, prepaid expenses of $81,255 and deposits of
$12,621. The intergovernmental receivables were higher as a result of increased subsidy
payments. The Charter School purchased and renovated the new building located at 126
Wallace Avenue, which resulted in a $3.488.,491 increase in net capital assets.

Total liabilities increased in 2013-2014. Accounts payable balances were
$1,923.502, compared to the prior vear balance of $610,194. The increase of $1,313,308
is a result of amounts due for services rendered, construction cost and expenses paid on
behalf of 21CCCS as well as additional purchases. Accrued salaries and benefits
decreased from $484,778 at June 30, 2013 to $428,906 at June 30, 2014, a result of the
2013-2014 staffing changes. The compensated absences accrual, which reflects the value
of unused vacation time increased from $75,716 to $101,635 (current portion is $115 +
long-term portion $101,520) as of June 30, 2014. The long term liability related to
GASB 45 — Accounting for Other Postemployment Benefits increased by $44.739 to
$180,205 at the end of 2013-2014 school year.
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Figure 4

Changes in Net Position from Operating Results

June 30, 2014

Revenues

Program Revenues
Charges for services
Operating grants and
contributions

Capital grants and
contributions

Investment Earnings
Total Revenues

Expenses
Instruction - Regular Programs

Instruction - Special Programs

Support Services

Interest on Long-Term Debt
Total Expenses

Increase (Decrease) in Net Position

Beginning Net Position

Ending Net Position

Governmental Activities

2013
$ 8525204
$ 366,364
$ 0

9.062

3

$ 8,900,630

$ 4,887,154
$ 684,951
$ 2,838,753
$ 0
$ 8,410,858

$ 489,772

$ 4,070,178

$ 4,569,950

2014
$ 9,638,604
$ 488,908
$ 0

6,631

$

$ 10,134,143

$ 4,775,360
$ 791,007
$ 3,275,524
$ 1417
$ 8,843,398

$ 1,290,745

$ 4,559,950

$ 5,850,695

Growing enrollments in the Charter School and new/existing partnerships
generated $1,233,511 of additional tuition revenue in 2013-2014 compared to the prior

school year.

Total expenses in 2013-2014 were approximately $432,540 higher than in 2012-

2013 due to increased staffing in the Business Administration department.

BUDGET HIGHLIGHTS

During the fiscal year, the Board authorizes revisions to the original budget to
accommodate differences from the original budget to the actual expenditures of the 21st
Century Cyber Charter School. A schedule showing the Charter School’s original and
final budget amounts compared with amounts actually paid and received is provided in

the financial statements.

MD&A 6
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Actual 2013-14 revenues were 2.7% lower than budgeted amounts, not inclusive
of building renovations financing. Expenditures were $1,509,881 lower than the final
budget as overall spending levels were less than anticipated. Some new and current staff
positions budgeted for 2013-14 were not filled during the school year or were filled later
than planned. The Charter School experienced savings in the following other areas:
postage costs partly due to more efficient shipping procedures and discounted services,
conferences/travel were held to a minimum, computer repair cost, and marketing.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At June 30, 2014, the Charter School had $ 3,886,897 mvested in building

improvements, furniture and computer equipment, net of depreciation.

Figure 5
Capital Assets {(nhet of depreciation)
June 30, 2014
Governmental Activities

2013 2014
Construction in Progress 3 0 $3,501,445
Building Improvements $ 19,322 $18,630
Furniture & Computer
Equipment $ 379,084 $ 366,822
Total 3 398,406 33,886,897

Debt Administration
The 21st Century Cyber Charter School had debt of $411,259 for 126 Wallace Avenue
building renovations as of June 30, 2014.

ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21% Century Cyber Charter School is continued to increase its teaching staff in 2013-
2014 in order to accommodate increased enrollments and to expand class offerings and
related services. Management has expanded the role of teaching assistants which allows
teachers to service more students. In addition, as enrollments have increased, so has the
demand for special education services. Several of the new teaching positions required
special education certifications and in 2013-2014 an increase in special education
teachers has helped to bridge the gap from the increase in student enrollment for special
education.
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On October 31, 2013 the process was completed for the settlement of the property located
at 126 Wallace Avenue in Downingtown. Renovations are still being completed as of
June 2014. Both leases at 805 Springdale Drive and 782 Springdale Drive expired on
August 31, 2013; therefore the leases were amended in 2012-13 to extend the lease
agreement to June 30, 2014. The 21CCCS staff moved into the new location during the
summer of 2014.

21CCCS was notified in June 2011 that its charter had been renewed effective July 1,
2011 for another 5 vears. The Charter School also made Annual Yearly Progress (AYP)
in 2010-2011, one of only two cyber charter schools in Pennsylvania to do so and
repeated AYP achievement as one of only three cyber charter schools in Pennsylvania
with 2011-2012 school year. The Charter School is the only statewide cyber charter to
have achieved AYP for five consecutive years (2004-2005 through 2008-2009).
Beginning in 2012 the Department of Education recalculated the figures to determine
Annual Yearly Progress. The new recalculation classifies charters as districts and not as
individual schools when calculating AYP.

In 2006, the 21" Century Cyber Charter School and the Chester County Intermediate Unit
entered into an agreement that established a virtual program to offer online classes to
students enrolled in school districts throughout the Commonwealth. The program, under
the name of Brandywine Virtual Academy (BVA), offers online courses for original
credit course and credit recovery during the school year and summer school. The Charter
School staff had managed the program since BVA’s inception, in early 2011-12, the
CCIU took on a larger role and began managing BVA’s day-to-day operations and
expanding its services. The Charter School’s new role is to provide instructional services
(teachers and curriculum) only to Partnership students. This agreement was terminated on
June 30, 2014.

The Board of Trustees has maintained the agreement between 21CCCS and the
CCIU to provide accounting, human resources, and other services. The Board of
Trustees determined this agreement will end as of June 30, 2014. In March 2014, with
the resolution between 21CCCS and CCIU the new 21CCCS Business Administrator was
assigned to develop a new department with a payroll clerk and two fiscal assistants to
replace the CCIU positions that will no longer be contracted. Several CCIU staff
members continue to work with the school daily to service the Charter School’s needs.

The Pennsylvania School Employees Retirement System (PSERS) retirement rate
for 2013-14 was 16.93% of qualified wages. The 2013-2014 rate is an increase over the
2012-2013 PSERS rate of 12.36%. The employer contribution rate for fiscal year 2014-
2015 and 2015-16 will be 21.40% and 25.84% respectively. This rate was determined by
PSERS’ actuary and is subject to certification by the PSERS Board of Trustees.

PSERS has developed tentative projections for the employer contribution rate for future
years that range from 21.40% to 26.96%. These tentative projections are based on the
actual investment returns and potential actuarial experience losses for the 2013-2014
fiscal year and will have a significant impact on future operations.
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To date, no legislation has been passed regarding cyber charter school funding. The
Board of Trustees has approved a program stabilization fund to provide financial
assistance to the Charter School, if needed, when the legislation is approved.

CONTACTING THE 21ST CENTURY CYBER CHARTER SCHOOL FINANCIAL
MANAGEMENT

Our financial report is designed to provide our citizens, taxpayers, parents,
students, investors and creditors with a general overview of the Charter School’s finances
and to show accountability for the money received. If you have questions about this
report or wish to request additional financial information, please contact the Open
Records Officer, 21st Century Cyber Charter School, 805 Springdale Drive, Exton, PA
19341, 484-875-5400.
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21 CENTURY CYBER CHARTER SCHOOL

RECONCILIATION OF GOVERNMENTAL FUND BALANCE SHEET TO THE
GOVERNMENT-WIDE STATEMENT OF NET POSITION

June 30, 2014

Amounts reported for governmental activities on the statement of net
position (page 3) are different because:

TOTAL FUND BALANCES - GOVERNMENTAL FUND (page 5)

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported as assets in governmental funds. The cost
of the assets is $4,349,749 and the accumulated depreciation is $462,852.

Long-term liabilities are not due and payable in the current period and,
therefore, are not reported as liabilities in the funds. Long-term liabilities at
year-end consist of:
Postemployment Benefits Obligation $  (180,205)
Construction Loan (411,259)
Long-Term Portion of Compensated Absences (101,635)

$

2,656,897

3,886,897

{693,099)

TOTAL NET POSITION - GOVERNMENTAL ACTIVITIES

See accompanying notes.
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21" CENTURY CYBER CHARTER SCHOOL
RECONCILIATION OF THE GOVERNMENTAL FUND STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE TO THE
GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2014

Amounts reported for governmental activities in the statement
of activities {(page 4) are different because:

NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUND (page 7) S {1,715,829)

Governmental funds report capital outlays as expenditures. 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 exceeded depreciation in the current period:

Capital Outlays S 3,601,318
Less: Depreciation Expense {112,827} 3,488,491

In the statement of activities, certain operating expenses -
compensated absences 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. This
amount represents the difference between the amount earned versus
the amount used. (25,919)

Issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of principal of long-term
debt consumes the current financial resources of governmental funds.
However, neither transaction has any effect on net position. Also,
governmental funds report the effect of premiums, discounts, and
similar items when debt is first issued, whereas these amounts are
deferred and amortized in the statement of activities. The effect of
these transactions in the statement of activities is shown below:

Issuance of Construction Loan (411,259)

Postemployment benefits are recognized when they are paid on the
fund statements. With the implementation of GASB #45, an estimated
liability for future benefits due will be phased in over several years. This
amount represents the difference between the estimated annual cost
and the amount paid as reported in the statement of activities. (44,739)

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES 5 1,290,745

See accompanying notes.
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21" CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2014
The 21 Century Cyber Charter School (Charter School) was originally chartered through West Chester Area
School District. The Charter School was established in April 2001 and began operations in July 2001. Effective
July 1, 2006, the Charter School became chartered directly through the Pennsylvania Department of Education.

The current charter expires June 30, 2015.

The Charter School is located in Exton, Pennsylvania and was established to provide services to students
located in Pennsylvania.

The Charter School is governed by a board made up of the executive directors of the Bucks, Chester, Delaware

and Montgomery County Intermediate Units, two school district superintendents from each county, and three
parent members.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

As required by generally accepted accounting principles, the financial statements of the reporting entity
include only statements of the Charter School.

The Charter School used guidance contained in generally accepted accounting principles to evaluate the
possible inclusion of related entities (authorities, boards, councils, etc) within its reporting entity. The
criteria used by the Charter School for inclusion are financial accountability and the nature and
significance of the relationships. In determining financial accountability in a given case, the Charter School
reviews the applicability of the following criteria. The Charter School is financially accountable for:

¢ Organizations that make up the legal Charter School entity.

o legally separate organizations if Charter School officials appoint a voting majority of the
organizations’ governing body and the Charter School is able to impose its will on the
organization, or if there is a potential for the organization to provide specific financial benefits to,
or impose specific financial burdens on, the Charter School as defined below.

Impose its will - If the Charter School can significantly influence the programs, projects or
activities of, or the level of services performed or provided by, the organization.

Financial benefit or burden - exists if the Charter School (1) is entitled to the organization's
resources; (2) is legally obligated or has otherwise assumed the obligation to finance the deficits
of, or provide support to, the organization; or (3) is obligated in some manner for the debt of the
organization.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

A. Reporting Entity - continued

¢ Organizations that are fiscally dependent on the Charter School. Fiscal dependency is established
if the organization is unable to adopt its budget, levy taxes, set rates or charges, or issue bonded
debt without approval by the Charter School.

Based on the foregoing criteria, the 21" Century Cyber Charter School has determined it has no
component units.

B. Basis of Presentation - Government-Wide Financial Statements

Government-wide financial statements (i.e., the statement of net position and the statement of activities)
display information about the reporting entity, except for its fiduciary activities. All fiduciary activities are
reported only in the fund financial statements. The government-wide statements include separate
columns for the governmental and business-type activities of the primary government, as well as any
discretely presented component units. Governmental activities, which normally are supported by
intergovernmental revenues and other nonexchange transactions, are reported separately from business-
type activities which rely to a significant extent on fees and charges for support. Likewise, the primary
government is reported separately from the legally separate component units for which the primary
government is financially accountable. The Charter School presently only has governmental activities.

Governmental activities are supported by intergovernmental revenues. The statement of activities
demonstrates the level to which the direct expenses of a given function to the Charter School are offset by
the program revenues related to that function. Direct expenses are those that are directly related to and
clearly identified with a function. Program revenues include charges to customers or others who
purchase, use or directly benefit from services or goods provided by a given function or grants and
contributions that are restricted to meet the operational or capital requirements of a function. Other
items not includable in program revenues are reported as general revenues.

C. Basis of Presentation - Fund Financial Statements

The fund financial statements provide information about the government’s funds, including its fiduciary
funds. Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds. The emphasis of fund financial statements is on major governmental and enterprise
funds, each displayed in a separate column. All remaining governmental funds are aggregated and
reported as nonmajor funds. Major individual governmental and enterprise funds are reported as
separate columns in the fund financial statements.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

C. Basis of Presentation - Fund Financial Statements - continued
The Charter School reports the Following Major Governmental Fund:

General Fund: The general fund is the general operating fund of the Charter School. It is used to
account for all financial resources. All activities of the Charter School are accounted for through this
fund.

The Charter School does not currently have any enterprise or fiduciary funds.
D. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment is determined by the applicable measurement focus and
basis of accounting. Measurement focus indicates the type of resources being measured such as current
financial resources or economic resources. The basis of accounting indicates the timing of transactions or
events for recognition in the financial statements.

The government-wide financial statements are reported using the economic resources measurement
focus, and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been
met.

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as
they are both measureable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period. For
this purpose, the Charter School considers revenues to be available if they are collected within 60 days of
the end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences, and claims and judgments, are recorded only when payment is due. General
capital asset acquisitions are reported as expenditures in governmental funds. Issuance of long-term debt
and acquisitions under capital leases are reported as other financing sources.

Interest associated with the current fiscal period is considered to be susceptible to accrual and so has
been recognized as revenue of the current fiscal period. Expenditure-driven grants are recognized as
revenue when the qualifying expenditures have been incurred and all other eligibility requirements have
been met, and the amount is received during the period or within the availability period for this revenue
source (within 60 days of year-end). All other revenue items are considered to be measureable and
available only when cash is received by the Charter School.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

E. Budgetary Information

1.

Budgetary Basis of Accounting

Annual budgets are adopted on a basis consistent with generally accepted accounting principles for
the general fund. All annual appropriations, except unexpended grant appropriations and
encumbrances, lapse at fiscal year-end. The Charter School’s 2013-2014 budget was prepared and
approved by the board of directors prior to submitting the budget to the Pennsylvania Department of
Education.

All budget amounts presented in the accompanying financial statements have been adjusted for
legally authorized revisions of the annual budget during the year.

F. Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund Balance

1.

Cash and Cash Equivalents
The Charter School’s reporting entity considers all highly-liquid investments with a maturity of three
months or less when purchased to be cash equivalents.

Receivables

As all of the intergovernmental receivables are due from local school districts and the Pennsylvania
Department of Education (PDE), management believes that they are fully collectible. Thus, no
allowance has been deemed necessary or reported in the accompanying financial statements.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both the government-wide and fund financial statements. The costs of prepaid items
is recorded as expenditures/expenses when consumed rather than when purchased.

Capital Assets, Depreciation, and Amortization

The Charter School’s capital assets with useful lives of more than one year are stated at historical cost
and comprehensively reported in the government-wide financial statements. The reported value
excludes normal maintenance and repairs, which are essentially amounts spent in relation to capital
assets that do not increase the capacity or efficiency of the item or extend its useful life beyond the
original estimate. In the case of donations, the Charter School values these capital assets at the
estimated fair value of the item at the date of its donation.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

Assets, Liabilities, Deferred Inflows/Qutflows of Resources, and Net Position/Fund Balance - continued

4. Capital Assets, Depreciation, and Amortization - continued:

The Charter School generally capitalizes assets with a cost of $1,500 or more as purchase and
construction outlays occur. Assets purchased or constructed with long-term debt may be capitalized
regardless of the threshold established. The costs of normal maintenance and repairs that do not add
to the asset value or materially extend useful lives are not capitalized. Capital assets are depreciated
using the straight-line method. When capital assets are disposed, the cost and applicable
accumulated depreciation are removed from the respective accounts, and the resulting gain or loss is
recorded in operations.

Estimated useful lives, in years, for depreciable assets are as follows:

Assets Years
Building improvements 20-50
Furniture and computer equipment 5-20

Interest costs incurred during the construction phase of capital assets are capitalized when incurred by
proprietary funds and similar component units on debt where proceeds were used to finance the
construction of assets.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to a future period(s) and so will not
be recognized as an outflow of resources (expense/expenditure) until then.

In addition to liabilities, the statement of financial position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows of
resources, represents an acquisition of net position that applies to a future period(s) and so will not be
recognized as an inflow of resources (revenue) until that time.

The Charter School presently has no items that qualify for reporting in these categories.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

Assets, Liabilities, Deferred Inflows/Qutflows of Resources, and Net Position/Fund Balance - continued

6.

Unearned Revenues

Revenues that are received but not earned are reported as unearned revenues in the government-
wide, governmental and proprietary funds financial statements. Unearned revenues arise when
resources are received prior to the incurrence of qualifying expenditures. In subsequent periods,
when both revenue recognition criteria are met, or when the Charter School has legal claim to the
resources, the liability for unearned revenue is removed from the respective financial statements and
revenue is recognized.

Net Position Flow Assumptions

Sometimes the Charter School will fund outlays for a particular purpose from both restricted (e.g.,
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to
report as restricted - net position and unrestricted - net position in the government-wide financial
statements, a flow assumption must be made about the order in which the resources are considered
to be applied.

It is the Charter School's policy to consider restricted resources to have been depleted before
unrestricted resources is applied.

Fund Balance Flow Assumptions

Sometimes the government will fund outlays for a particular purpose from both restricted and
unrestricted resources (the total of committed, assigned, and unassigned fund balance). In order to
calculate the amounts to report as restricted, committed, assigned, and unassigned fund balance in
the governmental fund financial statements, a flow assumption must be made about the order in
which the resources are considered to be applied. The Charter School’s policy states there are no
restrictions placed on the order of the unrestricted fund balances used when an expenditure is
incurred for a purpose in which unrestricted fund balance amounts are available under committed,
assigned or unassigned fund balance. The decision will be made at the discretion of the director/CEQ.

Fund Balance Policies

Fund balance of governmental funds is reported in various categories based on the nature of any
limitations requiring the use of resources for specific purposes. The Charter School itself can establish
limitations on the use of resources through either a commitment (committed fund balance) or an
assighment (assigned fund balance).
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

Assets, Liabilities, Deferred Inflows/Outflows of Resources, and Net Position/Fund Balance — continued

9,

Fund Balance Policies - continued

The committed fund balance classification includes amounts that can be used only for the specific
purposes determined by a formal action of the Charter School’s highest level of decision-making
authority. The board of directions is the highest level of decision-making authority for the Charter
School that can, by adoption of a resolution prior to the end of the fiscal year, commit fund balance.
Once adopted, the limitation imposed by the resolution remains in place until a similar action is taken
(the adoption of another resolution) to remove or revise the limitation.

Amounts in the assigned fund balance classification are intended to be used by the government for
specific purposes but do not meet the criteria to be classified as committed. The director/CEO or
desighee may assign fund balance. Unlike commitments, assignments generally only exist
temporarily. In other words, an additional action does not normally have to be taken for the removal
of an assignment. Conversely, as discussed above, an additional action is essential to either remove or
revise a commitment.

G. Revenues and Expenditures

1. Program Revenues

Amounts reported as program revenues include 1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function or segment and
2) grants and contributions (including special assessments) that are restricted to meeting the
operations or capital requirements of a particular function or segment. Other internally dedicated
resources are reported as general revenues rather than as program revenues.

Tuition Revenue - School Districts

Local sources revenue includes tuition revenue which represents the tuition paid by various school
districts for the students enrolled in the Charter School who reside within that particular school
district. This revenue is earned and recognized during the applicable school year, net of any refunds.

Compensated Absences

The Charter School allows employees to accumulate sick and vacation leave based on contractual
agreements. An employee must be with the Charter School for ten years before they are eligible for a
pay-out of sick days. Once eligible, employees are paid at 50% of their per diem rate, up to a
maximum of §7,500.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

H. Other Use of Estimates

The preparation of the 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.

NOTE 2 - CASH AND CASH EQUIVALENTS

Deposits

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 to it. The Charter School does not have a policy for custodial credit risk. As of June 30, 2014, the
carrying amount of the Charter School’s deposits was 53,503,534 and the bank balance was $3,494,320. Of the
bank balance, $250,000 was covered by federal depository insurance and $3,244,320 of the Charter School’s
bank balance was exposed to custodial credit risk but covered by collateralization requirements in accordance
with Act 72.

NOTE 3 - INTERGOVERNMENTAL RECEIVABLES

As all of the intergovernmental and state receivables are due from local school districts and the Pennsylvania
Department of Education (PDE), management believes that they are fully collectible. Thus, no allowance has
been deemed necessary or recorded in the accompanying financial statements.

The intergovernmental receivables balance of 51,431,138 is comprised of receivables from numerous districts
and the Pennsylvania Department of Education as of June 30, 2014. Balances not remitted by the school
districts will be withheld from the school’s basic education subsidy and paid by the Pennsylvania Department of
Education.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 5 - LEASES

During the 2008/2009 school year, the Charter School entered into an operating-type lease agreement for
office space at 805 Springdale Drive, Exton, PA that expired August 31, 2013. During the 2012/2013 fiscal year,
the lease was extended through June 30, 2014. The Charter School is responsible for payment of utilities and
real estate taxes and must also meet certain minimum insurance requirements.

Total rent charged to expense during 2014 for this commitment was $208,666.

In May 2011, the Charter School entered into a short-term lease agreement for office space at 782 Springdale
Drive, Exton, PA that commenced August 1, 2011 and expired August 31, 2013. During the 2012/2013 fiscal
year, the lease was extended through June 30, 2014. The Charter School is responsible for payment of utilities
and must meet certain minimum insurance requirements. Real estate taxes and maintenance fees are included

in the rental amount.

Total rent charged to expense during 2014 for this commitment was $79,276.

NOTE 6 - LONG-TERM LIABILITIES

On March 24, 2014, the Charter School entered into a commercial construction to permanent loan agreement
with a financial institution. The proceeds of the loan are being used to finance the renovation of the new
facility at 126 Wallace Avenue. The loan agreement provides advances up to $1,600,000 through the
conversion date of April 1, 2015 or such other date as determined by the financial institution in its sole
discretion. Interest only payments are due monthly at the wall street journal prime rate plus 50 basis points,
with a floor of 4.00% through the conversion date. Commencing on the April 1, 2015, principal and interest
payments are due monthly through maturity on March 1, 2035. The loan bears interest at a fixed rate of
4.25% per annum. As of June 30, 2014, the Charter School has advanced $411,259. The agreement has a
prepayment penalty that varies based upon the timing of the prepayment ranging from 1% to 5%. The loan
may be prepaid in whole or in part through internal cash flow, if the collateral is sold to a disinterested third
party, or if refinanced with the existing financial institution at any time without penalty. Otherwise full
prepayment will result in a penalty charged.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 7 - EMPLOYEES RETIREMENT PLAN

Plan Description

The Charter School contributes to a governmental cost-sharing multiple employer defined benefit pension plan
administered by the commonwealth of Pennsylvania Public School Employees Retirement System (PSERS).
Benefit provisions of the Plan are established under the provisions of the PSERS code (“the Code”) and may be
amended by an act of the Pennsylvania State Legislature. The Plan provides retirement, disability, and death
benefits, legislatively mandated ad hoc cost-of-living adjustments, and health care insurance premium
assistance to qualifying plan members and beneficiaries. It also provides for refunds of a member’s
accumulated contribution upon termination of a member’s employment in the public school sector. PSERS
issues a publicly available financial report that includes financial statements for the plan. The report may be
obtained by writing to: PSERS, PO Box 125, Harrisburg, PA 17108-0125. The report is also available on the
PSERS website at www.psers.state.pa.us/publications/cafr/index.htm.

Funding Policy

The contribution policy is set by the code and requires contributions by active employees and by participating
employers. Active members who joined the system prior to July 22, 1983, contribute at 5.25 percent
(Membership Class TC) or at 6.50 percent (Membership Class TD) of the member’s qualifying compensation.
Members joining PSERS on or after July 22, 1983 and who were active or inactive as of July 1, 2001, contribute
at 6.25 percent (Membership Class TC) or at 7.50 percent (Membership Class TD) of the member’s qualifying
compensation. Members joining PSERS after June 30, 2001 and who were active or inactive as of June 30, 2011
contribute at 7.50 percent (automatic Membership Class TD). For all new hires and for members who elected
Class TD membership, the higher contribution rates began with service rendered on or after January 1, 2002,
Members joining PSERS on or after July 1, 2011 contribute at 7.50 percent (Membership Class TE) or at 10.30
percent (Membership Class TF). Both membership classes TE and TF contain a “shared risk” which allows for an
increase in the contribution percentage up to an additional 2.00 percent based on market results.

The contributions required of participating employers are based upon an actuarial valuation and are expressed
as a percentage of annual covered payroll during the period for which the amount is determined. For the fiscal
year ended June 30, 2014, the rate of employer contribution was 16.93 percent of covered payroll. The 16.93
percent rate is comprised of a pension contribution rate of 16.00 percent for pension benefits and 0.93 percent
for health insurance premium assistance. The Charter School’s contribution to PSERS for the fiscal years ended
June 30, 2014, 2013, and 2012 was $667,271, $441,565, and $292,214, respectively.
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21% CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 8 - POSTEMPLOYMENT BENEFITS - CONTINUED

The Charter School’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the
net OPEB obligation as of June 30 was as follows:

Percentage of

Annual OPEB
Fiscal Year Annual OPEB Cost Net OPEB
Ended Cost Contributed Obligation
6/30/2014 S 44,739 0.0% S 180,205
6/30/2013 30,201 0.0% 135,466
6/30/2012 31,056 0.0% 105,265

Funded Status and Funding Progress

As of July 1, 2013, the most recent actuarial valuation date, the plan was unfunded. The actuarial accrued
liability for benefits was 5188,943, and the actuarial value of assets was $0, resulting in an unfunded actuarial
accrued liability (UAAL) of $188,943. The covered payroll (annual payroll of active employees covered by the
plan) was $3,814,562, and the ratio of the UAAL to the covered payroll was 4.95%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions
about the probability of occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the healthcare cost trend. 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. The schedule of
funding progress, presented as required supplementary information following the notes to the financial
statements, presents information about actuarial value of plan assets and actuarial accrued liabilities for
benefits.

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 accrued liabilities and the actuarial value of assets, consistent with
the long-term perspective of the calculations.
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21% CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014

NOTE 8 - POSTEMPLOYMENT BENEFITS - CONTINUED

In the July 1, 2013 actuarial valuation, the entry age normal cost method was used. The actuarial assumptions
included a 4.5 percent investment rate of return (net of administrative expenses) and an annual healthcare cost
trend rate of 7.0 percent initially, decreasing 0.5 percent per year to a rate of 5.5 percent in 2016. Rates
gradually decrease from 5.3 percent in 2017 to 4.2 percent in 2089 and later based on the Society of Actuaries
Long-Run Medical Cost Trend Model. The unfunded actuarial accrued liability is being amortized using single
period amortization as of the end of the year based on level dollar, 24-year open period. This is the weighted
average of service until retirement (active liability) and payment period (retired liability).

NOTE 9 - RISK MANAGEMENT

The Charter School is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets; error and omissions; injuries to employees; and natural disasters. Significant losses are covered by
commercial insurance for all major programs except for unemployment compensation, for which the Charter
School retains risk of loss. For insured programs, there were no significant reductions in insurance coverages
for the 2013/14 school year. Settlement amounts have not exceeded insurance coverage for the current year.

In an effort to contain costs related to commercial insurance, the Charter School through the Chester County
Intermediate Unit has established an internal service fund to account for and finance its uninsured risks of loss.
Under this program, the Charter School through the Chester County Intermediate Unit is self-insured for
unemployment compensation purposes. The Charter School makes payments to the Chester County
Intermediate Unit based on estimates of amounts needed to pay prior and current year claims and to establish
a reserve for unexpected losses.

NOTE 10 - COMMITMENTS

At June 30, 2014 the Charter School has entered into a number of contracts related to the building renovation
project. Commitments outstanding totaled $64,630 at June 30, 2014. The Charter School intends to use
proceeds from the construction loan to satisfy these commitments.
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