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INDEPENDENT AUDITOR'S REPORT

To the Board of School Directors
215t Century Cyber Charter School
Exton, Pennsylvania

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major fund of 21st
Century Cyber Charter School, as of and for the year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the Charter School’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.
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 21% Century Cyber Charter School, as of June 30, 2015, and

the respective changes in financial position for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Succeed With Confidence 1
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Change in Accounting Principle

As described in Note 7 to the financial statements, effective July 1, 2014, 21st Century Cyber Charter School adopted new
accounting guidance, Governmental Accounting Standards Board Statement No. 68, Accounting and Financial Reporting for
Pensions and Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis, the budgetary comparison schedule for the general fund, pension and other postemployment benefit information
on pages 42 through 46 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 12, 2016, on our
consideration of the 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 internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering the Charter School’s internal
control over financial reporting and compliance.

ot -\"Aﬂij_

Reading, Pennsylvania
January 12, 2016

Succeed With Confidence 2



21st CENTURY

21ST CENTURY CYBER CHARTER SCHOOL

MANAGEMENT’S DISCUSSION AND ANALYSIS
Required Supplementary Information
June 30, 2015

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, 2015. 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 2014-2015
school year resulted in a deficit position of $(4,414,692) and a Governmental Fund
balance of $3,295,313 at June 30, 2015. The June 30, 2013-2014 net position was
$5,850,695 and fund balance was $2,656,897.

Governmental fund total assets at June 30, 2015 were $4,119,467 compared to the
June 30, 2014 balance of $5,028,548.

The primary source of revenue for the Charter School is tuition charged to school
districts at rates determined by the completion of PDE form 363.

Effective July 1, 2014, the Charter School adopted Governmental Accounting
Standards Board Statements No. 68, Accounting and Financial Reporting for Pensions
and No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date, to be in conformity with generally accepted accounting principles. The adoption of
these standards resulted in the Charter School restating beginning net position as of July
1, 2014 in governmental activities for $10,791,429 to account for the net pension liability
as of June 30, 2014 (measurement date of June 30, 2013) and deferred outflows for
pension contributions made subsequent to the measurement date. Governmental
activities net position decreased from $5,850,695 to ($4,940,734).



Figure 1

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

Management Discussion and
Analysis

Basic Financial Statements

Required
Supplementary
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Government-wide
Financial
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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.



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

Generally assets expected to be
used up and liabilities that come
due during the year or soon
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 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




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, deferred outflows of
resources, 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, deferred outflows of
resources, 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, proprietary
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.



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

The Charter School’s total net position was $(4,414,692) as of June 30, 2015. Figures
below for 2014 are restated for the implementation of GASBs Statement No. 68 and 71.

Figure 3
Condensed Statement of Net Position

June 30, 2014

Governmental Activities

2014 - Restated 2015
Current and other
assets $ 5,028,548 $ 4,119,467
Capital Assets $ 3,886,897 $ 3,850,245
Total Assets $ 8,915,445 $ 7,969,712
Deferred outflows of resources $ 630,571 $ 951,766
Current and other
liabilities $ 2,371,651 $ 824,154
Long-term liabilities $ 12,115,099 $12,512,016
Total Liabilities $ 14,486,750 $ 13,336,170
Net Position
Invested in capital assets, net of related debt $ 3,475,638 $ 3,850,245
Unrestricted $ (8,416,372) $ (8,264,937)
Total Net Position $ (4,940,734) $ (4,414,692)
Total Liabilities and Net Position $ 9,546,016 $ 8,921,478

Current assets at June 30, 2015 included cash of $2,922,293, intergovernmental
and other receivables of $1,195,050, and prepaid expenses of $2,124. The Charter School
completed the renovation for the new building located at 126 Wallace Avenue, and began
depreciating the asset, which resulted in an additional $(36,652) decrease in net capital
assets.

Total liabilities decreased in 2014-2015. Accounts payable balances were
$106,212, compared to the prior year balance of $1,923,502. The decrease of $1,817,290
is a result of amounts due for construction cost paid on behalf of 21CCCS ending with
the completion of the renovation in early 2014-2015. Accrued salaries and benefits
increased from $428,906 at June 30, 2014 to $710,543 at June 30, 2015, a result of an
unpaid balance in the PSERS employer payment. The long-term compensated absences
accrual, which reflects the value of unused vacation time decreased from $101,520 to
$58,146 as of June 30, 2015. The long term liability related to GASB 45 — Accounting
for Other Postemployment Benefits increased by $43,665 to $223,870 at the end of 2014-
2015 school year.



30-Jun-15

Revenues

Program Revenues

Expenses

Charges for services

Operating grants and
contributions

Capital grants and
contributions

Investment Earnings

Total Revenues

Instruction - Regular Programs

Instruction - Special Programs

Instruction — Other

Support Services

Noninstructional
Services

Interest on Long-Term Debt

Total Expenses

Increase (Decrease) in Net Position

Beginning Net Position

Restatement for
Implementation of
GASBs 68 & 71

Ending Net Position

Governmental Activities

2015

2014

$ 9,638,604
$ 488,908
$ 0
$§ 6631

$10,134,143

$ 4,775,360
$ 791,097
$ 0
$ 3,275,524

$ 0

$ 1,417
$ 8,843,398

$ 1,290,745

$ 4,559,950

$ (10,791,429)
$ (4,940,734)

$

$ 9,513,467
$ 112,762
$ 0
$ 4,610

$ 9,630,839

$ 4,252,174
$ 879,546
$ 114,188
$ 3,764,508

$ 53,208

$ 41,173
$ 9,104,797

$ 526,042

(4,940,734)

0
$(4,414,692)

Enrollment in the Charter School and new/existing partnerships generated no
additional tuition revenue in 2014-2015 compared to the prior school year. The Chester
County Intermediate Unit did not partner with 21CCCS for their online program in 2014-
2015. Revenue decreased by $563,855 in part from the PA legislature’s decision to not

reimburse charter schools for PSERS contributions.




Total expenses in 2014-2015 were approximately $261,399 higher than in 2013-
2014 due to the completion of the renovations at 126 Wallace Avenue.

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 2014-15 revenues were 10.0% lower than budgeted amounts, not inclusive
of building renovations financing. Expenditures were $373,144 lower than the final
budget as overall spending levels were less than anticipated. Computers and other
technology and advertising costs were lower than expected. Additionally, a change in
health insurance plans and lower staffing levels resulted in lower than expected
expenditures. These things combined resulted in a surplus for the 2014-2015 fiscal year.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2015, the Charter School had $ 3,850,245 invested in building and
building improvements, furniture and computer equipment, net of depreciation.

Figure 5
Capital Assets (net of depreciation)
June 30, 2014
Governmental Activities
2014 2015

Construction in Progress

$ 3,501,445 $ 0
Building and Building
Improvements $ 18,630 $3,598,960
Furniture & Computer
Equipment $ 366,822 $ 251,285
Total $ 3,886,897 $3,850,245

Debt Administration
The 21st Century Cyber Charter School had no debt for 126 Wallace Avenue building
renovations as of June 30, 2015.



ECONOMIC FACTORS AND THE CHARTER SCHOOL’S FUTURE

The 21% Century Cyber Charter School held its teaching staff to 2013-2014 levels in
2014-2015 because of the loss of the Brandywine Virtual Academy partnership.
Enrollment in the primary cyber school program increased enough to offset the loss of
revenue from BVA. 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 2014-2015 an increase in special
education teachers has helped to bridge the gap from the increase in student enrollment
for special education.

On October 31, 2013 the process was completed for the settlement of the property
located at 126 Wallace Avenue in Downingtown. Renovations were completed as of
June 2014. Staff moved into the building July 1, 2014.

21CCCS was notified in June 2011 that its charter had been renewed effective
July 1, 2011 for another 5 years. The 2015-2016 school year is the last year of this
charter. A charter renewal for 2016-2017 to 2020-2021 was approved by the Board of
Trustees and submitted to the Pennsylvania Department of Education in October of 2015.
PDE has not determined to date whether or not the charter for 21CCCS will be renewed.

In 2012-2013 Pennsylvania changed the measurement for academic achievement
from Adequate Yearly Progress to the Student Performance Profile. Each school is rated
based on a number of student achievement factors based on a rating from 1 to 100+. In
2012-2013 21CCCS scored a 66.5 on the SPP, 66.0 in 2013-2014 and 69.2 in 2014-2015.
Growth is an important factor in this score, and 21CCCS’s increasing scores show
increased student achievement at 21CCCS.

The Board of Trustees maintained the agreement between 21CCCS and the CCIU
that provided accounting, human resources, and other services. This agreement was
terminated 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. As of July 1, 2014 the 21CCCS business office began
functioning as its own entity.

The Pennsylvania School Employees Retirement System (PSERS) retirement rate
for 2014-15 was 21.40% of qualified wages. The 2014-2015 rate is an increase over the
2013-2014 PSERS rate of 16.93%. The employer contribution rate for fiscal year 2015-
2016 and 2016-17 will be 25.84% and 30.30% 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 30.30% to 32.23%. These tentative projections are based on the
actual investment returns and potential actuarial experience losses for the 2014-2015
fiscal year and will have a significant impact on future operations.

10



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, 126 Wallace Avenue,
Downingtown, PA 19335, 484-875-5400.

11



21° CENTURY CYBER CHARTER SCHOOL
STATEMENT OF NET POSITION

June 30, 2015

ASSETS

Cash and Cash Equivalents

Intergovernmental Receivables

Other Receivables

Prepaid Expenses

Capital Assets, Net of Accumulated Depreciation
Building and Building Improvements
Furniture and Computer Equipment

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
Pension Contributions Made Subsequent to the Measurement Date
Deferred Pension Expense

TOTAL DEFERRED OUTFLOWS OF RESOURCES

LIABILITIES

Accounts Payable

Accrued Salaries and Benefits

Unearned Revenues

Noncurrent Liabilities
Long-Term Portion of Compensated Absences
Net Pension Liability
Other Postemployment Benefit Obligation

TOTAL LIABILITIES
NET POSITION
Net Investment in Capital Assets

Unrestricted (Deficit)

TOTAL NET POSITION (DEFICIT)

See accompanying notes.

Governmental
Activities

S 2,922,293
1,193,846
1,204

2,124

3,598,960
251,285

7,969,712

824,109
127,657

951,766

106,212
710,543
7,399

58,146
12,230,000
223,870

13,336,170

3,850,245
(8,264,937)

S (4,414,692)

12



21" CENTURY CYBER CHARTER SCHOOL
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2015

Net (Expense)
Revenue and

Changes in
Program Revenue Net Position
Operating
Charges for Grants and Governmental
Functions/Programs Expenses Services Contributions Activities
Governmental Activities:
Instruction:
Regular S 4,252,174 S 4,326,378 S 26,821 S 101,025
Special 879,546 942,676 76,156 139,286
Other Instructional Programs 114,188 120,657 9 6,478
Total Instructional Services 5,245,908 5,389,711 102,986 246,789
Support Services:
Pupil Personnel 384,115 394,386 79 10,350
Instructional Staff 402,047 352,973 75 (48,999)
Administration 1,210,751 1,249,972 171 39,392
Pupil Health 47,282 47,907 9,232 9,857
Business Services 471,514 568,785 88 97,359
Operation & Maintenance of Plant Services 443,447 503,456 31 60,040
Central 805,352 945,728 98 140,474
Total Support Services 3,764,508 4,063,207 9,774 308,473
Noninstructional Services:
Student Activities 53,208 60,549 2 7,343
Interest on Long-Term Debt 41,173 - - (41,173)
Total Noninstructional Services 94,381 60,549 2 (33,830)
Total Governmental Activities S 9,104,797 S 9,513,467 S 112,762 521,432
General Revenues:
Investment Earnings 4,610
Change in Net Position 526,042
Net Position (Deficit) - Beginning - Restated (4,940,734)
Net Position (Deficit) - Ending S (4,414,692)

See accompanying notes. 13



21° CENTURY CYBER CHARTER SCHOOL
BALANCE SHEET - GOVERNMENTAL FUND

June 30, 2015

ASSETS
Cash and Cash Equivalents
Intergovernmental Receivables
Other Receivables
Prepaid Expenditures

TOTAL ASSETS
LIABILITIES AND FUND BALANCE

LIABILITIES
Accounts Payable
Accrued Salaries and Benefits
Unearned Revenues

TOTAL LIABILITIES

FUND BALANCES
Nonspendable Fund Balance: 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
Assigned Fund Balances:
PSERS Retirement Rate Increases
Unassigned Fund Balance

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

See accompanying notes.

General
Fund

S 2,922,293
1,193,846
1,204

2,124

$ 4,119,467

$ 106,212
710,543
7,399

824,154

2,124

732,292
327,453
44,000
300,000
1,400,000

360,371
129,073

3,295,313

S 4,119,467

14



21° CENTURY CYBER CHARTER SCHOOL

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

June 30, 2015

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

TOTAL FUND BALANCES - GOVERNMENTAL FUND

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 $4,446,902 and the accumulated depreciation is $596,657.

The net pension and other postemployment benefit obligations are not
reflected on the fund financial statements.

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:

Long-Term Portion of Compensated Absences

TOTAL NET POSITION (DEFICIT) - GOVERNMENTAL ACTIVITIES

See accompanying notes.

$ 3,295,313
3,850,245
(11,502,104)
(58,146)

$  (4,414,692)

15



21° CENTURY CYBER CHARTER SCHOOL

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

For the Year Ended June 30, 2015

General Fund

REVENUES
Local Sources S 9,594,410
State Sources 36,429
TOTAL REVENUES 9,630,839
EXPENDITURES
Current:
Instruction 4,757,652
Support Services 3,586,708
Noninstructional Services 53,449
Capital Outlay 152,659
Debt Service - Principal 1,600,000
Debt Service - Interest 41,173
TOTAL EXPENDITURES 10,191,641
DEFICIENCY OF REVENUES OVER EXPENDITURES (560,802)
OTHER FINANCING SOURCES
Proceeds from Issuance of Construction Loan 1,188,741
Sale of Capital Assets 10,477
TOTAL OTHER FINANCING SOURCES 1,199,218
NET CHANGE IN FUND BALANCE 638,416
FUND BALANCE - BEGINNING 2,656,897

FUND BALANCE - ENDING $ 3,295,313

See accompanying notes. 16



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, 2015

Amounts reported for governmental activities in the statement of activities are different because:
NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUND S 638,416

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.

Capital Outlays S 159,959
Less: Depreciation Expense (183,629)
Less: Loss on Disposal (12,982) (36,652)

In the statement of activities, certain operating expenses - compensated
absences are measured by the amounts earned during the year. 43,489

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.

Repayment of Construction Loan 1,600,000
Proceeds from Issuance of Construction Loan (1,188,741) 411,259

Increase in net pension liability and other postemployment benefit obligation
is reflected as an adjustment to expense on the statement of activities, but
not included in the fund statements. (530,470)

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES S 526,042

See accompanying notes.



21 CENTURY CYBER CHARTER SCHOOL
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2015
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, 2016.

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:

e Organizations that make up the legal Charter School entity.

e |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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NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

A. Reporting Entity - continued

e 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.

The statement of activities demonstrates the degree 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 1) charges to
customers or others who purchase, use or directly benefit from services or goods provided by a given
function or 2) grants and contributions that are restricted to meet the operational or capital requirements
of a function. Other items properly not included 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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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.

20



21° CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

E.

F.

Budgetary Information

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 2014-2015 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.

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.

Investments are stated at fair value, except:
a) Nonparticipating interest earning investment contracts are recorded at amortized cost;

b) Money market investments and participating interest earning investment contracts that mature
within one year of acquisition are recorded at amortized cost; and,

¢) Investments held in 2a7-like pools (Pennsylvania Local Government Investment Trust and
Pennsylvania School District Liquid Asset Fund) are recorded at the pool’s share price.

2. Receivables

The intergovernmental receivables are amounts due from local school districts and the Pennsylvania
Department of Education (PDE).

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.
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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:

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.

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 and building improvements 20-50
Furniture and computer equipment 5-20
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

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

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 (expense/expenditure) until then. The Charter School has
two items that qualify for reporting in this category, which are a deferred pension contribution and
deferred pension expense reported in the government-wide statement of net position. A deferred
pension contribution results from contributions made to the pension plan subsequent to the
measurement date and prior to the Charter School’s year-end. The contributions will be recognized as
a reduction in net pension liability in the following year. Deferred pension expense relates to the
Charter School’s net pension liability and pension expense and arises from changes in assumptions,
actual versus expected results, changes in benefits, variances in expected versus actual investment
earnings, changes in the employer’s proportion, or differences between employer contributions and
the proportionate share of total contributions reported by the pension plan. These amounts are
deferred and amortized over either a closed five-year period or the average remaining service life of
all employees, depending on what gave rise to the deferred outflow.

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 does not
have any items that qualify for reporting in this category.

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.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

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

7.

Net Position

Net position represents the difference between assets and deferred outflows of resources less
liabilities and deferred inflows of resources. Net investment in capital assets component of net
position is comprised 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. In
addition, any deferred outflows of resources and/or deferred inflows of resources related to such
capital assets or liabilities associated with the capital assets should also be added to or deducted from
the overall net investment in capital assets. The restricted component of net position is used when
there are limitations imposed on their use either through the enabling legislation adopted by a higher
governmental authority or through external restrictions imposed by creditors, grantors, or laws or
regulations of other governments. The remaining component of net position is unrestricted.

The Charter School applies restricted resources first when an expense is incurred for purposes for
which both the restricted and unrestricted components of net position are available.

Fund Balance Policies and Flow Assumptions

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 directors 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
designee 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.

The Charter School does not have a minimum fund balance policy.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

F.

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

8.

Fund Balance Policies and Flow Assumptions - continued

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/CEO.

G. Revenues/Expenditures/Expenses

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.

Resident School District Payments

Local sources revenue includes amounts paid by various school districts for the students enrolled in
the Charter School who reside within that particular school district. Payment charges per student
enrolled vary by district and are calculated annually under Section 1725-A of the Pennsylvania Public
School Code. 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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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 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Compliance with finance related legal and contractual provisions

The Charter School has no material violations of finance related legal and contractual provisions.
B. Deficit fund balance or net position of individual funds

For the year ended June 30, 2015, no individual funds had a deficit fund balance or net position.
C. Excess of expenditures over appropriations in individual funds

No individual fund, which had a legally adopted budget, had an excess of expenditures over
appropriations.

D. Budgetary compliance

The Charter School’s only legally adopted budget is for the General Fund. All budgetary transfers were
made within the last nine months of the fiscal year. The Charter School cancels all purchase orders
open at year-end; therefore, it does not have any outstanding encumbrances at June 30, 2015. In
addition, the Charter School includes a portion of the prior year’s fund balance represented by
unappropriated liquid assets remaining in the fund as budgeted revenue in the succeeding year. The
results of operations on a GAAP basis do not recognize the fund balance allocation as revenue as it
represents prior period’s excess of revenues over expenditures.
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NOTE 3 - 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, 2015, the
carrying amount of the Charter School’s deposits was $2,922,293 and the bank balance was $2,949,516. Of the
bank balance, $250,000 was covered by federal depository insurance and $2,699,516 of the Charter School’s
bank balance was exposed to custodial credit risk but covered by collateralization requirements in accordance
with Act 72.

NOTE 4 - INTERGOVERNMENTAL RECEIVABLES

The intergovernmental and state receivables are due from local school districts and the Pennsylvania
Department of Education (PDE); therefore, 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 totals $1,193,846 as of June 30, 2015.

NOTE 5 - CAPITAL ASSETS

Capital asset balances and activity for the year ended June 30, 2015 was as follows:

Beginning Decrease/ Ending
Balance Increase Transfers Balance
Governmental Activities
Capital assets not being depreciated:
Construction in Progress $ 3,501,445 S 152,659 $ (3,654,104) S
Capital assets being depreciated:
Building and Building Improvements 20,764 - 3,654,104 3,674,868
Furniture and Computer Equipment 827,540 7,300 (62,806) 772,034
Total assets being depreciated 848,304 7,300 3,591,298 4,446,902
Less accumulated depreciation for:
Building and Building Improvements 2,134 73,774 - 75,908
Furniture and Computer Equipment 460,718 109,855 (49,824) 520,749
Total accumulated depreciation 462,852 183,629 (49,824) 596,657

TOTAL CAPITAL ASSETS BEING
DEPRECIATED, NET  $ 385,452 S 190,929 S 3,541,474 S 3,850,245

GOVERNMENTAL ACTIVITIES,
CAPITALASSETS, NET ¢ 3,886,897 $ (23,670) $  (12,982) $ 3,850,245
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NOTE 5 - CAPITAL ASSETS - CONTINUED

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

Instruction:
Regular Education S 82,016
Special Education 17,871
Other Instruction 2,287
Support Services:
Pupil Personnel 7,477
Instructional Staff 6,690
Administration 23,696
Pupil Health 908
Business Services 10,783
Operation and Maintenance of Plant Services 12,823
Central 17,929
Noninstructional Services 1,149

TOTAL DEPRECIATION EXPENSE -
GOVERNMENTAL ACTIVITIES S 183,629

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 were used to finance the renovation of the facility at 126
Wallace Avenue. The loan agreement provided 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
percent through the conversion date. During the year ended June 30, 2015, the Charter School advanced the
remaining $1,188,741 of loan proceeds to satisfy construction costs incurred. In March of 2015, the Charter
School satisfied the entire outstanding balance and closed the loan.
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NOTE 6 - LONG-TERM LIABILITIES - CONTINUED

Long-term liability balance and activity, except for the net pension liability and other postemployment benefit
obligation, for the year ended June 30, 2015 was as follows:

Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
Govermental Activities

Construction Loan S 411,259 $ 1,188,741 S 1,600,000 S - S -
Compensated Absences 101,635 10,764 54,253 58,146 -
TOTAL GOVERNMENTAL

LONG-TERM LIABILITIES $ 512,894 $ 1,199,505 $ 1,654,253 S 58,146 S -

The compensated absence liability will be liquidated by the general fund. Total interest paid during the year
ended June 30, 2015 was $41,173.

NOTE 7 - EMPLOYEES RETIREMENT PLAN

Restatement of Beginning Net Position

Effective July 1, 2014, the Charter School adopted Governmental Accounting Standards Board Statements No.
68, Accounting and Financial Reporting for Pensions and No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date, to be in conformity with generally accepted accounting principles.

Statement No. 68 establishes standards for measuring and recognizing liabilities, deferred outflows of
resources, deferred inflows of resources, and expenditures in order to improve accounting and financial
reporting by governments for pensions. The statement also enhances note disclosure and required
supplementary information for government pension plans.

Statement No. 71 establishes standards for recording and reporting contributions made to a defined benefit
plan after the measurement date of the government’s beginning net pension liability.

29



21° CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2015

NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

The adoption of these standards resulted in the Charter School restating beginning net position as of July 1,
2014 in governmental activities for $10,791,429 to account for the net pension liability as of June 30, 2014
(measurement date of June 30, 2013) and deferred outflows for pension contributions made subsequent to the
measurement date. Governmental activities net position decreased from $5,850,695 to ($4,940,734).

Employee Defined Benefit Pension Plan

Summary of Significant Accounting Policies

Pension Plan

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the Public
School Employees’ Retirement System (PSERS) and additions to/deductions from PSERS’s fiduciary net position
have been determined on the same basis as they are reported by PSERS. For this purpose, benefit payments
(including refunds of employee contributions) are recognized when due and payable in accordance with the
benefit terms. Investments are reported at fair value.

General Information about the Pension Plan

Plan Description

PSERS is a governmental cost-sharing multi-employer defined benefit pension plan that provides retirement
benefits to public school employees of the Commonwealth of Pennsylvania under Title 24 Part IV of the
Pennsylvania General Assembly. The members eligible to participate in the System include all full-time public
school employees, part-time hourly public school employees who render at least 500 hours of service in the
school year, and part-time per diem public school employees who render at least 80 days of service in the
school year in any of the reporting entities in Pennsylvania. PSERS issues a publicly available financial report
that can be obtained at www.psers.state.pa.us.
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NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

Benefits Provided

PSERS provides retirement, disability, and death benefits. Members are eligible for monthly retirement benefits
upon reaching (a) age 62 with at least one year of credited service; (b) age 60 with 30 or more years of credited
service; or (c) 35 or more years of service regardless of age. Act 120 of 2010 (Act 120) preserves the benefits of
existing members and introduced benefit reductions for individuals who become new members on or after
July 1, 2011. Act 120 created two new membership classes, Membership Class T-E (Class T-E) and Membership
Class T-F (Class T-F). To qualify for normal retirement, Class T-E and Class T-F members must work until age 65
with a minimum of three years of service or attain a total combination of age and service that is equal to or
greater than 92 with a minimum of 35 years of service. Benefits are generally equal to 2 percent or 2.5 percent,
depending upon membership class, of the member’s final average salary (as defined in the Code) multiplied by
the number of years of credited service. For members whose membership started prior to July 1, 2011, after
completion of five years of service, a member’s right to the defined benefits is vested and early retirement
benefits may be elected. For Class T-E and Class T-F members, the right to benefits is vested after ten years of
service.

Participants are eligible for disability retirement benefits after completion of five years of credited service.
Such benefits are generally equal to 2 percent or 2.5 percent, depending upon membership class, of the
member’s final average salary (as defined in the Code) multiplied by the number of years of credited service,
but not less than one-third of such salary nor greater than the benefit the member would have had at normal
retirement age. Members over normal retirement age may apply for disability benefits.

Death benefits are payable upon the death of an active member who has reached age 62 with at least one year
of credited service (age 65 with at least three years of credited service for Class T-E and Class T-F members) or
who has at least five years of credited service (ten years for Class T-E and Class T-F members). Such benefits
are actuarially equivalent to the benefit that would have been effective if the member had retired on the day
before death.

Contributions

The contribution policy is set by State Statute and requires contributions by active members and employers.
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NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

Member Contributions:

Active members who joined the System prior to July 22, 1983, contribute at 5.25 percent (Membership Class T-
C) or at 6.50 percent (Membership Class T-D) of the member’s qualifying compensation.

Members who joined the System on or after July 22, 1983, and who were active or inactive as of July 1,
2001, contribute at 6.25 percent (Membership Class T-C) or at 7.50 percent (Membership Class T-D) of
the member’s qualifyingcompensation.

Members who joined the System after June 30, 2001 and before July 1, 2011, contribute at 7.50 percent
(automatic Membership Class T-D). For all new hires and for members who elected Class T-D membership, the
higher contribution rates began with service rendered on or after January 1, 2002.

Members who joined the System after June 30, 2011, automatically contribute at the Membership Class T-E
rate of 7.5 percent (base rate) of the member’s qualifying compensation. All new hires after June 30, 2011,
who elect Class T-F membership, contribute at 10.3 percent (base rate) of the member’s qualifying
compensation. Membership Class T-E and Class T-F are affected by a “shared risk” provision in Act 120 of 2010
that in future fiscal years could cause the Membership Class T-E contribution rate to fluctuate between 7.5
percent and 9.5 percent and Membership Class T-F contribution rate to fluctuate between 10.3 percent and
12.3 percent.

Employer Contributions:

The Charter School’s contractually required contribution rate for fiscal year ended June 30, 2015 was 20.50
percent of covered payroll, actuarially determined as an amount that, when combined with employee
contributions, is expected to finance the costs of benefits earned by employees during the year, with an
additional amount to finance any unfunded accrued liability. The rate was certified by the PSERS Board of
Trustees. Contributions to the pension plan from the Charter School were $824,109 for the year ended
June 30, 2015.

The Charter School is also required to contribute a percentage of covered payroll to PSERS for healthcare

insurance premium assistance. For the year ended June 30, 2015, the contribution rate was 0.90 percent of
covered payroll and the Charter School contributed $36,180.
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NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions

At June 30, 2015, the Charter School reported a liability of $12,230,000 for its proportionate share of the
net pension liability. The net pension liability was measured as of June 30, 2014, and the total pension
liability used to calculate the net pension liability was determined by rolling forward the System’s total
pension liability as of June 30, 2013 to June 30, 2014. The Charter School’s proportion of the net pension
liability was calculated utilizing the employer’s one-year reported covered payroll as it relates to the
total one-year reported covered payroll. At June 30, 2014, the Charter School’s proportion was 0.0309
percent, which was an increase of 0.0030 percent from its proportion measured as of June 30, 2013.

For the year ended June 30, 2015, the Charter School recognized pension expense of $1,310,914. At
June 30, 2015, the Charter School reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows Inflows
of of
Resources Resources
Net difference between projected and actual
investment earnings S - S 874,000
Changes in proportions 990,000 -
Difference between employer contributions and
proportionate share of total contributions 11,657 -
Contributions subsequent to the measurement date 824,109 -

S 1,825,766 S 874,000
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NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

The $824,109 reported as deferred outflows of resources resulting from Charter School pension
contributions made subsequent to the measurement date will be recognized as a reduction of the net
pension liability in the year ended June 30, 2016. Other amounts reported as deferred outflows of
resources and deferred inflows of resources related to pensions will be recognized in pension expense as
follows for the years ending June 30:

2016 $  (22,914)
2017 (22,914)
2018 (22,914)
2019 (22,915)
2020 (36,000)

$  (127,657)

Actuarial Assumptions

The total pension liability as of June 30, 2014 was determined by rolling forward the System’s total
pension liability as of the June 30, 2013 actuarial valuation to June 30, 2014 using the following actuarial
assumptions, applied to all periods included in the measurement:

e Actuarial cost method - Entry Age Normal - level percent of pay

e |nvestment return - 7.50 percent, includes inflation at 3.00 percent

e Salary increases - Effective average of 5.50 percent, which reflects an allowance for inflation of 3.00
percent, real wage growth of 1 percent, and merit or seniority increases of 1.50 percent

e Mortality rates were based on the RP-2000 Combined Healthy Annuitant Tables (male and female)
with age set back three years for both males and females. For disabled annuitants the RP-2000
Combined Disabled Tables (male and female) with age set back seven years for males and three
years for females.

The actuarial assumptions used in the June 30, 2013 valuation were based on the experience study that
was performed for the five-year period ending June 30, 2010. The recommended assumption changes
based on this experience study were adopted by the board at its March 11, 2011 board meeting, and were
effective beginning with the June 30, 2011 actuarial valuation.

The long-term expected rate of return on pension plan investments was determined using a building-block
method in which best-estimate ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected future real rates of
return by the target asset allocation percentage and by adding expected inflation.
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June 30, 2015

NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

The pension plan’s policy in regard to the allocation of invested plan assets is established and may be
amended by the board. Plan assets are managed with a long-term objective of achieving and maintaining
a fully funded status for the benefits provided through the pension.

Long-Term

Target Expected Real
Asset Class Allocation Rate of Return
Public markets global equity 19% 5.0%
Private markets (equity) 21% 6.5%
Private real estate 13% 4.7%
Global fixed income 8% 2.0%
U.S. long treasuries 3% 1.4%
TIPS 12% 1.2%
High yield bonds 6% 1.7%
Cash 3% 0.9%
Absolute return 10% 4.8%
Risk parity 5% 3.9%
MLPs/Infrastructure 3% 5.3%
Commodities 6% 3.3%
Financing (LIBOR) (9%) 1.1%

100%

The above was the Board’s adopted asset allocation policy and best estimates of geometric real rates of
return for each major asset class as of June 30, 2014.

Discount Rate

The discount rate used to measure the total pension liability was 7.50 percent. The projection of cash
flows used to determine the discount rate assumed that contributions from plan members will be made
at the current contribution rate and that contributions from employers will be made at contractually
required rates, actuarially determined. Based on those assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current
plan members. Therefore, the long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the total pension liability.
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NOTE 7 - EMPLOYEES RETIREMENT PLAN - CONTINUED

Sensitivity of the School’s Proportionate Share of the Net Pension Liability to Changes in the Discount Rate

The following presents the net pension liability, calculated using the discount rate of 7.50 percent, as
well as what the net pension liability would be if it were calculated using a discount rate that is 1-

percentage point lower (6.50%) or 1-percentage-point higher (8.50%) than the current rate:

Current
1% Decrease Discount Rate 1% Increase
6.50% 7.50% 8.50%
Charter School's proportionate share of the
net pension liability S 15,256,000 S 12,230,000 S 9,648,000

Pension Plan Fiduciary Net Position

Detailed information about PSERS’ fiduciary net position is available in PSERS Comprehensive Annual

Financial Report which can be found on the System’s website at www.psers.state.pa.us.

Payables to the Pension Plan

At June 30, 2015, the Charter School had an accrued balance due to PSERS of $446,833. This amount
represents the Charter School’s contractually obligated contributions for wages earned in January 2015 through

June 2015. The balance will be paid in September 2015.
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NOTE 8 - OTHER 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.

Funding Policy

The required contribution is based on pay-as-you-go financing. For administrators with more than ten but less
than twenty years of service 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.
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NOTE 8 - OTHER POSTEMPLOYMENT BENEFITS - CONTINUED

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 S 47,988
Interest on net OPEB obligation 8,109
Adjustment to annual required contribution (12,432)
Annual OPEB Cost 43,665
Contributions made (estimated) -
Estimated increase in net OPEB obligation 43,665
Net OPEB obligation - beginning of year 180,205
Net OPEB obligation - end of year S 223,870

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
6/30/2015 S 43,665 0.0% S 223,870
6/30/2014 44,739 0.0% 180,205
6/30/2013 30,201 0.0% 135,466

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 $188,943, and the actuarial value of assets was SO, 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%.
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NOTE 8 - OTHER POSTEMPLOYMENT 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, 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 2014/15 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 is self-insured for
unemployment compensation purposes. Claim expenses are reported in the General Fund.
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NOTE 10 - COMMITMENTS

Subsequent to June 30, 2015, the Charter School approved a proposal from O’Brien Business Solutions Inc. for
the installation of a high density storage system at a cost of $104,537.

NOTE 11 - FUND BALANCES

Fund balance classifications for the general fund were as follows for the year ended June 30, 2015:

Nonspendable

Prepaid Expenditures S 2,124
Committed

Future Building Fund 732,292

Future Capital Equipment Costs 327,453

Future Curriculum Development 44,000

New Initiatives Fund 300,000

Future Program Stabilization Fund 1,400,000
Assigned

PSERS Retirement Rate Increases 360,371
Unassigned 129,073

Total Fund Balances S 3,295,313

The commitments and assignments were authorized by the board of directors’ motion to set aside resources to
fund the commitments noted above.

40



21° CENTURY CYBER CHARTER SCHOOL

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2015

NOTE 12 - NEW ACCOUNTING STANDARDS

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

e Statement No. 72, Fair Value Measurement and Application - The requirements of this statement will
enhance comparability of financial statements among governments by requiring measurement of
certain assets and liabilities at fair value using a consistent and more detailed definition of fair value
and accepted valuation techniques. This statement also will enhance fair value application guidance
and related disclosures in order to provide information to financial statement users about the impact of
fair value measurements on a government's financial position.

e Statement No. 74, Financial Reporting for Postemployment Benefits Other Than Pension Plans - The
objective of this statement is to improve the usefulness of information about other postemployment
benefits other than pensions included in the general purpose external financial reports of state and
local governmental OPEB plans for making decisions and assessing accountability.

e Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than
Pensions - This statement replaces the requirements of Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions. The scope of this statement
addresses accounting and financial reporting for OPEB that is provided to the employees of state and
local governmental employers. This statement establishes standards for recognizing and measuring
liabilities, deferred outflows of resources, deferred inflows of resources, and expense/expenditures.

The Charter School has not yet completed the analysis necessary to determine the actual 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, 2015

REVENUES
Local Sources
State Sources

TOTAL REVENUES

EXPENDITURES
Instruction
Regular Programs
Special Programs
Other Instructional Programs
Total Instruction

Support Services
Pupil Personnel
Instructional Staff
Administrative
Pupil Health
Business Services
Operation & Maintenance of Plant Services
Central
Total Support Services

Non-Instructional Services
Student Activities

Capital Outlay
Debt Service
TOTAL EXPENDITURES

EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Proceeds from Issuance of Construction Loan
Sale of Capital Assets
Budgetary Reserve
TOTAL OTHER FINANCING SOURCES USES
REVENUES AND OTHER FINANCING
SOURCES OVER (UNDER) EXPENDITURES
AND OTHER FINANCING USES
FUND BALANCE - BEGINNING

FUND BALANCE - ENDING

See note to required supplementary information.

Original Final

Budget Budget Actual Variance
10,168,983 10,168,983 9,594,410 S (574,573)
534,678 534,678 36,429 (498,249)
10,703,661 10,703,661 9,630,839 (1,072,822)
4,859,568 4,639,261 3,819,017 820,244
1,128,914 1,128,914 832,127 296,787
95,709 148,859 106,508 42,351
6,084,191 5,917,034 4,757,652 1,159,382
396,771 400,345 348,136 52,209
171,232 285,143 311,579 (26,436)
1,174,013 1,295,587 1,103,385 192,202
70,029 73,179 42,289 30,890
585,653 590,168 502,083 88,085
425,539 510,949 444,415 66,534
1,567,250 1,375,750 834,821 540,929
4,390,487 4,531,121 3,586,708 944,413
71,745 98,268 53,449 (44,819)
- - 152,659 (152,659)
108,000 108,000 1,641,173 (1,533,173)
10,654,423 10,654,423 10,191,641 373,144
49,238 49,238 (560,802) (610,040)
- - 1,188,741 1,188,741
- - 10,477 10,477
(49,240) (49,240) - 49,240
(49,240) (49,240) 1,199,218 1,248,458
(2) (2) 638,416 S 638,418

2,656,897

3,295,313
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SCHEDULE OF THE CHARTER SCHOOL'S PROPORTIONATE SHARE OF THE NET PENSION LIABILITY -
PENSION PLAN

June 30, 2015

2015 2014

Charter School's proportion of the collective net

pension liability 0.0309% 0.0279%
Charter School's proportionate share of the collective

net pension liability S 12,230,000 S 11,422,000
Charter School's covered employee payroll S 3,937,654 $ 3,580,336
Charter School's proportionate share of the

net pension liability as a percentage

of its covered employee payroll 310.59% 319.02%
Plan fiduciary net position as a

percentage of the total pension liability 57.24% 54.50%

The Charter School's covered employee payroll noted above is as of the measurement date of the net
pension liability (June 30, 2014 and 2013).

Note: This schedule is to present the requirement to show information for ten years. However, until
a full ten-year trend is compiled, information for only those years for which information is available
is shown.

See note to required supplementary information. 43



21 CENTURY CYBER CHARTER SCHOOL
SCHEDULE OF CHARTER SCHOOL CONTRIBUTIONS - PENSION PLAN

LAST 10 FISCAL YEARS

2015 2014 2013 2012 2011 2010 2009 2008 2007

Contractually required contribution S 824,109 S 630,616 S 410,841 S 270,256 S 142,715 S 100,153 S 82,182 S 87,656 S 47,951
Contributions in relation to the

contractually required contribution 824,109 630,616 410,841 270,256 142,715 100,153 82,182 87,656 47,951
Contribution deficiency (excess) S - S - S - S - $ - $ - $ - $ - $ -
Charter School's covered employee payroll S 3,809,623 S 3,937,654 S 3,580,336
Contributions as a percentage of

covered employee payroll 21.63% 16.02% 11.47%

NOTE: This schedule is presented to present the requirement to show information for ten years. However, until a full ten-year trend is compiled, information for only those years for which information is

available is shown.

See note to required supplementary information.
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21" CENTURY CYBER CHARTER SCHOOL

SCHEDULE OF FUNDING PROGRESS - OTHER POSTEMPLOYMENT 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 7/1/2013 S S 188,943 S 188,943 0.00% S 3,814,562 4.95%
7/1/2010 99,374 99,374 0.00% 2,337,687 4.25%
7/1/2007 27,679 27,679 0.00% 1,451,354 1.91%

See note to required supplementary information.
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NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

June 30, 2015

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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Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of
Financial Statements Performed in
Accordance with Government Auditing Standards

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

We have audited, 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, the financial statements of the governmental activities and each
major fund of 21st Century Cyber Charter School as of and for the year ended June 30, 2015, and the related
notes to the financial statements, which collectively comprise 21st Century Cyber Charter School’s basic financial
statements and have issued our report thereon dated January 12, 2016.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered 21 Century Cyber Charter
School’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of 215 Century Cyber Charter School’s internal
control. Accordingly, we do not express an opinion on the effectiveness of 21 Century Cyber Charter School’s
internal control.

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 a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Charter School’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency
is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether 21st Century Cyber Charter 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.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or
on compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

7% +A¢WJQM_

Reading, Pennsylvania
January 12, 2016
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