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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Highlands School District
Natrona Heights, Pennsylvania

Report on the Financial Statements

I have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information
of Highlands School District, as of and for the year ended June 30, 2013, and the related
notes to the financial statements, which collectively comprise the School District’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

My responsibility is to express opinions on these financial statements based on my audit,
I conducted my 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 I 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
citcumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, I 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.



1 believe that the audit evidence I have obtained is sufficient and appropriate to provide a
basis for my audit opinions.

Opinions

In my opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of
Highlands School District, as of June 30, 2013, and the respective changes in financial
position and where applicable, cash flows, thereof and for the year then ended in
accordance with accounting principles generally accepted in the United States of
America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion, analysis and budgetary comparison information on pages 4-12
and 23-24 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. I 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 my inquiries, the basic financial statements, and other
knowledge 1 obtained during my audit of the basic financial statements. I do not express
an opinion or provide any assurance on the information because the limited procedures
do not provide me with sufficient evidence to express an opinion or provide any
assurance.

Other Information

My audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the School District’s basic financial statements. The
management’s discussion, analysis and budgetary comparison are presented for purposes
of additional analysis and are not a required part of the basic financial statements, Such
information has not been subjected to the auditing procedures applied in the audit of the
basic financial statements and accordingly, I do not express an opinion or provide any
assutance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, 1 have also issued my report dated
October 29, 2013, on my consideration of the District’s internal control over financial
reporting and on my tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters, The purpose of that report is to describe
the scope of my 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 in considering Highlands School
District's internal control over financial reporting and compliance.

Sincerely,

ﬁedw( M Tapss_

Richard M. Troese
Clarion, Pennsylvania
October 29, 2013



HIGHLANDS SCHOOL DISTRICT
MANAGEMENT?’S DISCUSSION AND ANALYSIS

Within this section of Highlands School District’s annual financial repot, the District’s
management team provides narrative discussion and analysis of the financial activities of
the District for the fiscal year ended June 30, 2013, The District’s financial performance
is discussed and analyzed within the context of the accompanying financial statements.

Financial Highlights (dollars are in thousands)

e This is the eleventh year end audit report that reflects the requirements of
GASB 34, primarily requiring districts to depreciate their fixed assets
and include that data in their financial statements.

s The District’s aggressive collection program resulted in $1,056,238
collected in delinquent real estate and wage taxes.

e TInterest revenue decreased from 477,124.13 in 2008 to 248,838.96 in 2009
and 96,822.06 in 2010 ,30,965.83 in 2011, 20,941.57 in 2012 and 17,510
year ending 2013 due to interest rates going down in the market place.

e The District’s general fund reported a total ending fund balance of
$11,509,892 this year. This compares to the prior year ending fund
balance of $7,124,902 showing a increase of $ 4,384,990 during the
current year. e

e The District must comply with Act I, Pennsylvania’s new law that requires
referendum voter approval for annual, public school tax increases higher
than the state’s annual index rate formula.

¢ The board authorized 8,765,642 of the fund balance be transferred to an
assigned fund balance for long term liabilities, such as retirement
obligations.

o The District experience countywide reassessment of property values.
Although all appeals are not final, the District is confident that tax
revenues should stay constant thru June 2014,

Overview of the Financial Statements

Management’s Discussion and Analysis introduces the District’s basic financial
statements. The basic financial statements include: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements. The
District also includes additional information to explain the presentation of their financial

reporting,



Government-wide Financial Statements
The District’s annual report is summarized in two government-wide financial statements

The first of these government-wide statements is the Balance Sheet. This is the District-
wide statement of position presenting information that includes all of the District’s assets
and liabilities, and fund balance. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the District as a whole is
improving or deteriorating. Evaluation of the overall economic health of the District
would extend to other non-financial factors such as diversification of the taxpayer base or
the condition of District infrastructure in addition to the financial information provided in
this report.

The second government-wide statement is combined statement of revenues, expenditures,
and changes in fund balance which reports how the District’s net assets changed during
the current fiscal year. All current year revenues and expenses are included regardless of
when cash is received or paid. An important purpose of the design of the statement of
activities is to show the financial reliance of the District’s distinct activities or functions
on revenues provided by the District’s taxpayers.

Basis of Presentation — Fund Accounting

The accounts of the School District are organized on the basis of funds and account
groups, each of which is considered 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,
Resources are allocated to and accounted for individual funds based upon the purposed
for which they are spent. Account groups ar¢ used to establish accounting control and
accountability for the School District’s General Fixed Assets and General Long-Term

Obligations.

The following fund types and account groups are used by the School District.

Governmental Fund Types

General Fund — The principal operating fund of the School District used to
account for all financial resources except those required to be in another fund.

Special Revenue Fund - Account for the proceeds of specific revenue sources
(other than expendable trusts or major capital projects) that are legally restricted
to expenditures for specific purposes. The School District’s Special Revenue
Funds are the non-budgeted Athletic Fund and the Capital Reserve Fund.




Capital Projects Fund — Used to account for financial resources related to general
fixed asset acquisitions, construction and improvements.

Proprietary Fund Types — These are the funds that account for the operations of the
School District that are financed and operated in a manner similar to those often found in
the private sector, The fund included in this category is:

Enterprise Fund — used to account for the operations of the Food Service Division.
Fiduciary Fund Types — These are the funds that account for the assets held by the
School District as a trustee or agent for individuals, private organizations and/or other
governmental units. The funds included in this category are:

Agency Funds — Used to account for assets held by the School District as trustee
or agent for others. These funds are accounted for in a manner similar to
governmental funds and include the Student Activities Fund, Athletic Fund, and

the Payroll Fund.

Account Groups — These are groups of accounts that are designed to provide control over
general fixed assets and the outstanding principle of long-term debt obligations of the
School District.

General Fixed Assets Account Group — used to record the investment of the
School District in real and personal propexty other than those accounted for in the

proprietary fund.

Long-Term Debt Account Group — used to record the outstanding principle
balances of the general obligation term loan note, authority leases and
compensated absences.

Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its
measured focus. All governmental fund types arc accounted for using a current financial
resources measurement focus. With this measurement focus, only current assets and
current liabilities generally are included on the balance shest. Operating statements of
these funds present increases (i.e., revenues and other financing sources) and decreased
(i.e., expenditures and other financing uses) in net current assets,

The modified accrual basis of accounting is followed by the governmental fund types and
the agency fund, Under the medified accrual basis of accounting, revenues are recorded
when susceptible to accrual, .e., both measurable and available. Available means
collectible within the current period or soon enough thereafter to be used to pay liabilities
of the current period. Expenditures, other than interest on long-term debt, are recorded
when the related fund liability is incurred, if measurable.



Revenues from local sources consist primatily of property taxes. Property and other tax
revermes are recognized under the susceptible to accrual concept in accordance with
Government Accounting Standard Board (GASB) pronouncements. Revenues received
from the Commonwealth of Pennsylvania are recognized when susceptible to accrual.
Miscellaneous revenues are recorded as revenue when received in cash because they ate
generally not measurable until actually received. Investment earnings are recorded as
earned since they are measured and available.

Revenues from federal, state and other grants designated for payment of specific School
District expenditures are recognized when the related expenditures are incurred. Any
excess of revenues or expenditures at the fiscal year end is recorded as Fund Balance.

The proprietary fund types are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities associated
~ with the operation of this fund are included on the balance sheet. Fund equity (i.e., net
total assets) is shown as retained earnings. Proprictary fund type operating statements
present increases (e.g., revenues) and decreases (e.g., expenses) in net total proprietary
fund type. Under this basis of accounting, revenues are recognized when earned and
expenses ate recognized when the related liability is incurred.

Reporting Entity
The Highlands School District Board of Education (“Board”) us the basic level of

government which has oversight responsibility and control over all activities related to
the public school education in the Boroughs of Tarentum and Brackenridge, and the
Townships of Fawn and Harrison. The Board received funding from local, state, and
federal government sources and must comply with the concomitant requirements of these
funding source entities. However, the Board is not inciuded in any other governmental
“reporting entity” as defined in GASB pronouncements, since Board members are elected
by the public and have decision making authority, the ability to significantly influence
operations and primary accountability for fiscal matters. The Board does not exercise
sufficient control over any other governmental agency or authority that should be

included as part of the District’s reporting entity.
CASH AND CASH EQUIVALENTS

For purposes of the statement of cash flows, the proprietary fund types consider all bank
checking accounts to be cash equivalents.

INVESTMENTS

Investments are recorded at cost which approximates market value.



Budeets and Budgetary Accounting

An operating budget is adopted each year for the General Fund on a modified accrual
basis of accounting.

The Pennsylvania School Code dictates specific procedures relative to adoption of the
School District’s budget and reporting of its financial statements, specifically:

e The School District, before levying annual school taxes is required to prepare an
operating budget for the succeeding fiscal year.

e The School District is required to publish notice by advertisement, at least once in
two newspapers of general circulation in the municipality in which it is located,
and within fifteen days of final action, that the proposed budget has been prepared
and is that public hearings will be held on the proposed operating budget must be
included in the advertisements; such hearings are required to be scheduled at least
ten says prior to when final action on adoption is taken by the Board.

e The District will follow the State’s Act I guidelines for future budgets; which
limits tax increases higher than the state index without voter approval. (See
Financial Highlights). '

e The Board of Directors may make transfers of funds appropriated to any
particular item of expenditure by legislative action. An affirmative vote of two-
thirds of all members of the Board is required.

e Fund balances in Budgetary Funds may be appropriated based on resolutions
passes by the Board of Education, which authorize the School District to make
expenditures. Appropriations lapse at the end of the fiscal period, In order to
preserve a portion of an appropriation for which expenditure has been committed
by a purchase order, contract or other form of commitment, an encumbrance is

" recorded, Encumbrances outstanding at year end are reported as reservations of

fund balances.

e Included in the General Fund budget are programs budgets as prescribed by the
state and federal agencies funding the program, These budgets are approved on a
program basis by the state or federal funding agency.



Interfund Receivable

Advances between funds are accounted for in the appropriate Interfund receivable and
payable accounts. These advances are considered “available spendable resources.”

Inventories

e Bnterprise Fund food inventories include food commodities donated by the
Federal Government, which are valued at an estimated market value, All other
food or supply inventoriés are valued at last unit cost in accordance with the
recommendations of the Food and Nutrition Service of the Department of
Agriculture and are expensed as used.

Fixed Assets

Fixed asscts in the enterprise fund are valued at historical cost or estimated historical
cost, if actual historical cost is not available. Donated fixed assets are valued at their
estimated fair market value on the date donated. Depreciation on these assets is recorded
in the enterprise fund. Depreciation is calculated using the straight line method.

Fixed assets acquired or constructed for governmental fund purposed are recorded as
expenditures in the fund incurring the obligation and are capitalized at appraisal values
rather than historical cost in the General Fixed Assets Account Group. This practice
differs from generally accepted accounting principles. No depreciation is recorded for
these assets.

Amounts to be Provided for Retivement of Long-Term Debt

The balance in this account represents the amount to be provided from future taxes or
other general revenues to retire long-term obligations. '

Amounts to be provided for Compensated Absences

The balance in this account represents the amount to be provided from future taxes and
other revenues to retire compensated absences obligations relating to the School
District’s retirement policy. This amount includes compensation due for sick, vacation,
and sabbatical time and the related share of employer FICA taxes and retirement.

Deferred Revenues

Deferred revenues represent receivables which will be collected and included in revenues .
of future fiscal years. In the General Fund, deferred revenues consist of delinquent taxes
receivable which are levied in the current and prior years but were not available to pay
liabilities of the current period. '



Financial Analysis of the District

As year-to-year financial information is accumulated on a consistent basis, changes in net
assets may be observed and used to discuss the changing financial position of the District
as a whole. :

The following balance sheet provides a summary of the District’s general fund.

Balance Sheet

General Fund
Assets 17,043,848
Liabilities (5.539,956)

Fund Bal./Net Asset 11,509,892

Highlands School District when compared to other districts is PA has a “below average
market value” and relies heavily on state subsidies. When state subsidies, furthermore,
have not increased proportionately over time, we are forced to raise taxes even greater on
our low market values to generate enough revenue to cover lack in state funding.

Our local revenues are comparable to the state average because our delinquent taxes
collected are so great that it significantly increased our position in local revenues.

Market performance continues to be a concern to the District. Investment revenues
drastically increase and decrease according to the annual interest rate. However, interest
rates have declined significantly since 2009. State subsidies have also not increased
proportionately. Highlands School District is heavily dependent on state and federal

subsidies.

Our District’s health benefits and retirement contributions are projected to increase
significantly over the next 3 years.

The District has furloughed many positions over the last three years, and significantly
reduced exceptionally high special education costs by bringing students back to the
District both reducing annual expenditures.
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Summary

With anticipated annual increases in health care and retirement benefits the District is
faced with tax increases unless the state helps subsidize these trends, With 90% of
District’s expenses being fixed or mandated by the education department the district
cannot cut anymore variable expenses to operate their educational mandate and program.

The State, further, has not increased their share of funding to Highlands, therefore,
causing the District to operate on minimal costs, increase taxes, actively seck grants, and
aggressively collect delinquent taxes,

Future challenges for the District under PA’s Act T will also apply.

The General Fund

The General Fund is the District’s primary operating fund and the largest source of day-
to-day service delivery. The fund balance of the General Fund increased by 4,384,990.
Key factors contributing to this increase was greater tax collections both current and
delinquent, refinancing of debt, and a significant number of positions being furloughed
district wide. Cost control efforts contained losses to levels reflected in the financial

statements.

The following statement of revenues/expenditures and fund balance summarizes our
gencral fund revenues and expenses:

Statement

Revenues

Local Sources $19,620,916

State Sources $17,524,734

Federal Sources $ 1,692,462

Other $ 0
Total Revenues $38,838,112

Expenditures

Instruction $20,479,626

Support Services $10,254,171

Non-instructional Services -~ $§ 575,201

Capital Outlay $ 0

Debt Service $ 2,945,945

Refund of Prior Years Receipts/Transfer ~ § 48,179
Total Expenditures $ 34,303,122
Revenues over Expenditures and $ 4,534,990
Interfund transfer out $ (150,000)
Fund Balance — Beginning of Fiscal Year $ 7.124902
Fund Balance — End of Year $ 11,509,892
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Debt

Please note our debt ratio is below the state average. The District’s debt payments
increased this year, but should remain level in the future.

Bond Ratings

Standard and Poor’s and Moody’s continue to keep HSD near their highest rating,

General Fund Budgetary Highlights

Highlands School District’s 2013-2014 budget totals $39,365,196, a 5.8% increase over
last year’s budget, The final budget included a small tax increase of 2.3%.

Extensive maintenance projects are planned at Grandview elementary with proceeds of a
bond issue under an energy savings coniract.

Heights elementary school and the administration building were closed effective Julyl,
2012. Both buildings have tentative sales agreements for 1,150,000 together.

District residents, moreover, will receive about $235 off their school taxes (about a 17%
credit) from the gambling rebate. Governor Tim Corbett projects flat revenue for 2013-

2014 year.

Final adoption of the budget for the 2014-2015 year is June 2014,

Results - One Year Later

The district’s annual financial report (AFR), as audited, for the year ended 6/30/13
showed that the District stayed within their budget adopted above.

Contacting the District’s Financial Management

This financial report is designed to provide a general overview of the District’s finances,
comply with finance-related laws and regulations, and demonstrate the District’s
commitment to public accountability. If you have any questions about this report or
would like to request additional information, contact the District’s Business Manager at
Highlands School District, 1330 Eleventh Avenue, Natrona Heights, PA 15065,

12



HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA
STATEMENT OF NET ASSETS

JUNE 30, 2013
Governmental Business-Type
Activities Activities Total
ASSETS
Current Assets:
Cash and Cash Equivalents $ 1,867,447 % 461,434 3 2,328,881
Investments 10,018,285 0 10,018,285
Taxes Receivable, Net 4,464,428 0 4,464,428
Internal Balances 446,946 0 446,946
Other Intergovernmental Revenue Receivable 212,606 0 212,606
Due from Other Governments 521,205 0 521,205
Other Receivables 3,021 0 3,021
Inventories 0 22,490 22,490
Prepaid Expenses/Expenditures 0 0 0
Total Current Assets 17,533,938 483,924 18,017,862
Noncurrent Assets:
Land 908,987 0 908,987
Site Improvements (Net of Accumulated Depreciation) 1,102,735 0 1,102,735
Building and Building Improvements
(Net of Accumulated Depreciation) 27,839,616 0 27,839,616
Furniture and Equipment (Net of Accumulated Depreciation) 0 93,071 93,071
Bond Tssuance Costs {Net of Accumulated Amortization) 0 0 0
Bond Discount (Net of Accumulated Amortization) 0 0 0
Total Noncurrent Assets 29,851,338 93,071 29,944,409
TOTAL ASSETS $ 47,385,276 & 576,995 § 47,962,271
LIABILITIES
Current Liabilities:
Internat Balances 5 9,927 § 446,946 % 456,873
Due to Other Governments 0 0 0
Accounts Payable 272,610 0 272,610
Current Portion of Long-Term Debt 2,150,000 o 2,150,000
Accrued Salaries and Benefits 777,686 103,764 881,450
Payroll Deductions and Withholdings 6,990 39,011 46,001
Deferred Revenues 0 0 0
Other Current Liabilities 2,315 0 2,315
Total Current Liabilities 3,219,528 589,721 3,809,249
Noncurrent Liabilities:
Advances from Other Funds 0 0 0
Bonds and Notes Payable 22,910,600 0 22,910,000
Long-Term Portion of Compensated Absences 6,371,118 0 6,371,118
Other Postemployment Benefits (OPEB) 853,521 0 853,521
Total Noncurrent Liabilities 30,134,639 0 30,134,639
TOTAL LIABILITIES 33,354,167 589,721 33,943,888
NET ASSETS
Invested in Capital Assets, Net of Related Debt 2,031,127 93,071 2,124,198
Capital Reserve 456,600 0 456,600
Other Restrictions 8,765,642 0 8,765,642
Unrestricted 2,777,740 (105,797) 2,671,943
TOTAL NET ASSETS 14,031,109 {12,726) 14,018,383
TOTAL LIABILITIES AND NET ASSETS $ 47385276 3 576,995 § 47,962,271

The accompanying notes are an integral part of these financial statements.
13



14!
"SIUOTIRTR]S [RIOURU 35ay) Jo 1red [exojur ue s sejou SurAuedwoooe o],

"p2I0asaid suoniouny oty Jo so50adXa JOIIP SR T PIPRU SY 1ey) uenEiacsdap S SOPN[IXS JUNGUIE ST,

£8E'8101 s f(ezcTi) $  6OI'IE0'¥T $ £10T ‘0€ M| - 51858 10N
99" 1L8%01 L68YT 6£0'LYS 01 POIEISY ~710T “1 ANJ - S1955Y 19N
LoL'otY'E {(sTe'Le) . OLOPBY'E 51055y 10N W 9FUEY)
106°€L8"81 000°051 106'€Ty'e1 , , SANUIATY [RISUSD) [RIOL
0 0 0 Ry [eroadg
2TY'658 0 8TF658 SUWOIU] SHORFISTAL
0 000°051 (o00'os1) SOMANOY 1g ‘[FMPUNLDAOD T99MIOG SIGJSURLT, 100
015°L1 0 0121 sBumres jusunseAt]
0 0 o PRIOWISHY 0N STORNGLINOT) ‘SIPISANG “SRls)
LB0'SOLT 0 L60'60L°T RN ‘sesodmg piauag) 16] pataer] s9XE], eNdeD 194 PUE Smoo] pemrey Ay RN 219t
998 16671 [\ 998" 1661 191 ‘sasodmy [EImaE) 10 palaer] ‘soxe], Auadorg
BT,
IEINTIAIY [BIdT)
{rsr'Lzr'st) §  (eze'es1) $  (ggeser) 5 0 §  9£8'868%1 $  79L9gS $  EELTHSSE $ HRmRAc) LIBmILy B30,
{gzeLst) (ceeLe1) 0 0 0r9° 189 ¥99°05 LTH61ET SI0IAIAG POOY
SRRV 9d L -ssonrsng
{1e8'6£6°vD) 0 (1e8'6£6'v1) ¢ S61'LIT61 2560°08 STL'EYTvE SIRIANOY [EFUNDULIACS [EIY,

- {056°65€) 0 (086655 0 $66'06t 0 S¥6058 193 WS -Buor] e §525u]
(60295} 0 (607°95) 0 o 0 60T°95 $201AI95 AJIMTITOT)
(reg°zey) 0 (reg'eer) 0 0 $60'98 T66'21S SORATRY WApTIS

0 0 0 0 0 0 0 S0NAIRG POOT
(g1£'880'D) 0 (£1L'980") 0 706'166 ¢ $19°080°C uogenodsmel], ndng
(6£T'61T°E) 0 (6ez'612'E) 0 0 0 68T612°€ $201A10G JUB]J JO FOUBTAIWEY] PUE UOOLIey
(ts1'11z'?) 0 (rsrnze 0 620°791 0 081'8L£'T so01Atag poddng TepuPMY pue sAnERSTOIIRY

854°096 0 2CH096 0 SI9'198°c 0 LETT06'T uoddng Juopng [FronoTYSIY
(ge1'zes's) s 0 §  (eerzes'y) £ 0 §  SE9°0ILET § 0 $ LT g TORoRISU]
IRALDY [EIUIUNLIIADL
%101 SNPANIY SOYLIY suonngLIvo)) sSHoBNg LoD 50198 sasuadxy SWEIS504 J/SUoTdUny
adLy, [B1RTTIIA0D) pPUE SJUELS) PUE S1UB1N) 10y
~ssamsny resdeny SunzerdQy SIBIBYD
SIS JON BI SASUEBY)) SINUIAY WRIFOLY

PUE 3NUIANY (2suddxy) 3N

€107 “0€ ANNL IANT AVIX TAL A0
SHILIALLODV 40 INFWIALVLS

VINVATASNNAL ‘SLHIIIH VNOALVN
LOTALSIA TOOHDS SANVTHOIH



HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLYANIA

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2013
_ Total
General Athletic/ Capital Other Capital Governmental
Fund Activity Reserve Projects Funds Funds
ASSETS
Cash and Cash Equivalents $ 1,419,950 & 3,402 % 0 439,095 § 1,867,447
Investments 9,975,692 25,088 0 17,505 10,018,285
Taxes Receivable (Net) 4,464,428 0 0 0 4,464,428
Due from Other Funds 446,946 0 0 0 446,946
Due from Other Governments 212,606 0 0 0 212,606
State Revenue Receivable 25,391 0 0 0 25,391
Federal Revenue Receivable 495,814 0 0 0 495,814
Prepaid Expenses/Expenditures 0 0 0 0 0
Cther Current Assets 3,021 ] 0 0 3,021
TOTAL ASSETS $ 17,043,848 3 33,490 § 0 3% 456,600 § 17,533,938
LIABILITIES AND FUND BALANCES '
LIABILITIES
Due to Other Funds § 0 3 0 % 0 $ 0 % 0
Due to Other Governments 9,927 0 0 0 9,927
Accounts Payable 272,610 0 0 0 272,610
Accrued Salaries and Benefits 777,686 0 0 0 777,686
Payroll Deductions and Withholdings 6,990 0 0 0 6,990
Deferred Revenues . 4,464,428 0 ¢ 0 4,464,428
Other Current Liabilities 2,315 0 0 0 2,315
TOTAL LIABILITIES 5,533,956 0 0 0 5,533,956
FUND BALANCES
Reserve for Other 0 0 0 0 0
Committed Fund Balance 0 0 0 456,600 456,600
Unreserved-Designated 8,765,642 33,490 0 0 8,799,132
Unreserved-Undesignated 2,744,250 .0 0 0 2,744,250
TOTAL FUND BALANCES 11,509,892 33,490 0 456,600 11,999,982
TOTAL LIABILITIES AND
FUND BALANCES $ 17,043,848 § 33,490 % 0 3 456,600 $ 17,533,938

The accompanying notes are an integral part of these financial statements,
15



HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2013

Total Fund Balances - Governmental Funds $ 11,999,582

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

Capital Assets used in governmental activities are not financial resources
and therefore are not reported as assets in governmental funds. The cost
of assets is $58,007,703 and the accumulated depreciation is $(28,156,365). 29,851,338

Property taxes receivable will be collected this year, but are not available
soon enough to pay for the current period's expenditures, and therefore
are deferred in the funds 4,464,428

Long-term liabilities, including bonds payable, 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:

Bonds/note payable $(25,060,000)

Compensated absences  § (6,371,118)

Postemployment Benefits $. (853,521) (32,284,639)
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES 8§ 14,031,109

The accompanying notes are an integral part of these financial statements.
16



HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR THEN ENDED JUNE 30, 2013

Total
General Athletic/ Capital Other Capital Governmental
Fund Activity Reserve Projects Funds Funds
REVENUES
Local Sources $ 19,620,916 $ 76,361 3 0 % 3,00 § 19,700,370
State Sources 17,524,734 0 0 0 17,524,734
Federal Sources 1,692,462 0 0 0 1,692,462
TOTAL REVENUES 38,838,112 76,361 0 3,003 38,917,566
EXPENDITURES
Current:
Instruction 20,479,626 0 0 0 20,479,626
Support Services 10,254,171 79,369 0 0 10,333,540
Operation of Noninstructional Services 575,201 0 Q 0 575,201
Total Current 31,308,998 79,369 0 ] 31,388,367
Capital Outlay:
Facilities Acquisition, Construction and
Improvement Services 0 0 2,956 4,261,598 4,264,554
Total Capital Outlay 0 0 2,956 4,261,598 4,264,554
Debt Service
Principal and Interest 2,945,945 0 0 0 2,945,945
Refund of Prior Year Receipts 48,179 0 0 0 48,179
Total Debt Service 2,994,124 ’ 0 0 0 2,694,124
TOTAL EXPENDITURES 34,303,122 79,369 2,956 4,261,598 38,647,045
EXCESS (DEFICIENCY) OF REVENUES :
OVER EXPENDITURES 4,534,990 (3,008) (2,956) (4,258,505) 270,521
OTHER FINANCING SOURCES (USES) ! .
Bonds Issued (Face Value) 0 0 0 0 0
Transfers Qut (150,000) 0 0 0 (150,000)
TOTAL OTHER FINANCING .
SOURCES (USES) (150,000) 0 0 0 {150,000)
Net Change in Fund Balances 4,384,990 (3,008) (2,956) (4,258,503) 120,521
Fund Balance - July 1, 2012 7,124,902 36,498 2,956 4,715,105 11,879,461
Fund Balance - June 30, 2013 $ 11,509,892 § 33,490 § 0 $ 456,600 3§ 11,999,982

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

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, 2013

Total net change in fund balance - governmental funds 5 120,521

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

Capital outlays are reported in governmental funds as expenditures.
However, in the statement of activities, the cost of those assets is
allocated over their estimated useful lives as depreciation expense,
This is the amount by which depreciation exceeds capital outlays in
the period,  Capital outlays 4,464,554
Depreciation expense  $(1,102,113) 3,162,441

Because some property taxes will not be collected for several months

after the District's fiscal year ends, they are not considered as "available"

revenues in the governmental funds. Deferred tax revenuss increased

by this amount this year. (1,040,371}

The issuance of general obligation bonds provides current financial
resources to governmental funds but has no affect on net assefs. Also,
governmeatal funds report the issuance costs, bond discounts and
other similar ifems when debt is first issued, whereas these amounts are
deferred and amortized in the statement of activities:

Repayment of Bond Principal $2,095,000 : 2,095,000
In the statement of activities certain opérating expenses, comp absences and other

postemployment benefits are measured by the amounts earned during the year,
Tn the gov't funds these items are measured by the amount of financial resources used,

" This amount represents the difference, (853,521)

Change in net assets of governmental activities $ 3,484,070

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

STATEMENT OF NET ASSETS

PROPRIETARY FUND
JUNE 30, 2013
Food
Service
ASSETS
Current Assets:

Cash and Cash Equivalents 3 461,434

Due from Component Units 0

Due from Other Funds 0

Inventories 22,490
Total Current Assets 483,924

Noncurrent Assefs:

Furniture and Equipment {Net of Accumulated Depreciation) 93,071
Total Noneurrent Assets . 93,071
TOTAL ASSETS $ 576,995

LIABILITIES
Current Liabilities:

Due to Other Funds § 446,946

Accounts Payable 0

Payroll Deductions & Withheldings 39,011

Accrued Salaries and Benefits 103,764
Total Current Liabilities ' 589,721

Noncurrent Liabilities:

Advances from Other Funds 0

TOTAL LIABILITIES 389,721
NET ASSETS

Investment in Capital Assets, Net of Related Debt 93,071

Unrestricted (105,797}
TOTAL NET ASSETS (12,726)
TOTAL LIABILITIES AND NET ASSETS $ 576,995

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
PROPRIETARY FUND
FOR THE YEAR THEN ENDED JUNE 30, 2013

Food
Service
OPERATING REVENUES:
Food Service Revenue h 450,664
Other Operating Revenues 0
TOTAL OPERATING REVENUES 450,664
OPERATING EXPENSES:
Salaries 451,326
Employee Benefits 97,437
Purchased Professional &_Technical Service 326
Purchased Property Services _ 9,725
Other Purchased Service 458
Supplies/Purchases 748,898
Dues and Fees _ 139
Depreciation 11,318
Other Operating Expenditures 0
TOTAL OPERATING EXPENSES 1,319,627
OPERATING INCOME/(LOSS) (868,963)
NONOPERATING REVENUES (EXPENSES):
Contributions & Donations - Private Sources 0
Refunds of Prior Year Expenditures 0
State Sources 42,519
Federal Sources 639,121
TOTAL NONOPERATING REVENUES (EXPENSES) 681,640
INCOME (LOSS) BEFORE CONTRIBUTIONS AND TRANSFERS (187,323}
TRANSFERS IN 150,000
CONTRIBUTIONS & TRANSFERS
Capital Contributions 0
CHANGE IN NET ASSETS (37,323)
TOTAL NET ASSETS - JULY 1, 2012 24,597
TOTAL NET ASSETS - JUNE 30, 2013 3 (12,726)

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

STATEMENT OF CASH FLOWS
PROPRIETARY FUND
FOR THE YEAR THEN ENDED JUNE 30, 2013

Cash Flows from Operating Activities
Cash Received from Users
Cash Received from Assessments Made to Other Funds
Cash Payments to Employees for Services
Cash Payments for Other Operating Expenses
Cash Payments to Suppliers for Goods and Services

Net Cash (Used for) Operating Activities

Cash Flows from Nencapital Financing Activities
Local Sources
State Sources
Federal Sources
Operating Transfers In (Out) Primary Government

Net Cash Provided by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities
Fac Acq, Const, & Imp

(Inc) Dec in Contributed Capital
Net Cash Provided by Capital and Related Financing Activities

Cash Flows from Investing Activities '
Earnings on Investments

Net Cash Provided by Investing Activities

Net Increase (Decrease) in Cash and Cash Flow

Cash and Cash Equivalents Beginning of Year
Cash and Cash Equivalents End of Year

Reconciliation of Operating Income to Net Cash Provided by (Used for)
Operating Activities:

Operating Income (Loss)

Adjustments to Reconcile Operating Income (Loss) to Net Cash Provided by (Used for)
Operating Activities:
Depreciation
{Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventories
Increase {Decrease) in Accounts Payable
Increase (Decrease) in Accrued Salaries Benefits
Advances to Other Funds
Increase {Decrease) in Payroll Deductions/Withholding
Total Adjustments

Net Cash (Used for) Operating Activities

Food
Service

450,664
312,847
(548,763)

(10,648)
(743,573)

(539,473)

0
42,519
639,121
150,000

831,640

0

0

292,167

169,267

461,434

(868,963)

11,318
0

(796)
312,847
6,121
0
0

329,490

$

(539,473)

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS DISTRICT
NATRONA HEIGHTS, PENNSYLVANIA

STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS
JUNE 30, 2013
Private Purpose Student
Trust Activities Total
ASSETS
Cash and Cash Equivalents $ 2914 § 11,168 14,082
Investments 19,226 27,638 46,864
TOTAL ASSETS 3 22,140 § 38,806 60,946
LIABILITIES
Short-Term Payables $ 0 3 38,806 38,806
Other Current Liabilities 0 0 0
TOTAL LIABILITIES 0 38,806 38,806
NET ASSETS . 7
Restricted for Legal Purposes 22,140 0 22,140
TOTAL LIABILITIES AND NET ASSETS § ©22,140  § 38,806 60,946

The accompanying notes are an integral part of these financial statements,
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGE IN FUND BALANCES -

"HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYLYANIA

BUDGET AND ACTUAL
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2013

Variance With

Actual Final Budget
Budgeted Amounts Budgetary Positive
Original Final Basis {Negative)
REVENUES
Local Revenues $ 18,044,986  § 18,044,986 19,620,916 1,575,930
State Revenues 17,482,571 17,482,571 17,524,734 42,163
Federal Revenues 1,284,151 1,284,151 1,692,462 408,311
TOTAL REVENUES 36,811,708 36,811,708 38,838,112 2,026,404
EXPENDITURES
Current:
Regular Programs 14,371,366 14,371,366 13,861,634 509,732
Special Programs 6,272,537 6,272,537 5,891,996 380,541
Vocational Programs 827,686 827,886 477,038 350,848
Other Instructional Programs 228,313 228313 114,246 114,067
Support Services:
Pre-Kindergarten 132,600 132,600 134,712 (2,112)
Pupil Personnel Services 844,266 844,266 846,788 (2,522)
Instructional Staff Services 865,324 865,324 563,200 302,124
Administrative Services 2,009,414 2,009,414 1,850,495 158,919
Pupil Health 399,081 399,081 397,451 1,630
Business Services 577,980 571,980 522,685 55,295
Operation and Maintenance of Plant Services 3,743,594 3,743,594 3,219,239 524,355
Student Transportation Services 2,116,145 2,116,145 2,080,615 35,530
Central and Other Support Services 920,057 920,057 751,916 168,141
Other Support Services 23,000 23,000 21,782 1,218
Operation of Noninstructional Services: .
Student Activities 556,553 556,553 518,992 37,561
Community Services 39,750 39,750 56,209 (16,459}
Facilities, Acquisition, Construction
and Improvement Services 18,000 18,000 0 18,000
Capital Qutlay 0 0 0 0
Debt Service (Principal & Interest} 2,986,734 2,986,734 2,945,945 40,789
Refund of Prior Year Receipts 0 0 48,179 (48,179)
TOTAL EXPENDITURES 36,932,600 36,932,600 34,303,122 2,629,478
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (120,892) {120,892) 4,534,990 4,655,882

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

23



HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, FENNSYLVANIA

STATEMENT OF REVENUES, EXPENDITURES AND CHANGE IN FUND BALANCES -
BUDGET AND ACTUAL, (Continued)

GENERAL FUND

TOR THE YEAR ENDED JUNE 30, 2013

Variance With

Actual Final Budget
Budgeted Amounts Budgetary Positive
Original Final Basis (Negative)

OTHER FINANCING SOURCES (USES)
Sale of Bonds 0 0 0 0
Transfers Out (172,375) (172,375) {150,000) 22,375
Budgetary Reserve (106,733} (106,733) 0 106,733
Sale/Compensation for Fixed Assets 0 0 0 0

TOTAL OTHER FINANCING SOURCES

- (USES) (279,108) (279,108) {(150,000) 129,108
Net Change in Fund Balances (400,000) (400,000) 4,384,950 4,784,990
Fund Balance - July 1, 2012 400,000 400,000 7,124,902 6,724,502
Prior Period Adjustment 0 0 0 0
Fund Balance - June 30, 2013 $ 0 0 11,509,892 § 11,509,892

The accompanying notes are an integral part of these financial statements.
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HIGHLANDS SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Highlands School District operates four elementary schools and one middle school,
and one high school, The Heights Elementary School and Fairmount Elementary School
are located in Harrison Township; Fawn Elementary School is located in Fawn
Township, and Grandview Elementary School is located in Tarentum Borough. The
Middle School and the High School are both located in Natrona Heights, Pennsylvania.
The District operates under current standards prescribed by the Pennsylvania Department
of Education in accordance with the provision of the School Laws of Pennsylvania. The
District operates under a locally elected nine-member Board form of government,

The accounting policies of the Highlands School District conform to generally accepted
accounting principles for local government units. The most significant accounting
policies are summarized below.

The Governmental Accounting Standards Board (GASB) Statement 14, “The Financial
Reporting Entity”, established the criteria for determining the activities, organizations
and functions of the government to be included in the financial statements of the
reporting entity. The criteria used in determining whether such organizations should be
included in the School District’s financial reporting entity are financial interdependency,
selection of governing authority, designation of management, ability to significantly
influence operations, accountability for fiscal matters, scope of public service and special
financial relationships.

The School District has determined that there are no related organizations which should
be included in the general purpose financial statements.

Basis of Presentation — Fund Accounting

The accounts of the School Disfrict are organized on the basis of funds and account
groups, each of which is considered 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.
Resources are allocated to and accounted for in individual funds based upon the purposes
for which they are spent.

Government-wide financial statements (i.e., the statement of net assets and the statement
of activities) report information on all of the non-fiduciary activities of the School
District. As a general rule the effect of inter-fund activity has been eliminated from these
statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately in the government-wide financial
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

statements from business-type activities, which rely, to a significant extent on fees and
charges for support.

The statement of activities presents a comparison between direct expenses and program
revenues for business-type activities and for each function of the District’s governmental
activities. 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. Taxes and 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, proprietary funds, and the fiduciary funds of the School District. Major individual
governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements. Nonmajor funds are aggregated and presented
in a single column. Fiduciary funds are reported by fund type.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with the proprietary fund’s principal ongoing
operations. The principal operating revenues of the School District’s enterprise fund are
food service charges. Operating expenses for the School District’s enterprise fund
include food production costs, supplies, administrative costs, and depreciation on capital
" assets. All revenues or expenses not meeting this definition are reported as non-operating
revenues and expenses.

The District reports the following major governmental fund:

General Fund — The principal operating fund of the School District used to
account for all financial resources except those required to be in another fund

Enterprise Fund — Used to account for the operation of the Food Service Division.

The District reports the following nonmajor governmental funds:

Capital Projects Fund — Used to account for financial resources related to general
fixed asset acquisitions, construction and improvements,

Agency Fund — Used to account for assets held by the School District as an agent
for others. These funds are accounted for in a manner similar to governmental
funds and include the Athletic Fund.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Special Revenue Fund — Used to account for the proceeds of specific revenue
sources (other than expendable trusts or major capital projects) that are legally
restricted to expenditures for specific purposes. The School District’s Special
Revenue Fund is the Capital Reserve Fund,

Measurement Focus & Basis of Accounting

The government-wide, proprietary and fiduciary fund 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 the related liability
is incurred. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue when provider eligibility
requirements 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 on 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 when susceptible to accrual, ic., both measurable and available.
Available means collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. For this purpose, the government considers
tax revenue to be available if collected within 60 days of the end of the fiscal period.

Revenues from federal, state and other grants designated for payment of specific School
District expenditures are 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 the related fund liability is incurred,
if measurable. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is
due. :

Reporting Entity

The Highlands School District Board of Education (“Board”) is the basic level of
government, which has oversight responsibility and control over all activities related to
the public school education in the Boroughs of Tarentum and Brackenridge, and the
Townships of Fawn and Harrison. The Board received funding from local, state, and
federal government sources and must comply with the requirements of these funding
source entities, However, the Board is not included in any other governmental “reporting
entity” as defined in GASB pronouncements, since Board members are elected by the
public and have decision making authority, the ability to significantly influence
operations and primary accountability for fiscal matters, The Board does not exercise

27



NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

sufficient control over any other governmental agency or authority that should be
included as part of the District’s reporting entity.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the proprietary fund types consider all bank
checking accounts to be cash equivalents.

Investments
Investments are recorded at cost, which approximates market value.

Budeets and Budgetary Accounting

An operating budget is adopted each year for the General Fund on a modified accrual
basis of accounting. The General Fund is the only fund for which a budget is legally
required. '

The Pennsylvania School Code dictates specific procedures relative to adoption of the
School District’s budget and reporting of its financial statements, specifically:

* The School District, before levying annual school taxes, is required to prepare an
operating budget for the succeeding fiscal year.

» The School District is required to publish notice by advertisement, at least once in
two newspapers of general circulation in the municipality in which it is located, and
within fifteen days of final action, that the proposed budget has been prepared and is
available for public inspection at the administrative office of the School Distriet.
Notice that public hearings will be held on the proposed operating budget must be
included in the advertisements; such hearings are required to be scheduled at least
ten days prior to when final action on adoption is taken by the Board.

* The Board of Directors may make transfers of funds appropriated to any particular
item of expenditure by legislative action. An affirmative vote of two-thirds of all
members of the Board is required.

* Fund balances in Budgetary Funds may be appropriated based on resolutions passed
by the Board of Education, which authorize the School District to make
expenditures. Appropriations lapse at the end of the fiscal period. In order to
preserve a portion of an appropriation for which an expenditure has been committed
by a purchase order, contract or other form of commitment, an encumbrance is
recorded. Encumbrances outstanding at year end are reported in the fund financial
statements as reservations of fund balances.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

* TIncluded in the General Fund budget are programs budgets as prescribed by the state
and federal agencies funding the program. These budgets are approved on a program
basis by the state or federal funding agency.

Receivables and deables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as “due to/from other funds”. Any
residual balances outstanding between the governmental activities and business-type
activities are reported in the government-wide financial statements as “internal balances”.

Advances between funds, as reported in the fund financial statements, are offset by a fund
balance reserve account in applicable governmental funds to indicate that they are not
available for appropriation and are not expendable available financial resources.

Tnventories

On government-wide financial statements, inventories are presented at the lower of cost
or market on a first-in, first-out basis, and are expensed when used.

A physical inventory of the Cafeteria Fund food and supplies was taken as of June 30,
2013, The inventory of $2,083 consisted of government donated commodities, which
were valued at estimated fair market value, and purchased commodities and supplies,
both valued at cost using the first-in, first-out (FIFO) method. Any unused commodities
donated by the federal government at June 30, 2013 are reported as inventory.

Prepaid Expenses

Prepaid expenses reflect certain payments to vendors that benefit future reporting periods
and are reported on the consumption basis.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g.,
roads, sidewalks, and similar items), are reported in the applicable governmental or
business-type activities columns in the government-wide financial statements, Capital
assets are defined by the school district as assets with an initial, individual cost of more
than $1,500 and an estimated useful life in excess of one year. Management has elected
to include certain homogeneous asset categories with individual assets less than $1,500 as
composite groups for financial reporting purposes. In addition, capital assets purchased
with long-term debt may be capitalized regardless of the thresholds established, Such
assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

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

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of business-
type activities is included as part of the capitalized value of the assets constructed.

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

Assets Years
Buildings 40
Site Improvements 15-20
Furniture 20
Vehicles 8
Equipment 5-15
Computer Software 3
Textbooks & Library Books 7

Proprietary fund equipment purchases are capitalized in the proprietary fund at cost and
depreciated on a straight-line basis over 12 years at the rate of 8.33% per year.

Long-Term Obligations

In the government-wide financial statements, and proprietary fund types in the fund
financial statements, long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental or business type activity columns 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 financing uses., Issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as debt service expenditures.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Amounts to be Provided for Retirement of Long-Term Debt

The balance in this account represents the amount to be provided from future taxes or
other general revenues to retire long-term obligations.

Amount to be Provided for Compensated Absences

The balance in this account represents the amount to be provided from future taxes and
other revenues to retire compensated absences obligations relating to the School
District’s retirement policy. This amount includes compensation due for sick, vacation
and sabbatical time and the related share of employer FICA taxes and retirement. This
amount for fiscal year 2012-2013 was $6,371,118.

Deferred Revenues

Deferred revenues represent receivables, which will be collected and included in
revenues of future fiscal years. In the General Fund, deferred revenues of $4,464,428
consist of delinquent taxes receivable, which are levied in the current and prior years but
were not available to pay liabilities of the current period.

Estimates

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

Proprietary Fund FASB Usage

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed for proprietary activity financial statements to the extent
that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governmenis also have the option of following subsequent
private-sector guidance for their business-type activities and enterprise funds, subject to
this same limitation., The District has elected not to follow subsequent private-sector
guidance.

Total Columns on Combined Statements

The total columns on the combined statements are presented only to facilitate financial
analysis. Data in these columns do not present financial position, results of operations or
changes in financial position in conformity with generally accepted accounting
principles, Such data is not comparable to a consolidation. Interfund eliminations have
been made in the aggregation of this data,
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NOTE B - EXPLANATION OF CERTAIN DIFFERENCES BETWEEN
GOVERNMENTAYL, FUND  STATEMENTS AND__ DISTRICT-WIDE
STATEMENTS

Due to the differences in the measurement focus and basis of accounting used on the
government fund statements and district-wide statements, certain financial transactions
are treated differently. The basic financial statements contain a full reconciliation of

these items.

Explanation of Differences between Governmental Funds Statement of Revenues,
Expenditures and Changes in Fund Balances and the Statement of Activities

Capital related differences include (1) non-facility related fixed asset purchases are
recorded as an expenditure in the functional categories listed under current expenditures
in the government fund statements and capitalization and recording of depreciation
expense in the statement of activities.

NOTE C — CASH DEPOSITS AND INVESTMENTS

Deposits were with the contracted depository bank in interest bearing accounts, which
were secured at the balance sheet date by FDIC coverage and by pledged government
securities held in the name of the depository bank,

Funds were secured at all times.

The cash and investments of Highlands District were classified as follows:

General Fund Cash Investments
Regular Checking $1,416,306
Payroll Checking 2,644
Petty Cash 1,000
Money Market $9,429,244
PSDLAF 0 546,448
' $1,419,950 $9,975,692

Special Revenue
Capital Reserve Fund

Checking $ 0
Checking-2012 Bond Issue 0 $ 0
§ 0 § 0
Private Purpose Trust
Checking $ 2914
PSDALF 0 $ 19,226
$ 2914 $_19,226
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NOTE C — CASH DEPOSITS AND INVESTMENTS, Continued

Cash Investments
Athletic Fund
Checking § 8402
CDh $ 25,088
$ 8402 $ 25088
Capital Projects Fund
PSDLAF $ 0 $ 17,505
Checking-07 Bond Issue 0 0
Checking-12 Bond Issue 439,066 Q
3 439,066 $ 17,505
Food Service
Regular Checking $ 460,032
Petty Cash 1,402
$ 461,434
Agency — Student Activities Fund
Checking § 11,168
PNC CD’s $ 27.638
$ 11,168 $ 27,638

PA School District Liquid Asset Fund; $583,179; variable interest rate. The PSDLAF
was established in 1982 and operated under the provisions of the PA Intergovernmental
Cooperation Act, and other appropriate state and federal regulations and statutes.
Permissible investments of the PSDLAF arve U. S. Treasury bills, short-term obligations
of the United States Government or its agencies or instrumentalities, deposits in savings
accounts or time deposits or share accounts of federally insured institutions to the extent
that such accounts are so insured. All investments must have a maturity date of not more
than one year from date of purchase. PSDLAF was established to enable School Districts
to pool funds for investment in instruments authorized by Section 440.1 of the
Pennsylvania Public School Code of 1949, as amended. This fund has the characteristics
of open-end mutual funds and is not subject to credit risk classification.

The cash deposits held at financial institutions can be categorized accordmg to three
levels of risk. These three levels of risk are as follows:

Category 1~ Deposits that are insured or collateralized with securities held by
the District or by its agent in the District’s name,

Category 2  Deposits that are collateralized with securities held by the pledging
financial institution’s trust department or agent in the District’s
name. :

Category 3 Deposits that are not collateralized or insured
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NOTE C — CASH DEPOSITS AND INVESTMENTS, Continued

Based on these three levels of risk, all of the District’s cash deposits are classified as
Category 1.

Similar to cash deposits, investments held at a financial institution can be categorized
according to three levels, of risk. These three levels are:

Category I  Investments that are insured, registered or held by the entity or by
its agent in the District’s name.

Category 2  Investments that are uninsured and unregistered held by the
- counter- party’s trust department or agent in the District’s name.

Category 3 Uninsured and unregistered investments held by the counter-party,
its trust or its agent, but not in the District’s name.

Based on these three levels or risk, all of the District’s investments are classified as
Category 1.

NOTE D — REAL ESTATE TAXES

Real Estate taxes for the School District are collected from the Boroughs of Tarentum
and Brackenridge and the Townships of Fawn and Harrison. The tax on real estate for
public school purposes for fiscal year 2012 - 2013 was 26.41 mills for Allegheny County,
as levied by the Board. Assessed valuations of property are determined by Allegheny
County and the elected tax collectors are responsible for collection. The schedule for real
estate taxes levied for each fiscal year is as follows.

July 1 -Levy Date

July 1 -- August 31 ~2% Discount Period
September | — October 31 -Face Payment Period
November 1 — December 31 -10% Penalty Period
July 1 -Lien Date

NOTE E — INTERGOVERNMENTAL RECEIVABLES

Amounts due from other governments represent receivables for revenues earned by the
School District or collections made by another governmental unit on behalf of the School
District. At June 30, 2013, the following amounts are due from other governmental units:

Due From General Fund
Federal Government $ 495,814
State Government 25,391
Other Government 0

$ 521,205
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NOTE F - DUE TO/FROM OTHER FUNDS

Interfund receivable and payable balances as of June 30, 2013 are as follows:

Due To Due From Amount
Food Service General $ 0
General Food Service 446,946
General Bond Fund 0
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NOTE G - CHANGES IN CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2013 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities
Capital Assets, Not Being Depreciated
Land B 908,987 & 0 8 0 3 903,987
Total Capital Assets Not Being Depreciated 908,987 0 0 908,987
Capital Assets, Being Depreciated
Buildings 38,392,562 4,264,554 0 42,657,116
Site Improvements 3,849,436 0 0 3,849,436
Furniture & Equipment 10,592,164 0 0 10,592,164
Total Assets Being Depreciated 52,834,162 4,264,554 0 57,098,716
Less Accumulated Depreciation For:
Buildings 13,907,859 909,641 0 14,817,500
Site Improvements 2,554,229 192,472 0 2,746,701
Furniture & Equipment 10,592,164 0 0 10,592,164
Total Accumulated Depreciation 27,054,252 1,102,113 0 28,156,365
Total Capital Assets, Being Depreciated,
Net 25,779,910 3,162,441 0 28,942,351
Governmental Activities, Capital Assets,
Net $ 26,688,897 § 3,162,441 § 0 § 29,851,338
Business-Type Activities
Capital Assets Being Depreciated
Furniture & Equiptnent 3 734,514 § 0 & 0 § 734,514
Total Capital Assets, Being Depreciated 734,514 0 0 734,514
Less Accumulated Depreciation For:
Furniture & Equipment 630,124 11,318 0 641,442
Total Accumulated Depreciation 630,124 11,318 0 641,442
Total Capital Assets, Being Depreciated,
Net 104,390 {11,318) 0 93,072
Business-Type Activities Capital Assets,
Net § 104,390  § (11,318) 3 ¢ 8 93,072
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NOTE H - LONG-TERM DEBT OBLIGATIONS, Continued

Series 2007 Bonds Payable :

In 2007, the School District issued general obligation bonds in the amount of
$11,000,000. The bonds bear interest rates ranging from 4.1% to 4.625% with principal
maturities from April 15, 2009 through April 15, 2022. The principal balance
outstanding at June 30, 2013 was $10,975,000.

General Obligation Bonds, Series of 2010 :

In 2010, the School District issued a general obligation bond in the amount of
$13,675,000 and the proceeds were used to pay off the 2002, 2003 and 2005 bond series.
The bonds bear interest rates ranging from .5% to 3% with principal maturities from May
15,2011 through November 15, 2016, The principal balance outstanding at June 30, 2013
was $8,085,000.

General Obligation Bonds, Series of 2012

In 2012, the School District issued general obligation bonds in the amount of $6,000,000,
The bonds bear interest rates ranging from 2% to 2.75% with principal maturities from
November 15, 2013 through November 15, 2024. The principal balance outstanding at
June 30, 2013 was $6,000,000. The bond proceeds are being used for building
improvements.

NOTE I - COMPENSATED ABSENCES

District employees are entitled to paid vacation, personal and sick days off, depending on
job status, length of service and other factors. Sick leave and personal days may
accumulate. The Disfrict’s policy is to expense the cost of compensated absences when
paid to the employee. For fiscal year 2012-2013 the District has accrued a liability for
compensated absences and the related employers share of FICA and retirement in
noncurrent labilities. This amount for fiscal year 2012-2013 is $6,371,118.

NOTE J — POST-RETIREMENT BENEFITS

Employees who retire after thirty years of credited service in the Public School .
Retirement System, of which fifteen years were earned as an employee of the School-
District, receive Blue Cross/Blue Shield coverage. Coverage will be continued until age

65 or until eligible for Medicare, whichever occurs first. Spousal coverage will cease

when the spouse has reached his/her 65" birthday, or after five years, whichever occurs

first.

As of and for the year ended June 30, 2013, sixty (60) retirces were receiving such
benefits. The total premiums paid by the District, throughout the fiscal year, for those
benefits totaled $361,164
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NOTE K - CONTINGENT LIABILITIES

Grant Programs

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

expenditures.

NOTE L, — PENSION PLAN

School Districts in the Commonwealth participate in a State administered pension
program established under legislative authority. The name of the plan is the Public
School Employees’ defined Retirement System. PSERS is a cost sharing multiple
employer benefit plan. Under this program, contributions are made by cach of three
parties: the School District, the Commonwealth and the employee with contribution rates
established by authority of the Public School Employees’ Retirement Code (Act No. 96
of October 2, 1975, as amended). All of the School District’s full-time employees
salaried over 80 days, and hourly employees working more than 500 hours per year
participate in the program. Currently, each party to the program contributes a fixed
percentage of employees’ gross earnings,

Employees may elect Class T-D or to remain Class T-C. The employee’s contribution
rate is determined by membership class. Class T-C members who were enrolled in
PSERS prior to July 22, 1983, have an employee contribution rate of 5.25%. Class T-C
members who were entolled in PSERS on or after July 22, 1983, but before July 1, 2001,
have an employee contribution rate of 6.25%. Class T-D members who were enrolled in
PSERS prior to July 22, 1983, have an employee contribution rate of 6.50%. Class T D
members who were enrolled in PSERS on or after July 22, 1983, but before July 1, 2001,
have an employee contribution rate of 7.50%. New employees enrolled on or after July
1, 2001, are automatically Class T-D members and have a contribution rate of 7.50%.

Employee contributions are withheld by the School District and paid to the state pension
program. For fiscal year ended June 30, 2013, the School District’s contribution to the
pension program totaled $1,667,127. Contributions required of employees are based upon
an actuarial valvation. For fiscal year ended June 30, 2013, the rate of Employer
contribution was 12.36% of covered payroll. The 12.36% rate is composed of a pension
contribution rate of 12.36% for pension benefits.

The pension program is wholly administered by the statewide autonomous Public School
Employees’ Retirement System (PSERS) with offices in Harrisburg, Pennsylvania. The
School District has no respousibility or authority for the operation and administration of
the pension program nor has it any related liability except for current contribution
requirements.
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NOTE M — GASB 45 OTHER POSTEMPIL.OYMENT BENIFITS

The plan is the Highlands School District Other Postemployment Benefit (OPEB) Plan
and is administered by the School Board of Directors. Highlands School District is a
single employer plan. The plan does not issue a stand-alone financial statement report in
accordance with GASB 43,

FISCAL YEAR 2012 ANNUAL OPEB COST

Net OPEB Obligation (Asset) at beginning of year June 30, 2012 $ 678,240
Total Annual OPEB Cost 731,637
Contributions in Relation to the ARC (556,356)
Annual OPEB Cost for fiscal year ending June 30, 2013 : $ 853,521
Notes

1) Amortization method is closed 20-year Jevel dollar amortization.
2) Annual OPEB Cost (AOC) is amount expensed under GASB 45.

GASB 45 SCHEDULE OF FUNDING PROGRESS

Unfunded
Actuarial Actuarial Accrued UALasa
Valuation Value of Accrued Liability Funded Covered Percentage of
Date Assets  Liability (UAL) Ratio Payroll Covered Payroll
(a) (b) (b-a) (a/b) (c) ((b-a)/c)

June 30,2008 $0  $8,383,309 $8,383,309 0.0% $17,131,299  48.94%
June 30,2010 0 7,058,484 7,058,484 0.0% 19,212,854  36.74%
June 30,2012 0 6,819,283 6,819,283 0.0% 17,276,274  39.47%

GASB 45 SCHEDULE OF EMPLOYER CONTRIBUTIONS

Annual Percentage of
Fiscal Year OPEB Annual OPEB Cost Net OPEB
Ended Cost Contributed Obligation
June 30, 2011 $1,013,962 77.43% $ 555,898
June 30, 2012 1,002,743 87.80% 678,240
June 30, 2013 731,637 76.04% 853,521
June 30, 2014 728,512 75.46% 1,032,281
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ACTUARIAL ASSUMPTIONS AND METHODS

Actuarial Assumptions
Discount Rate: 4.5% per annum, compounded annually,

Health Care Trend: Health care trend rates are assumed to increase as shown in the

following table:
Fiscal Year Ending Increase in Health Cost
June 30 over Prior Year

2010 9.00%

2011 8.00

2012 7.00

2013 6.00

2014 . 5.00

2015 5.00

2016 & later 5.00
ACTUARIAIL COST METHOD

The Projected Unit Credit Method was used for determining service costs and the
actuarial accrued liability known as the Accumulated Postretirement Benefit Obligation.
The Accumulated Postretirement Benefit Obligation is the Actuarial Present Value of
Benefits attributed to an employee's service as of the measurement date based on the
employee's projected service to his or her expected retirement age. The Service Cost is
the Actuarial Present Value of Benefits attributed to the employee's upcoming year of
service.

NOTE N - RISK MANAGEMENT

The District is exposed to various risks of loss related to theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters, The District has
purchased various insurance policies to safeguard its assets from risk of loss. Insurance
coverage appears to be consistent with previous years. During the year ended June 30,
2013 no settlements exceeded insurance coverage.
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ACCOUNTING OFFICES

OF
TROESE & ASSOCIATES
PROFESSIONAL SERVICES FIRM
HENRY A. TROESE, IR, E.A. 1200 EASTWOOD DRIVE
RICHARD M. TROESE, CPA PO BOX 680
(814) 226-6133 CLARION, PA 16214

(814) 226-5371 FAX

AUDITOR’S TRANSMITTAL LETTER

To the Board of Directors
Highlands School District
Natrona Heights, Pennsylvania

I have performed the Single Audit of the Highlands School District for the fiscal year
ended June 30, 2013, and have enclosed the Single Audit reporting package.

The Single Audit was done to fulfill the requirements of the OMB Circular A-128. Tt
entailed:
1. An audit of the financial statements and my opinion thereon;

2. An examination of the schedule of federal financial assistance and my opinion thereon;

3. A review of the internal control structure based solely on the understanding obtained as
part of the audit of the financial statements;

4. A review of the internal control structure made as a part of the audit of the federal
financial assistance programs;

5. A review of compliance based on an audit of the financial statements in accordance
with Government Auditing Standards,

6. A review of compliance with laws and regulations related to federal financial
assistance programs and my opinion thereon.

Richard M, Troese, C.P.A.
Clarion, Pennsylvania
October 29, 2013
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Online -

Online -

15 Reports -

HIGHLANDS SCHOOL DISTRICT
LIST OF REPORT DISTRIBUTION
YEAR ENDED JUNE 30, 2013

Bureau of Census

Data Preparation Division

1201 Bast 10" Street

Jeffersonville, Indiana 47132

Attention: Single Audit Clearing House

Office of the Budget/Bureau of Audits
303 Walnut Street

Bell Tower — Strawberry Square

6" Floor

Harrisburg, Pennsylvania 17101

Highlands School District
PO Box 288 .
Natrona Heights, Pennsylvania 15065

These reports are due at the various agencies by March 31, 2014,
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ACCOUNTING OFFICES

OF
TROESE & ASSOCIATES
PROFESSIONAL SERVICES FIRM
HENRY A. TROESE, IR, E.A. 1200 EASTWOOD DRIVE
RICHARD M. TROESE, CPA PO BOX 680
(814) 226-6133 CLARION, PA 16214

(814} 226-5371 FAX

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 Directors
Highlands School District
Natrona Heights, Pennsylvania

[ have audited the financial statements of Highlands School District, as of and for the
year ended June 30, 2013, and have issued my report thereon dated October 29, 2013. I
conducted my 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 Highlands School District is responsible for establishing and maintaining
effective internal control over financial reporting. In planning and performing my audit, I
considered Highlands School District’s internal control over financial reporting as a basis
for designing my auditing procedures for the purpose of expressing my opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Highlands School District internal control over financial reporting. Accordingly, I
do not express an opinion on the effectiveness of the Highlands School District's internal
control over financial reporting,

A deficiency in infernal 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 Highlands School
District's financial statements will not be prevented, or detected and corrected on a timely
basis.
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My consideration of internal control over financial reporting was for the limited purpose
described in the first 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. I did not identify any deficiencies in
internal control over financial reporting that I consider to be material weaknesses, as
defined above.

Compliance And Other Matters

As part of obtaining reasonable assurance about whether Highlands School District’s
financial statements are free of material misstatement, I 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 my audit and, accordingly, T do not express such
an opinion. The results of my tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information of the audit committee, management,
others within the organization, the School Board, U.S. Department of Education, and
other federal and state audit agencies, and is not intended to be, and should not be, used
by anyone other than those specified parties.

‘Qﬁﬁ/w&( 7}7 {/\;\04%

Richard M. Troese, C.P.A.
Clarion, Pennsylvania
October 29, 2013
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ACCOUNTING OFFICES

OF
TROESE & ASSOCIATES
PROFESSIONAL SERVICES FIRM
HENRY A. TROESE, IR, E.A. 1200 EASTWOOD DRIVE
RICHARD M. TROESE, CPA PO BOX 680

CLARION, PA 16214
(814) 226-6133 PHONE
(814) 226-5371 FAX

REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM: REPORT ON
INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON THE
SCHEDULE OF FEDERAL AWARDS REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Highlands School District
Natrona Heights, Pennsylvania

Report on Compliance for Each Major Federal Program

I have audited the compliance of Highlands School District with the types of compliance
requirements described in the U.S, Office of Management and_Budget (OMB) Circular
A-133 Compliance Supplement that could have a direct and material effect on each of
Highlands School District's major federal programs for the year ended June 30, 2013,
The Highlands School District’s major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs,

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

Auditor's Responsibility

My responsibility is to express an opinion on compliance for each of Highlands major
federal programs based on my audit of the types of compliance requirements referred to
above. I conducted my audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States; and OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, Those standards and OMB Circular A-133 require that I plan
and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requitements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Highlands compliance with those requirements and performing
such other procedures as I considered necessary in the circumstances.
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I believe that my audit provides a reasonable basis for my opinion on compliance for
each major federal program. However, my audit does not provide a legal determination of
Highlands compliance.

Opinion on Each Major Federal Program

[n my opinion, Highlands School District, complied, in all material respects, with the
requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended June 30, 2013,

Report on Internal Control Over Compliance

The management of Highlands School District is responsible for establishing and
maintaining effective internal control over compliance with the type of compliance
requirements referred to above. In planning and performing my audit of compliance, I
considered Highlands School District’s internal control over compliance with the types of
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance for each major federal program and to
test and report on internal control over compliance in accordance with OMB Circular A-
133, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, T do not express an opinion on the effectiveness of
the Highlands School District's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course
of performing their assigned functions, to prevent or detect and correct, noncompliance
with a type of compliance requirement of a federal program on a timely basis. A material
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance such that there is reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program
will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement
of a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance,

My consideration of internal control over compliance was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over compliance that might be material weakness or
significant deficiencies. I did not identify any deficiencies in internal control over
compliance that [ consider to be material weaknesses. However, material weaknesses
may exist that have not been identified.

47




The purpose of this report on internal control over compliance is solely to describe the
scope of our testing of internal control over compliance and the results of that testing
based on the requirements of OMB Circular A-133. Accordingly, this report is not
suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-
133

I have audited the financial statements of Highlands as of and for the year ended June 30,
2013, and have issued my report thereon dated October 29, 2013, which contained an
unmodified opinion on those financial statements. My audit was conducted for the
purpose of forming an opinion on the financial statements as a whole, The accompanying
schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by OMB Circular A-133 and is not a required part of the financial
statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the
financial statements, The information has been subjected to the auditing procedures
applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In my opinion, the
schedule of expenditure of federal awards is fairly stated in all material respects in
relation to the financial statements as a whole.

Jﬁvfw( 71// f/\mw—t.

Richard M. Troese, C.P.A.
Clarion, Pennsylvania
October 29, 2013
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HIGHLANDS SCHOOL DISTRICT
NATRONA HEIGHTS, PENNSYL.VANIA

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2013

NOTE 1 — SIGNIFICANT ACCQUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards is prepared on
the accrual basis of accounting. The information in this schedule is presented in
accordance with the requirement of OMB Circular A-133, Audits of States, Local
Governments, and Non-profit Organizations. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the basic
financial statements.

NOTE 2 - VALUE OF USDA DONATED COMMODITIES LEGEND

Non-monetary assistance is reported in the schedule at the fair market value of the
commodities received and disbursed. As of June 30, 2013, the district had food
commodities totaling $2,083 in inventory.

a) Total commodities received from the Pennsylvania Department of Agriculture
valued at fair market value.,

b} Beginning inventory at July 1, 2012.

¢) Total amount of commodities used.

d) Ending inventory at June 30, 2013,
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HIGHLANDS SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2013

SUMMARY OF AUDIT RESULTS

The auditor’s report expresses an unqualified opinion on the basic financial
statements of the Highlands School District,

No reportable conditions relating to the audit of the financial statements are
reported in the Report on Compliance and on Internal Control over Financial
Reporting, based on an Audit of Financial Statements performed in Accordance
with Government Auditing Standards.

No instances of noncompliance material to the financial statements of the
Highlands School District were disclosed during the audit,

No reportable conditions relating to the audit of the major federal award programs
is reported in the Report on Compliance and on Internal Control over Financial
Reporting, based on an Audit of Financial Statements performed in accordance
with Government Auditing Standards,

The auditors report on compliance for the major federal award programs for the
Highlands School District expresses an unqualified opinion,

No findings relative to the major federal award programs for the Highlands
School District were disclosed during the audit.

The programs tested as major programs include:

ARRA-Title I-School Improvement, CFDA #84.388 Project #139-122191
National School Lunch CFDA #10.555 #362 and donated commodities
Title I-Improving Basic, CFDA #84.010 Project #13-130191

The threshold for distinguishing Types A and B programs was $300,000.
The Highlands School District was determined not to be a low-risk auditee.

FINDINGS -FINANCIAL STATEMENTS AUDIT: None

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARDS
PROGRAM AUDIT: None

STATUS OF PRIOR YEARS COMPLIANCE FINDING: There were no prior
year findings,
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