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To the Members of the Board
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Westover, Pennsylvania I 6692

Board Members:

Not later than thirfy days after receipt of the audit report, Iìarmony Area School District must distribute the audit
report as follows:
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(submitted electronically)
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Sincerely,

É'{rß ef[ i [s-+''*"'l'"^, P'c

Kotzan CPA & Associates, P.C.
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Independent Auditors' Report

To the Members of the Board
Harmony Area School Dishict
5239 Ridge Road
Westover, Pennsylvania I 6692

We have audited the accompanying basic financial statements of the governmental activities, the business-type
activities, each major.fund and the aggregate remaining fund information of Harmony Area School District, as of
and for the year ended June 30,2012, which collectively comprise the District's basic frnancial statements as listedin the table of contents. 'lhese financial statements 

-are 
the responsibility of the District's management. Our

responsibility is to express an opinion on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to flrnancial audiß ;onhin ed, il Governmenî Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan aniperform the audit to obtain
reasonable assurance about whether the financial statements ar" ftee of material misstatement. An audit includes
examining, on a test basis, evidence supporfing the amounts and disclosures in the flrnancial statements. An audit
also includes assessing_the accounting principleì used and the significant estimates rnade by management, as well as
evaluating the overall financial statement presentation. We betieve that our audit provides ã reasonable basis for our
opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-þpe activitils, each major fund', aná the aggregate
remaining fund information of Harmony Area School District ãs of June 30,2012, and th" respective chããgei in
financial position and cash flows, where applicable, for the year then ended in conformity with acòounting prin"ciples
generally accepted in the United States of America.

In accordancewithGovernmenl Auditing Standards, we have also issued a report dated December 10,2012 on our
consideration of Harmony Area School District's internal control over finàncial reporling and our tests of its
compliance with certain provisions of laws, regulations, conhacts and grant agreemánts arìd other matters. The
purpose of that report is to describe the scope of our testing of intemal control over frnancial 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 accordanc e with Government
Auditing Standqrds and should be read in conjunction wiìtr ttris report in óonsidering the results of our audit.

Accounting principles generally accepted in the United States of America require that the management,s discussion
and analysis and budgetary comparison information on pages 5 through 12 indpage 48, respeciively, be presented
to supplement the basic financial statements. such informalion, although not a partãrtnó basìc finanðial stätements,
is required by the Governmental Accounting Standards Board, who cänsiders lt to be an essential part of flrnanciaí

1-e-Rorting 
for placing the basic financial statements in an appropriate operational, economic, or historical context.

We have applied certain limited procedures to the requirea supptementary information in accordance with auditing
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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 infonnation for consistency with management's responses
to our inquiries, the basic financial staternenti, anã other knowledge we obtaineã during our audit of the basic
financial statements' We do not express an opinion or provide uny urãu.un"e on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the pulpose of forming opinions on the financial statements that collectively comprise
the District's financial statements as a whole. The acòompanying schedule of expenditures of federal áwards and
lertain state grants is presented for purposes of additional analysis as required byU,S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Oiganizations, and is noia required
pan of the financial statements. The schedule of expenditures of federal awards and ceftain state grants is the
responsibiliry of management and was derived from and relates directly to the underlying accountirig and other
records used to prepare the financial statements. The inforrnation has been subjecte¿ io ttre auditing procedures
applied in the audit of the financial statements and certain additional procedures, including coñiaring and
reconciling such information directly to the underlying accounting and other records used to prepare the finãncial
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 our opinión, the information is fairly stated in alì
material respects in relation to the financial statements as a whole.

Kttrr- CfÀ i 'Iç+o<^"iau' Pc'
Kotzan CPA & Associates, P.C,
December 10,2012



Management's Discussion and Analysis
Hømrony Areø School District

20tt-20t2

The Management Discussion & Analysls (MD&A) of Harmony Area School District's performance provides an
objective and easily readable analysis of the government's financial activities based on currently known facts,
decisions or conditions. The purpose of the MD&A is to introduce the basic financial statements and to provide an
analytical overview of the govemment's flrnancial activities. Note that comparative data from the previåus year is
requiled and is included in this MD&A.

Financial Statements

The accompanying financial statements have been prepared in accordance with GASB Statement Number 34 and
present both government-wide and fund level flinanciai statements using the accrual and modified accrual basis of
accounting, respectively, as discussed below.

Gove¡nment-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the District's
finances, in a manner similar to a private-sector businesr. These statements are prepared using the accrual basis of
accounting, The focus of these statements is long-term.

The Statement of Net lssels presents information on all of the District's assets and liabilities, with the difference
between the two reporled as net assets. Over time increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the Distr.ict is improving or deteriorating.

The Stalement of Activitie.ç presents information showing how the District's net assets changed during the most
recent fiscal year. All changes in net assets are repofted as soon as the underlying event giving rise to ihe change
occurs' regardless of the timing of related cash flows. Thus, revenues and expenses are.eported in this statement fór
sone items that will only result in cash flows in future fiscal periods (e.g., uicollected taies and earned but unused
compensated absences),

The goventment-wide financial statements distinguish functions of the District that are principally supported by
taxes and intergovernmental revenues (governmental activities) from other functions that aie intended to recover ail
or a poftion of their costs through user fees and charges (business-type activities), The governmental activities
include all of the District's instructional programs and support servicei except for iis food sãrvice operation, which
is considered a business-fype activity.

Reconciliations of the fund financial statements to the government-wide financial statements outline the accounting
changes necessary to conveft from modified accrual to the full accrual method of accounting.

Fiduciary Funds including the Student Activities Fund and the Private Purpose Trust Fund (scholarships) are not
reflected on the government-wide fìnancial statements. These funds ará shown on separate Fiduciary Funds
statements.

Fund Financial Statements

A fund is a grouping ofrelated accounts that is used to maintain control overresources thathave been segregated for
specific activities or objectives, The District uses fund accounting to ensure and clemonstrate compliance with
finance-related legal requirements. The focus of fund fïnancial statements is shoft-term. Fund flinanciál statemetìts
are prepared using the modified accrual basis of accounting, The District uses several different fypes of funds but
the two most significant types are the governmental and proprietary fund types.
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Governmental Funds

Governmental funds are used to account for essentially the same filnctions reported as governmental activities in the
govelrmenf-wide fìnancial statements. However, unlike the government-wide flrnancial statements, governrnental
fund financial statements focus on cun'ent inflows and outfloús of spendable resources, as well as on balances of
spendable resources available at the end of the fìscal year. Such ìnformation may be useful in evaluating the
District's current flrnancing requirements.

Because the focus of govemmental funds is nanower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental fundì with similar information presented for
govemmental activities in the government-wide financial statements. By doing so, readers may bettèr understand
the long-term impact of the District's cunent hnancing decisions, Both the gourl*rnrntul fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between govemmental funds and governmlntal activities

The District maintains three individual govemmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances
for the District's major funds, which are the General Fund and the CapitaiReserve Fund. The bistrict,s non-major
funds are aggregated and reported in a separate column. The District;s non-major funds include the Athletic Fund
(Special Revenue Fund).

Proprietary Funds

The District accounts for its food service operation in a proprietary fund, which is presented as business-type
activities in the government-wide financial statements. The proprietaty funas have histoiically been reported on-tire
accrual basis of accounting, Therefore, there is no difference between the govemment-wide and fund financial
statements with respect to the proprietary fund.

Financial Overview

The Hannony Area School District general fund had revenues of $5,763,585 and expenditures of $5,575,912,
resulting in an excess ofrevenues over expenditures of$187,673, before transfers, for the year ended June 30,2012.
Transfers out totaled 5207,325, of which $40,000 was to the Capital Reserve Fund and Støl,ZZs was to the Debt
Service Fund, After these transfers out, fhe general fund "f,rnáI" deficiency of revenues over expenditures was
519;652 for the year ended June 30, 2012. Harmony Area School District's general fund maintains a fund balance
of $1,553,527 at June 30,2012. In addition to the general fund, the fund balance of the capital reserve fund is
$1,157,098, the fi,rnd balance of the capital projects run¿ is $5,592,154, and the fund balance of the debt service fund
is $ 15,172 at June 30,2012. These amounts are reflected on the fund financial statements (modified accrual basis).

Historical trends indicated that during the 2011- l 2 school year the Harmony Area School District would experience
another year of signifìcant increases in cost of instruction for special education and self-insured health benefits.
FuÉher projected increases in the Public School Employees Retirernent System (PSERS) employer contribution will
continue to cause an additional drain on the financial resources of all ichools in Pennsylvania. Also, declining
student enrollment will have an impact on the school district in the future years.



Harmony Area School District
Management,s Discussion and Anølysis (MD&A)

Table I summarizes the assets, liabilities, and net assets of the District at June 30,2Llzas compared to June 30, 201l.

Table 1

Condensed Schedule of Net Assets

Governmental Activities Business-type Activities Total School District Change
Assets 2012 20ll 2012 z0ll zar2 20rr z0r2-20rr
Current assets

Nonrcurrent assets

Total assets

Liabilities
Current liabilities
Long-term liabilities

Total liabilities

Net Assets

Invested in capital assets,

netofrelateddebt $ 910,052 $1,050,982 $39,359 $20,217 $ 949,4u $1,071,199 $(l2l,7ss)Restricted U72,270 l,116,g42 0 0 l,l7Z,Z70 l,116,g42 55,42gUn¡esûicted 1,803,909 1,687,616 (26,308) (17,253\ t,777,60t 1,670,363 107,238
rotar net assets q-¿qqq¿l! së¡¡l4q $-j1$1 $-2ps! q-f.'22¿qz r,.qlg.4ql L_lgjzs

Assets, Liabilities and Net Assets - Government_Wide

ctrrrent assets representedT3'8%io of the total assets comprised largely of cash and cash equivalents of $2,gg2,010, invesünents of $5,500,700, taxes receivable of$300'840' and intergovernmental receivables of $196,260. púeá assets including land, site and building improvements, furniture and equipment, andconstruction in progress represent 24.4yo of total assets at $2,923,379.

The total liabilify amount of $8,306,164 consists primarily of bonds payable ($7,645,000), compensated absences ($24g,gg2),and accrued salaries and benefits($301,327).

The resulting $3,899,282 in net assets includes Sg4g,4l1 invested in capital assets, net of related debt, $1,157,09g restricted for capital projects, Sl5,l72restricted for debt service andsl,777,60l in unrestricted net assets.

s 8,973,239 $ 3,348,878 $ 37,249 $ 36,383 $ 9,010,488 $ 3,385,261 S s,62s,2273,155,599 2,927,116 3g,35g 20,217 3,194,g5g 2,g47.333 347-625
$ 12,128,838 $ 6.!Z¿plt $ 76,60s $_lÉfqq- T:r-r0s+46 r;ffi fffi
s 657,742 S 612,751 S 61,742 S s2,112 $ 719,484 $ 664,863 $ s4,6217,584,865 1,707,803 1,815 1,524 7,586,6g0 1,709,327 5,877,353
$_3242,60? þ_2;20ét! L _q¡z q_ri€q q_ëgÉ&1 s 2.374.ts0 s s,s3t,e74
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Table 2 summarizes the revenues, expenses, and changes in net assets of the District for the year ended June 30,2012 comparedto the year ended June 30. 2011.

.n""*Jil'i"2, a,,",,

Program Revenues:

Charges for services

Operating grants and contributions
Capital grants and contributions

General Revenues:

Propeñy and other taxes 1,13g,375
Grants and entitlements 2,70g,529
Investrnent eamings ll,Z03
Transfers between gov'tal, BT activities 0
Other 5,5gg

Tot¿] Revenues 5,723.359

Program Expenses:

Instruction 3,402.634
Support seryices:

Instructional student support 544,159
Administration a¡rd financial 690,394
Plant operation and maintenance 39g,466
Pupil transportation 415,673
Student activities/communiy 160,442

Interest on long-term debt g0,g00
Food Services 0

Total Expenses 5,692,568

Inc¡e¿se (decrease) in net assers $____igl2!

Revenues decreased from the prior year by $771,166, or ll.4o/o.
a majority of the decrease.

Governmental Activities Business-type Activities Total School District Change2012 20rr 2or2 20rr 2012 _ 20rr z0t2-20rr

s 3,872
1,757,302

98.490

s 5,290 S 90,872 $ 93,854 S 94,744
1,728,144 195,093 t57,922 1,952,395
112,497 0 0 98,490

1,118.533 0 0 t,138,37s
2,832,330 0 0 2,708,529

7,305 3 l0 11,206
(12.445) 0 12,44s 0
724,608 0 5,s88

6,516,262 285,968 264,231 6,009,327

3,461,362 0 0 3,402.634

386,744 0 0 544,159
679,745 0 0 690,394
414,326 0 0 398,466
565,768 0 0 415,673
121,849 0 0 160,M2
66,908 0 0 80,800

0 27s,881 257,325 27s,881

s,696,702 27s,881 257,325 s,968,449

s__ Jl¿560 S 10,087 $ 6,e06 $ 40,878

s 99-144 $ (4,400)
r,886,066 66,329
tt2,497 (14,007)

1,118,533 19,842
2,832,330 (123,80r)

7,3rs 3,891
00

724,608 (719.020)

6,780,493 (771.t66\

3,461,362 (58.72S)

386,744 t57,4t5
679,745 10,649
414,326 (1s,860)
s6s,768 (150,09s)
121,849 38,593

66,908 t3,892
257,325 18,556

5,954,027 S 14,422

s 826,466 $ (78s.s88)

The ¡evenue received from Rosebud Mining dwing prior year but not current year accounts for
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Expenses increased over the prior year by $14,422'. The most significantincreases in expenses are due to the fact that, when úe budget was approved, all supportstaff were placed on single health care 
"óu"tug" 

and two aides in"the 1200 function were ñ'loughed. once the year began for I l-12, the health care was returnedto the support staff at whatever level thev neeãed, be it family, hrtb;t;fè,öäi;tääåå¡. otro, rhe rwo aides were rehired.

i:[j"i**s 
out general fund expenditures by function per the fund financial sraremenrs with a comparison ro rìe prior year as we¡ as cunenr year budger

Table 3
Expenditures by Function _ Budget vs. Actual

Function Description

I 100 Regular Educational programs

1200 Special Educarion
1300 VocationalEducation
1400 Other Instructional programs

1800 Accountability and pre-K
2100 Pupil Services
2200 Instructionalstaffservices
2300 Administration
2400 Health Services
2500 Business

2600 Maintenance
2700 Transportation

2800/2900 IU Programs
3000 StudentActivitieVCommunity
4000 Facilities Acq, Consr, and Impr
51 l0 Financing
5130 Refind of Prior Year Receipts
5200 ' lnterfund Transfers

5900 Budgetary Reserve

Total Expenditures

Revenues

Net Change

Actual
20It-t2

Expenses

s 2,266,059
678,281

185,527

95,452
138,664

r82,20s
182,054
430,t32

87,274

t62,783
396,tts
403,36r
68,960

155,689

0
143,357

0

207,325

Actual
2010-11 Over(Under) 21tt-t2
Expenses From p/y Budget

s 2,447,t88 $ (181,130) $2,290,s53
605,092 73,t89 566,027
173,960 11,567 140,935
96,728 (r,276) 9r,472
76,174 62,490 81,922
168,652 13,553 178,339
14t.720 40,334 t4t,45s
406,3s6 23,776 393,282
77,331 9,943 74,872

r7t,683 (8,900) 1s8,519
407,394 (11,279) 420,607
s48,719 (145,358) 364,132
71,704 (2,744) 18,304
llg,l77 37,512 99,36g
30,000 (30,000) 0

229,441 (85,084) 242,931
3s2 (3s2) 0

12,445 194,890 74,000
000

5,783,237 s,782,1t6

5,763,595 5,913,690

(Over)/Under
20ll-12 Budget

$ 24,49s
(n2,2s4)
(44,s92)

(3,e80)

(56,742)
(3,866)

(40,599)

(36,850)

(12,402)
g,2e)
24,492

(39,229)
(50,656)

(s6,32r)
0

99,574

0

(r33,32s)
0

1,121 5,336,719

(50,105) 5,336,718

$ (5r,226) $ 0

(446,s19)

426,867

q____112{Ð
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DIFFERENCES
Function 1300
Function 1400
Function 2100
Function 2400
Function 2700

Function 2800/
2900

Function 3000

Increase in expenses due to increased vo-tech costs resulting from increased student participation.Increase in expenses reflects increase in the number of studãnts ;iJ; alærnative education.Increase in expenses due to increas.ed cost of psychological services iùã"gr, the ru.Increase in expenses due to the resignation ofthe schoãt nurse, and th" ,ubr"qo"nt cost ofnumerous substitutes, until a new nu¡se was hired.
*i:iåi":it"iä'ff"iJ::îffiiffHå,lfr."oon.nat speciaín""¿r r*¿*rs and addirional alternative educarion studenrs to and from school
Expenses over budget due to the cost of wamer's Learning not being budgeted in the 2900s were the charges were posted.

Increase in expenses due to the incrusion of the Athretic Fund with the Generar Fund.

Capital Assets

Table 4 illustrates changes in capital assets, net of depreciation, by asset *".rr0," 
n

Capital Assets Net of Depreciation

Land

Construction in progress

Buildings
Equipment and fumiture

2012

$ 5,000

335,280
2,421,665

122.075

$ 2,884,020

Governmental Activities
20tl

$ 5,000

30,000
2,551,112

152.880

s 2,738.992

Business-type Activities Total
2012

$0
0

0
1g ?sq

$ 39.359

$0
0

0

20.217

s 20-217

$ 5,000

335,280
2,42t,66s

161-434

$ 2.923-379

$ 5,000

30,000
2,551,1t2

173.097

$ 2,759,209

Percentage

Change
2012-20tt

0.000/"

1017.60%
-5.07yo

-6.74yo

5.9s%

10
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Long-Term Debt

Table 5 illusffates a condensed summary of outstanding long-term debt,

Tal¡lc 5

Outstanding Long-Ternt Debl

General obligation refunding bonds (Serics of2006)
QSCB bonds (Series of20l l)
General obligation refunding bonds (Series of 20l l)

'Iotal

$0
6,000,000

1.645.000

stÉËpqq

$ I,ó90,000

0

û_Lqgqp9q

Total School District
201 I

Percent
Change

-r00.00%
r00.00%

100.00%

3s2.37%

MAJOR FINANCIAL ISSUES

The financial issues pertaining to the District for the 2011-12 year are as follows:

BUILDING IMPROVEMENTS
The district did do some major repairs on the roof,

The district approved and will lnove forward with a renovation project.

CURzuCULUM
Due to budget constraints, no new curiculum purchases were made with district funds. The Middle/High School
did use the EETT competitive grant to purchase on-line courses through Lincoln Interactive to offer students
expanded curriculum choices for the school year. Courses were offered in Nutrition, Video Game Design, Spanish,
and Mathematics.

TECHNOLOGY
The continuation of implementing 2l't Century educational "best practices" for elementary and secondary
classrooms remained a focus during the 20ll-12 school year, A major emphasis was the up-keep and regular
maintenance of previously purchased hardware items that came via grants ánd the regular rotution (refresñ¡ of
technology' Grants that previously funded new projects and initiatives have since dried uf or halted and this creates
a significant burden on the budget, pafticularly during a time period of already havìng a conshained budget.
Another significant budgetary item was the maintenance of classroôm visual devicei and haidware that was initiäly
purchased by grants. An example is ceiling-mounted projectors, where the internal bulb has a cost of between $20b
and $250 depending on the model. Each year items such âs these projectors have an increased cost ofup-keep.

Programs: Due to budget constraints, several pieces of software were scaled-back and concentration was put into the
study island program, "l(nowledgeBox," "i-Station," and the Renaissance series in order to remediate stùdent skills
in elementary and secondary. In order to reach state and federally mandated prohciency standards, along with local
district-wide curricular needs, these were the programs deemed n.""rrury. The schooi infrastructure and hardware
was able to maintain running these programs, however a future need will soon arise regarding upgrading the servers
and hardware that maintain these programs.

Infrastructure: The district continues to gradually evolve the network, particularly wireless, with gradual purchases
and upgrades each fiscal year. Most hardware items, such as switch hubs, routers, firewalls, an¿ wãU-Utocting units,
have a S-year shelf life, so it is important to keep these various items on a rotating replacement schedule. ñriority
has been put on maximizing network speed and consistency/up-time so our ìtudents and staff do not losã
productivity' Another areaof value within the infrastructure is reliàble back-up of data, and assurance of recovery,
in the event of disaster to hardware, Emphasis continued in 20 l1-12 on "BDñ." (Back-up and Disaster Recoueryj

ll
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for the main servers that keep productivity in place within our district. The system in place lnanages the back-up ofkey sectors of our data while also attu.ing us of the ability to restore data in the event of emergency failure of
servel's.

Contacting the District Financial Management

This financial report is designed to provide our citizens, taxpayers, parents, students, investors and creditors with ageneral overview of the District's ftnances and to show the Boârd's àccountability for ttre money it receives. If you
have questions about this-report or wish to request additional information, pleasô contact Robin Kitchen, Business
Manager, Harmony Area School District, 5239 Ridge Road, Westover, PA 16692 or 814-g45-T9ls, extension 154.
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I{arrnony Area School District
Statement of Net Assets

June 30, 2012

Governmental

Activities

Assets

Cunent assets:

Cash and equivalents
Investments

Taxes receivable
Intergovemmental receivab les
Other receivables

Inventories
Prepaid expenses

Other curuent assets

Total current assets

Noncurent assets:

Land
Depreciable capital assets, net
Construction in progress

Defened bond costs, net
OPEB asset

Total noncurrent assets

Total assets

Liabilities
Cunent liabilities:

Internal balances

Due to othel goverrunents
Accounts payable

Current portion of long-term obligations
Accrued interest payable
Accrued salaries and wages
Defered revenue

Total curent liabilities

Noncurent liabilities:
Bonds and noles payable, net ofdiscount
Lease purchase obligations
Long-term portion of compensatecl absences

Totaì noncurent liabilities

Total liabilities

Net assets
Invested in capital assets, net ofdebt
Restricted for debt service (spendable)
Restricted for capital projects (spendable)
Unrestricted

Total net assets

Total liabilities and net assets

s 2,950,457

5,500,700

300,840
196,260

6,573

14,353

1,300

2,756

8,973,239

5,000
2,543,740

3 35,280

t40,957
130,622

3,155,599

q_pJzqdig

$ (56,26 1)

51,239

96,0gg

228,7 19

29,620

307,327
2,000

657,742

7,397,747

1,521
185,597

7,584,865

8,242,607

910,052
15,172

l, l57,0gg

1r803,909

3,996,231

ql?J?qË!

$ 3 1,553

0

0

0

0

5,696

0

0

Business-Type

Activities Total

$ 2,982,0 10

5,500,700
300,840
196,260

6,573
20,049

1,300

2,756

9,010,488

5,000
2,5g3,ogg

335,280

140,957
130,622

3, 194,95 g

w20s!!!

$0
51,239

98,316

229,324

28,620

307,327
4,599

719,484

'1,397,747

1,521
187,4t2

7,586,690

9,306,164

949,411
15,172

l,l57,0gg
1,777 ,601

3,899,282

ÐJ220!4!5-

37,249

0

39,359
0

0

0

39,359

$ 76,608

$ 56,261

0

2,279
60s

0

0
2,598

61,742

0

0

1,915

1,8 l5

63,557

îq ?5q

0
0

(26,308)

I 3,05 I

q__zr,qgq

See accompanying notes to the basic frnancial statements.
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Governmental Activities:
Instruction $ 3,402,634
lnstructional student support 544,159
Administration and financ ial

support 690,394
Operations and maintenance

ofplant 39g,466
Pupil transporration 415,673
Student activities ß9,543
Community g99
Interest on long-term debt g0,g00

Totalgovernmentalactivities 5,692,56g
'Business-Type 

Activities:
Food service 275,BBl

Total primary government $ 5,968,449

General Revenues:
Taxes levied
Grants, subsidies and contributions, not restricted
I¡vesünent earnings
Miscellaneous

Total general revenues

Change in net assets

Net assets, beginning of year, restated

Net assets, end of year

Exoenses

Harmony Area School District
Statement of Activities

For the Year Ended June 30, 2012

__ progam Revenues
Charges for Operating Grants Cupiøf Cruot,
Services and Contributions and Contributions

$0
0

0

0

0
3,972

0
0

3,972

90,872

g__2!t3!

$ 1,015,033
222,692

6,494

0
401,167

0
0

llt,936

1,757,302

195,093

s r,952,395

Net (Expenses) Revenues and
Changes in Net Assets

Cot "*"

0

0

0

98,490
0
0

0
0

Activities Acrivities

s (2,387,601)
(321,477)

(683,910)

Q99,e76)
(14,506)

(155,671)
(8ee)

3 1,136

(3,832,904)

0

(3,832,904)

1,139,375
2,709,529

11,203
5,599

3,863,695

30,791

3,855,440

$_!,8!rë!

98,490

0

q___2q4q

$0
0

See accompanying notes to the basic financial statements.
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Total

$ (2,387,601)
(321,417)

(683,e 10)

(299,976)
(14,506)

(155,67i)
(8ee)

31,136

(3,832,904)

10,094

(3,822,920)

1,138,375
2,708,529

11,2A6

5,599

3,863,699

40,979

3,858,404

ïJ,8e2282

0

0

0

0
0

0

10,094

10,094

0

0
aJ

)

10,097

2,964

s 13,051



Harmony Area School District
Balance Sheet

Governmental Funds
June 30, 2012

Assets

Cash and cash equivalents
Investments

Taxes receivable

Due from other funds
Due from other govenìments
Other receivables
Inventories
Prepaid expenses

Other cunent assets

Total assets

Liabilities and Fund Balance
Liabilities

Due to other govemments

Accounts payable

Accrued salaries and benefits
Defened revenue

Total liabiliries

Fund Balance
Nonspendable fund balance
Restricted fund balance
Committed fund balance
Unassigned fund balance

Total fund balance

Total liabilities and fund balance

General

Fund

$ 1,686,033

700
300,840

56,261

196,260

6,573
14,353

1,300

2,756

s 2,265,076

$ 51,239

96,098

307,327
256,885

711,549

15,653

0

590,820
947,054

1,523,527 6,749,252

$2,265,076 S 6,749,252

ï q!2]2 $__!:J1Z $__9{22J9q

0

0

0

0

0

0

0

0

$ 51,239

96,098

307,327
256,995

7 | 1,549

15,653

6,764,424

590,820
947,054

g,317,g5l

0

6,749,252

0

0

Major Fund

Capital
Projects

$ 1,249,252

5,500,000

0

0

0

0

0

0

0

Non-Major
Fund

Debt Serviie

'lotal

Governmental

Funds

$ 15,172

0

0

0

0

0

0

0

0

s 2,950,457

5,500,700

300,940

56,261

196,260

6,573
14,3 53

1,300

2,7 56

0

15,172

0

0

15,172

$___ltze $__ 
jp2¿¡9q

See accompanying notes to the basic financial statements.
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Total fund balance - governmental funds

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 the assets is $8,019,956
and the accumulated depreciation is $5,135,936.

Property taxes receivable will be collected in the future, but
are not available soon enough to pay for the current period's
expenditures and therefore are defened in the funds.

Bond issue costs are recorded as expenditures in the year of
the bond issue in the funds, but represent an asset on the
Statement of Net Assets that is amofiized to expense over
the life of the debt, The bond costs total 5177,320 and the
accumulated amoltization is $36,363.

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

General obligation bonds
Lease obligations
Cornpensated absences
Accrued interest payable
Bond discount, net of amoftization
OPEB asset

Net assets of governmental activities

$(7,645,000)
(3,3 75)

(247,462)
(28,620)
82,253

t30.622

Harmony Area School District
Reconciliatiou of the Governmental Funds Balance Sheet

To the Statement of Net Asscts
June 30, 2012

See accompanying notes to the basic financial statements.
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$ 8,3 17,95 I

2,884,020

254,885

140,957

(7 .7 tt .s82)
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Harmony Area School District
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2012

General

Fund

$ 1,274,606

3,927 ,770
557,444

5,759,920

3,363,992
l,9l2,gg4

155,689

0

143,357

5,57 5,972

l g3,g0g

0

0

(207,325)

3,765

0

0

(203,560)

(19,652)

Major Fund

Capital
Projects

$ 6,844

0

0

$ l,2g l,45o
3,927,770

557,444

5,766,664

3,363,992
2,015,820

l55,6g9
305,290

342,444

6,183,215

(4 16,55 I )

6,000,000

I ,8 I 0,000

0

3,765
(1,ó90,000)

(79,284\

6,044,491

5,627,930

2,690,021

q__iilzp¡!

Non-Major Total
Fund Govemmental

Debt Service Funds
Revenues

Local sources

State sources

Federal sources

Total revenues

Expenditures
Instruction
Support services
Non-instructional services
Capital outlay

Debt service (principal and interest)

Total expenditures

Excess of re.venues

over (under) expenditures

Other financing sources (uses)

Bonds issued

Refunding bonds issued

Interfund transfers
Sale/compensation for fixed assets
Debt service-refunded bond issues

Debt service-bond discounts

TotaÌ other financing sources (uses)

Net change in fund balance

Fund balance, beginning ofyear

Fund balance, end ofyear

1,573,179 l,116,g42

$ 1,553,527 $ 6,749,252

0

0

0

6,844

0

69,330
0

305,280

0

374,610

(367,766\

6,000,000
0

40,000

0

0

(3e,824\

6,000,176

5,632,410

0

33,606

0

0

1gg,0g7

232,693

(232,693\

0

1 ,g 10,000

t67,325
0

( I,690,000)
(39,460)

247,965

15,172

s 15,172

See accompanying notes to the basic financial statements.
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Harmony Area School District
Reconciliation of the Statement of Revenues, Expenditures and

Changes in Fund Balances To the Statement of Activities
For the Year Ended June 30, 2012

Total net change in fund balance - governmental funds

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

Governmental funds report capital outlays as expenditures. However,
in the statement of activities, the costs of those assets are allocated over
their estimated useful lives as depreciation expense. This is the amount
by which capital outlays exceeded depreciation expense in the curent
period:

$ 5,627,930

t45,028

(1 18,102)

(5,955,000)

2,799

(3,237)

1,854

Because some propefiy 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 revenues
decreased by this amount this year.

\epayment of bond principal is an expenditure in the governmental
funds, but reduces long-term liabilities in the statement of net assets,
Issuance of bonds is an other financing source in the governmental
funds, but increases long-term liabilities in the statement of net assets.
The effect of these transactions on the statement of activities is shown
below.

Capitaloutlay
Depreciation expense

Repayment of bond principal
Issuance ofnew bonds - QSCB

Series of20l I
Refund of Series 2006
Issuance ofnew bonds - Series of20l I

$ 3l 1,245

fi66.217)

$ I65,000

(6,000,000)
1,690,000

(r.810.000)

Interest on long-term debt is recognized in the governmental funds
when it is due, In the statement of activities, lnterest expense is
recognized as interest accrues, This amount represents the différence.

In the govemmental funds, compensated absences are measured by the
amounts used. The statement of activities measures by the amounts
earned. This amount represents the difference.

Repayment of capital lease obligations is an expenditure in the
governmental funds but reduces long-term liabilities in the statement of
net assets. This was the amount of the lease payrnents made in z0ll-lz.

Post-employment benefrts are recognized as expenditures in the
governmental funds when they are paid. In the statement of activities,
post-employment benefits are recognized as expenses when incurred.
This amount represents the difference.

19
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Harmony Area School District
Reconciliation of the Statement of Revenues, Expenditures and

Chauges in Fund Balances To the Statement of Activities
For the Year Ended June 30, 2012

Governmental funds report bond costs and bond discounts as
expenditures in the year of issue. In the statement of activities, they are
amoftized over the term of the debt. This is the amount by which new
bond costs ($98,184) and bond discounts ($79,2S5) exceeded
amoftization expense (514,234) in the cunent period.

Refund ofprior year expenditures represents current financial resources
in the fund financial statements. However, in the statement of
activities, this represents a prior year adjustment to net assets.

Change in net assets of governmental activities

See accompanying notes to the basic

20
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71.030

L_30J91
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Harmony Area School Districl
Statement of Net Assets

Proprietary Fund
June 30, 2012

Assets

Culrent assets:

Cash and cash equivalents
Inventory

Total cutTent assets

Noncurrent assets:

Machinery and equipment, net

Total noncunent assets

Total assets

Liabilities
Curuent liabilities:

Due to other funds
Accounts payable

Current portion of compensated absences
Defen'ed reveuues

Total curuent liabilities

Noncurent liabilities:
Long-term portion of compensated absences

Total noncurrent liabilities

Total liabilities

Net assets

Invested in capital assets

Unrestricted

Total net assets

Total liabilities and net assets

Food

Service

$ 3 1,553

5,696

37,249

39,359

39,359

q_zgú99

$ 56,261

2,278

605
2,599

61,742

1,815

1,8 l5

63,557

39,359
(26,308)

13,051

S JÉÉgq

to the basic financial statements.
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Harmony Area School District
Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Fund
For the Year Ended June 30, 2012

Operating revenues
Food service revenue
Other operating revenue

Total operating revenues

Operating expenses
Salaries

Employee benefits
Purchased properfy services
Other purchased services
Supplies

Depreciation

Total operating expenses

Operating income (loss)

Nonoperating revenues (expenses)
Earnings on investments
State sources

Federal sources

Total nonoperating revenues (expenses)

Change in net assets

Total net assets, beginning ofyear

Total net assets, end ofyear

Food

Service

$ 85,509
5,363

90,872

61,229

37,140
3,194

192

t69,263

4,963

275,881

(185,009)

J

15,930

179,163

195,096

10,087

2,964

$__110s_L

See accompanying notes to the basic financial statements.
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Harmony Area School District
State¡nent of Cash Flows

Proprietary Fund
For the Year Ended June 30, 2012

Cash flows from operating activities
Cash received from users

Cash received from other operating revenue
Cash payments to employees for services

Cash payments to suppliers for goods and services

Net cash provided by (used for) operating activities

Cash flows from non-capital fTnancing activities
State sources

Federal sources

Operating transfers in (out) primary govemment

Net cash provided by (used for) non-capital financing activities

Cash flows from capital and related financing activities
Capital outlay

Net cash provided by (used for) capital and frnancing activities

Cash flows from investing activities
Eamings on investments

Net cash provided by (used for) investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning ofyear

Cash and cash equivalents, end ofyear

Reconciliation of operating income (toss) to net cash provided by (used
for) operating activities:

Operating incorne (loss)

Adjustments to reconcile operating i'come (loss) to net cash provided by
(used for):

Depreciation
(Increase) decrease in inventories
Increase (decrease) in accounts payable
Increase (decrease) in accrued salaries/benefits
Increase (decrease) in deferred revenue

Total adjustments

Net cash provided by (used for) operating activities

Food

Service

$ 83,358

5,363
(86,850)

(169,592)

(t67,721\

16,068

I 80,7 l5
0

t96,783

(24,005)

(24,0051

5,060

26,493

q_ëJl1

$ (t 85,009)

4,963
2,504

I I,694
388

(2,151)

17,2gg

s (167,721)

See accompanying notes to the basic financial statements,

23



Assets

Cash and cash equivalents

Total assets

Liabilities
Due to students

Total liabilities

Net assets

Held in trust for scholarships

Total net assets

Total liabilities and net assets

I{armony Area School District
Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2012

Agency
Fund

$ 21,655

q_?!!€

$ 21,655

21,655

Private

Pupose
Trust

$ 3,236

$__i¿36

3,236

3,236

$ 3,23 6

Total
Fiduciary

Funds

s 24,891

$24q9r

$ 21,655

21,655

3,236

3,236

q4,q9r$ 21,655

See accompanying notes to the basic financial statements.
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Additions:
Other additions

Totaladditions

Deductions:
Scholarships awarded

Total deductions

Change in net assets

Net assets, beginning of year

Net assets, end ofyear

Harmony Area School District
State¡nent of Changes in Fiduciary Net Assets

Fiduciary Funds
For thc Year Ended June 30, 2012

Private Purpose

Trust

250

(244)

3,480

g__3239

See accompanying notes to the basic frnancial statements.
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Harrnony Area School District
Notes to Finaä;:"j;t2*""u

Description of School District and Reporting Entity

The Harmony Area School District, formed in 1957, is a Local Education Agency of the third class, governed
by a nine-member publicly elected board, located in the Commonwealth of Pennsylvania. The District provides
educational services to approximately 380 students from Westover Borouglr and the Townships of Chest and
Burnside, all located in Clearfield County, Pennsylvania, and Cherry Tree Borough in Indiana Counfy,
Pennsylvania.

A reporting entity is comprised of the primary government, component units and other organizations that are
included to ensure that the basic f,rnancial statements of the School District are not misleading. The primary
governn1ent consists of all funds, departments, boards and agencies that are not legally separate from the School
District. For Harmony Area School District, this includes general operations, food service, and student related
activities of the School Dishict.

Component units are legally separate organizations for which the School District is financially accountable.
The School District is financially accountable for an organization if the School District appoints a voting
majority of the organization's governing board and (l) the School Dishict is able to signifîcantly influence the
programs or services performed or provided by the organization; or (2) the School District is legally entitled to
or can otherwise access the organization's resources; the School District is legally obligated or has otherwise
assumed the responsibility to finance the deficits of, or provide financial suppoú to the organization; or the
School Dish'ict is obligated for the debt of the organization, Component units may also include organizations
that are f,rscally dependent on the School District in that the School District approves the budget, the issuance of
debt or the lerying of taxes. The School District has no component units,

Summary of Signifïcant Accounting Policies

The flrnancial statements of the School District have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to local govemmental units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental accounting and
fltnancial principles. The more significarrt of these accounting policies are described below.

A, Basis of Presentation

The School District's basic fïnancial statements consist of government-wide statements, including a
statement of net assets and a statement of activities, and fund frnancial statements which provide a more
detailed level of financial information.

Govemment-wide Financial Statements

The statement of net assets and the statement of activities display information about the School District as a
whole. These statements include the hnancial activities of the primary goverrrment, except for frduciary
funds.

,'

26



Harmony Area School District
Notcs to Financial Statements

June 30, 2012

The statetnent of net assets presents the financial condition of the governmental and business-type activities
of the School District at year end. The statement of activitiei presents a comparison between direct
expenses and program revenues for each program or function of the School District's govemmental and
business-type activities. Direct expenses are those that are specifically associated with a service, program
or department and, therefore, clearly identifiable to a particular function. Program revenues include
charges paid by the recipient of goods and services offered by the programs, and grants and contributions
that are restricted to meeting the operational or capital requirements of a particuiar program. Revenues
which are not classified as program revenues are presented as general revenues ofthe Schõol District. The
comparison of direct expenses with program revenues identifies the extent to which each business segment
or govemmental function is self-financing or draws from the general revenues of the School District.

Fund Financial Statements

Fund hnancial statements are also provided in the repof for all governmental funds, proprietary funds, and
the fiduciary funds of the School District, Major individual governmental funds and major individual
enterprise funds are reporled as separate columns in the fund statements. Non-major funds are aggregated
and presented in a single column, Fiduciary funds are reported by fund type,

B. Fund Accounting

The School District uses funds to maintain its financial record during the year. A fund is defined as a fiscal
and accounting entity with a self balancing set of accounts, There are three categories of funds:
governmental, proprietary and fiduciary.

Governmental Funds

Govemmental funds are those through which most governmental functions typically are financed.
Governmental fund reporting focuses on the sources, uses and balances of current financial resources.
Expendable assets are assigned to the various governmental funds according to the purposes for which they
may or must be used, Curent liabilities are assigned to the fund from which they will be paid, The
difference between governmental fund assets and liabilities is reported as fund balance. The following are
the School District's major governmental funds:

General Fund - The general fund is the operating fund of the School District and is used to account for all
financial resources except those required to be accounted for in another fund.

Capital Projects - The capital projects fund is used to account for and report financial resources that are
restricted to be used for the acquisition, construction, or renovation of major capital facilities or equipment,
and for debt service.

The other governmental funds of thç School District account for grants and other resources whose use is
restricted to a particular purpose.
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Harmony Area School District
Notes to Financial Statements

June 30, 2012

Proprietary Funds

Proprietary funds focus on the determination of changes in net assets, financial position and cash flows and
are classified as either internal service or enterprise funds. Internal service funds account for the furancing
of services provided by one department or agency to other departments or agencies of the School District.
There are no internal service funds. Enterprise funds may be used to account for any activity for which a
fee is charged to external users for goods and services. The following is the School Distr.ict's major
enterprise fund:

Food Service Fund - This fund accounts for the financial transactions related to the food service operation
of the School District.

Fiduciary Fund

Fiduciary fund reporting focuses on net assets and changes in net assets, The fiduciary fund category is
split into four classifications: peusion trust fi;nds, investment trust funds, private-purpose trust funds and
agency funds. Trust funds are used to account for assets held by the School District under a trust
agreement for individuals, private organizations, or other governments and are therefore not available to
support the School District's own programs, The School District's only trust fund is a private purpose trust
which accounts for a scholarship program for students. The agency fund is custodial in nature (assets equal
liabilities) and does not involve measurement of results of operations. The School District's agency fund
accounts for those student activity programs which have student participation in the activity and have
students involved in the management of the program.

C. Measurement Focus

Govemment-wide Financial Statements

Govelnlnent-wide fïnancial statemenfs are prepared using the economic resources measurement focus. All
assets and all liabilities associated with the operation of the School District are included on the statement of
net assets.

Fund Financial Statements

Fund flrnancial statements are accounted for using a flow of current financial resources measurement focus.
With this measurement focus, only cun'ent assets and current liabilities generally are included on the
balance sheet. The statement of revenues, expenditures and changes in fund balances reports on the
sources (i.e. revenues and other financing sources) and uses (i.e, expenditures and other frnancing uses) of
current financial resourçes. This approach differs from the manner in which the governmental activities of
the government-wide f,inancial statements are prepared. Governmental fund fînancial statements therefore
include a reconciliation with brief explanations to better identify the relationship between the govemment-
wide statements and the statements for governmental funds.

Like the govemment-wide statements, the proprietary fund is accounted for on a flow of economic
resources measurement focus. All assets and all liabilities associated with the operation of these funds are
included on the statement of net assets. The statement of changes in net assets presents increases (i,e.
revenues) and decreases (i.e. expenses) in net total assets. The statement of cash flows provides
information about how the School District finances and meets the cash flow needs of its proprietary
activities.
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I{armony Area School District
Notes to Financial Statements

June 30, 2012

Proprietary Fund types 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 a proprietary fund's principal ongoing operation, The principal operating revenues of the
Food Service fund are charges for sales and services, Operating expenses ofthe Fo-od Service Fund include
the cost of sales and services and administrative expenses, Ãll i"venues and expenses not meeting this
definition are reported as non-operating revenues and expenses.

Fiduciary funds are reported using the econo¡nic resources measurement focus.

D. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements. Government-wide financial statements are prepared using the accrual basis of
accounting. Governmental funds use the modified accrual basis of accounting, Proprietary and frduciary
funds also use the accrual basis of accounting, Differences in the accrual and the modified accrual basis of
accounting arise in the recognition ofrevenue, the recording ofdeferred revenue, and in the presentation of
expenses versus expenditures.

Revenues - Exchange and Non-Exchange Transactions

Revenue resulting from exchange hansactions, in which each parly gives and receives essentially equal
value, is recorded on the accrual basis when the exchange takes place. On a modified accrual baiis,
revenue is recorded in the flrscal year in which the resources are measurable and become available.
Available means that the resources will be collected within the current f,rscal year or are expected to be
collected soon enough thereafter to be used to pay liabilities of the current fiscal year. For the School
District, available means expected to be received within sixty days of fîscal year-end,

Non-exchange tt'ansactions, in which the School District receives value without directly giving equal value
in retum, include income taxes, property taxes, grants, entitlelnents and donations. Revenue from property
taxes is recognized in the fiscal year for which the taxes are levied (see Note 5). Revenue from grants,
entitlements and donations is recognized in the fiscal year in which all eligibility requirements have been
satisfied, Eligibility requirements include timing requirements, which speci$r the year when the resources
are required to be used or the year when use is first permitted, matching requirements, in which the School
District must provide local resources to be used for a specified purpose, and expenditure requirements, in
which the resources are provided to the School Disfrict on a reimbursement basis. On a modiflied accrual
basis, revenue from non-exchange transactions must also be available before it can be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable and
available at year end: property taxes available as an advance, interest, tuition, grants, fees and rentals.

Deferred Revenue

Defered revenue arises when assets are recognized before revenue recognition criteria have been satisfied.

Deferred revenue in the govemment-wide financial statements includes grants and entitlements received
before the eligibility requirements were met.

On governmental fund financial statements, receivables that will not be collected within the available
period (property taxes) have also been reported as deferred revenue.
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Exnenses/Expend itures

On the accrual basis ofaccounting, expenses are recognized at the time they are incurred.

The measurement focus of governmental fund accounting is on decreases in net {inancial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in
which the related fund liabiliry is incurred, if measurable. Allocations of cost, such as depreõiátion and
amortization, are not recognized in governmental funds,

Budgetary Data

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

The Pennsylvania School Code dictates specific procedures relative to adoption of the School Dishict'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 adopt a proposed budget at least thirty (30) days prior to adoption ofthe
annual budget, The proposed budget shall be printed or otherwise made available for public inspection to
all persons and shall be made available for duplication to any person, on request, at least twenty (20) days
prior to the date set for the adoption of the buãget. Final aciion shall not be taken on the propósed budget
until after ten (10) days ofpublic notice.

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 rnembers of the board is required. The amounts
reported as the original budgeted amounts in the budgetary statements reflect the amounts in the certificate
when the original appropriations were adopted, The amounts reported as the fìnal budgeted amounts in the
budgetary statements reflect the amounts in the final amended certificate issued during fiscal year 2012.

Fund balances in budgetary funds may be appropriated based on resolutions passed by the Board of
Education, which authorized the School District to make expenditures. Appropriations lapse at the end of
the flrscal 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.

Included in the General Fund budget are program budgets as prescribed by the State and Federal agencies
funding the program. These budgets are approved on a program by program basis by the State or Federal
funding agency.

An Entetprise fl¡nd budget is not adopted; however, a formal budget is prepared and approved by
management and expenditures are controlled on the basis of this budget.

Prepaid Items

Payments made to vendors for services that will benefit periods beyond June 30, 2012, are recorded as
prepaid items using the consumption method. A current asset for the prepaid amount is recorded at the
time of the purchase and an expenditure/expense is reported in the year in which services are consumed,

F.
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Inventory

On govemment-wide f,rnancial statements inventories are presented at the lower of cost or market on a first-
in, f,rrst-out basis and are expensed when used,

Inventories in governmental funds are stated at cost by the first-in, fìrst-out method. The purchase method
is used to account for inventories, Under the purchase method, inventories are recorded as expenditures
when purchased; however, an estimated value of inventories ($14,353) is repoÉed as an asset in the
General Fund. The inventories in the General Fund are equally offset by nonspendable fund balance,
which indicates they do not constitute "available spending resources" even though they are a component of
net current assets. The General Fund is the only governmental fund that has material inventory balances as
ofJune 30,2012.

A physical inventory of the Food Service Fund food and supplies was taken as of June 30,2012. The
inventory consisted of govemment donated commodities which are valued at estimated fair market value,
and purchased commodities and supplies, both valued at cost using first-in-first-out (FIFO) method, Any
unused commodities donated by the federal government at June 30,2012 are reported as deferred revenue,

Capital Assets

General capital assets result from expenditures in the governmental funds. These assets are reported in the
governmental activities column of the government-wide statement of net assets but are not reported in the
fund financial statements. Capital assets used by the enterprise fund are reported in both the business-type
activities column on the government-wide statement of net assets and in the fund hnancial statements,

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated fixed assets are recolded at their fair rnarket values as of the date
received. The School District maintains a capitalization threshold of fifteen ($1,500) hundred dollars.
The School District does not possess any infrastructure. Improvements are capitalized; the costs of
normal maintenance and repairs that do not add to the value of the asset or materially extend an asset's
Iife are not capitalized.

All reported capital assets, except for land and construction in progress, are depreciated, Improvements
are depreciated over the remaining useful lives of the related capital assets. Depreciation is computed
using the shaight-line method over the following useful lives:

Desctiption Estimated Lives

H.

Buildings and Improvements
Fumiture and Equipment

15 - 40 years
5 - 20 years

I. Bond Issue Costs

The costs incurred by the District to issue the General Obligation Bonds have been recorded as a deferred
asset that is being amortized over the life of the related bonds using a shaight-line basis of amortization.

J. Original Issue Discounts and Premiu¡ns

Bond premiums and discounts are repofted as direct adjustments to the face amount of the bond and are
deferred and amortized over the life of the bond using the straight-line method of amortization.
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Receivables and Payables

Transactions between funds that are representative of lending/bonowing arrangements outstanding at the
end of the fiscal year are referred to as either "due tolfrom other funds" (i.e. the current porlion of interfund
loans) or "advances to/from other funds" (i.e, the non-current portion of interfund loans). Any residual
balances outstanding between the governmental activities and business-type activities are repofted in the
government-wide financial statements as "internal balances." In govemmental fund financial statements,
advances between funds are offset by an amount reported as nonspendable fund balance to indicate that
they are not available for appropriation and are not expendable available financial resources.

All receivables are determined to be collectible, and no allowance has been established,

Receivables from and payables to extemal parties are reported separately and are not ofßet in the
proprietary fund financial statements and business-type activities of the govemment-wide financial
statements, unless a right of offset exists.

Fund Balance Classifïcation

Beginning with frscal year 2011, the District implemented GASB Statement No. 54, "Fund Balance
Reporting and Governmental Fund Type Definitio¡rs." This Statement provides more clearly defined fund
balance categories to make the nature and extent of the consûaints placed on a govelnment's fund balances
more transparent. The following classifications describe the relative strength of the spending constraints:

. Nonspendable fund balance - amounts that are not in spendable form (such as inventory or prepaid
items) or are required to be maintained intact.

o Restricted fund balance - amounts constrained to specific purposes by their providers (such
grantors, bondholders, and higher levels of government), through constitutional provisions, or
enabling legislation.

o Committed fund balance - amounts constrained to specific purposes by the District itself, using its
highest level of decision-making authority (i.e., School Board). To be reported as committed, amounts
camot be for any other purpose unless the District takes the same highest level action to remove or
change the constraint,

' Assigned fund balance - amounts the District intends to use for a specific purpose. Intent can be
expressed by the School Board or by an official or body to which the School Board delegates the
authority.

o Unassigned fund balance - amounts that are available for any purpose. Positive amounts are reported
only in the general fund.

L.

as

by
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As of June 30,2012, fund balance components, other than unassigned, consist of the following:

Nonspendable Restricted Committed
General fund:

Inventory/prepaid expenses
Future retirement costs
Future health care costs

Capital projects fund

Debt service fund

Total

$ 15,653 $
0
0

0

0

$låé53

0$
0

0

0

220,000
370,820

0

$590-820

6,749,252

t5.172

sÁJß4A24

The School Board establishes (and modiflres or rescinds) fund balance commitments by resolution of the
board, A fund balance commitment is furlher indicated in the budget document as a commitment of the
fund, Assigned fund balance is established by the School Board through adoption or amendment of the
budget as intended for a specific purpose.

The District would typically use Reshicted fund balances first, followed by Committed resources, and then
Assigned resources, as appropriate opportunities arise, but reserves the right to selectively spend
Unassigned resources first to defer the use of these other classified funds,

M. Accrued Liabilities and Long-term Obligations

All payables, accrued liabilities and long-term obligations are repofied in the government-wide financial
statements, and all payables, accrued liabilities and long-term obligations payable fi'om proprietary funds
are reported on the proprietary fund financial statements.

In general, governmental fund payables and accrued liabilities that, once incurred, are paid in a timely
maruler and in full frorn current frnancial resources, are repoÍed as obligations of the funds. Ho\.vever,
claims and judgments, compensated absences, special termination benefits and contracfually required
pension conhibutions that will be paid from governmental funds are repofted as a liability in the fund
frnancial statements only to the extent that they are due for payment during the current year, Bonds are
recognized as a liability on the fund financial statements when due.

N. Net Assets

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

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

The govemment-wide statement of net assets reports 51,172,270 of restricted net assets, of which
S1,157,098 is restricted by enabling legislation for Capital Projects, and $15,172 by bond indenture for
Debt Service.
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Estimates

The preparation of financial statements in conformily with accounting principles generally accepted in the
United States of America requires management to make estimates ana âssurnption-r that aifect the amounts
reported in the financial statements and accompanying notes, Actual results may differ fi.om those
estimates.

Pension Plan

Substantially all full-time and part-time employees of the District participate in a cost-sharing multiple
employer defìned benefit pension plan. GASB Statement No. 27, Accountíng þr Pensions by State ønd
Local Governmental Employers requires an employer that participates in such â plan to recognize annual
pension expenditures or expenses equal to its contractually required contributions, subject to the modified
accrual basis of accounting in govemmental funds. (That is, if contributions from govêrnmental funds are
required but not made, the difference would not be reported as an expenditure but ai a long-term liability if
not payable with expendable, available financial resources.) The District made all requiied contributions
for the year ended June 30, 2012, and has recognized them as expenditures and expenses in the
governmental and proprietary funds, respectively.

3. Cash and Cash Equivalents and Investments

Under Section 440.1 of the Public School Code of 1949, as amended, the District is permitted to invest its
monies as follows:

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

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

The deposit and investment policy of the school district adheres to state statutes and prudent business practice.
Cash equivalents are defined as short-term, highly liquid investments that a.e readily convertible to known
amounts of cash and include investments with original maturities of three months or less. Cash and cash
equivalents consist of demand deposits at a local bank. The market values of deposits are equal to the cost of
the deposits.

The District invests in the Pennsylvania Schsol District Liquid Asset Fund (PSDLAF). PSDLAF was
established to enable school districts to pool funds for investment in instruments authorized by Section 440, t of
tlre Pennsylvania School Code of 1949,as amended. These funds have the characteristics of open-end mutual
funds and are not subject to credit risk classification.

The District invests in long-term certifïcates of deposit at local financial institutions, as well as in a
collateralized investment pool with the Pennsylvania School District Liquid Asset Fund (PSDLAF), The
investments are stated at cost including accrued interest which approximates market value.

o.

P.
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Cash

Custodial Credit Risk - Deposits

Custodial credit risk is the risk that in the event of a bank failure, the District's deposits may not be returned toit. The District does not have a policy for custodial credit risk, however, the District's deposits in excess of the
FDIC limit are collateralized in accordance with the Pennsylvania Security for Public Deposits Act. As of June
30,2012,52,644,220 of the District's bank balance of $2,9i0,092 was exposed to custodiàl risk as:

Uninsured and unco I late r alized
collateralized with securities held by the pledging frnancial institution
uninsured and collateral held by the pledging bank's trust department
not in the District's name

Total

Reconciliation to Financial Statements

Uninsured amount above
Add: Insured amount

Deposit in transit
Less: Outstanding checks
Carrying amount - bank balances
Add: Petry cash

Pooled cash equivalents
Less: Certificates of deposit considered investments

Total cash per hnancial statements

Investments

As of June 30,2012, the District had the following investments:

Investinent Maturitv

$0
0

2.644.220
s 2.644.220

s 2,644,220
265,972

0
(s8.686)

2,851,406
250

155,945
(7oo)

$_3006.90r

Fair Value

$ 700
5,500,000

155.945

$5-656.645

CeftifÌcates of Deposit 12 months
Collateralized investment pool (PSDLAF) 9t days
PA School District Liquid Asset Fund (PSDLAF) N/A

Total

Interest Rate Risk

The District does not have a formal investment policy that limits investment maturities as a means of managing
its exposure to fair value losses arising from increasing interest rates.

Credit Risk

The District has no investment policy that would lirnit its investment choices to certain credit ratings. As of
June 30, 2012 the District's investments were rated as follows:

Investment
PA School District Liquid Asset Fund

Standard & Poor's
AAAm
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Concentration of Credit fusk

The District places no limit on the amount the District may invest in any one issuer.

Custodial Credit Risk

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

Reconciliation to Financial Statements

Total investments above
Less: Deposits in investment pool considered cash equivalent

Total investments per financial statements

4, Real Estate Taxes

August I
August I -October3l
November 1-November30
December I -December3l
January l5

$5,656,645
(1 ss.e4s)

$5t00,700

Real estate taxes for the School District are collected from Westover and Cherry Tree Boroughs and Chest and
Bumside Townships. The tax on real estate for public school purposes for fiscal 2012 was 85.46 mills for Clearfield
County and 60.28 mills for Indiana County, as levied by the Boaid. Assessed valuations of property ($12,300,433)
are determined by Clearfield and Indiana Counties, and the elected tax collectors are responsible for collection. The
schedule for real estate taxes levied for each hscal vear is as follows:

- Levy Date
- 2olo Discount Period
- Face Amount Period
- 107o Penalty Period
- Lien Date

5, Taxes Receivable

The elected tax collectors are required to return any uncollected real estate taxes to the county's tax claim
bureau by January 15. It has been determined the amount of outstanding taxes as of June 30,z}li is $300,840,
The School District, in accordance with accounting principles g"n".ally accepted in the United States of
America, recognized the delinquent and unpaid taxes receivable. An allowance for uncollectible taxes was not
established by the administration. A portion of the amount estimated to be collectible which was measurable
and available within 60 days was recognized as revenue and the balance deferred in the fund fÏnancial
statements.
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Uncollected taxes for the year ended June 30,2012:

Delinquent Real Estate
Earned Income Taxes
Real Estate Transfer Taxes

Uncollected Taxes Recognized
as Revenue (received within 60 days)

Real Estate Tax Deferred

Total Taxes Receivable

$ 40,637
3,428
1.890

45,955

254.885

s300,840

Proprietary Fund

6. Deferred Revenues

Defened revenue arises when assets are recognized before revenue recognition criteria have been satisfied. On
the fund financial statements, general fi.rnd defened revenues of$256,885 represent deferred real estate taxes of
$254,885 and defered grant revenue of g2,000 at June 30,2012. Deferred revenues of $2,59g in the
proprietary fund at June 30,2012 represent donated commodities inventory which will be recognized as both
revenue and expense when consumed.

7, Due From Other Governments

Amounts due from other governments represent receivables for revenues earned by the School Dishict or
collections made by another governmenfal unit on behalf of the School District. At June 30, 2012, the
following amounts are due from other govemmental units:

Due From

Federal
State
Local

General Fund

$ I 19,391
69,657

7.212
$196260

$0
0
0

$0
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8. Capital Assets

capital asset activity for the flrscal year ended June 30, 2012,was as follows:

Beginning
Balance

Govern mental Activities
Capital assets, not being depreciated:

Land
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Buildings and improvements
Funiture and equipment

Total capital assets, being depreciated

Less accumulated depreciation :

Buildings and improvements
Furniture and equiprnent

Total accumulated depreciation

Total capital assets, being depreciated, net

Govemmental activities capital assets, net

Business-Type Activif ies
Capital assets, being depreciated:

Equipment
Total capital assets, being depreciated

Less accumulated depreciation :

Equiprnent
Total accumulated depreciation

Business-type activities capital assets, net

Governmental Activities;
Instruction
Insfruction supporf
Administration and finance
Operation and maintenance of plant
Pupil transpoftation
Student activities
Community

$ 5,000
30.000
3s.000

6,596,946
t.076.765
7.673.71r

4,045,933
923.886

4.969.719

2.703.992

MJ3ßp92

s 233.275
233.275

213.058
213.058

$__nza

Additions Deductions

$0$0
305.280 0
305.280 0

00
s.96s 0
5.965 0

129,680 0
36.s37 0

t66.217 0

'r60.2s2) 0

$_145-028 $0

Ending
Balance

$ 5,000
335.280
340.280

6,596,946
1.082.730
7.679.676

4,17 5,513
960.423

s.1 3s.936

2543.7 40

$2.884J20

s 257.280
257.280

2t7.921
217.92t

$__39359

$ 24.005 $0
24.005 0

4.863 0
4.863 0

$__19"142 $!

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

$ 101,258
16,072
20,542
I 1,860
I l,g94
4,565

26

Total depreciation expense - governmental activities 5ló6211
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9. Deferred Bond Costs

Defen'ed bond costs include expenses on the District's bond issues as presented in the financial statements.
These costs are amoltized over the life ofthe respective bond issues.

Bond costs
Less: accumulated amortization

Total

Balance
July l. 201 I

$79,136
26,380

gs2J5Á

Additions
$98, I 84

,-9.983
$8820r

Deletions
$o

0

$0

Balance
June 30.2012

s177,320
36.363

$140'957

10. DefTned Benefit Pension Plan

Plan Description

The District contributes to a governlnental cost-sharing multiple-employer defrned benefit pension plan
administered by Pennsylvania Public School Employee's Retirement System (PSERS). Benefrt provisions of
the plan are established under the provisions of the Pennsylvania Public School Employees' Retirement Code
(the Code) and may be amended by an act of the Pennsylvania State Legislature. The plan provides retirement
and disability, legislatively mandated ad hoc cost-of-living adjustments, and healthcare insurance premium
assistance to qualifuing annuitants, It also provides forrefunds of a member's accumulated contribution upon
termination of a member's employment in the public school sector, PSERS issues a publicly available f,rnancial
reporl that includes ftnancial statements for the plan. That repoft may be obtained by writing to Diane J. Wert,
Office of Financial Management, Public School Employees' Retirement System, 5 N. 5tl' Sfteet, Harrisburg,
Pennsylvania 17101-1905, This reporl is also available on the publication section of the PSERS website at
www.psers,state.pa,us,

Fundins Policv

The contribution policy is set by the Code and requires contributions by active members, employers, and the
Commonwealth.

Contribution rates:

Member contributions -
Active members who joined PSERS prior to luly 22, 1983, contribute at 5.25Yo (Membership
Class T-C) or at 6.50%o (Mernbership Class T-D) of the member's qualiffing compensation.

Members who joined PSERS on or after July 22, 1983, and who were active or inactive as of July
1,2001, contribute at6,25o/o (Membership Class T-C) or at7.50o/o (Membership Class T-D) of the
melnber's quali$ing compensation.

Members who joined PSERS after June 30,2001 and before July 1, 2011, contribvte at7.50o/o
(automatic Membership Class T-D). For all new hires and for members who elected Class T-D
membership, the higher contribution rates began with service rendered on or after January 1 ,2002.
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Members who joined PSERS after June 30,2011, automatically contribute at the Membership
Class T-E rate of 7 .50Vo (base rate) of the member's quali$ing compensation, All new hires after
June 30, 2011, who elect Class T-F membership, contiibuté at 10.30i/o (base rate) of the member's
quali$ing compensation. Membership Class T-E and Class T-F are affected by a "shared risk"
provision in Act 120 of 20 l0 that in future fiscal years could cause the Membership Class T-E
contribution rate to fluctuate between 7.50Yo and 9.50Vo and Mernbership Class T-F ðontribution
rate could fluctuate between 10.30% and 12,30o/o.

Employer contributions - The contribution required of participating employers is based on an actuarial
valuation and is expressed as a percentage of arurual cov"reà puyrãtt auring itreþerioa for which the amount is
determined. Before July t, 1995, the school dishict and the òo*ron*"ulth shàred the employer contribution
rate equally. Since July l, 1995, the school districts are required to pay the entire employèr õontribution rate
and are reimbursed by the Commonwealth in an amount equal to the Commonwealth's-shãre as determined by
the market value/personal income aid ratio (as defrned in Act29 of 1994), which is at least one-half of the total
employer rate. For the fiscal year ended June 30, 2012, the rate of the employer's contribution was 8,65 percent
ofcoveredpayroll. TheS,65percentrateiscomposedofapensioncontributionrateofS.00percentforiension
benefits and 0.65 percent for healthcare insuiance pr".iu- assistance. Harmony Area School Dlstrict's
contributions to PSERS for the years ending June 30, 2012,2011 and 2010 were $211,739, Sl42,ll4, and
$l 14,154, respectively. Those amounts are equal to the required contribution for each year.

11. Post-employment Healthcare Benefits

The Public School Employees' Retirement System (PSERS) provides a health insurance premium assistance
, program (premium assistance), a post-employrnent healthcare plan as deflrned in the Public School Employees'

Retirement Code and amended by Act29. The program is âvailable to all eligible annuitants who elect to
pafticipate. Under this program, an ernployer contribution rate for premium ãssistance was established to
provide reserves in the Health Insurance Account that are sufficient ior the payment of premium assistance
benefits.

Participating eligible an¡uitants are entitled to receive premium assistance payments equal to the lesser of $ 100
per month or their monthly insurance premium. In order to receive premium assistãnce, eligible annuitants
must obtain their health insurance through their employer or the System's Health Options program (HOp), in
which the system acts as a conduit between the insurànce companiei and the eligible annuitant.
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12. Long-Term Obligations

During the fiscal year ended June 30, 2012, general long-term obligations cha¡ged as follows:

Beginning of the year
Issuance ofdebt
Principal retirement
Changes in compensated absences
End ofyear
Unamortized original issue discount

Less: curent portion
Long-term liabilities

Bonds
Pa)¡able

$ 1,690,000
7,810,000

(1,855,000)
0

7,645,000
(82.2s3\

7,562,747
(r 6s.000)

sf-391JA1

Compensated
Absences
s246,256

0
0

3.626
249,882

249,882
(62.470)

SJß1A]2

Capital
Lease

Obligations
s 5,229

0
(1,854)

0
3,37 5

0
3,375

(1.8s4)

$_1"521

Total General
Long-Term
Obligations
$ 1,941,495

7,810,000
(1,956,954)

3.626
7,898,257

(.82.253)

7,816,004
(229.324)

s¿586t68!

The future annual payments required to amoftize outstanding bonds payable as of June 30,2012, including total
interest payments are as follows:

General Obligation Bonds
Year Ended

June 30,

2013

20t4
20t5
2016
20t7

2018-2022
2023-2027

2028-2030

Interest
Federal

Principal Interest Subsidy
$ 335,625 $ l95,oo0 $ (305,280)

333,675 195,000 (305,280)
331,725 200,000 (305,290)
328,975 200,000 (305,280)
325,57 5 205,000 (305,280)

1,560,495 650,000 (1,526,400)
1,526,400 0 ( 1,526,400)
763,200 6,000,000 (763,200)

$ 5,s05,670 $ 7.645.000 S ts.342.400)

Total

s 225,345
223,395
226,445
223,695
))\ )o\
684,095

0

6,000,000

$ 7,808,270

In December 2006, the District issued $2,455,000 of general obligation refunding bonds (Series of 2006) to
refund the Series of200l general obligation bonds and to pay all coõts incidental tolhe issuance ofthese bonds,
The bonds bear interest rates ranging from 3,50% to 3.900/o with annual principal maturities from January 2006
through January 2020. The projected savings from the refinancing waJ$SO,O¡9. The balance outstanàing at
June 30, 2012 was $0. The Series of 2006 bonds were advance refunded in November 201 l.

In November 2011, the District issued $1,810,000 of general obligation refunding bonds (Series of 20ll) to
refund the Series of2006 general obligation bonds and to pay all coits incidental tolhe issuance ofthese bonds.
The bonds bear interest rates ranging from 1.00% to2.75%o with annual principal maturities from January 2012
through January 2020. The projected savings from the refinancing war $¡l,izl. the balance outstanding at
June 30,2012 was $1,645,000.
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Harrnony Area School District
Notes to Financial Statements

June 30,2012

In November 20 ll, the District entered into a loan agreement with the State Public School Building Authority
(Authority) for the fìnancing of a capital project. Thó Authority has a program to provide frnancinf for capitãt
projects for schools in Pennsylvania through its issuance of qualified school consttuction bonds, pursuant to a
Trust Indenture between the Authority and Wells Fargo Bank, N,A. In accordance with Section 643 1 of the
Internal Revenue Code of 1986, as amended, the Unitõd States will provide a direct interest subsidy under the
Federal Qualified School Construction bond program, which the Autliority will pass through to the bãnowers in
proportion to their pafticipation in the program.

The District has been approved by the Pennsylvania Department of Education to receive financing from
proceeds of the QSCBs to finance the District's project. The loan of $6,000,000 will be used for Uuitaing
renovations, including a new roof, boiler system, electrical wiring and security ently ways, as well as foi
payment of all costs incidental to the issuance of this loan. The loan bears interest ata'¿te of 5.088%, with
principal maturity in September 2029. However, due to the interest subsidy, the effective interest rate is 0.00%.
The balance outstanding at June 30,Z0l2 was $6,000,000.

Although the QSCB program is sfructured as a "bullet", where the bondholders are not paid until lural maturity,
the District is required to make scheduled deposits into a sinking fund (Debt Serviõe Fund) annually from
September 2012 through September 2029. The balance in the sinking fund at June 30, 2012 is $0.

Accumulated Compensated Absences

In accordance with accounting principles generally accepted in the United States of America, the District
accrues liabilities for compensated absences, Compensated absences reflect the potential cost of sick leave
eamed by employees at June 30,2012. Faculty and support staff are compensated at the per diem rate of $90.00
and $25,00, respectively, for unused sick days, The School District haì computeO a iiaUitity of $249,882 at
June 30,2012 with 5247,462 reflected in the general fund and 52,420 reflected in the proprietary fund for
unused sick days. The Districf has estimated 562,470 as current and $ 187,4 12 as long term. Due to the nature
of the obligation for accrued separation benefits, annual requirements to amoÍize such obligations are not
determinable and have not been presented.

General obligation bonds issued for governmental activity purposes are liquidated by the general fund. The
QSCB issue, however, is liquidated by the debt service fund, which is funded by transfers from the general
fund, Compensated absences liabilities for governmental activities will be paid by the general fund; whereas,
those related to business-type activities will be paid by the proprietary fund.

13. Capital Leases

The School District leases equipment under lease-to-own (capital) lease agreements. The gross amount of
assets capitalized under capital leases is $6,980. Future minimum lease payments are as follows:

Year Ended
June 30,

20t3
2014

Payment
$ 1,854

1.521
$3-315
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June 30, 2012

14. Operating Leases

The School District entered into noncancellable operating leases for computers and copiers, Rental
expenditures under ail operating lease agreements were $30,2-95 for fiscal y"u, àotz, Future minimum rental
payments required under operating leases that have remaining lease terms as of June 30 are as follows:

Year Ended
June 30,
2013
2014
20t5

Payment
s29,265

16,761
5,728

15. Post-employment benefits

From an accrual accounting perspective, the cost of postemployrnent healthcare benefits, like the cost of
pension benefltts, should be associated with the periods in which tire cost occurs, rather than in the future year
y-h.l i! will be paid, In adopting the requirements of GASB Statement No. 45 during the year ended June 30,
2010, the District recognizes the cost of postemployment healthcare in the year whãn employee services are
received, reports the accumulated liability from piior years, and provides information ureh¡t it assessing
potential demands on the District's future cash flows. Éecause the District is adopting the requirem.nt, oÍ
GASB Statement No. 45 prospectively, recognition of the liability accumulated from prio"r years will be phased
in over 20 years, commencing with the 20 10 iiability

Plan Desuiptions" 'lhe District provides continuation of individual medical insurance coverage to employees
who retire from the District until the retiree reaches age 65 or becomes eligible for Medicare, whichevei occurs
first' Retirees are eligible for the District incentive upãn retirernent after aùaining either l) age 55 with 25 years
of PSERS service and l0 years of service with the Dìshict or 2) 30 years of servle at any afe with the District.
The District pays the full premium for the first year of retiremônt fðr the employee only. Àny increases in the
cost-of the monthly premium for individual medical insurance above and beyônd the premium rate at retirement

" shall be paid by the ernployee. In addition, the employee can purchase adãitional coverage, at the cost of the
employee,

All contracts with the District's union employees will be renegotiated at various times in the future and, thus,
costs and benehts are subject to change,

OPEB benefits are administered by District personnel. No separate financial statements are issued.

The number of participants as of June 30,20 10, the effective date of the triennial OPEB valuation, follows.
There have been no significant changes in the number covered or the type ofcoverage since that date.

District

Active employees 53

Retired employees l l

Total
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June 30, 2012

Fu|tding Policy: The District cunently pays for postemployment health care benefits on a pay-as-you-go basis,
and these flrnancial statelxents assume that pay-as-you-go funding will continue.

Annual OPEB CosÍ and Net OPEB Obtigqtion; The District's annual otherpost-employment (OPEB)cost is
calculated based on the annual required contribution (ARC). The District has elected io ðalculate the ARC and
related information using the alternative measurement method permitted by GASB Statement No. 45 for
employers with fewer than 100 total members. The ARC repreients a level of funding that, if paid on an
ongo.ing basis, is projecfed to cover normal cost each year ând to amortize any unfunded aótuarial tiåbilities (or
funding excess) over a period not to exceed 20 years. The following table shows the components of tire
District's annual OPEB cost for the year, the amount actually contribuled, and changes in the District's net
OPEB obligation.

Annual required contribution (ARC)

Interest on Net OPEB Obligation

Adjusfment to ARC

Annual OPEB cost (expense)

nhibution for the fiscal year

Increase in Net OPEB Asset

Net OPEB Asset June 30, 201I

Net OPEB Asset June 30,2012

Percent ofannual OPEB cost contributed

Dishict

$ t 18,512

( 1,415)

1,7 6g

I 18,965

(214,1l9)

(95,254)

(3 5,368)

$ 030.622

r 80. 14

AsofJune30,2010,theactuarial accruedliabilityforbenefitswas$92t,659,allofwhichwasunfunded, The
covered payroll (annual payroll of active employees covered by the Plan) was g2,677,000, and the ratio of the
unfunded actuarial accrued liability (UAAL) to the covered payioll was 34.43 percent,

The District's annual OPEB cost, the percentage of cost contributed to the plan and the net OpEB obligation
(asset) of the fiscal years ending June 30, 2012,2011 and 2010 for the benefiti were as follows:

Year Ended
Annual

OPEB Cosl

Percentage of
OPEB Cost

Contributed

Net OPEB
Obligation

lAsset)

June 30.2012 $ l 18,865 t80.14% s (130.622'

June 30,201 I $ l 18,455 t34.70% $ (35.368'

June 30,2010 $ r r3,9s4 95.00o/a $ s,679
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Acluarial Methods and Assuntpllors. Projections of benefits for financial reporting purposes are based on the
substantive plan (the plan as understood by the employer and plan members) ana inôtude the types of benefits
provided at the time of each valuation and the historical pattern of sharing benef,rt costs betweèn the employer
and plan members to that point, The methods and assumptions used include techniques that are designed to
reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value oiassets,
consistent with the long-term perspective ofthe calculations.

The following simpli$ring assumptions were made:

Rel.it'ement age for active employees - Based on the historical average retirement age for the covered group,
active plan members were assumed to retire at age 57, or at the firJt subsequent yéar in which the mémbàr
would quali$r for benefits,

MortøliÍy - Life expectancies were based on mortality tables from the National Center for Health statistics,
The RP2000 Mortality Table for Males and Females Projected l0 years was used.

Turnover - The Dishict's turnover is based on the Standard Turnover Assumptions from GASB 45, paragraph
3sb.

Healfhcare cost îrend rate -The expected rate of increase in healthcare insurance premiums was based on the
Gentzen Model promulgated by the Society of Actuaries for use in long-term trend projections. A rate of 8.0
percent initially, reduced to an ultimate rate of 5.2 percent after six years, was used,

Health insurance premiums - Health insurance premiums for frscal year 2010 were used as the basis for
calculation ofthe present value oftotal benefits to be paid.

Payroll growth rate - The expected long-term payroll growh rate was assumed to be 4.0 percent, based on
historical trends,

In the June 30, 2010 actuarial valuation, the liabilities were computed using a simplified version of the entry age
actuarial cost method and level percentage of payroll amortization. The actuarial assumptions utilized, a 4o/o
discount rate, Because the plan is unfunded, reference to the general assets, which are short-term in nature (such
as money market funds), was considered in the selection of the 4o/o rate.

16. Interfund Transactions

Tlre following is a summary of interfund receivables and payables at June 30,2012:

Receivables
General Fund (Major Fund) $56,261
Proprietary Fund - Food Service (Major Fund) 0

$56.261

Payables
$0

56.261
$562ó1

The interfund balances above between the General Fund and the Food Service Fund represent Food Service
salaries and benefits paid by the General Fund.
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lnterfund transfers during the year ended June 30,20 l2 consisted of the following:

Capital Projects Fund (Major Fund)
Debt Service Fund Q.{on-Major Fund)
General Fund (Major Fund)

Transfers In
$ 40,000

167,325
0

s20L325

Transfers Out
$0

0
207.325

w1Å25

17.

The District transfers amounts annually from the General Fund to the Proprietary Fund to subsidize the
Proprietary Fund (Cafeteria) expenses, The transfer to the Capital Reserve Fund was to assist in funding the
construction project underway. Also, the District annually transfers amounts to the Debt Service Fund to cover
the principal and interest payments on the QSCB issue.

Jointly Governed Organization

The School Dishict governs, with five other school districts, a vocational-technical school, Each dishict is
represented on the Vo-Tech's school board. However, no on-going financial interest or responsibitity exists
between the School District and the Vo-Tech, other than a share in paying the debt service on the bond issues,
whichisincludedintuitionexpense. I{armonyAreaSchool District'sshareofthisdebtservicefor20ll-l2is
3.35%. The District's portion of tuition expense for its students attending the Vo-Tech for frscal 2012 was
$ 185,527.

Contingent Liabilities

Grant Programs

The School District parlicipates 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 which may be disallowed pursuant to the terms of these grant programs. Management is
not aware of any material items of noncompliance which would result in the disallowance of program
expenditures,

Self-Insurance - Medical lnsurance

The School Dishict is participating in the insurance consoftium with the HDH Group Health Consortium to
provide for the medical care for eligible employees and their dependents. The consortium, which administers
the plan, monitors the School's deposit into the school district trust account to be held for the benefits described
above and Highmark Services, the plan administrator, processes and pays the claims. The consortium limits its
liability by stop-loss insurance coverage. Harmony Area School District's liability at June 30,2012, for unpaid
claims incurred prior to fiscal year end is not readily determinable. No liability has been recorded for these
claims at June 30,2012, as the District recognizes medical claim expenses as claims are paid,

18.

19,
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20. Risk Management

The Disfrict 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 vario-us insurance policies to safeguard its
assets from risk of loss. Insurance coverage appears to be consistent with previous years. Duringlh. y"u.
ended June 30,2012 and the two previous fiscal yèars, no settlements exceeded insurance coverage.

21. Related Party Transactions

Intermediate Unit participation

The District is a member of Central (CIU) Intermediate Unit 10. The Dish.ict avails itself of various services
provided by this membership including special education, curriculum development, and certain internal service
fi'rnctions. The total of services provided to Harmony Area School Dishict for the year ended June 30, 2012 for
cIU programs amounted to s47 ,327 . The arnount due to the IU at June 30,2012 is $250.

Technologi¡ Center School Participation

The District is served by the Clearflreld County Career and Technology Center. Students of the District have
available at the Technology Center courses and curiculums related to the technical training fields, Harmony
Area School Dishict made tuition paynents totaling $185,527 for the current year, Theãmount due to the
Technology Center at June 30,2012, based on a final reconciliation for the year, is $16,945.

22. EconomicDependency

I{armony Area School District receives approximately 68% of its revenue from the State of Pennsylvania in the
form of state subsidies. Changes in funding levels by the State could have a material effect on future operations
of the District.

Nonmouetary Transactions

The District receives one of its federal program subsidies by means of noncash transfer. The U. S. Department
of Agriculture, through the Pennsylvania Department of Àgriculture, provides food commodities under the
National School Lunch Program. These nonmonetary commodity items are valued at market values and
recorded as revenue as received. The total food commodities donatãd by the federal government for the fiscal
year 2012 totaled $l1,795.

Restatement of Beginning Net Assets

The net assets of the Governmental Activities were restated, effective July l, 20ll,to correct for understated
long-term receivables from prior years, including a Technology Center refund ($16,é45), a construction project
reimbursement for costs advanced ($40,000), and an g-Rate reimbursement ($lZ,OOO).'-In addition, nef assets
were restated to correct for an overstatemeut of taxes receivable ($139,975).

The net effect of these adjustments is a total decrease in net assets of $71,030, reflected only on the
government-wide hnancial statements,

23.

24.
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Harmony Area School District
Statement of Revenues, Expenditures and Changes

In Fund Balance - Budget and Actual
General Fund

For the Year Ended June 30, 2012

Actual
Budgeted Amounts (Budgetary

Original Final Basis)

s 1,2',74,606

3,927,770
557,444

5,759,920

Variance with Final
Budget Favorable

(Unfavorable)

79,941

t73,92t

$ 1 , 194,665

3,7 53,849
388,204

5,336,719

2,3 15,309

541,272

140,935

91,472
gr,g22

l7g,33g
141,455

393,292

74,972
l5g,5l g

420,607

364,132
19,304

0

gg,36g

0

242,931

5,262,719

74,000

(74,000)
0

$ 1,194,665

3,753,949
388,204

5,336,719

2,290,553
566,027

140,935

91,472

81,922

t7g,33g
141,455

393,292
74,872

158,519

420,607

364,132
19,304

0

gg,36g

0

242,93t

5,262,719

74,000

(74,000)
0

Revenues
Local sources

State sources

Federal sources

Total revenues

Expenditures
Instruction:

Regular programs

Special programs

Vocational education programs
Other instructional programs
Pre-kindergarten

Support services;
' Pupil personnel

Instructional staff
Administration
Pupil health

Business

Operation and maintenance of plant
Student transportation
Central
Other suppoú services

Operation of noninstructional services:
Student activities
Community services

Debt service:
Principal and interest

Total expenditures

Excess (deficiency) ofrevenues over
expenditures

Otl¡er financing sources (uses)
Interfund fransfers
Sale/compensation for fixed assets

Total other fìnancing sources (uses)

Net change in fund balance

Fund balance, beginning ofyear

Fund balance, end ofyear

423,102

(74,000) (74,000)

00

99,574

(313,194)

l0g,g0g

(t33,325)
3,765

(129,560)

(19,652)

35,060

2,266,059
678,281

195,527

95,452
t39,664

192,205

182,054
430,r32

97,274

162,793

396,1 1 5

403,361

lg,g20
49,140

154,917

872

143,357

5,575,912

l83,g0g

(207,325)
3,765

(203,5601

(19,652)

1,573,179

$--]JJ:JZ

24,495
(t12,254)

(44,592)
(3,980)

(56,742)

(3,866)
(40,599)
(36,850)
(t2,402)
(4,264)
24,492

(39,229)
(1,5 16)

(49,t40)

(55,449)
(872)

l,53g,1lg

$ 1,538,1 l9

I,539,1 l g

$.1é18,U9

See accompanying notes to the basic financial statements
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FederaVGra¡t
P¡oiect Title

Passed through the pennsylvania Department of public Welfa¡e
Medica.l Assistance program - Reimbursement:

SBAP Admin. Reimbursement I 93.778 NIA 07/Ot/1146/30/t2
Total U.S. Depaftment of Health and Human Services

U.S. DEPARTMENT OF EDUCATION

Passed through the Pennsylvania Deparhnent ofEducation:

ECIA Title r ¡ 84.010 013_120183 o7/0t/1149/30/t2
ECIA Title I I 84.010 013_l t0t83 07/0t/10_Og/30/tt
ECIA Title II Pa¡t A I 84.367 020-tZ0tB3 07l}t/tt{]g/30/t2
ECIA Titte II parr A I 84.367 020_l t0183 07/01/10_09ßAnt
ECIA Title II paÍ D I 84.318 055_t 10183 O9/30/tt_og/30n2
ECIA Title Il part D I 84.318 055_100183 09/30/t}_0g/3)nt
Keystones to opportunities I g4.37rc KTo-12-0000 05r0r/r2-06/30fi3
EducationJobsFund I 84.410A 140_120183 07t0t/tt_06130fi2
SafeandDrugFreeSchools g4.lg6A 100_100569 07/Ot/l}-09130/ll

Total passed through the Pennsylvania Department of Education

Passed through Cent¡al Intermediate Unitl0:

IDEA Pa¡t B, section 6t I r 84.027 N/A 07/0r/lr-06130/12
IDEA Part B, Section 619 r 84.173 N/A 07l0llll-06/30ltz
IDEA Part B, Section 619 r 84.t73 NiA 07/0t/10-06/30/12
IDEA Part B, section 6t 1 I 84.027 N/A 07/01/t046/30/tt

ARRA - IDEA Part B I 84.391 N/A 0Z/t7t}g4g/30/tl
Subtotal Special Education Cluster (IDEA)

Total passed through Central Intermediate Unit l0

Total U.S. Departnent of Education

pass

Federal Through
SourceC.F.D.A. Grantors
Code Number Number

Harmony Area School District
Schedule of Expenditures of Federal Awards and certain State Grants

For the year Ended June 30, 2012

program Total Accrued
Or Received (Deferred)

Grant Period Award For the Revenue at Revenue
BeeinninsÆnd Date Amount yea¡ Julv l. 20l l Recomized

N/A s 34,978

34,978

s r62,s78
179,247

46,344
52,166

40,000
50.000

183,818

2,866

1,525

718,s44

6s,t93
t,76s
1,203

69,838

84,674

222,673

222,673

94t,2t7

$0
0

130,063

23,871

30,934
0

40,000
0

0

0

381

225,249

24,711
t,765
t,203

69,838

53,048

I 50,565

150,565

375,814

Expenditu¡es

s 34,978

34,978

Accn¡ed
(Defened)
Revenue

Adjusfnents June 30. 2012

0

6,804

0
(4,s47)

0
(1,260)

0

0

43

1,040

0

0

0
69,838

4t,592

I I1,430

I I 1,430

1t2,470

s 34,978

34,978

154,772

11,067

35,049
4,547

40,000
1,260

1,051

2,866

338

256,950

65,193
1,765

1,203

0

10,945

79,106

79,t06

336,0s6

$0
0

See accompanying notes to the basic financial statements.
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154,772

17,067

35,049
4,547

40,000
t,260

1,051

2,866

338

256,950

65, I 93

t,76s
t,203

0

10,945

79,t06
79,106

336,056

$0
0

0

0

24,709
0

4,t15
0

0

0

I,051

2,866

0

32,741

40,482
0

0

0

40,482

40,482

73,223

0

0

0

0

0

(511)

(5n)
(51r)

(5n)



Pass
Federal Through

Federal,/Grant Source C.F.D.A Grantors
Proiect Title Code Number lrlumber

U.S. DEPARTMENT OF AGRICULTURE

Team Nutrition Grants D 10.574 N/A

Passed through the Pennsylvania Department of Agriculture:

National School Lunch -
USDA Commodities I 10.555 N/A

Passed through the Pennsylvania Departrnent ofEducation:

National School Lunch I 10.555 N/A
Severe Needs Breakfast I 10.553 N/A

Subtotal Nutition Cluster

Fresh Fruit and Vegetable I 10.5g2 N/A

FNS Equipment Grant I l0.S7g 146-000021

State Matching Funds S N/A N/A

Total passed through the Pennsylvania Department of Agriculture

Total U.S. Department of Agriculture

Total Financial Assistance

Harmony Area School District
schedule of Expenditures of Federar Awards and certain State Grants

For the year Ended June 30,2012

Gra¡t Period
BeeinningÆnd Date

07/01/11-06t30/t2

Program
Or

Awa¡d
Amount

1,500

07/01/11-06t30/t2

07/01/lt-06/30/12
07/01/tt-06/30n2

07 /01/11-06/30/12

08/05/t1-01n3n2

07/01/1146t30/t2

Total
Received

For the

Yea¡

1,500

(a)

Accrued
(Defened)
Revenue at

Julv l. 201I

N/A

N/A
N/A

N/A

24,006

N/A

24,006

25,506

9_25þ123

0

Revenue
Recoenized

1,500

11,795

92,3s8
36,380

140,533

12,525

24,006

I1,816

188,880

190,380

$ 601,172

(b)

(4,749)

1,0t4
538

(3,197)

0

0

138

(3,059)

(3,059)

$ 109,411

Expenditures

1,500

(c)

13,946

9t,344
35,842

l4t,t32

12,525

24,006

I 1,678

190,841

$_Í1¡Zr

Accrued
(Defened)
Revenue

Adiustments June 30. 2012

13,946

91,344
35,842

t4t,t32

12,525

24,006

tt,678

189,341

190,841

$rÉlfz:

00

See accompanying notes to the basic financial statements
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0

0

0

0

0

0

0

0

$ l5l r)\/

(d)

(2,s98)

0

0

(2,seg)

0

0

(2,5e8)

(2,5e8)

$___zgel



Harmony Area School District
Schedule of Expenditures of Federat Arvards and Certain State Grants

For the Year Ended June 30, 2012

Notes to Schedule of Expenditures of Federal Awards and Certain State Grants

Note A - Significant Accounting policies

The accompanying schedule of expenditures of federal awards and certain state grants is prepared on the accrual
basis ofaccounting.

Note B - Donated Commodities

Nonrnonetary assistance is reported in the schedule at the fair market value of the commodities received and
disbursed. At June 30,2012, the District had food commodities totaling $2,598 in inventory,

(a) Total amount of commodities received from the Department of Agriculture.
(b) Beginning inventory at July l,20ll.
(c) Total amount of commodities used.
(d) Ending inventory at June 30,2012.

Note C - Direct/Indirect Funding

The following source codes reflect program funding:

D : Direct Funding
I = Indirect Funding
F : Federal Share
S = State Share

Note D - Reconciliation to Financial Statements

Total Federal Sources reported on the Statement ofRevenues,
Expenditures, and Changes in Fund Balances $ 557,444

Less: School Based Access Medicaid Reimbursement program (153,5g0)
Federal interest subsidy (eSCB) (t 11,936)

Plus: IDEA-B passed through, recorded as Local Sources 79.106

Total Federal Expenditures - Governmental Funds 371.034

Total Federal Sources reported on Statement ofRevenues,
Expenses, and Changes in Fund Net Assets 179,163

Total Federal Expenditures - proprietary Fund 179.163

Total Federal Expenditures $lj0-l97
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Harmony Area School District
Schedule of Expenditures of Federal Awards and Certain State Grants

For the Year Ended June 30, 2012

Notes to Schedule of Expenditures of Federal Awards and Certain State Grants

Note E - Test of 50% Rule

Total Expenditures $561,g75

Less: State's share of National School Lunch
and Severe Needs Breakfast programs û 1.67g)

Total Federal Expenditures $5s0Jgz

Title I, Part A $171,g39
Special Education Clusrer (IDEA) 79,106
FNS Equipment Grant 24.006

Tested s274.gsr 
= 5o%

Total Federal Expenditures g 55},lg7
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Report on Internal control over Financial Reporting and on compliance
and other Matters Based on an Audit of Financial statements performed in

Accordance witlt GovernmenÍ Audititrg Standards

To the Members of the Board
Harmony Area School District
5239 Ridge Road
Westover, Pennsylvania 16692

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of Harmony Area School District as òf and for the year ended
June 30,2012, which collectively comprise Harmony Area School District's basic financial statements and have
issued our report thereon dated December 10,2012. We conducted our audit in accordance with auditing standards
generally accepted in the United States and the standards applicable to financial audits contained in Government
Auditing standards, issued by the comptroller General of the united states.

Internal Control Over Financial Reporting

In plaming and performing our audit, we considered Harmony Area School District's internal control over financial
repofting as a basis for designing our auditing procedures for the purpose ofexpressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the District's internal control
over fnancial reporting. Accordíngly, we do not express an opinion on the effectiveness of the District's intemal
control over financial reporting.

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

Our consideration of internal control over fìnancial reporting was for the limited purpose described in the lnst
paragraph ofthis section and was not designed to identiff all deficiencies in internal contiol over lurancial reporting
that might be deficiencies, signiltcant deficiencies, or material weaknesses. We did not identi$ any deficiencies ii
internal control over fltnancial reporting that we consider to be material weaknesses, as defined abovã. However, we
identified a dehciency in internal control over financial reporting, described in the accompanying schedule of
findings and questioned costs, that we consider to be a signifrcant dehciency in internal control over flrnancial
reporting (#2012'l)' A significant deficiency is a deficiency, or a combination of deficiencies, in intemal conhol
that is less severe than a material weakness, yet important enough to merit attention by those charged with
governance.
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Compliance and Other Matters

It pu1 of obtaining reasonable assurance about whether Harmony Area School District's financial statements are
free of material lnisstatelnent, we performed tests of its compliance with ceftain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effecì on the
determination of financial statement amounts, However, providing an opinion on compliance with these provisions
was not an objective of our audit and accordingly, we do not express-such an opinion, The results of our tests
disclosed no instances of noncompliance that areiequired to be repórted under Govàrnment Auditing Standards.

We noted certain matters that we reported to the management of Harmony Area School District in a separate letter
dated December 10, 2012.

Harmony Area School District's response to the finding identifred in our audit is described in the accompanying
schedule of findings and questioned costs. We did ñot audit Harmony Area School District's ,.rponr., 

-unã

accordingly, we express no opinion on it,

This report is intended for the information and use of the audit committee, management and federal awarding
agencies and pass-through entities. However, this report is a mafter of public recõrd and its dishibution is not
limited.

l1rl"^^ vj\ i )¡e',^v'^o['-', /' (-
Kotzan CPA & Associates, P.C.
December 10,2012
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Report on Compliance with Requirements That Could Have a
Direct and Material Effect on Each Major program and on

Internal Confrol Over Compliance in Accordance
with OMB Circular A-133

To the Members of the Board
Harmony Area School District
5239 Ridge Road
Westover, Pennsylvania 16692

Compliance

We have audited Harmony Area School Dishict's compliance with the types of compliance requirements described
ín the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on each of
Harmony Area School District's major federal programs for the year ended June 30, 2012. Harmony Area School
Disfrict's major federal programs are identified in the summary of auditors' results section of the âccompanying
schedule of f,rndings and questioned costs. Compliance with túe requirements of laws, regulations, conrâcts'anã
grants applicable to each of its major federal programs is the responsibility of Harmony Area School Dishict's
management. Our responsibility is to express an opinion on Harmony Area School District's compliance based on
our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contain ed in Gor"rnment Auditing knndards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Loial Governments, and Non-
Profit Organizqtions. Those standards and OMB Circular A-133 require ihat we plan and perform the audit to
obtain reasonable assurance about whether noncompliance with the types of compliance requirements referred to
above that could have a direct and material effect on a major fedeìd program occurred. An audit includes
examining, on a test basis, evidence about Harmony A¡ea School District's ðomptiance with those requirements and
performing such other procedures as we considered necessary in the circu¡nstances. We believe ìhat our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination on Harmony Area
School District's compliance with those requirements.

In our opinion, Harmony Area School District complied, in all material respects, with the compliance requirements
refeffed to above that could have a direct and material effect on each of lts major federal piograms for the year
ended June 30,2012.

Intemal Control Over Compliance

The management of Harmony Area School District is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grãnts applicable tJfederal programs.
In planning and perfonning our audit, we considered Harmony Area School Diitrict's internal control over
compliance with requirements that could have a direct and material effect on a major federal program to determine
the auditing procedures for the pupose of expressing our opinion on compliance ánd to test àndleport on internal
control over compliance in accordance with OMB Circular A-133, but not for the pu-rpose of expresiing an opinion
of the effectiveness of internal control over compliance. Accordingly, we do not 

"*pr"rr 
-an 

opinion ôn ttre
effectiveness of the District's intemal control over compliance.
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A deficiency in internal control over complial?ce exists when the design or operation of a control over compliance
does not allow management or employees, in the normal courses of peiforming theil assigned functions, to prevent,
or detect and conect, noncompliance with a type of compliance requirement oIa federal lrogru,o on a timeiy basis.A matetial weakness in internal control ovei compliarrà it u deficiency, or combination ofãeficiencies i¡ intemal
control over compliance, such that there is a reàsonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

our consideration of internal control over compliance was for the limited purpose described in the fust paragraph ofthis section and was not.desþned to identi$ all deficiencies in internál control over compliance túat riigirt u,
deflrciencies, signihcant deficiencies, or matðrial weaknesses, We did not identiry any dåfìciencies in intemal
control over compliance that we consider to be material weaknesses, as defined above.

This report is intended for the information and use of the audit committee, management, and federal awarding
a€encies and pass'tlu'ough entities. However, this report is a matter of public recãrd uná it, distribution is not
limited.

)1r\f^ qfÀ i )"rn, ol-, f' c '

Kotzan CPA & Associates, P.C.
December 10,2012
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Section I - Summary of Auditorsr Results

Financial Statements

Type of auditors' repoft issued:

Internal control over flrnancial reporting:
Material weakness(es) jdentified?

Significant deficiency identified not
considered to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
Material weakness(es) identifred?
Significant deficiency identified not

considered to be material weakness(es)?

Type ofauditors'repoft issued on
compliance for major progralns:

Any audit findings disclosed that are required
to be repofted in accordance with Circular
A-133, Section .5 10(a)?

Harmony Area School District
Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

unqualiJìed

X Yes

unqualified

Yes X No

None reported

Yes X No

Yes X No

Yes X None reported

Yes X No

Identification of major programs:

CFDA Nurnber(s) Name of Federal program or Cluster

84.010 Tiile I, part A
84.027/84.173/84.391 Special Education Cluster (IDEA)

10.579 FNS Equipmenr Grant

Dollar threshold used to distinguish
behveen Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? yes X No
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Harmony Area School District
Schedule of Findings and euestioned Costs

Year Ended June 30, 2012

Section II - Financial Statement Findings

INTERNAL CONTROL OVER FINANC]AL REPORTING

Findins #2012-t

CONDITION:

L lu* of segregation of duties continues to exist in the accounting department at Harmony Area School District.The Business Manager performs or is involved-with nearly all iíansactions with regard to cash receipts, cash
disbursements, payroll, receivables, payables and financial rrporting.

CRITERIA:

Internal controls are designed to safeguard assets and help to detect losses'from employee dishonesty or error, A
fundamental concept in an effectiv" system of intemal control is the segregation of duties, Although the size of theDistrict's business office staff prohibits complete adherence to this concept, certain steps could beîaken to rrpurut,
incompatible duties.

CAUSE:

The cause of this internal control deficiency is
there are few options for segregation of duties.
afford to add stafffor internal control putposes.

EFFECT:

The effect of this lack of segregation of duties is an increased risk of misappropriation of fr¡nds and concealment of
such activity. In addition, there is an increased risk of undetected errors, bóth intentional and unintentional.

RECOMMENDATION:

We recommend that the Dis.trjct investigate options available to delegate certain duties and/or reviews, relating tothe aforementioned financial transactions, to others within the listrict, such as other secretaries or thesuperintendent' We have provided management with options for more speciflrc ways to segregate these duties in a
separate communication.

MANAGEMENT RESPONSE:

Management agrees with the recommendation. Management will review the duties of the business rnanager and the
business office staff, as weil as the options for segregaiing these duties,

Section III - Federal Award Findings and Questioned Costs - No flrndings or questioned costs.

the small size of the District's business office staff. Consequently,
Small districts such as Harmony Area School District often cannot
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