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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Free Library of Philadelphia Foundation
Philadelphia, Pennsylvania

We have audited the accompanying statement of financial position of the Free Library of Philadelphia
Foundation {the "Foundation™} as of June 30, 2008, and the related stalements of activities, cash flows,
and functional expenses for the year then ended. These financial statements are the responsibility of the
Foundation's management. Our responsibility is to express an opinion on these financial statements
based on our audit. The prior year summarized comparative information has been derived from the
Foundation's 2008 financial statements and, in our report dated November 14, 2008, we expressed an
unqgualified opinion on those financial statements.

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

In our opinion, the financial statements referred to above present fairly, in zll material respects, the
financial position of the Free Library of Philadelphia Foundation as of June 30, 2009, and the change in its
net assets and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated November 18,
2009, on our consideration of the Foundation's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not {o provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of cur
audit.

2 West Baltimore Avenue, Suite 210 * Media, PA 19063 « 610-565-3930 » FAX: 610-566-1040
521 Plymouth Read, Suite 320 ¢ Plymouth Meeting, PA 19462-1609 » 610-279-9100 » EAX: 610-279-7100

www.elkocpa.com
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Our ‘audit was conducted for the purpose of forming an opinion on the basic financial statements of the
Foundation taken as a whole. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required
part of the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.

Elko & Associates Ltd

November 18, 2009



FREE LIBRARY OF PHILADELPHIA FOUNDATION
STATEMENTS OF FINANCIAL POSITION

ASSETS

Cash and cash equivalents

Grants and contributions receivable, net
Fines and other receivables

Prepaid expenses

Furniture and equipment, net
Investments

Beneficial interest in life insurance
Executive retirement plan trust

TOTAL ASSETS

LIABILITIES
Accounts payable and accrued expenses
Accrued payrolt and related liabilities
Cbligation under deferred compensation agreement

Total Liabitities

NET ASSETS

Unrestricted
Undesignated
Board designated for specific purposes
Total unrestricted
Temporarily restricted
Permanently restricted

Total Net Assets

TOTAL LIABILITIES AND NET ASSETS
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JUNE 30,

2009 2008
$ 11,071,695 § 12,231,367
9,763,940 11,183,839
546,499 972,610
200,215 31,521
379,480 -
18,136,937 24,551,046
24,240 22,690
- 183,562
$ 40,123,006 $ 49,176,635
$ 577,821 $ 749,351
179,113 150,010
- 183,562
756,934 1,082,923
4,668,399 5,286,111
1,494,137 1,494,136
6,162,536 6,780,247
23,852,143 31,962,247
9,351,393 9,351,218
39,366,072 48,093,712
$ 40,123,006 $ 49,176,635

The accompanying Notes are an integral part of these statements.
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
STATEMENT OF ACTIVITIES

. FOR THE YEAR ENDED JUNE 30, 2009
(WITH COMPARATIVE TOTALS FOR 2008)

Operating support and revenue:
Grants and contributions
Federal and state grants and city capital
appropriations
Contributions - Central Library Campaign
Feas and library services
Fines and lost books
Sale of books and publications
Other income
Dividend and interest income

Long-term investment return designated for
operations

Net assets released from restriction

Total Operating Support and
Revenue : :

Qperating expenses:
Program services
Public programs
Collection and preservation
Technology
Facilities renovation

Central library capital renovation project
Total Program Services

Supporiing services
Administration

Fund raising :
Total Supporting Services

Total Operating Expenses

Change in net assets from operations

Non-operating support and gains {loss):
Grants and contributions to endowment
Long-term investment return less than retumn

designated for operations
Total Non-operating Support and
Gains {Loss)
CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

TEMPORARILY PERMANENTLY 2009 2008

UNRESTRICTED _RESTRICTED _RESTRICTED TOTAL TOTAL
5 1,139,605 $ 1,658,531 § - $ 2798136 $ 2,880,031
53,400 4,763,550 - 4,816,950 5,219,321
- 799,027 . 799,027 3,202,722
340,037 65,328 - 405,365 415,838
257,491 - - 257,491 283,269
20,021 - - 20,021 23,336
344,324 - - 344,324 342,527
53,075 . . 53,075 177,361
222,446 905,619 . 1,128,065 1,136,481
11,739,257 {11,739,257) - - -
14,169,656 (3,547,202) - _ 10622454 _ 13,770,886
7,712,987 - - 7,712,987 7,814,299
161,056 - - 161,056 158,197
531,684 - - 531,684 307,601
12,588 - - 12,588 47,481
3,671,087 - - 3,671,087 3,869,235
12,089,402 - - _ 12,080,402 _ 12,196,813
676,740 . - 676,740 786,008
951,506 - - 951,506 962,315
1,628,246 - 2 1,628,246 1,748,323
13,717,648 - - __ 13717648 _ 13,845,136
452,008 (3,547,202) - _ (3,095194) (174,250)
567,341 214,150 175 781,666 215,766
(1.637,060) (4,777,052) - (8414,112) __ (3,528,560)
{1,069,719) (4,562,902) 175 __(5,632,446) _ (3,312,794)
(617,711) (8,110,104) 175 (8,727,640)  (3,487,044)
6,780,247 31,962,247 9351218 __ 48,003,712 __ 51,580,756
$ 6162536 $ 23852143 § 9,351,393 § 39,366,072 § 48,093,712

" The accompanying Notes are an integral part of these statements.



Page 5

FREE LIBRARY OF PHILADELPHIA FOUNDATION
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED
JUNE 30,
2008 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ (8,727,640) $§ (3,487,044)

Adjustments to reconcile change in net assets to
net cash used in operating activities:

Depreciation 85,190 11,316
Net loss on investmenis 6,007,315 3,983,417
Increase in beneficial interest in life insurance {1,550) {1,446)
(Increase) decrease in assets
Grants and contributions receivable 1,419,899 (949,032)
Fines and other receivables 426,111 331,369
Prepaid expenses _ (168,694) 4,813
Increase (decrease) in liabilities _
Accounts payable and accrued expenses {(171,530) 52,696
Accrued payroll and related liabilities 29103 18,924
Obligation under deferred compensation agreement (183,562) (4,767)
Total Adjustments _ 7,442,282 3,447,290
Net Cash Used in Operating Activities (1,285,358) (39,754)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture and equipment (464,670) -
Purchase of investments : (2,764,917)  (22,797,218)
Proceeds from sale of investmenis 3171, 711 19,283,606
Executive retirement plan trust 183,562 4,767
Net Cash Provided by (Used in} investing Activities 125,686 (3,508,845)
NET CHANGE IN CASH AND CASH EQUIVALENTS (1,159,672) (3,548,599)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 12,231,367 15,779,966

CASH AND CASH EQUIVALENTS - END OF YEAR $ 11,071,695 § 12,231,367

The accompanying Notes are an integral part of these statements.
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE A - Summary of Significant Accounting Policies

Nature of Organization - The Free Library of Philadelphia Foundation (the Foundation)
functions primarily to secure federal, state, city and private grants and contributions, and to
expend those funds on various library programs.

Agreement with the Board of Trustees of the Free Library of Philadelphia

The Foundation entered into an agreement dated June 19, 1984 with the Board of Trustees of
the Free Library of Philadelphia, an independent board of the City of Philadelphia (City or City
Library} responsible for securing and expending City appropriations. Under this agreement,
the Board of Trustees of the Free Library of Philadelphia maintains care and custody of the
collections of the Foundation and makes all necessary operational decisions as to the
management of the libraries and the collections of the Foundation. These financial statements
report-only the assets, liabilities, net assets and changes in net asseis of the Foundation and,

accordingly, do not include any amounts applicable to the financial position or changes in net -

assets of the City Library.

Basis of Accounting - The financial statements of the Foundation have been prepared on the
accrual basis of accounting in accordance with accounting principles generally accepted in the
United States of America and report all significant assets and liabilities.

Basis of Presentation - The Foundation reports information regarding its financial position and
activities according to three classes of net assets: unrestricted net assets, temporarily
restricted net assets, and permanently restricted net assets.

Unrestricted net assets are not subject to denor-imposed stipulations. The Board of Directors
may elect fo designate such assets for specific purposes or to have thermn function as
endowments. This designation may be removed at the Board's discretion.

Temporarily restricted net assets are subject to donor-imposed stipulations that will be met
either by actions of the Foundation or by the passage of time.

Permanently restricted net assets are subject to donor-imposed stipulations that require that
they be maintained permanently.

The statement of activities distinguishes changes in net assets from operations from other
changes in net assets. Operating activity includes revenues and other support, including
investment income generated from short-term investments, as well as long-term investment
income designated for operations (see Note D), and all expenses that are available to provide
program services and support the administrative functions of the Foundation. Other changes
in net assets include permanently restricted contributions and contributions designated for
other purposes by the Board, as well as long-term investment income in excess of (or less
than) the Foundation's designated spending rate (see Note D).

- continued -
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE A - Summary of Significant Accounting Policies - continued

Revenue is reported as increases in unrestricted net assets unless use of the related assets is
limited by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net
assets, Gains and losses on disposition of assets or seftlement of liabilities are reported as
increases or decreases in unrestricted net assets unless their use is restricted by explicit donor
stipulation or by law. Expirations of temporary resfrictions on net assets are reported as net
assets released from restrictions.

Use of Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results couid
differ from those estimates.

Comparative Financial Information - The financial statements include certain prior-year
summarized comparative information in fotal but not by net asset class. Such information
does not include sufficient detail to constitute a presentation in conformity with accounting
principles generally accepted in the United States of America. Accordingly, such information
should be read in conjunction with the Foundation's financial statements for the year ended
June 30, 2008, from which the summarized information was derived.

Fair Value of Financial Instruments - On July 1, 2008, the Foundation adopted the fair value
rule as it pertains to its financial assets and liabilities. The rule defines fair value as the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date, based on assumptions that market
participants would use, including a consideration of non-performance risk.

Management assesses the inputs used to measure fair value using a three-tier hierarchy
based on the extent to which inputs used in measuring fair value are observable in the market,
Level 1 inputs are quoted market prices for identical assets or liabilities in an active market
that the entity has the ability to access and are the most observable. Level 2 inputs include
quoted market prices for similar assets or liabilities and observable inputs such as interest
rates, currency exchange rates, commeodity rates, and vield curves. Level 3 inputs are not
observable inputs in the market and include management’s judgments about the assumptions
market participants would use in pricing the asset or liability.

Cash and Cash Equivalents - For purposes of the statement of cash flows, the Foundation
considers all highly liquid investments with an initial maturity of three months or less to be cash
equivalents.

Investments - The Foundation states investments in marketable equity and debt securities at
fair value based on quoted market prices in active markets. Gains and losses on these
investments are reported in the statement of activities as increases or decreases in
unrestricted net assets unless their use is restricted by explicit donor stiputation or law.

- continued -
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE A - Summary of Significant Accounting Policies - continued

Furniture and Equipment - Acquisitions of furniture and eguipment, and all expenditures for
repairs, maintenance, renewals, and betterments that materially prolong the useful lives of
assets are capitalized. Furniture and equipment are carried at cost or, if donated, at the fair
value at the date of donation. Depreciation is computed using the straight-line method over
the estimated useful lives of the assets, ranging from 3 to 8 years.

Revenue and Other Support - The Foundation's revenue and other support consists of
contributions from various individuals, corporations and foundations. The Foundation also
receives support from certain federal, state and local government agencies.

Contributions and other support received are recorded as unrestricted, temporarily restricted,
or permanently restricted support. This classification is dependent on the existence and/for
nature of any donor restrictions. Support that is restricted by the donor is reported as an
increase in unrestricted net assets if the restriction expires in the reporting period in which the
support is recognized. All other donor-restricted support is reported as an increase in
temporarily or permanently restricted net assets, depending on the nature of the restriction.
When a restriction expires (that is, when a stipulated time restriction ends or purpose
restriction i5 accomplished), temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.

Promises to Give - Unconditional promises to give are recorded at net realizable value if they
are expected to be collecied in one year and fair value (determined by the present value of
estimated future cash flows) if expected to be collected in more than one year. Additionally,
uncollected promises to give are recorded net of estimated allowances. for uncollectible
amounts. Conditional promises fo give are not recorded as contribution revenue until the
conditions asscciafed with the promises are met.

Expenses - Expenses are recognized as changes in unrestricted net assets when incurred.
The costs of providing various programs and other activities have been summarized on a
functional basis in the statements of activities, and functional expenses.

Advertising - The Foundation uses advertising to promote its programs among the audiences it
serves. Advertising costs are expensed as incurred. Advertising expense was approximately
$132,000 and $235,000 for the years ended June 30, 2009 and 2008, respectively.

Contributed Facilities and Services - The City provides the Foundation with facilities and
certain administrative services without charge. The fair value of these contributions is not
readily determinable and is not reported in the accompanying financial statements.

Tax Status - The Foundation has obtained a favorable determination that it is exempt from
federal income taxes under Section 501(¢)3) of the Internal Revenue Code and is classified
as an organization that is other than a private foundation. Accordingly, no provision has been
made for income taxes.

- continued -
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE A - Summary of Significant Accounting Policies - continued

Recently Issued Accounting Standards - On February 8, 2008, the Financial Accounting
Standards Board ("FASB") issued Staff Position 157-2, Effective Date of FASB 157, which
deferred the adoption of SFAS No. 157 for nonfinancial assets and liabilities. Management
does not anticipate the adoption of SFAS No. 157 as it relates to nonfinancial assets and
liabilities will have a material impact on the Foundation's results of activities and financial
position.

Management has elected to defer adoption of the provisions of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes ("FIN 48"), under the provisions of FASB Siaff
Position ("FSP") FIN 48-3. The Foundation records a liability for uncertain tax positions when it
is probable that a loss has been incurred and the amount can be reascnably estimated.
Management continually evaluates expiring statutes of limitations, audits, proposed
setflements, changes in tax law and new authoritative rulings. Management does not
anticipate the adoption of FIN 48 to have a material impact on the Foundation's results of
activities and financial position.

NOTE B - Grants and Contributions Receivable

Grants and contributions receivable include unconditional promises to give and other amounts
that are expected to be collected in one year or more and are stated at realizable value or at
the present value of estimated cash flows. The present value discount rate applied is the
prime interest rate. Grants and contnbutlons receivable in one year or more consisted of the

following:
June 30,
2009 2008

Receivable in less than one year $ 8478556 $ 8,506,688
Receivable in one to four years 1,464,315 2,985,643

Total 9,042 871 11,492,331
Less: Present value discount (78,745) {161,591)
Less: Allowance for uncollectible promises to give (100,186) {146,901)

Grants and contributions receivabie, net $ 9,763,940 $ 11,183,839

The Foundation also has a revocable interest in a split interest arrangement with an estimated
value of $1 million. However, because of the revocable nature of the Foundation's interest, it
has not been recognized in the financial statements.

Additionally, the Foundation has received conditional promises to give up to a value of $36.5
million in connection with the Central Library Project (also see Note M),
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE C - Furniture and Equipment

June 30,
2008 2008

Computer equipment $ 86,997 3% 86,997
Furniture and equipment 26,249 26,249
Other equipment 506,329 41,659

Totat property and equipment 619,575 154,905
Less: accumulated depreciation (240,095) (154,905)

Furniture and equipment, net $ 379,480 § -

NOTE D - Investments

The fair value of the Foundation's investments, none of which are held for trading purposes, is

as follows:
June 30,
2009 2008
Investments:
Cash . % 1,863 $ 35,611
Mutual Funds - Equity 12,834,107 = 20,238,873
Mutual Funds - Fixed Income 5,300,967 4,276,562
Total $ 18,136,937 $ 24,551,046

The fair value of the fixed income and equity investments are based on quoted market prices
in active markets for those or similar investments (Level 1 inputs).

The investments of the Foundation include permanent endowments, funds established by the
Board of Directors to function as endowments, and other balances. Investment returns related
to assets of permanent endowments are classified as unrestricted or temporarily restricted
depending on donor stipulations.

The investments are managed on a total return basis to provide both income and capital
appreciation. Under the Foundation's spending policy, a spending rate is assessed against
endowments that support unrestricted and certain temporarily restricted activities, consistent
with an annual budget approved by the Board of Directors. The spending rate policy allows the
expenditure of a prudent amount of the total investment return over a period of time that
preserves the future purchasing power of endowment principal. A spending rate of 5% of the
average fair value of the investments over the preceding twelve quarters was appropriated to
support current library operations and administration of various library projects, for the year
ended June 30, 2009.

- continued -
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

Investments - continued

The following schedule summarizes the investment return on the investments for the year
ended June 30, 2009:

. Temporarily
Unrestricted Restricted Total

Dividend and interest $ 159,620 §% 465618 $ 625,238
Net realized and unrealized

losses (1,574,234) {(4,337,051) (5,911,285)

Total investment return : (1,414,614) {3,871,433) (5,286,047)

Less: Long-term investment

return designated for

operations and administration 222 446 905,619 1,128,065
Long-term investment return in

excess of {less than) return

designated for operations $ (1,637,060) § (4.777.052) $ (6,414,112)

The unrealized losses on the Foundation's investments were caused by an overall financial
market and economic downturn. The severity of the impairment and its duration are consistent
with the general trend in the markets. Management has evaluated the near-term prospects of
the funds in relation to the severity and duration of the impairment. Based on that evaluation
and the Foundation’s intent and ability to hold these investments for a reasonable period of
time sufficient for a forecasted recovery of fair value, management does not consider these
investments to be other-than-temporarily impaired as of June 30, 20009.

NQOTE E - Retirement Plans

The Foundation has established a tax deferred retirement plan under Section 403(b) of the
Internal Revenue Code for its employees. All employees (other than employees who normaily
work fess than 20 hours per week and/or have not completed one year of service) are eligible
for participation in the plan. The Foundation will match employee contributions up to a
maximum of 4.5% of the participant's compensation for alf employees who have completed
one year of service. For the fiscal years ended June 30, 2009 and 2008, pension expense was
$56,587 and $52,346, respectively.

The Foundation also sponsored a retirement plan through a grantor trust for the benefit of the
retired president and director. At December 31, 2008, the participant became fully vested in
the plan and ownership of the account was transferred to the partICIpant
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE F - Collections

The Foundation owns and maintains collections of rare books, manuscripts, maps, paintings,
prints, music, etc., most of which have been acquired through individual gifts and bequests. A
fine arts insurance policy with coverage up to $5,000,000 is carried on the collections. In the
opinion of management, this represents only a fraction of the present fair value of the items,
many of which are irreplaceable. The Foundation has not assigned a value to the collections
for accounting purposes, since it is not practical to determine the cost, the fair value at date of
acquisition or the net realizable value of these collections.

NOTE G - Net Assets

Temporarily restricted net assets are available for the following purposes:

2008 2008
Branch and other prograr services $ 3,746,887 $ 6,172,246
Technology 246,540 1,813,608
Collection and preservation 4,672,771 5,722,821
Central Library capital campaign 15,185,945 18,253,572

Total temporarily restricted net assets $ 23,852,143 $ 31,962,247

NOTE H - Endowment Fund

in August 2008, the FASE issued FASB Staff Position 117-1, Endowments of Not-for-Profit
Organizations: Net Asset Classification of Funds Subject to an Enacted Version of the Uniform
Prudent Management of Institutional Funds Act, and enhanced Disclosures for All Endowment
Funds (FSP FAS 117-1), which, among other things, provides guidance on the net asset
classification of donor-restricted endowment funds for a not-for-profit organization that is
subject to an enacted version of the Uniform Prudent Management of Institutional Funds Act of
2006 (UPMIFA) and establishes requirements for disclosures about an organization's
endowment funds. Pennsylvania has not adopted UPMIFA. The following disclosures are
made as required by FSP FAS 117-1.

The endowment of the Foundation consists of 65 funds established for various purposes, and
includes both donor restricted endowment funds and funds designated by the Board of
Directors to function as endowments. As required by United States generally accepted
accounting principles, net assets associated with endowment funds, including funds
designated by the Board of Directors to function as endowment, are classified and reported
based on the existence or absence of donor-imposed restrictions.
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE H - Endowment Fund - continued

Management has interpreted Pennsylvania law for investment of trust funds (PA Law) as
requiring the preservation of the fair value of the original gift as of the gift date of the donor
restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Foundation classifies as permanently restricted net assets (a) the original
value of gifts donated to the permanent endowment, (b) the original vaiue of subsequent gifts
to the permanent endowment and {(c) accumulations to the permanent endowment made in
accordance with the direction of the applicable donor gift instrument at the time the
accumuiation is added o the fund. The remaining portion of the donor restricted endowment
that is not classified in permanently restricted net assets is classified as temporarily restricted
net assets until those amounts are appropriated for expenditure in a manner consistent with
the standard of prudence prescribed by PA Law. In accordance with PA Law, the Foundation
considers the following factors in making a determination to appropriate or accumulate donor-
restricted endowment funds,

(1) the duration and preservation of the fund

(2) the purposes of the Foundation and the donor-restricted endowment fund
{(3) general economic conditions

{4) the possible effect of inflation and deflation

(5) the expected total return from income and the appreciation of investments
(8) other resources of the Foundation

{7) the investment policies of the Foundation

The composition of endowment net assets by type of fund at June 30, 2009 is as follows:

Temporarily  Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ (350,263) $§ 4620899 $ 9,351,393 $ 13,631,020

Changes in endowment net assets for the year ended June 30, 2009 are as follows:

Temporarily Permanently

Unrestricted Restricted Restricted Total
Endowment net assets, beginning of
year $ 1,601,220 $ 8,309,007 $ 9,351,218 $ 19,261,445
Contributions ' - 214,150 175 214,325
investment income 95,335 425,754 - 521,089
Net realized and unrealized
depreciation {1,855,852) (3,480,475) - (5,336,327)
Amounts appropriated for
expenditure (190,966) {838,537) - {1,029,503)

Endowment net assets, end of year $ (350,263) § 4629899 § 9,351,393 $ 13,631,020
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE H - Endowment Fund - continued

The composition of endowment net assets by type of fund at June 30, 2008 is as follows:

Temporarily  Permanently

Unresfricted Restricted Restricted Total
Donor-restricted endowment funds $ 1,601,220 § 8,309,007 $ 9,351,218 § 19,261,445

Changes in endowment net assets for the year June 30, 2008 are as follows:

Temporarily  Permanently

Unrestricted Resfricted Restricted Total
Endowment net assets, beginning of
year $ 2,207,742 $ 11,990,629 $ 9,288,814 § 23,487,185
Contributions 441 151,739 62,404 214 584
Investment income 606,688 2,758,205 - 3,364,893
Net realized and unrealized
depreciation : (1,016,296) (4,464,549) - (5,480,845)
Amounts appropriated for
expenditure (197,355) (837,312) - (1,034,667)
Transfers to non-endowment
funds - (1,289,705) - {1,289,705)
Endowment net assets, end of year $ 1,601,220 §$ 8,309,007 $§ 9,351,218 § 19,261,445

Funds with Deficiencies

At times, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level that the donor or PA Law requires the Foundation to retain as a fund of
perpetual duration.

In accordance with United States generally accepted accounting principles, deficiencies of this
nature are reported in unrestricted net assets and were $1,101,177 and $7,550, respectively
as of June 30, 2009 and 2008. Deficiencies result from unfavorable market fluctuations that
occur after the investment of new permanently restricted contributions and continued
appropriation for certain programs that were deemed prudent by the Board of Directors.

Return Objectives and Risk Parameters

The Foundation has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding fo programs supported by its endowment
while seeking to maintain the purchasing power of the endowment assets. Endowment assets
include those assets of donor restricted funds that the Foundation must hold in perpetuity or
for a donor specified period as well as board designated funds. Under this policy, as approved
by the Board of Directors, the endowment assets are invested in a manner that is intended to
produce results that exceed the rate of general price inflation by 5%.
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE H - Endowment Fund - continued

Strateqgies Employed for Achieving Objectives

To satisfy its long-term rate of return objectives, the Foundation relies on a totat return strategy
in which investment returns are achieved through both capital appreciation {realized and
unreaifized) and current yield (interest and dividends). The Foundation targets a diversified
asset allocation that places an emphasis on equity-based investments to achieve its long-term
return objectives within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Foundation has a policy of appropriating for distribution each year 5 percent of its
endowment fund's average fair value over the prior 12 quarters through March 31 of the fiscal
year preceding the fiscal year in which the distribution is planned. In establishing this policy,

the Foundation considered the long-term expected return on its endowment. Accordingly, over _ -

the long term, the Foundation expects the current spending policy fo aftow its endowment to
grow at an average rate equal to the rate of inflation (Consumer Price Index). This is
consistent with the Foundation's objective to maintain the purchasing power of the endowment
assets held in perpetuity or for a specified term as well as fo provide additional real growth
through new gifts and investment returns.

NOTE | - Concentrations of Credit Risk

The Foundation maintains its cash balances in two financial institutions located in Philadelphia,
Pennsylvania. The balances are insured by the Federal Deposit insurance. Corporation (FDIC)
up to $250,000. The Foundation exceeded this limit at various times throughout the year.

Financial instruments that potentially subject the Foundation to concentrations of credit risk
consist principally of temporary cash investments made with financial institutions.

NOTE J - Other Related Party Transactions

The Foundation and the City Library have some board members in common. Fine income and
related receivables are received from and due from, respectively, the City Library.

NOTE K - Commitments and Contingencies
Line of Credit

The Foundation has an available line of credit from PNC Bank for $1,500,000. The line of
credit bears interest at the bank's prime rate less cne percent (2.25% effective rate at June 30,
2009). The line of credit is renewable annually. No amounts were outstanding at June 30,
2009 or 2008.

- continued -
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
- NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

NOTE K - Commitments and Contingencies - continued

City Lease

There is a lease development agreement between the Philadelphia Authority Industrial
Development (PAID) (on behalf of the City) and the Foundation in connection with the
Foundation's management of the Central Library Capital Renovation Project. Rent under
terms of the agreement was $1. The terms of the agreement stipulate that the Foundation will
pay as additional rent any and all sums which may become due under the lease or by reason
of the failure of the Foundation to comply with the terms of the lease.

Grant Fund Usage

In fiscal year 2004, the Foundation received a $5,000,000 grant from a donor in support of the
Central Library Capital Renovation Project (the Project) (see Note M). The donor has

indicated that if funds sufficient to undertake and cover the completion of the Project have not .

been raised by March 31, 2010, the donor will determine at its sole discretion whether any of
the remaining grant funds are to be returned. As of June 30, 2009 approximately $2,700,000
of the grant funds have not been expended.

NOTE L - Grant Compliance

The use of contract and grant monies received is subject to the various compliance
requirements of each granting agency. Management believes the Foundation is in compliance
with all significant contract and grant requirements. Additionally, grants received are subject to
audit and adjustment by grantor agencies. Any disallowed expenditures, including amounts
already collected, may constitute a liability of the applicable funds. The amount of expenses, if
any, which may be disallowed by a grantor cannot be determined at this time, although the
Foundation expects any such amounts to be immaterial.

NOTE M - Operational Matters

fn fiscal year 2003, The Foundation began a major capital contribution campaign for the
purpose of expanding and renovating the Central Library. The ultimate goal of the campaign is
to raise approximately $175,000,000 which includes $10,000,000 to establish a programming
endowment. This project will be funded by a public-private capital campaign following the
model of the Changing Lives capital campaign that resulted in the renovation of the branch
libraries.

During the fiscal year 2009, the Foundation recorded $799,027 in contributions related to the
Central Library Capital Renovation Project. Included in grants and contributions receivable
(net of discounts and allowances) at June 30, 2009 is $8,520,101 related to the Project.
Expenses incurred in connection, with the Project during fiscal year 2009 were $3,671,087,
including fund raising costs of $1,140,002.

In December 2004, City Council of the City of Philadelphia approved an ordinance authorizing
the City to issue up to $30 million in bonds. Certain conditions must be met before $20 million
of the funds are reteased to the Foundation for construction of the Project.
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2009

NOTE 1 - Basis of Presentation

The accompanying schedule of federal expenditures is prepared on the accrual basis of
accounting. The information in this schedule is presented in accordance with the requirements
of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts presented in, or
used in the preparation of the basic financial statements.
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CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROI. OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED [N
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Free Library of Philadelphia Foundation
Philadelphia, Pennsylvania

We have audited the financial statements of the Free Library of Philadelphia Foundation (the
"Foundation") as of and for the year ended June 30, 2009, and have issued our report thereon dated
November 18, 2009. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

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

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote [ikelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the

first paragraph of this section and would not necessarily identify all deficiencies in internal control that

might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
. control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Foundation's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion.

2 West Baltimore Avenue, Suite 210 » Media, PA 19063 = 610-565-3930 » FAX: 610-566-1040
521 Plymouth Read, Suite 120 * Plymouth Meeting, PA 19462-1609 = 610-279-9100 » FAX: 610-279-7100
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The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of the Foundation's management, Budget and
Administration Committee, Board of Directors, federal awarding agencies, and pass-through entities and
is not intended to be and should not be used by anyone other than these specified parties.

Elko & Associates Ltd

November 18, 2009
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CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDPANCE WITH OMB CIRCULAR A-133

To the Board of Directors
Free Library of Philadelphia Foundation
Philadelphia, Pennsylvania

Compliance

We have audited the compliance of the Free Library of Philadelphia Foundation (the "Foundation™) with
the types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circufar A-133 Compliance Supplement that are applicable to each of its major federal programs for the
year ended June 30, 2009. The Foundation's major federal programs are identified in the summary of
audit results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, coniracts and grants applicable to each of its major federal programs is
the responsibility of the Foundation's management. OQur responsibility is to express an opinion on the
Foundation's compliance based on our audit.

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

In our opinion, the Foundation complied, in ali material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended June 30, 2008.

Internal Control Over Compliance

The management of the Foundation is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants applicabie to
federal programs. In planning and performing our audit, we considered the Foundation’s internal control
over compliance with the requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the entity’s internal control
over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or cperation of a
control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program
on a timely basis.

2 West Baltimore Avenue, Suite 210 + Media, PA 19063 * 610-565-3930 * FAX: 610-566-1040
521 Plymouth Road, Suite 120 * Plymouth Meeting, PA 19462-1609 » 610-279-9100 * FAX: 610-279-7100
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A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects
the entity's ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

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

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

This report is intended solely for the information and use of the Foundation's management, Budget and
Administration Committee, Board of Directors, federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

Elko & Associates Ltd

November 18, 2009
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FREE LIBRARY OF PHILADELPHIA FOUNDATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2009

SUMMARY OF AUDIT RESULTS

1.

8.

9

The auditors’ report expresses an unqualified opinion on the financial statements of the
Free Library of Philadelphia Foundation.

No significant deficiencies were disclosed during the audit of the financial statements.
No instances of noncompliance material to the financial statements of the Free Library of
Philadelphia Foundation, which would be required to be reported in accordance with

Government Auditing Standards, were disclosed during the audit.

No significant deficiencies in mternal control over major federal award programs were
disclosed during the audit. .

The auditors’ report on compliance for the major federal award programs for the
Foundation expresses an unqualified opinion.

There were no audit‘findings relative to the major federal award programs for the
Foundation.

The major programs were Code of Federal Domestic Assistance (CFDA) Number 45.310,

- 93.558 and 84.002.

The threshold for distinguishing between Type A and B programs was $300,000.

Free Library of Phitadelphia Foundation quaiified as a low-risk auditee.

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT

None



