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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Trustees of
Harlem Children’s Zone Promise Academy II Charter School:

Report on the financial statements

We have audited the accompanying financial statements of Harlem Children’s Zone Promise Academy Il
Charter School (the “School™), which comprise the statements of financial position as of June 30, 2013 and
2012, and the related statements of activities and cash flows for the years then ended, and the related notes
to the financial statements.

Management’s responsibility for the financial statements

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

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

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

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Harlem Children’s Zone Promise Academy II Charter School as of June 30, 2013 and
2012, and the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Supplementary information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole.
The Schedule of Functional Expenses for the years ended June 30, 2013 and 2012 is presented for purposes
of additional analysis and is not a required part of the financial statements. Such supplementary information
is the responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audits of the financial statements and certain additional procedures.
These additional procedures included comparing and reconciling the information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the supplementary information is fairly stated, in all material
respects, in relation to the financial statements as a whole.

Other reporting required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated November 1,
2013, on our consideration of the School’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the effectiveness of internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the School’s internal control over financial
reporting and compliance.

Crant Dhpwitor. 24 0

New York, New York
November 1, 2013



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Statements of Financial Position
As of June 30, 2013 and 2012

ASSETS 2013 2012
Cash $ 5933503 $ 4,786,156
Restricted cash 70,505 70,399
Government grants and contracts receivable 395,983 357,837
Due from related party 82,017 1,401
Due from Harlem Children's Zone - 457(f) plan 3,228415 2,344,105
Other assets 49,140 35,929
Property and equipment, net 187,785 84,021
Total assets $ 9947348 $ 7,679,848

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable and accrued expenses $ 981,171 $ 934919
457(f) plan liability 3,100,155 2,287,273
Total lLabilities 4,081,326 3,222,192
NET ASSETS - unrestricted 5,866,022 4,457,656
Total liabilities and net assets $ 9947348 $ 7,679,848

The accompanying notes are an integral part of these statements.
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HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Statements of Activities
For the years ended June 30, 2013 and 2012

SUPPORT AND REVENUE
Support:
In-kind contributions
Subsidy from Harlem Children's Zone for 457(f) plan

Total support

Revenue:
Government grants and contracts
Other income

Total revenue

Total support and revenue

EXPENSES
Program services:
Regular education
Special education

Total program services

Management and general

Total expenses
Change in net assets
Net assets, beginning of year

Net assets, end of year

The accompanying notes are an integral part of these statements.

-4 -

2013 2012
$ 2,770,140 $ 2,712,742
601,500 484,920
3,371,640 3,197,662
9,000,399 7,961,361
14,327 4,264
9,014,726 7,965,625
12,386,366 11,163,287
8,955,568 7,965,406
1,373,240 1,086,194
10,328,808 9,051,600
649,192 665,422
10,978,000 9,717,022
1,408,366 1,446,265
4,457,656 3,011,391
$ 5,866,022 $  4457,656




HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Statements of Cash Flows
For the years ended June 30, 2013 and 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to net cash provided by
operating activitics:
Depreciation
Changes in assets and habilities:
Increase in government grants and contracts receivable
(Increase) decrease in due from related party
Increase in due from Harlem Children's Zone - 457(f) plan
(Increase) decrease in other assets
Increase in accounts payable and accrued expenses
Increase in 457(f) plan liability

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment

CASH FLOWS FROM FINANCING ACTIVITIES
Change in restricted cash

Net increase in cash

Cash, beginning of year

Cash, end of year

The accompanying notes are an integral part of these statements.
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2013 2012
$ 1,408,366 $ 1,446,265
49,326 68,810
(38,146) (55,879)
(80,616) 220,740
(884,310) (750,579)
(13211) 72,002
46,252 260,720
812,882 693,747
1,300,543 1,955,826
(153,090) (1,899)
(106) (106)
1,147,347 1,953,821
4,786,156 2,832,335
$ 5,933,503 $ 4,786,156




HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

1. NATURE OF OPERATIONS

Harlem Children’s Zone Promise Academy II Charter School (the “School”) is a public charter school that
is open to all New York City public school children via a lottery. Opened in 2005, the School features
small class sizes, an extended day and year, high expectations, and access to an extended support system
through its Institutional Partner, Harlem Children’s Zone, Inc. (“HCZ”).

HCZ is a not-for-profit organization that offers a wide array of education and social programs to the
children and families of Harlem. Created in 1970 as a truancy prevention agency (then called “Rheedlen”),
HCZ has expanded its services to address the needs of children from birth through college, and as part of
that mission, it also works to strengthen families and the surrounding community.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying financial statements have been prepared on the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America (“US GAAP”).

The financial statement presentation conforms with accounting principles generally accepted in the United
States of America for non-profit organizations, which require that the School report information regarding
its financial position and changes in net assets according to three classes of net assets, as follows:

Unrestricted net assets
Net assets that are not subject to donor-imposed stipulations and are, therefore, available for the general
operations of the School.

Temporarily restricted net assets

Net assets which include resources that have been limited by donor-imposed stipulations that either
expire with the passage of time and/or can be fulfilled by the actions of the School pursuant to those
stipulations. At June 30, 2013 and 2012, the School did not possess any temporarily restricted net
assets.

Permanently restricted net assets
Net assets which include funds whereby the donors have stipulated that the principal contributed be

invested and maintained in perpetuity. Income earned from these investments is available for
expenditures according to restrictions, if any, imposed by donors. At June 30, 2013 and 2012, the
School did not possess any permanently restricted net assets.



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

Property and Equipment

Property and equipment purchased for a value greater than $1,000 and with depreciable lives greater than
one year are carried at cost, net of depreciation. Significant additions or improvements extending asset
lives are capitalized; normal maintenance and repair costs are expensed as incurred. Leasehold
improvements are amortized based on the lesser of the estimated useful life or remaining lease term.
Property and equipment used in operations are depreciated over their estimated useful lives using the
straight-line method, as follows:

Useful Life(Years)

Furniture, fixtures, and equipment 5

Revenue

Revenue is recorded on the accrual basis of accounting. The School derives its revenue principally from the
New York state and New York City governments, through the New York City Department of Education
Office of Charter Schools, based on pupil enrollment for regular and special education, with the balance
from contributions, subsidies and US Federal government grants.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by
explicit donor-imposed restrictions. Revenues based on pupil enrollment are recognized over the period
earned. Amounts received in advance are reported as deferred revenue.

Revenue from other grants and contracts is recognized as the related expenses are incurred in accordance
with the terms of the respective grant or contract agreement. Amounts received in advance are reported as
deferred revenues.

The School records contributions of cash and other assets when an unconditional promise to give such
assets is received from a donor. Contributions are recorded at the fair market value of the assets received
and are classified as either unrestricted, temporarily restricted or permanently restricted support, depending
on whether the donor has imposed a restriction on the use of such assets. When a donor restriction expires
(i.e., when a stipulated time restriction ends and/or a purpose restriction is accomplished), temporarily
restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities as
net assets released from restrictions. Temporarily restricted contributions are recorded as unrestricted
contributions if the restriction is met in the same reporting period.

Receivables

Receivables contain some level of uncertainty surrounding timing and amount of collection. Therefore,
management provides an allowance for doubtful accounts based on the consideration of the type of
receivable, responsible party, the known financial condition of the respective party, historical collection
patterns and comparative aging. These allowances are maintained at a level management considers
adequate to provide for subsequent adjustments and potential uncollectible accounts. These estimates are
reviewed periodically and, if the financial condition of a party changes significantly, management will
evaluate the recoverability of any receivables from that organization and write off any amounts that are no
longer considered to be recoverable. Any payments subsequently collected on such written-off receivables
are recorded as in come in the period received.



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

Accounting for Income Taxes

The School follows guidance that clarifies the accounting for uncertainty in tax positions taken or expected
to be taken in a tax return, including issues relating to financial statement recognition and measurement.
The guidance provides that the tax effects from an uncertain tax position can be recognized in the financial
statements only if the position is “more-likely-than-not” to be sustained if the position were to be
challenged by a taxing authority. The assessment of the tax position is based solely on the technical merits
of the position, without regard to the likelihood that the tax position may be challenged. Management
determined that there are no uncertain tax positions within its financial statements.

The School is exempt from federal income taxation by virtue of being an organizations described in section
501(c)(3) of the Internal Revenue Code. Nevertheless, the School may be subject to tax on any income
deemed unrelated to its exempt purpose, unless that income is otherwise excluded by the code. The tax
years ending June 30, 2010, 2011, and 2012 are still open to audit for both federal and state purposes.

Estimates

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

3. CASH

The School maintains cash balances in financial institutions, which from time to time exceed the amount
insured by the Federal Deposit Insurance Corporation (“FDIC”) and subject the School to credit risk. The
School monitors this risk on a regular basis and has not experienced, nor does it anticipate, nonperformance
by any of these financial institutions.

4. RESTRICTED CASH

Pursuant to an addendum to the Charter Agreement dated August 4, 2008, with the NYCDOE, the School is
required to set up an escrow of at least $70,000. In the event of termination of the Charter, whether
prematurely or otherwise, the School shall establish and follow procedures consistent with those required
by Section 2851(2)(t) of the New York State Education Law in its use of the escrow.

5. PUPIL ENROLLMENT AND OTHER REVENUES FROM GOVERNMENT AGENCIES

Under the School’s Charter agreement and the Charter Schools Act, the School is entitled to receive
funding from state and federal sources that are available to public schools. These funds include New York
City pupil enrollment funds, federal food subsidies, and Title I and Title II funds. The calculation of the
amounts to be paid to the School under these programs is determined by the State and is based on complex
laws and regulations, enrollment levels, and economic information related to the home school districts of
the children enrolled in the School. If these regulations, some of which are relatively new in the State of
New York, were to change, or other factors included in the calculations were to change, the level of funding
that the School receives could vary significantly.



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

The amounts received and receivable from government agencies and included as revenue in the financial
statements consisted of the following as of and for the years ended June 30, 2013 and 2012:

Revenues Receivable Revenues Receivable

City of New York (Pupil enrollment) $ 8,239,059 $ - $ 7,496,248 $ 5483
Title 1 265,295 40,677 196,978 B2 357!
Title 11 22,241 3,557 2,550 -
Title TV - 2,093 -
E-Rate 203,344 25,208 20,039 -
Food service - State of New York 270,460 326,541 243,453 320,000

Total grants and contracts from

government sources $ 9,000,399 $ 395,983 $ 7,961,361 $ 357,837

6. PROPERTY AND EQUIPMENT

At June 30, 2013 and 2012, property and equipment consisted of the following:

2013 2012
Computer equipment $ 307,621 $ 158,707
Leasehold improvements 34,634 34,634
Furniture and fixtures 181,500 177,324
523,755 370,665
Less: accumulated depreciation (335,970) (286,644)
Total $ 187,785 $ 84,021

Depreciation expense for the years ended June 30, 2013 and 2012 amounted to $49,326 and $68,810,
respectively.

7. PROFIT-SHARING PLAN

The School maintains the Vanguard Profit Sharing Plan (the “Plan”) with Vanguard Fiduciary Trust
Company for all eligible employees. The Plan is non-contributory and employees become eligible once
they have reached age 21 and have completed one year of service. Employees participating in the Plan will
be fully vested after completing six years of service. Employer contributions made to the Plan are
discretionary. For the years ended June 30, 2013 and 2012, contributions made to the Plan amounted to
$117,017 and $125,000, respectively.



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

8. RELATED-PARTY TRANSACTIONS
457(f) Plan

HCZ maintains a 457(f) plan for certain eligible employees of the School. Employees become eligible to
participate in this plan based solely at the discretion of the School’s Board of Trustees. The amounts
contributed vest five years after the date of the initial contribution and will then be paid to eligible
employees when vested. Forfeitures of the plan are allocated to the remaining eligible employees at the
discretion of management. Terminated employees become vested immediately at the date of their
termination. HCZ provides the School with an annual subsidy to cover this cost by contributing to a HCZ
investment account. During fiscal 2013 and 2012, HCZ provided a subsidy of $601,500 and $484,920 for
the fiscal 2013 and 2012 contributions to the 457(f) plan. The cumulative amount due from HCZ relating to
the 457(f) plan was $3,228,415 and $2,344,105 at June 30, 2013 and 2012, which will then be settled with
the eligible employees when they become vested or represents reimbursements of amounts already paid by
the School in advance of receiving the funds from HCZ. The cumulative amount due from the School to
eligible employees was $3,100,155 and $2,287,273 at June 30, 2013 and 2012, respectively.

In-Kind Support

Pursuant to the terms of a commitment letter between HCZ and the School, HCZ, as the School’s
Institutional Partner, committed to provide the School, certain services at no cost at least through March
2015. These services include financial management, social, library, technology, fundraising, public
relations, and teaching assistance services. The Commitment to the School can be cancelled by either party
with one year’s notice.

HCZ’s in-kind services for the years ended June 30, 2013 and 2012 amounted to $2,770,140 and
$2,712,742, respectively. These amounts included personnel service costs for the years ended June 30,
2013 and 2012, of $2,265,996 and $2,212,098 and non-personnel service costs of $504,144 and $500,644,
respectively.

9. CONCENTRATION OF RISK

The School is dependent on various government agencies for funding and is responsible for meeting the
requirements of such agencies. If the School were to lose students or the related government funding, it
could have a substantial effect on the School’s ability to continue operations.

As discussed in Note 8, HCZ is responsible for certain operations of the School and donates its services. If

this relationship were to change or cease, such change could have a substantial effect on the School’s ability
to continue operations.

- 10 -



HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Notes to Financial Statements
June 30, 2013 and 2012

10.

11.

CONTINGENCIES

Government Agency Audits

The School participates in a number of federal and state programs. These programs require that the School
comply with certain requirements of laws, regulations, contracts, and agreements applicable to the programs
in which it participates. All funds expended in connection with government grants and contracts are subject
to audit by government agencies. While the ultimate liability, if any, from any such audits of government
contracts by government agencies is presently not determinable, it should not, in the opinion of
management, have a material effect on the School’s financial position or change in net assets. Accordingly,
no provision for any such liability that may result has been made in the accompanying financial statements.

Litigation

The School may be involved in various legal actions from time to time arising in the normal course of
business. In the opinion of management, there are no matters outstanding that would have a material
adverse effect on the financial statements of the School.

SUBSEQUENT EVENTS
The School evaluated its June 30, 2013 financial statements for subsequent events through November 1,

2013, the date the financial statements were available to be issued. The School is not aware of any
subsequent events which would require recognition or disclosure in the financial statements.

nTiE
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HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Supplementary Schedule of Functional Expenses
For the year ended June 30, 2013

Regular Special Management
Education Fducation and General Total

Salaries $ 6,061,301 $ 929435 §$ 518479 $  7,509215
Payroll taxes 508,336 77,948 30,857 617,141
Employee benefits 1,015,442 155,707 61,639 1,232,788
Retirement plan contribution 96,386 14,780 5,851 117,017
Total personnel services 7,681,465 1,177,870 616,826 9,476,161
Admissions 38,222 5,861 2,320 46,403
Student travel 69,564 10,667 - 80,231
Consultants and professional fees 31,412 4817 1,909 38,138
Depreciation 40,632 6,230 2,464 49,326
Classroom supplies 195,463 29,972 1,079 226,514
Equipment rental and maintenance 112,509 17,252 6,830 136,591
Food 430,528 66,017 - 496,545
Insurance 35,954 5,513 2,183 43,650
Occupancy 33,084 5,073 2,008 40,165
Office supplics and furniture 33,304 5,107 2,022 40,433
Payroll processing 7,449 1,142 452 9,043
Printing, publications, and memberships 34,758 5,330 2,110 42,198
Software/software maintenance 26,825 4,113 1,628 32,566
Special services/incentives 39,812 6,105 - 45917
Staff travel 10,463 1,604 635 12,702
Telephone and internet 63,184 9,689 3,835 76,708
Training 38,725 5,938 2,351 47,014
Uniforms 23,278 3,569 - 26,847
Miscellaneous 8,937 1,371 540 10,848
Total other than personnel services 1,274,103 195,370 32,366 1,501,839

Total expenses $ 8955568 $ 1373240 $ 649,192 $ 10,978,000

This schedule should be read in conjunction with the accompanying financial statements and notes thereto.

18-



HARLEM CHILDREN’S ZONE

PROMISE ACADEMY Il CHARTER SCHOOL

Supplementary Schedule of Functional Expenses

For the year ended June 30, 2012

EXPENSES

Salaries

Payroll taxes

Employee benefits
Retirement plan contribution

Total personnel services

Admissions

Student travel

Consultants and professional fees
Depreciation

Classroom supplies

Equipment rental and maintenance
Food

Insurance

Occupancy

Office supplies and furniture
Payroll processing

Printing, publications, and memberships
Software/software maintenance
Special services/incentives

Staff travel

Telephone and internet

Training

Uniforms

Miscellaneous

Total other than personnel services

Total expenses

Regular Special Management

Education Education and General Total
$ 5115308 $ 697,542 % 481,969 $ 6,294,819
424,567 57,896 36,977 519,440
914,615 124,720 54,701 1,094,036
104,500 14,250 6,250 125,000
6,558,990 894,408 579,897 8,033,295
76,042 10,369 - 86,411
73,886 10,075 952 84913
105,130 14,336 9,142 128,608
57,524 7,844 3,442 68,810
212,250 28,943 1,037 242,230
28,694 3913 4,288 36,895
435,622 59,403 658 495,683
12,038 1,642 720 14,400
33,259 4,535 1,875 39,669
105,131 14,336 10,094 129,561
6,422 876 384 7,682
2,660 363 18,081 21,104
108,649 14,816 11,454 134,919
10,622 1,448 2,489 14,559
3,792 517 419 4,728
26,828 3,658 11,085 41,571
63,943 8,719 6,027 78,689
42,151 5,748 3,303 51,202
/73 245 75 2,093
1,406,416 191,786 89,925 1,683,727
$ 7965406 $ 1,086,194 $ 665422 $ 9,717,022

This schedule should be read in conjunction with the accompanying financial statements and notes thereto.

-14 -



Q Grant Thornton

Audit « Tax « Advisory

Grant Thornton LLP
666 Third Avenue, 13th Floor
New York, NY 10017-4011

T 212.599.0100
F 212.370.4520
www.GrantThornton.com

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY
GOVERNMENT AUDITING STANDARDS

To the Board of Trustees of
Harlem Children’s Zone Promise Academy II Charter School:

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of Harlem Children’s Zone Promise
Academy II Charter School (the “School”), which comprise the statement of financial position as of June
30, 2013, and the related statements of activities and cash flows for the year then ended, and the related
notes to the financial statements, and have issued our report thereon dated November 1, 2013.

Internal control over financial reporting

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

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses. However, we identified certain deficiencies in internal control, described in the accompanying
schedule of findings and questioned costs as finding 2013-01, that we consider to be a material weakness in
the School’s internal control.

= 15/
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U.S. member firm of Grant Thornton Inlernational Ltd



Our consideration of internal control was also not designed to identify all deficiencies in internal control
that might be significant deficiencies. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance. We identified certain deficiencies in internal control, described
in the accompanying schedule of findings and questioned costs as item 2013-02, that we consider to be
significant deficiencies in the School’s internal control.

Compliance and other matters

As part of obtaining reasonable assurance about whether the School’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

School’s response to findings

The School’s response to our findings, which is described in the accompanying schedule of findings and
questioned costs, was not subjected to the auditing procedures applied in the audit of the financial
statements, and accordingly, we express no opinion on the School’s response.

Intended purpose

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

Grund Thyitor. 22 2

New York, New York
November 1, 2013
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HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Schedule of Findings and Questioned Costs
For the year ended June 30, 2013

FINDING NO. 2013-01 - INTERNAL CONTROLS OVER FINANCIAL REPORTING (MATERIAL
WEAKNESS)

Criteria:

Government Auditing Standards require an auditee to design and implement an internal control environment to
achieve effective and efficient operations; reliability of financial reporting; and compliance with applicable laws
and regulations. The control environment sets the tone of an organization, which influences the control
consciousness of its people. The key factors impacting the control environment include, among other things,
management’s philosophy and operating style, organizational structure, assignment of authority and responsibility
and policies and practices with respect to human resources.

Condition, Context, Effect and Recommendation:

During our fiscal 2013 audit, we noted a material weakness in the internal control over financial reporting with
regard to the School’s journal entry process. We noted that the CFO, Assistant CFO, Controller and Senior
Accountants all had the ability to prepare and post journal entries. Additionally, while the School’s policies and
procedures call for the CFO to review journal entries, our review of the journal entry documentation did not
indicate that an approval process was performed. We also noted that many reversing journal entries were made to
correct prior entries made during the year. The above findings indicate that there is both a lack of segregation of
duties, as well as a lack of internal controls over the journal entry process. We recommend that a formal journal
entry process be implemented that will address the segregation of duties as well as the review process.

FINDING NO. 2013-02 - INTERNAL CONTROLS OVER FINANCIAL REPORTING (SIGNIFICANT
DEFICIENCY)

Criteria:

Government Auditing Standards require an auditee to design and implement an internal control environment to
achieve effective and efficient operations; reliability of financial reporting; and compliance with applicable laws
and regulations. The control environment sets the tone of an organization, which influences the control
consciousness of its people. The key factors impacting the control environment include, among other things,
management’s philosophy and operating style, organizational structure, assignment of authority and responsibility
and policies and practices with respect to human resources.

Condition, Context, Effect and Recommendation:
During our audit, we noted a significant deficiency in the internal control over financial reporting with regard to
the following:

Accounting for 457(f) Plan

During our fiscal 2013 audit, we noted that the School does not retain adequate documentation or approval of the
calculations performed for payments made to terminated employees and that the School does not have formal
policies or procedures in place for the payments to terminated employees. We recommend that the school
establish formal policies and procedures for deferred compensation payments made to employees, including
formal documentation and approval for all payments.
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HARLEM CHILDREN’S ZONE
PROMISE ACADEMY Il CHARTER SCHOOL

Schedule of Findings and Questioned Costs
For the year ended June 30, 2013

Accounting for In-kind Contributions

During our fiscal 2013 audit, we noted that the School recorded an incorrect amount of in-kind revenue and
expense for employer payroll taxes that were paid by HCZ for the School’s employees. As a result, an audit
adjustment was recorded for approximately $14,000 to decrease in-kind contribution revenue and in-kind payroll
tax expenses. We recommend that the School meet with personnel from HCZ on a monthly basis to capture,
reconcile and record all of the in-kind contributions made by HCZ.

Accounting for Grant Revenues

During our fiscal 2013 audit, we noted that the School did not properly record all grant revenues earned during
the fiscal year. As a result, an audit adjustment of approximately $18,000 was recorded to increase the fiscal 2013
grant revenues and the grant receivable balance as of June 30, 2013. We recommend that the School periodically
review grant agreements and applicable costs to ensure proper recording of revenue for cost reimbursements.

Bank Reconciliations

During our fiscal 2013 audit, we noted that the School did not complete bank reconciliations on a monthly basis
for its payroll account. We recommend that the School complete bank reconciliations on a monthly basis going
forward, in order to properly manage cash balances throughout the year.

Accounting Staff

Although HCZ hired a new controller during fiscal 2013, the position was not filled until the latter part of the
year. As a result, as of year-end, the School had not implemented adequate monitoring controls and there were
significant processes that were not supported by up-to-date written policies and procedures. We recommend that
HCZ and the School ensure the personnel in the accounting/finance function are sufficiently qualified to meet the
financial reporting needs of the organization. We also recommend that additional written policies, procedures and
controls be implemented to ensure that accounts are analyzed and reconciled in a timely manner, that the general
ledger is closed timely and that financial statements are accurately prepared.

Questioned Costs:
None noted.

Views of Responsible Officials and Planned Corrective Action:

Journal Entries

We agree that the ability to both prepare and post journals is not a proper segregations of duties; however, we note
that there were no improper journal entries posted as a result. The staff size and skill sets that existed throughout
most of the fiscal year were not conducive to establishing the requisite segregation of duties with regard to journal
entries. During the second half of the year, a new CFO and Controller were added to the financial management
team and, effective beginning fiscal 2014, we have implemented a procedure whereby each journal entry contains
a cover sheet, requiring signoff by a preparer and a separate approver, generally the Controller — the CFO signs
off of any journal entries prepared by the controller.
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Schedule of Findings and Questioned Costs
For the year ended June 30, 2013

Accounting for 457(f) Plan

Though the payments made to terminated employees were based on account balances at the time of termination,
we agree that not retaining a copy of such account balances was an inadequate control. Effective late in fiscal
2013, accounting for the 457(f) plan was transferred to the new Controller and, effective for fiscal 2014, we will
retain a copy each month’s file of employee account balances. We will also ensure each payment to employees is
properly authorized and documented.

Accounting for In-kind Contributions

Beginning effective with fiscal 2014, we implemented weekly staff meetings of the financial and business office
personnel for HCZ and the School to better ensure proper coordination of accounting and payment activities
between HCZ and the School.

Accounting for Grant Revenues

Beginning effective with fiscal 2014 and upon implementation of the new staffing plan for Finance (see response
to Accounting Staff), one individual will be assigned to oversee revenue accounting activities, including review of
all cost applicable to grants to ensure proper revenue recognition.

Bank Reconciliations

We note that all reconciliations of the payroll bank accounts were completed prior to finalizing the audit, but that
such reconciliations were not performed timely during fiscal 2013. We are in the process of adding accounting
resources, with roles specifically assigned to prepare such reconciliations on a monthly basis.

Accounting Staff

As noted in prior comments, we added a new CFO and Controller in the second half of fiscal 2013. We have
recently concluded a review of our staffing and are implementing a new staffing plan that will better define the
roles and add resources to improve the internal control environment as well as the quality and timeliness of
financial reporting, both internally and externally.
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Schedule of Prior Year (Fiscal 2012) Audit Findings and Corrective Action Plan
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Finding No. 2012-01 — Internal Controls Over Financial Reporting (Material Weakness)

Criteria:

Government Auditing Standards require an auditee to design and implement an internal control environment to
achieve effective and efficient operations; reliability of financial reporting; and compliance with applicable laws
and regulations. The control environment sets the tone of an organization, which influences the control
consciousness of its people. The key factors impacting the control environment include, among other things,
management’s philosophy and operating style, organizational structure, assignment of authority and responsibility
and policies and practices with respect to human resources.

Condition, Context, Effect and Recommendation:
During our audit, we noted a material weakness in the internal control over financial reporting with regard to the
following:

Accounting for 457(f) Plan

During our fiscal 2012 audit, we noted that the deferred compensation balance related to the School’s 457(f) Plan
was overstated at June 30, 2012. The School does not maintain and/or reconcile a schedule by participant, which
was why the overstatement was not detected. As such, an audit adjustment was recorded to reduce the deferred
compensation balance by approximately $66,000. We recommend that the School maintain a detailed schedule
by participant and reconcile the balance to the general ledger periodically throughout the year to ensure that the
deferred compensation balance is properly stated.

Grant Revenue

During our fiscal 2012 audit, we noted that the School incorrectly calculated grant revenue earned during the year,
which resulted in both the revenue and receivable to be overstated. As such, an audit adjustment was recorded for
approximately $147,000 to reduce both the revenue and the receivable recorded during fiscal 2012.

Year-end Accruals

During our fiscal 2012 audit, we noted that the School did not accrue for severance package agreements that were
in effect at the end of fiscal 2012. As such, an audit adjustment was recorded for approximately $15,000 to record
the severance accrual at June 30, 2012.

Backdating Checks

During our fiscal 2012 audit, we noted that checks written in July 2012 for expenses incurred during fiscal 2012
were backdated using a June 30, 2012 date. These checks were then included in the list of June 30, 2012
outstanding checks as if they were issued in June. As such, an audit adjustment was recorded for approximately
$38,000 to reclassify the amount of these checks to accounts payable.

Journal Entries

During our fiscal 2012 audit, we noted that the CFO, Assistant CFO, and Senior Accountants all had the ability to
prepare and post journal entries. Also, while the School’s policies and procedures call for the CFO to review
journal entries, our review of the journal entry documentation did not indicate that an approval process was
performed. We also noted that many reversing journal entries were made to correct prior entries made during the
year. The above findings indicate that there is both a lack of segregation of duties, as well as a lack of internal
controls over the journal entry process. We recommend that a formal journal entry process be followed that will
address the segregation of duties as well as review process.
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Accounting Staff

During our fiscal 2012 audit, we noted that the School lacks an adequate number of experienced
accounting/finance personnel to properly manage the accounting/ finance function and prepare financial
statements in a timely and accurate manner. The School has not implemented adequate monitoring controls and
there are significant processes that are not supported by up-to-date written policies and procedures. We
recommend that the School hire additional competent personnel to strengthen its accounting/finance function. We
also recommend that additional written policies, procedures and controls be implemented to ensure that accounts
are analyzed and reconciled in a timely manner, that the general ledger is closed timely and that financial
statements are accurately prepared.

Questioned Costs:
None noted.

Views of Responsible Officials and Planned Corrective Action:

Accounting for 457(f) Plan

During the Fiscal 2012 audit, a detailed schedule by participant was created which resulted in the overstatement
being detected. The School will maintain the schedule going forward and reconcile the balance to the general
ledger periodically through the year to ensure that the deferred compensation balance is properly stated.

Grant Revenue
The School will ensure that grant revenue is recorded properly and in the correct fiscal year.

Year-end Accruals
The School will ensure that year-end accruals are properly reconciled to ensure expenses are accurately reported.

Backdating Checks
The School only backdated checks related to invoices which they received during the first ten days of the
following fiscal year. In the future, the School will ensure that all checks are dated the day they are written.

Journal Entries

The CFO and the Assistant CFO do not post journal entries for the School. In the future, the School will ensure
that the proper approval is in place to ensure the accuracy of the entry and to avoid multiple reversing journal
entries.

Accounting Staff

A new Controller has been hired and the School, in partnership with HCZ, is still in the process of finalizing an
internal review of accounting policies and personnel. Based on the results of the internal review, the School and
HCZ will develop policies and procedures to ensure that all accounting related activities are accounted for
consistently and in accordance with US GAAP.

Fiscal 2013 Status:
Please refer to Findings 2013-01 and 2013-02.
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