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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

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

Report on the financial statements

Opinion

We have audited the 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, 2022 and 2021, and the related statements of activities,
functional expenses, and cash flows for the years then ended, and the related notes
to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the School as of June 30, 2022 and 2021, 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.

Basis for opinion

We conducted our audits of the financial statements in accordance with auditing
standards generally accepted in the United States of America (US GAAS) and the
standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States (Government Auditing
Standards). Our responsibilities under those standards are further described in the
Auditor’'s Responsibilities for the Audit of the Financial Statements section of our
report. We are required to be independent of the School and to meet our other ethical
responsibilities in accordance with the relevant ethical requirements relating to our
audits. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the United
States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether
there are conditions or events, considered in the aggregate, that raise substantial
doubt about the School’s ability to continue as a going concern for one year after the
date the financial statements are available to be issued.

GT.COM

Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms
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Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable
assurance is a high level of assurance but is not absolute assurance and therefore is
not a guarantee that an audit conducted in accordance with US GAAS and
Government Auditing Standards will always detect a material misstatement when it
exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on
the financial statements.

In performing an audit in accordance with US GAAS and Government Auditing
Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout
the audit.

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, and design and perform audit procedures
responsive to those risks. Such procedures include examining, on a test basis,
evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as
well as evaluate the overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in
the aggregate, that raise substantial doubt about the School’s ability to continue
as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding,
among other matters, the planned scope and timing of the audit, significant audit
findings, and certain internal control-related matters that we identified during the audit.
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Other reporting required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report
dated November 1, 2022 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 solely 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 the School’s 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.

/ﬁmff Thewde LLFP

New York, New York
November 1, 2022



Harlem Children’s Zone Promise Academy Il Charter School

STATEMENTS OF FINANCIAL POSITION

June 30,
2022 2021
ASSETS
Cash and cash equivalents $ 6,717,508 $ 5,559,696
Restricted cash 70,867 70,853
Government grants and contracts receivable 2,028,920 664,513
Due from related parties - 840,332
Due from Harlem Children’s Zone - deferred compensation plans 1,991,000 3,290,068
Property and equipment, net 89,415 25,026
Other assets 705,400 112,921
Total assets $ 11,603,110 $ 10,563,409
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable and accrued expenses $ 2,591,200 $ 2,787,750
Due to related parties 2,715,730 -
Refundable advance - 500,000
Deferred compensation payable 2,692,656 3,030,152
Total liabilities 7,999,586 6,317,902
Contingencies
Net assets - without donor restrictions 3,603,524 4,245,507
Total liabilities and net assets $ 11,603,110 $ 10,563,409

The accompanying notes are an integral part of these financial statements.
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Harlem Children’s Zone Promise Academy Il Charter School

STATEMENTS OF ACTIVITIES

Years ended June 30,

2022 2021
Revenue and support
Revenue:
Government grants and contracts $ 22,709,356 $ 20,949,077
Other income - 98,370
Total revenue 22,709,356 21,047,447
Support:
Contributions:
Related parties 1,482,957 1,767,269
Others 1,250,000 -
Contributions in-kind:
Related parties 598,340 754,885
Others 1,725,516 1,760,040
Total support 5,056,813 4,282,194
Total revenue and support 27,766,169 25,329,641
Expenses
Program services:
Regular education 23,050,606 20,700,609
Special education 4,128,011 3,645,116
Total program services 27,178,617 24,345,725
Management and general 1,229,535 1,185,130
Total expenses 28,408,152 25,530,855
CHANGE IN NET ASSETS (641,983) (201,214)
Net assets, beginning of year 4,245,507 4,446,721
Net assets, end of year $ 3,603,524 $ 4,245,507

The accompanying notes are an integral part of these financial statements.
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Harlem Children’s Zone Promise Academy Il Charter School

Salaries

Payroll taxes

Employee benefits
Retirement plan contribution

Total personnel services

Admissions

Classroom supplies

Contracted services

Depreciation

Equipment rental and maintenance
Food

Insurance

Occupancy

Office supplies and furniture

Printing, publications, and memberships
Software and hardware

Special client services and incentives
Staff travel

Student travel

Telecommunications

Training

Uniforms

Miscellaneous

Total other than personnel services

Total expenses

STATEMENT OF FUNCTIONAL EXPENSES

Year ended June 30, 2022

Regular Special Management
Education Education and General Total
$ 11,559,144 $ 2,070,066 $ 657,174 $ 14,286,384
943,882 169,035 53,663 1,166,580
3,122,169 559,133 177,505 3,858,807
254,700 45,613 14,480 314,793
15,879,895 2,843,847 902,822 19,626,564
22,452 4,021 1,276 27,749
159,916 28,638 - 188,554
929,648 166,486 52,853 1,148,987
8,194 1,467 466 10,127
74,991 13,430 4,263 92,684
839,382 150,320 - 989,702
126,627 22,677 7,199 156,503
3,673,775 657,917 208,866 4,540,558
131,043 23,468 7,450 161,961
37,231 6,667 2,117 46,015
581,808 104,193 33,078 719,079
219,014 39,222 - 258,236
1,672 300 95 2,067
107,154 19,190 - 126,344
90,654 16,235 5,154 112,043
57,513 10,300 3,270 71,083
98,635 17,664 - 116,299
11,002 1,969 626 13,597
7,170,711 1,284,164 326,713 8,781,588
$ 23,050,606 $ 4,128,011 $ 1,229,535 $ 28,408,152

The accompanying notes are an integral part of this financial statement.
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Harlem Children’s Zone Promise Academy Il Charter School

Salaries

Payroll taxes

Employee benefits
Retirement plan contribution

Total personnel services

Admissions

Classroom supplies

Contracted services

Depreciation

Equipment rental and maintenance
Food

Insurance

Occupancy

Office supplies and furniture

Printing, publications, and memberships
Software and hardware

Special client services and incentives
Staff travel

Student travel

Telecommunications

Training

Uniforms

Miscellaneous

Total other than personnel services

Total expenses

Year ended June 30, 2021

STATEMENT OF FUNCTIONAL EXPENSES

Regular Special Management

Education Education and General Total
$ 11,335,151 $ 1,995,976 $ 686,882 $ 14,018,009
903,283 159,057 54,737 1,117,077
1,863,930 328,214 112,950 2,305,094
182,341 32,108 11,049 225,498
14,284,705 2,515,355 865,618 17,665,678
37,538 6,610 2,275 46,423
210,191 37,012 - 247,203
351,009 61,808 21,270 434,087
2,670 470 162 3,302
63,931 11,257 3,874 79,062
589,586 103,819 - 693,405
121,148 21,333 7,341 149,822
3,789,773 667,331 229,651 4,686,755
31,411 5,531 1,903 38,845
49,156 8,656 2,979 60,791
588,169 103,569 35,642 727,380
252,577 44,476 - 297,053
231 41 14 286
11,411 2,009 - 13,420
147,686 26,006 8,949 182,641
42,540 7,491 2,578 52,609
79,432 13,987 - 93,419
47,445 8,355 2,874 58,674
6,415,904 1,129,761 319,512 7,865,177
$ 20,700,609 $ 3,645,116 $ 1,185,130 $ 25,530,855

The accompanying notes are an integral part of this financial statement.
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Harlem Children’s Zone Promise Academy Il Charter School

STATEMENTS OF CASH FLOWS

Years ended June 30,

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Depreciation
Changes in assets and liabilities:
Decrease in contributions receivable
Increase in government grants and contracts receivable
Decrease (increase) in due to/from related parties
Decrease (increase) in due from Harlem Children’s Zone -
deferred compensation plans
Increase) decrease in other assets
Decrease) increase in accounts payable and accrued expenses
Decrease) increase in deferred compensation payable
Decrease) increase in refundable advance

—~ o~~~

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property and equipment

NET INCREASE IN CASH AND CASH EQUIVALENTS
AND RESTRICTED CASH

Cash and cash equivalents and restricted cash, beginning of year

Cash and cash equivalents and restricted cash, end of year

The accompanying notes are an integral part of these financial statements.
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2022 2021
$ (641,983) $ (201,214)
10,127 3,302

- 625,000
(1,364,407) (256,562)
3,556,062 (405,184)
1,299,068 (839,814)
(592,480) 9,173
(196,550) 26,024
(337,496) 890,553
(500,000) 500,000
1,232,342 351,278
(74,516) -
1,157,826 351,278
5,630,549 5,279,271

$ 6788375 $ 5,630,549




Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS
June 30, 2022 and 2021

NOTE 1 - NATURE OF OPERATIONS

Harlem Children’s Zone Promise Academy Il 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 Centers
for Children and Families”), 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.

Pandemic Implications

In March 2020, the World Health Organization officially declared COVID-19, a disease caused by the novel
coronavirus, a pandemic. This caused many local and national governments, including New York State, to
impose restrictions on business operations, travel and public gatherings. The outbreak has adversely
impacted the level of economic activity around the world and disrupted normal business activity in every
sector of the economy.

During the pandemic, the School implemented a hybrid learning model that allowed for both virtual and on-
site instruction for our scholars. On-site learning was made possible by enhanced social distancing, use of
personal protective equipment, and frequent testing aligned to guidance from the CDC and other public
health agencies. Our virtual learning was facilitated by providing students with the technological resources
needed to conduct schooling in a virtual environment. During fiscal year 2022, we transitioned to fully on-
site instruction while maintaining appropriate precautions and surveillance testing procedures.

The full impact of the COVID-19 outbreak continues to evolve as of the date of this report. External factors,
including policy-making in response to the pandemic and its impact on education and the economy, could
impact the financial position of the School.

NOTE 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 (“U.S. GAAP”).

The School classifies its net assets in the following categories:

Net Assets Without Donor Restrictions

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

Net Assets With Donor Restrictions

Represent net assets which are subject to donor-imposed restrictions whose use is restricted by time and/or
purpose. Net assets with donor restrictions are subject to donor-imposed restrictions that require the School
to use or expend the gifts as specified, based on purpose or passage of time. When donor restrictions
expire, that is, when a purpose restriction is fulfiled or a time restriction ends, such net assets are
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Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2022 and 2021

reclassified to net assets without donor restrictions and reported on the statement of activities as net assets
released from restrictions.

Net assets with donor restrictions also includes the corpus of gifts, which must be maintained in perpetuity,
but allows for the expenditure of net investment income and gains earned on the corpus for either specified
or unspecified purposes in accordance with donor stipulations. At June 30, 2022 and 2021, the School did
not possess any net assets with donor restrictions.

Functional Expenses

The costs of providing the various programs and other activities of the School have been summarized on a
functional basis in the statements of activities and functional expenses, which includes all operating
expenses incurred during the year. Accordingly, certain costs have been allocated among the programs
and supporting services benefited. Management allocates the direct costs of its operations to its programs
and services on an equitable basis based on either financial or non-financial data, such as the percentage
of direct labor costs charged to each program and supporting services by the School staff.

Cash and Cash Equivalents

The School considers money market fund investments and all highly liquid debt instruments with a maturity
of three months or less on the date of acquisition to be cash equivalents.

Property and Equipment

Property and equipment purchased for a value greater than $5,000 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
Leasehold improvements 5-31.5

Revenue

The School derives its revenue principally from the New York State and New York City governments,
through the New York City Department of Education (“DOE”) Office of Charter Schools, based on pupil
enrollment for regular and special education. The balance of the revenue and support is derived from
contributions and other government grants and contracts.

Revenues are reported as increases in net assets without donor restrictions unless use of the related assets
is limited by explicit donor-imposed restrictions. Revenues based on pupil enrollment are recognized over
the period earned. Revenue from grants and contracts is recognized as the related expenses are incurred,
or services performed, in accordance with the terms of the respective grant or contract agreement. Amounts
received in advance are reported as deferred revenue.

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 support without donor restrictions or with donor restrictions, depending on
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Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2022 and 2021

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), such net assets
are reclassified to net assets without donor restrictions and reported in the statement of activities as net
assets released from restrictions.

The School follows guidance which requires organizations to determine whether a contribution is conditional
based on whether an agreement includes a barrier that must be overcome and either a right of return of
assets transferred or a right of release of a promisor’s obligation to transfer assets. If the agreement (or a
referenced document) includes both, the recipient is not entitled to the transferred assets (or a future
transfer of assets) until it has overcome the barriers in the agreement.

The School received an advance payment towards a conditional contribution in the amount of $500,000
during the year ended June 30, 2021. This gift was conditioned upon the satisfaction of certain milestones
and other requirements stipulated within the related agreement, and as such has been reflected as a
refundable advance on the accompanying statement of financial position as of June 30, 2021. The
remaining $2,500,000 of conditional support related to this pledge will be recognized as revenue as the
milestones and other requirements stipulated within the agreement are satisfied. $1,250,000 of conditional
support related to this pledge was recognized as revenue during the year ended June 30, 2022 as the
milestones and other requirements stipulated within the agreement were satisfied during the fiscal year.

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 income in the period received. As of June 30, 2022 and 2021, no allowance for doubtful
accounts was required. Receivables as of June 30, 2022 and 2021 are expected to be collected within one
year.

Contributions In-Kind

The School receives certain nonfinancial assets that meet the criteria established by U.S. GAAP for
recognition as contributions. Such contributions, which are primarily professional services, space and
utilities, are recognized at fair value within contributions in-kind in the statements of activities with
corresponding amounts recorded within expenses as they were utilized during the same fiscal year. During
the years ended June 30, 2022 and 2021, the School received donations of books and software with a fair
value of $48,035 and $82,559, respectively, which were utilized in operations during those fiscal years and
are reflected as contributions in-kind — other on the accompanying statements of activities. Contributions
in-kind received from related parties are detailed in Note 8. Contributions in-kind received during the years
ended June 30, 2022 and 2021 did not carry any donor-imposed restrictions.

In September 2020, the Financial Accounting Standards Board issued Accounting Standards Update
(“ASU”) 2020-07, Presentation and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial
Assets, which improves transparency in the reporting of contributed nonfinancial assets, also known as
gifts-in-kind, for not-for-profit organizations. The adoption of ASU 2020-07, which is effective for the School
for the year ended June 30, 2022, did not have a material impact on the School’s financial statements.
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Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2022 and 2021

Accounting for Income Taxes

The School recognizes the tax effects from an uncertain tax position 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.

The School is exempt from federal income tax under Internal Revenue Code (“IRC”) section 501(c)(3),
though it is subject to tax on income unrelated to its exempt purpose, unless that income is otherwise
excluded by the IRC. The School has processes presently in place to ensure the maintenance of its
tax-exempt status; to identify and report unrelated income; to determine its filing and tax obligations in
jurisdictions for which it was nexus; and to identify and evaluate other matters that may be considered tax
positions. The School has determined that there are no material uncertain tax positions that require
recognition or disclosure in the financial statements for the years ending June 30, 2022 or 2021.

Estimates

The preparation of financial statements in conformity with U.S. 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.

NOTE 3 - CASH AND CASH EQUIVALENTS

The School maintains cash and cash equivalent balances in financial institutions, which generally exceed
the amount insured by the Federal Depository Insurance Corporation 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.

NOTE 4 - RESTRICTED CASH

Pursuant to an addendum to the Charter Agreement dated February 3, 2015, with the DOE, 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.

NOTE 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 enroliment funds, federal food subsidies, and Title | and Title |l 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.
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Harlem Children’s Zone Promise Academy Il Charter School

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2022 and 2021

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, 2022 and 2021:

2022 2021
Revenues Receivable Revenues Receivable

Per Pupil Funding $ 19,582,568 $ 117,322 $ 19,273,503 $ 111,730

CARES Act PPP - - 331,114 -

Title | 450,819 322,418 440,366 125,594

Title 1l 55,555 43,872 41,970 8,824

Title IV 34,018 8,197 30,895 10,902

E-Rate - - 4,428 -

ESSER 1,621,439 1,132,397 403,630 322,904
Food service - Federal and

State of New York 917,360 404,714 423,171 84,559

ARP Homeless 4,954 - - -

Emergency Connectivity Fund 42,643 - - -

Total government
$ 22,709,356 $ 2,028,920 $ 20,949,077 $ 664,513

grants and contracts

In April 2020, the School was granted a loan (the “Loan”) in the aggregate amount of $2,705,375, pursuant
to the Paycheck Protection Program (the “PPP”) under Division A, Title | of the CARES Act. As management
believed there was reasonable assurance that the School would meet the terms for forgiveness of the Loan,
the Loan was treated as a government grant whereby revenue is recognized as the related qualifying

expenses are incurred.

Funds from the Loan were only to be used for certain costs, such as payroll costs and occupancy expenses.
The School used the remaining $331,114 of the Loan amount for qualifying expenses during the year ended
June 30, 2021. The School determined that the criteria for forgiveness under the terms of the Loan were
met for this portion of the Loan during the year ended June 30, 2021 and accordingly recognized $331,114
as revenue within government grants and contracts revenue on the accompanying statement of activities

for the year ended June 30, 2021.

NOTE 6 - PROPERTY AND EQUIPMENT

At June 30, 2022 and 2021, property and equipment consisted of the following:

Equipment
Leasehold improvements
Furniture and fixtures

Less: accumulated depreciation

Total

2022 2021

$ 235830 $ 235830
57,733 57,734
116,514 41,997
410,077 335,561
(320,662) (310,535)

$ 89,415 $ 25,026
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Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2022 and 2021

Depreciation expense for the years ended June 30, 2022 and 2021 amounted to $10,127 and $3,302,
respectively.

NOTE 7 - RETIREMENT PLAN

The School maintains the Alerus Tax Deferred Annuity Plan (the “Plan”) with Alerus Retirement Solutions
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, 2022 and 2021, contributions made to the Plan amounted to $314,793 and
$225,498, respectively.

NOTE 8 - RELATED-PARTY TRANSACTIONS
Contributions

Deferred Compensation Plans

HCZ maintains a discretionary 457(f) plan and a Supplemental Bonus Plan for Teachers (effective
January 1, 2016) for certain eligible employees of the School. Employees become eligible to participate in
these plans based solely at the discretion of the School’s Board of Trustees. The amounts contributed to
the 457(f) plan and the Supplemental Bonus Plan for Teachers become vested five and three years,
respectively, after the date of the initial contribution for all eligible employees. Amounts contributed to these
plans are paid to eligible employees when vested. 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 2022 and 2021, HCZ provided a net subsidy of
$630,627 and $967,509, respectively, for contributions to these plans. These amounts are recorded within
contributions - related party and a corresponding expense on the accompanying statements of activities.
The cumulative amount due from HCZ relating to these plans totaled $1,991,000 and $3,290,068 at
June 30, 2022 and 2021, respectively. The cumulative amount due to eligible employees totaled $2,692,656
and $3,030,152 at June 30, 2022 and 2021, respectively. Amounts due from HCZ in excess of amounts
due to eligible employees represents reimbursements of amounts already paid by the School in advance
of receiving the funds from HCZ.

Other

Certain expenses are shared amongst the School, HCZ and Harlem Children’s Zone Promise Academy
Charter School (“PA 1”). Shared expenses primarily relate to prorated salaries and other expenses that are
allocated amongst the School, HCZ and PA |. Amounts may also be received by the School on behalf of
HCZ or PA |, and amounts may also be granted to the School from HCZ. At June 30, 2022 and 2021, due
(to) from related parties totaled $(2,715,730) and $840,332, respectively, pertaining to these related party
transactions.

HCZ also provided the School with grants in the amounts of $852,330 and $799,760 in fiscal 2022 and
2021, respectively, which are included within contributions - related parties on the accompanying
statements of activities.

Contributed Space and Services

HCZ provides the School with certain services at no cost. For the years ended June 30, 2022 and 2021,
the School recognized revenues and corresponding expenses for services of $598,340 and $754,885,
respectively.
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Harlem Children’s Zone Promise Academy Il Charter School
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2022 and 2021

The School also recognized revenues and corresponding expenses for contributed space and utilities from
the DOE for both years ended June 30, 2022 and 2021 of $1,677,481.

Contributed services are valued and reported at their estimated fair value based on current rates for similar
services. Contributed space and utilities are valued at their estimated fair values based on current rates for
the use of similar space and associated utilities.

Rent

During fiscal 2019, the School renewed a five-year lease agreement with HCZ for the School’s use of the
space located at 35 East 125th St, New York, NY, a property owned by HCZ. Pursuant to the terms of this
lease, the School incurred approximately $2,106,000 in rent expense during both fiscal 2022 and 2021.

As of June 30, 2022, the minimum future annual rental obligation under the terms of this lease are as
follows:

Year
2023 $ 2,169,328
2024 2,234,408

$ 4,403,736

NOTE 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 makes a contribution to the School and donates services. If this relationship
were to change or cease, such change could have a substantial effect on the School’s ability to continue
operations.

NOTE 10 - 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, in the normal course of its operations, is a party to various legal proceedings and claims. While
it is not feasible to predict the ultimate outcomes of such matters, management of the School is not aware
of any claims or contingencies that would have a material adverse effect on the School’s financial position
or change in net assets.
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NOTE 11 - LIQUIDITY AND AVAILABILITY OF RESOURCES

The School closely monitors cash flows to ensure adequate resources are available at any given time to
meet current and upcoming obligations. Strong emphasis on budget and treasury management is
undertaken in an effort to anticipate organizational needs during both the short- and long-term.

Government grant revenue represents the majority of funding received for School operations. As such, the
School puts considerable focus on grants management to make certain that necessary funding is both
calculated accurately and received timely.

Finally, if significant unforeseen liquidity issues arise, the School would seek funding and assistance from
its Instructional Partner, Harlem Children’s Zone, Inc., to address potential shortfalls, mitigate any
operational issues that could result, and develop a long-term remedy.

The School’s financial assets available within one year of June 30, 2022 for general expenditure are as
follows:

Cash and cash equivalents $ 6,717,508
Government grants and contracts receivable 2,028,920
Financial assets available for general expenditures within one year $ 8746428

The School’s financial assets available within one year of June 30, 2021 for general expenditure are as
follows:

Cash and cash equivalents $ 5,559,696
Government grants and contracts receivable 664,513
Due from related parties 840,332

Financial assets available for general expenditures within one year $ 7,064,541

NOTE 12 - SUBSEQUENT EVENTS
The School evaluated its June 30, 2022 financial statements for subsequent events through November 1,

2022, 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.
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GRANT THORNTON LLP

757 Third Ave., 9th Floor
New York, NY 10017-2013

D +1212599 0100
F +12123704520

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 Il 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 (Government Auditing Standards), the financial statements of Harlem
Children’s Zone Promise Academy Il Charter School (the “School”), which comprise
the statement of financial position as of June 30, 2022, and the related statements of
activities, functional expenses 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, 2022.

Report on 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”) as a basis for
designing 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 the School’s 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. A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

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

GT.COM

Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms
are separate legal entities and are not a worldwide partnership.
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Report on 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 financial
statements. However, providing an opinion on compliance with those provisions was
not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of this report

The purpose of this report is solely to describe the scope of our testing of internal
control and compliance and the results of that testing, and not to provide an opinion
on the effectiveness of the 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.

/ﬁm?f Thewde LLFP

New York, New York
November 1, 2022



Harlem Children’s Zone Promise Academy Il Charter School
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year ended June 30, 2022

None noted.
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