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REPORT OF INDEPENDENT AUDITORS 
 
 
Board of Trustees 
The Harlem Children’s Zone Promise Academy Charter School 
 
We have audited the accompanying statements of financial position of the Harlem Children’s 
Zone Promise Academy Charter School (the “School”) as of June 30, 2009 and 2008, and the 
related statements of activities and cash flows for the years then ended. These financial 
statements are the responsibility of the School's management. 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 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 audits to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. We were not engaged to perform an audit of the 
School’s internal control over financial reporting. Our audits included consideration of internal 
control over financial reporting as a basis for designing 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 over financial reporting. Accordingly, we express no such opinion. 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 audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of the Harlem Children’s Zone Promise Academy Charter School at 
June 30, 2009 and 2008, and the change in its net assets and its cash flows for the years then 
ended, in conformity with accounting principles generally accepted in the United States. 
 
In accordance with Government Auditing Standards, we have also issued our report, dated 
October 30, 2009, on our consideration of the School's internal control over financial reporting 
and 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 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 read in conjunction with this report in considering the results of our 
audit. 
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Our audits were performed for the purpose of forming an opinion on the financial statements of 
the School taken as a whole. The schedule of functional expenses on page 13 is presented for 
purposes of additional analysis 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. 
 

 
 
October 30, 2009 
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 HARLEM CHILDREN’S ZONE  
PROMISE ACADEMY CHARTER SCHOOL 

Statements of Financial Position 
As of June 30, 2009 and 2008 

 
 

2009 2008

ASSETS
Cash 363,908$           239,839$         

Restricted Cash 70,048               -                   

Government grants receivable 259,925             200,416           

Due from HCZ -                     4,551               

Property and equipment, net 387,814             236,543           

Total Assets 1,081,695$        681,349$         

LIABILITIES AND NET ASSETS
Liabilities:

Accounts payable and accrued expenses 324,216$           524,516$         

Due to HCZ Promise Academy Charter School II 1,859              129,547         

Due to HCZ -                  963                

Total Liabilities 326,075     655,026   

Net Assets:
Unrestricted 755,620          26,323           

Total Liabilities and Net Assets 1,081,695$        681,349$         

 
 

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

Statements of Activities 
For the Years Ended June 30, 2009 and 2008 

 
 

2009 2008

SUPPORT AND REVENUE
Support:

Contributions 14,000$          176,520$           
Contributions in-kind 3,172,489      2,731,170          

Total Support 3,186,489        2,907,690          

Revenue:
Regular Education 8,313,589      5,717,781          
Special Education 569,912         248,884             
Federal and State funding 298,288         182,749             
Food service 225,555         292,989             
Other income 2,551             2,572                

Total Revenue 9,409,895        6,444,975          

Total Support and Revenue 12,596,384    9,352,665          

EXPENSES
Program Services:

Regular Education 9,751,854      7,797,153          
Special Education 960,429         771,147             

 Total Program Services 10,712,283      8,568,300          

Supporting Services:
Management and General 1,154,804      629,433             

Total Expenses 11,867,087    9,197,733          

Change in net assets 729,297         154,932             

Unrestricted net assets at beginning of year 26,323           (128,609)           

Unrestricted net assets at end of year 755,620$         26,323$             

 

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

Statements of Cash Flows 
For the Years Ended June 30, 2009 and 2008 

 
 

2009 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets 729,297$       154,932$      
Adjustments to reconcile change in net assets to net cash
 provided by operating activities:

Depreciation 115,386         77,747          
Increase in restricted cash (70,048)          -               
Increase in government grants receivable (59,510)          (116,262)      
Decrease (increase) in due from HCZ 4,551             (4,551)          
Decrease in prepaid expenses -                 12,833          
(Decrease) increase in accounts payable (200,300)        256,044        
(Decrease) increase in due to HCZ Promise Academy 
  Charter School II (127,688)        27,124          
Decrease in due to HCZ (963)               (29,377)        

Net cash provided by operating activities 390,725         378,490        

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment, representing cash
 used in investing activities (266,656)        (78,196)        

CASH FLOWS FROM FINANCING ACTIVITIES
Payment of bank overdraft representing cash used in 
 in financing activities -                 (60,455)        

Net increase in cash 124,069         239,839        

Cash and cash equivalents, beginning of year 239,839         -               

Cash and cash equivalents, end of year 363,908$       239,839$      

 
 

The accompanying notes are an integral part of these financial statements. 
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NOTE 1 ORGANIZATION 
 
The Harlem Children’s Zone Promise Academy 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 2004, 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 nonprofit 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. 
 
 

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of Accounting  
 
The accompanying financial statements have been prepared on the accrual basis 
in accordance with accounting principles generally accepted in the United States 
for nonprofit organizations. 
 
Financial Statement Presentation  
 
The School is required to report its financial position and activities according to 
three classes of net assets: unrestricted, temporarily restricted, and permanently 
restricted.  
 
Unrestricted Net Assets: Net assets of the School that have not been restricted by 
an outside donor or by law and are therefore available for use in carrying out the 
operations of the School. 
 
Temporarily Restricted Net Assets: Net assets that are subject to donor-imposed 
stipulations which may be fulfilled by action of the School to meet the 
stipulations or which may expire at the date specified by the donor. 
 
Permanently Restricted Net Assets: Net assets which are limited by donor-
imposed stipulations that do not expire by passage of time and cannot be fulfilled 
or otherwise removed by actions of the School, except with the consent of the 
donor. 
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Property and Equipment 
 
Property and equipment are valued at cost, less accumulated depreciation. Normal 
replacement and maintenance costs are charged to earnings as incurred, and major 
renewals and improvements are capitalized. Upon disposition, the cost and related 
accumulated depreciation are removed from the accounts and the resulting gain or 
loss for the period is recognized. The School capitalizes assets with costs of 
$1,000 and over. Depreciation is calculated on a straight-line basis and is based 
on the estimated useful lives of the assets as follows: 
 

 Useful Life 
 (Years) 

Furniture, fixtures, and equipment 5 
Leasehold improvements 5 
 
 
Pupil Enrollment 
 
The School records revenue from pupil enrollment as unrestricted revenue. Pupil 
enrollment revenue is based on the full-time equivalent number of students in 
attendance at the school at the New York State Department of Education 
authorized rate. Pupil enrollment revenue is recognized in the period incurred. 
 
Contributions 

 
The School records contributions of cash and other assets as unrestricted, 
temporarily restricted, or permanently restricted support, depending on the 
existence and nature of donor restrictions. Contributions are recorded as restricted 
support if they are received with donor stipulations that limit their use through 
purpose or time restrictions. When a restriction expires (that is, when a stipulated 
time restriction ends 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. Contributions in-
kind are recorded at fair value as of the date of donation. 
 
All contributions received for the years ended June 30, 2009 and 2008, were 
unrestricted. 
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Government Contracts 
 
Federal, state, and other grant awards received for specific purposes are 
recognized as support to the extent of the related expenses incurred. The 
unexpended funds are reported as contract advances. 
 
Tax Status  
 
The School is exempt from federal income tax under Section 501(c)(3) of the 
United States Internal Revenue Code. Therefore, there is no provision for income 
tax. 
 
Estimates  
 
The preparation of financial statements in conformity with accounting principles 
generally accepted in the Unites States 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. 
 
Reclassifications 
 
Certain prior year amounts have been reclassified to conform to the current year 
presentation. 
 
 

NOTE 3 CASH 
 
The School maintains all of its cash in a bank. The accounts in the bank are 
guaranteed by the Federal Deposit Insurance Corporation (“FDIC”) up to 
$250,000, which is the maximum allowed by law. The School’s management 
monitors the balance in excess of FDIC coverage to limit any exposure to loss.  
 

 
NOTE 4 RESTRICTED CASH 

 
Pursuant to an addendum to the Charter Agreement dated August 4, 2008, from 
the New York City Department of Education (“NYCDOE”), the NYCDOE 
requires the School 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. 
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NOTE 5 PUPIL ENROLLMENT AND OTHER REVENUES FROM GOVERNMENT 
AGENCIES 
 
Under the School's charter school 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 state pupil enrollment funds, 
federal food subsidies, and Titles I and 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. 
 
The grant amounts received and receivable from government agencies and 
included as revenue in the financial statements consist of the following as of June 
30, 2009 and 2008: 
 

2009 2008
Revenues Receivable Revenues Receivable

City of New York 8,883,501$  -$               5,966,665$  -$             
  (Pupil enrollment)

Title I 263,975       176,652       155,751       109,656       
Title II 34,313         25,726         26,998         20,756         
Food Service
State of New York 225,555       57,547         292,989       70,004         

Total grants from
  government sources 9,407,344$ 259,925$    6,442,403$ 200,416$    

 
In addition, the School also receives funding in the form of private and corporate 
contributions. The amounts received for the years ended June 30, 2009 and 2008, 
were $14,000 and $176,520, respectively. 
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NOTE 6 PROPERTY AND EQUIPMENT 
 
At June 30, 2009 and 2008, property and equipment consisted of the following: 
 

2009 2008

Computer equipment 171,143$        3,160$            
Furniture and fixtures 530,294          446,043          
Leasehold improvements 14,422            -                 

715,859          449,203          
Less: accumulated depreciation 328,045          212,660          

Total 387,814$        236,543$        

 
Depreciation expense for the years ended June 30, 2009 and 2008, amounted to 
$115,386 and $77,747, respectively. 

 
 
NOTE 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. Contributions made to the Plan 
are discretionary. For the years ended June 30, 2009 and 2008, contributions 
made to the Plan amounted to $246,440 and $109,124, respectively.  

 
 
NOTE 8 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, during the 
initial five-year term of its charter ending June 30, 2009, certain services at no 
cost. These services include financial management, social, library, technology, 
fundraising, public relations, and teaching assistance services. In addition, HCZ 
committed to provide the School with the use of space in its premises located at 
35 East 125th Street, New York, NY. Furthermore, HCZ’s trustees pledged its 
endowment to guarantee the funding of the School’s projected private 
contributions for the initial term of the charter.  
 
As of July 1, 2009, HCZ renewed its commitment to the School for another five-
year term to provide the same level of services through June 30, 2014. 
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NOTE 8 IN-KIND SUPPORT (continued) 
 
HCZ’s in-kind services for the years ended June 30, 2009 and 2008, amounted to 
$3,172,489 and $2,731,170, respectively. These amounts included personnel 
services costs for the years ended June 30, 2009 and 2008, of $2,755,977 and 
$2,183,055, respectively, and non-personnel services costs of $406,104 and 
$548,115, respectively.  
 
 

NOTE 9 RELATED-PARTY TRANSACTIONS 
 
Funds received for the Harlem Children’s Zone Promise Academy Charter School 
II (“Promise Academy II”) (the sister school of the School) from any of the 
contract sources are deposited into the bank account of the School. Transfers are 
subsequently made to Promise Academy II’s bank account. As of June 30, 2009 
and 2008, $1,859 and $129,547, respectively, was due to Promise Academy II. 
 
As of June 30, 2009, no amounts were due from or due to HCZ. As of June 30, 
2008, $4,555 was due from HCZ. 
 
 

NOTE 10 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 its ability to continue operations. 
 
As discussed in Note 7, HCZ is responsible for certain operations of the School 
and donates its services and space. If this relationship were to change or cease, 
such change could have a substantial effect on the School's ability to continue 
operations. 
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NOTE 11 CONTINGENCY 
 

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 such audits of government contracts by government agencies is 
presently not determinable, it should not, in the opinion of the management, have 
a material effect on the financial position or results of operations. Accordingly, no 
provision for any such liability that may result has been made in the 
accompanying financial statements. 
 
Litigation 

  
Legal proceedings and claims are pending against the School. In the opinion of 
management and its counsel, the ultimate liability, if any, with respect to such 
matters cannot be ascertained as of June 30, 2009. 
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HARLEM CHILDREN’S ZONE  
PROMISE ACADEMY CHARTER SCHOOL 

Schedule of Functional Expenses  
For the Year Ended June 30, 2009 

(With Comparative Totals for 2008) 
 
 

Regular Special Management 2009 2008
Education Education and General Total Total 

EXPENSES
Salaries 6,121,658$    658,188$    738,917$     7,518,763$       5,700,543$  
Payroll Taxes 514,551         63,596        62,162         640,309 504,022       
Employee Benefits 1,218,261      20,142        145,190       1,383,593 1,339,537    
Retirement Plan Contribution 206,210         25,487        14,743         246,440 109,124       

Total Personnel Services 8,060,680      767,413      961,012       9,789,105         7,653,226    

Admissions 39,047           4,826          -               43,873 30,825         
Bank Fees 424                52               879              1,355 268              
Student Travel 64,744           8,002          -               72,746 163,118       
Consultants and Professional Fees 624,146         59,741        115,092       798,979 420,761       
Depreciation 93,462           12,693        9,231           115,386 77,748         
Classroom Supplies 417,811         50,929        -               468,740 336,548       
Equipment Rental and Maintenance 43,091           5,326          283              48,700 41,592         
Food 53,947           6,669          16                60,632 44,051         
Insurance -                 -              20,000         20,000 20,000         
Occupancy 13,682           1,691          -               15,373 24,260         
Office Supplies 58,380           7,215          3,996           69,591 107,475       
Payroll Processing            3,704             458             5,489           9,651 8,434           
Postage                       16,502           1,985          378              18,865 7,588           
Printing, Publications, and memberships 41,086           5,076          10,257         56,419 68,855         
Software/Software Maintenance 37,239           4,645          -               41,884 21,703         
Special Services/Incentives 64,513           7,984          -               72,497 55,748         
Staff Travel 23,389           2,891          -               26,280 11,662         
Telephone                     4,868             1,568          1,970           8,406 24,794         
Training 51,569           6,374          15,418         73,361 30,561         
Uniforms 26,197           3,238          -               29,435 22,295         
Miscellaneous 13,373           1,653          10,783         25,809 26,221         

Total Other than Personnel 1,691,174      193,016      193,792       2,077,982         1,544,507    

Total Expenses 9,751,854$    960,429$    1,154,804$  11,867,087$     9,197,733$  

Program Services
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REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED 

ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

 
 
Board of Trustees  
The Harlem Children’s Zone Promise Academy Charter School  
 
We have audited the financial statements of The Harlem Children’s Zone Promise Academy 
Charter School (the “School”) as of and for the year ended June 30, 2009 and have issued our 
report thereon dated October 30, 2009. We conducted our audit in accordance with auditing 
standards generally accepted in the United States and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United 
States.  
 
Internal control over financial reporting 

In planning and performing our audit, we considered the School’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 School’s internal control over financial reporting. Accordingly, we do not 
express an opinion on the effectiveness of the School’s internal control over financial reporting. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct misstatements on a timely basis. A 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 entity’s financial statements will not be prevented, 
or detected and corrected on a timely basis. 
 
Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and was not designed to identify all deficiencies in 
internal control that might be deficiencies, significant deficiencies or material weaknesses. We 
did not identify any deficiencies in internal control that we consider to be material weaknesses, 
as defined above. However, we identified certain deficiencies in internal control over financial 
reporting, described in the accompanying schedule of findings and questioned costs that we 
consider to be significant deficiencies in internal control over financial reporting. The related 
finding is referenced as 09-01. 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. 
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Compliance and other matters  

As part of obtaining reasonable assurance about whether the School’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. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing 
Standards.  
 
The School’s response to the findings identified in our audit is described in the accompanying 
schedule of findings and questioned costs. We did not audit the School’s response, and 
accordingly, we express no opinion on it. 
 
This report is intended solely for the information and use of management, the Board of Trustees, 
others within the entity, 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. 
 

 
 
October 30, 2009 
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HARLEM CHILDREN’S ZONE  
PROMISE ACADEMY CHARTER SCHOOL 

Schedule of Findings and Questioned Costs 
For the Year Ended June 30, 2009 

 
 

09-01 Financial Statement Closing Process 
 
Criteria: An effective financial closing process provides the School with accurate financial 
statements that meet the requirements of the various stakeholders on a timely basis. 
 
Condition: During the preparation of the year-end financial statements, we noted that 
improvements are needed in the financial statement closing processes to address the accuracy 
and timeliness of the School’s year-end financial reporting.  
 
Effect: The School’s system of internal control is not effective for managing its resources. In 
addition, the deficiencies in the financial statement closing process have resulted in difficulties 
with meeting external deadlines for submission of audited financial statements which, 
consequently, does not provide management and those charged with governance the opportunity 
to critically review the School’s financial statements. 
 
Cause: The personnel that perform finance and accounting functions in the fiscal department are 
few, and continual training is required to enable a good understanding of generally accepted 
accounting principles and effective internal control.  
 
Recommendation: We recommend that the School assess the adequacy of resources in the fiscal 
department in relation to its periodic reporting responsibility. For example, the School may want 
to consider an increased level of financial analysis of significant accounts on a regular basis, as 
well as providing additional support to the Chief Financial Officer in the area of financial 
reporting. 
 
Management Response: 

 
Harlem Children’s Zone Promise Academy I Charter School has hired a Business Manager 
experienced in the financial functions of schools. We know this position will not only support the 
schools but will also provide the high level of financial analysis needed to assist with the 
management of the financial functions of the School. 
 




